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EXECUTIVE SUMMARY
Background
1.
The Living Wage is calculated to represent the minimum pay rate required for a
worker to meaningfully participate in society. It is based on detailed research into the
types of goods or services members of the public think are needed to reach a socially
acceptable standard of living. There is no legal requirement on employers to pay the
Living Wage, unlike the statutory National Minimum Wage (NMW), and it is not possible
to make payment of the Living Wage a compulsory condition of publicly procured
contracts.
2.
The Scottish Government has committed to paying the Living Wage as part of its
public sector pay policy, and supports the Scottish Living Wage Campaign as one of the
measures to address poverty in Scotland, and it has published guidance on how
procurement processes can encourage payment of the Living Wage, as part of a wider
package of workforce matters. There have been calls to encourage the further
introduction of the Living Wage wherever it might be appropriate, taking account of the
prevailing economic conditions.

Aim and research methods
3.
The purpose of this research was to inform potential action by the Scottish
Government to support the Living Wage, by:
•

•

Reviewing, and assessing the applicability to Scotland, of existing empirical and
theoretical research on the impacts and practicalities of introducing the Living
Wage, universally, in parts of the public or private sectors and of promotion
through public contracts.
Through in-depth interviews with employers who had already introduced the
Living Wage, Scottish Government contractors and stakeholder organisations:
exploring perceived costs and benefits of the Living Wage, barriers (and
enablers) to implementation, and their suggestions for future action; and
gathering any objective evidence available on the impact of the Living Wage in
Scottish organisations. It should be noted that it was not within the scope of the
research to assess the feasibility of research participants’ suggestions for future
action.

4.
The research was conducted between 16 January and 28 May 2014. Full details
of methods can be found in chapter 2.

What the existing research literature tells us
5.
Literature on the effects of the Living Wage in the United Kingdom, particularly
outside London, is relatively new and sparse. However, a large body of literature from
the United States gives empirical evidence of the impact of raising wage floors in
practice, rather than merely the predictions of economic theory.
6.
In particular, two decades of intensive research comparing employment levels
under different minimum and Living Wages in the United States have failed to confirm
the hypothesis that a higher wage floor reduces employment. The evidence suggests
that the impact on labour demand is not as large as is sometimes assumed, not least
4

because low wage jobs tend not to be in internationally traded goods or services where
higher pay could be readily undercut from abroad. In the UK, estimates of the labour
demand effect of the Living Wage being universally adopted remain theoretical, but also
suggest a small impact, largely confined to certain sectors.
7.
This limited impact on employment levels is because of a combination of
productivity increases (e.g. due to reduced employee turnover), and employers
reducing labour costs in other ways (e.g. non-wage benefits), increasing prices to
consumers, or reducing profit margins. There is little consensus in the economics
literature about which of these effects dominates. Although increased productivity is
likely to outweigh the higher wage cost for many firms, this does not mean that all firms
will experience increased productivity, or that it will fully cover the cost for all those that
do experience it.
8.
Significant US evidence indicates that introducing higher wages in the public
sector has not been associated in a significant way with a net increase in public
spending, and can even have the reverse effect (taking account of reduced incomerelated social benefits and increases in income taxes). Some UK analysts suggest that
the same will be true in the UK, helped by reduced in-work benefits and the multiplier
effect of additional disposable income spent by low-income groups.
9.
The evidence suggests that payment of the Living Wage can improve employee
wellbeing. However, the effects on reducing poverty are less clear, as a large proportion
of the employee’s pay increase is often lost in increased taxes and reduced meanstested benefits.
10.
The US approach has been to test the limits of higher minimum and Living
Wages in some areas, with research generally showing that negative impacts have
been smaller than predicted. Evidence of impacts in the UK is at an earlier stage,
suggesting that further steps in its implementation need to be carefully monitored.

The views of Scottish Living Wage employers
11.
The Scottish Living Wage employers interviewed did not yet have a specific,
formal assessment mechanism to monitor the impact once the Living Wage was
implemented. Instead, monitoring of the impact was included as part of wider
mechanisms used to measure overall staff performance and turnover. Therefore, the
evidence of costs and benefits of introducing the Living Wage reported here relies on
the perceptions of Scottish Living Wage employers interviewed, rather than on
objectively quantified measurement of these gains. When asked about their perceptions
of the positive impacts of introducing the Living Wage, employers tended to discuss
these in terms of benefits to:
•

•

Employees – through increased salaries, which were perceived to help
employees and their families achieve a higher standard of living and create a
more positive working environment.
Employers – through an increased ability to retain high-calibre staff and attract
more qualified applicants, as well as the reputational benefits of being seen to be
a Living Wage employer.
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12.
Employers in smaller and medium sized organisations felt that introducing the
Living Wage did not provide significant benefits to the company as a whole, due to the
very small number of staff affected.
13.
There was widespread agreement among Living Wage employers that, on the
whole, the process of implementing the Living Wage was straightforward, particularly
among small and medium-sized companies. However, Living Wage employers did
identify a range of factors that created barriers or difficulties in adopting the Living
Wage. The barriers cited by employers tended to fall under four broad categories.
14.
The financial cost of increasing wages – Before they implemented the Living
Wage, employers had three main concerns about increased wage costs: the potential
for undercutting of prices by competitors; the potential for a wider inflationary impact on
salaries across larger organisations; and a reluctance to pay younger employees the
Living Wage in addition to investment in their training and development.
15.
Ensuring that sub-contractors paid the Living Wage – The most commonly
expressed difficulties were: the resources needed to manage this; resistance from subcontractors; an increase in contract costs; and ensuring sub-contractors actually pay
their employees the Living Wage. Living Wage employers discussed the need to create
an action plan incorporating: setting achievable goals for sub-contractors; determining a
timeline for implementing the Living Wage across all contracts; and identifying
challenges and ways of addressing these.
16.
Communicating changes to employees – Some employers were concerned
that staff might perceive the company to have been “taking advantage of them” prior to
implementing the Living Wage, or that some employees may lose out on receiving state
benefits or tax credits. To address this, they adopted an iterative approach in which they
responded to negative reactions as and when they occurred. Among employers who
chose to openly communicate with staff about the implementation of the Living Wage,
many felt it created a “feel good” factor within the company.
17.
Perceived lack of clarity about what is expected as part of Living Wage
accreditation – Some larger employers expressed a need for more information on
reporting requirements, the nature of the yearly audits and the impact of having a
different financial year to the Living Wage Foundation. However, these concerns tended
to be addressed through dialogue with Glasgow City Council or the Living Wage
Foundation.

The views of Scottish Government contractors
18.
Contractors’ perceptions about the potential benefits and costs of encouraging
the implementation of the Living Wage were broadly similar to those held by Living
Wage employers – namely, that promoting the Living Wage through public contracts
would bring benefits to:
•

•

Employees – through improved employee morale, leading to greater levels of job
satisfaction and engagement; and contributing towards improving the general
health and wellbeing of employees by enabling them to support themselves and
their families adequately.
Employers – through greater employee engagement, resulting in improved staff
retention, reduced absenteeism and improved workplace atmosphere; enabling
6

organisations to attract higher calibre employees; and improved reputation by
demonstrating that they were a socially responsible organisation.
19.
Contractors expressed deeper concerns about the potential financial cost of
implementing the Living Wage than Living Wage employers. The prevailing view was
that it would be difficult to absorb the additional cost of paying the Living Wage,
particularly within the current economic climate of “squeezed” profit margins. They felt
increases in staff costs would have to be passed on to clients, and would therefore put
the organisation’s competitiveness at risk.
20.
Some contractors were of the view that increasing the wages of employees
below the Living Wage could create an inflationary impact on wages across the
organisation. Others felt that it might result in the Living Wage being used as a “wage
floor” by organisations to depress wages within industries.
21.
Most contractors felt that the promotion of the Living Wage through public
contracts would have little impact on the recruitment of young people, but had two main
concerns. Firstly, some felt that, when considering how much young people are paid, it
is important to look at the wider investment in young people by companies, such as the
cost of training and providing experience. Secondly, there was a broader concern about
the “appropriateness” of paying young people at Living Wage levels based on the belief
that many young people live at home and the subsistence costs the Living Wage is
designed to cover will already be addressed through the household income of their
parents.
22.
On the whole, contractors were supportive of the principle of using public sector
procurement to promote the Living Wage. Indeed, some contractors commented that
they had a clear preference to an approach which would enable incorporating the Living
Wage into procurement practice in a way which would help to establish a “level playing
field” and enable contracts to be judged on quality and their contribution to society as
opposed to cost.
23.
A small number of contractors were more sceptical about the use of procurement
to promote Living Wage, mainly due to perceptions that: the procurement process
would favour larger companies; there would be an exponential increase in the cost of
goods and services if organisations in a supply chain all implemented the Living Wage;
and focussing on the Living Wage was too arbitrary and failed to consider wider
packages offered to employees.

The views of key stakeholder organisations
24.
The benefit of increasing employees’ salaries was mentioned by some
stakeholders in the context of addressing in-work poverty.
25.
The timing of the Living Wage debate was a concern for some stakeholders, who
felt that the economy had only very recently begun to show signs of recovery and
additional “burden” on businesses would be unwelcome.
26.
Stakeholder views on Scottish Government contractors’ concerns were mixed.
On the one hand, some stakeholders felt that businesses tended to overstate the
financial costs of increasing employees’ wages. On the other hand, some expressed
strong concerns that the impact on costs would have a considerable impact on
7

businesses and a disproportionate impact on companies in industries where staff costs
tend to make up a higher proportion of the overall business costs.
27.
Further, stakeholders tended to take a broader view of the role of the Living
Wage in procurement, and felt that its consideration should take place within a context
of wider social policies.
28.
A number of stakeholders also highlighted a range of potential practical issues in
relation to using Living Wage considerations in determining public contract decisions.
These included: concerns that ‘additional bureaucracy’ may result in some businesses
opting out of applying for Scottish Government contracts; concerns about how
contractors will be asked to ‘prove’ that they are actually paying the Living Wage; and
concerns about whether payment of the Living Wage applies only to work relating to a
defined government contract, or whether it applies to all activity of an individual
contractor.
29.
The consensus among stakeholders was that organisations delivering public
sector contracts would be unlikely to afford to pay all staff working on these contracts a
Living Wage unless public bodies were willing to pay more for the contracts.

Conclusions
Costs and benefits
30.
Existing research suggests that payment of the Living Wage can improve
employee wellbeing, but has a limited impact on poverty. Therefore, it has been argued
that it is essential to combine the Living Wage with other policies which impact on wider
workforce terms and those which are designed to improve career progression and to
reduce the costs faced by people on low incomes (e.g. childcare costs). In addition,
changes to benefit withdrawal and tax settings could ensure that lower income
households keep a greater proportion of the increases in earned income.
31.
A considerable body of evidence from the US shows that employers have made
many adaptations to higher wage floors, such as shifting the composition toward higher
skilled workers, or simply accepting a smaller profit margin. Coupled with benefits such
as reduced staff turnover and improved productivity, this has meant that the impact on
employment levels has been limited. Evidence of impacts in the UK is at an earlier
stage, however, suggesting that further steps in its implementation need to be carefully
monitored.
Employers’ views of the implementation process
32.
There was widespread agreement among Living Wage employers that
implementing the Living Wage was straightforward, though this was dependent on the
size of an organisation or the sector in which it is operating.
33.
Based on their experience of implementing Living Wage, employers made a
number of suggestions that they felt would help organisations move to paying their
employees a Living Wage, including:
•

conducting feasibility studies to identify potential risks, devise approaches to
address risks and develop an appropriate timescale for implementation
8

•
•

communicating openly with all staff in the process to explain the rationale for
adopting the Living Wage
creating a clear action plan for working with sub-contractors and ensure good
communication between their business and sub-contractors to facilitate
implementation.

34.
Living Wage employers also suggested ways in which they believed the Scottish
Government and organisations promoting the Living Wage could support employers.
These suggestions included:
•
•
•
•
•
•
•

providing advice and guidance on all aspects of the implementation phase
encouraging dialogue between employers that have been through the
implementation process and employers that are considering it
raising awareness among recruitment agencies about the Living Wage
providing more information and evidence on its benefits
providing financial incentives to help small businesses
improving communications on how the current level of the Living Wage is set
involving local businesses in the process of determining the Living Wage rate.

Using public sector procurement to promote the Living Wage
35.
Scottish Government contractors were generally supportive in principle of using
procurement processes to encourage companies to adopt the Living Wage, although a
small number were sceptical, mainly due to perceptions that this would favour larger
companies and increase the costs of goods and services, and fails to consider wider
benefit packages offered to employees.
36.
Contractors identified a range of steps that they felt could be taken to encourage
them to pay the Living Wage. These mainly involve negotiation with the contractor to
vary existing contracts, including price, to cater for the additional costs. The views
expressed included:
•
encouraging payment of the Living Wage in public sector contracts, but not
making it mandatory
•
working in partnership with contractors to promote the payment of Living Wage in
public contracts
•
a staged approach to promotion, beginning with larger contracts before filtering
down to smaller contracts
•
providing clarity on how the Living Wage can be promoted in tendering
processes
•
some form of subsidy for organisations to help offset increases in wage costs
among contractors
•
making use of local government and non-departmental government bodies who
deal directly with contractors to provide information and support
•
organising workshops with contractors to provide information and advice on best
practice
•
providing robust evidence on the impacts and advice on addressing barriers
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37.
Existing research in the US has found that many bidders welcome the “level
playing field” provided by a wage floor, which does not encourage a “race to the
bottom”. In some cases, this actually attracts more bidders. Where the additional
contracting costs have been quantified, they have often been found to be low. The US
does not operate within the same legal framework as the UK. If a public sector body in
Scotland (or the rest of the UK) made the payment of staff at a higher rate than the
National Minimum Wage a mandatory requirement as part of a competitive procurement
process, this would run the risk of breaching European Law and European Procurement
rules. It is, however, possible to include Living Wage considerations in procurement
exercises without making payment of the Living Wage a mandatory requirement, and a
number of public bodies in the UK have done so.
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1 INTRODUCTION
Background to the research
1.1

The idea of a Living Wage is to set a voluntary wage floor, benchmarked on
estimates of what households need to meet minimum living costs. The
calculation of these costs, by the Centre for Research in Social Policy at
Loughborough University, is based on detailed research into what types of goods
or services members of the public think are needed for a socially acceptable
standard of living. The Living Wage is updated annually, in line with changing
price levels and living standards.

1.2

The Living Wage encompasses a voluntary approach to a wage floor, unlike the
statutory National Minimum Wage, which is set by the UK Government.
However, the ambition of many of its advocates is to develop new norms to
which employers can adhere. The Living Wage has been implemented by a
range of employers across the United Kingdom. As at May 2015, around 1500
employers have been accredited by the Living Wage Foundation, including
around 200 based in Scotland 1. There were 5.2 million private sector businesses
in the UK at the start of 2014, 322,555 of which were based in Scotland
(Department for Business, Innovation & Skills, 2014).

1.3

It is Scottish Government policy to ensure that all directly-employed staff are paid
the Living Wage. The Scottish Government has also provided funding to the
Poverty Alliance for a pilot to promote take up of the Living Wage Accreditation
Scheme and increase the number of employers paying the Living Wage in all
sectors in Scotland.

1.4

In December 2011, the Scottish Parliament Local Government and Regeneration
Committee held an inquiry into a Living Wage. In its subsequent report,
published in February 2012, the Committee set out its broad support for the
Living Wage but also noted the “complex range of factors, difficulties and
unresolved issues” that must be taken into account in decisions on whether or
not to introduce the Living Wage. Further, it acknowledged that current economic
circumstances bring “additional pressures on the public, private and voluntary
sectors alike, which do not lead to conditions that are generally favourable in
respect of the likelihood of wider introduction of the Living Wage” 2.
The Committee noted that any savings resulting from increased tax revenue and
decreased benefits spending that might result from wider adoption of the Living
Wage in Scotland would accrue to the United Kingdom Government rather than
to the funds available to the Scottish Government, because of the way in which
the Scottish Budget is funded. It also noted that it is not for the Scottish
Government to determine wages in the private and voluntary sectors, but that the
public sector can lead the way by example, and called on the Scottish
Government to use its experience, expertise and good relationship with COSLA
and with local government generally to seek to encourage the further introduction
of the Living Wage wherever it might be appropriate, taking account of the
prevailing economic conditions.

1

http://www.livingwage.org.uk/who-accredited

2

Local Government and Regeneration Committee (2012), 2nd Report, 2012 (Session 4), Report on the Living Wage in Scotland
http://www.scottish.parliament.uk/parliamentarybusiness/CurrentCommittees/46601.aspx#a8
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1.5

It is in this context that the Scottish Government commissioned Ipsos MORI
Scotland and the Centre for Research in Social Policy at Loughborough
University to conduct research to gather evidence on the potential costs and
benefits of, and barriers and enablers to, wider implementation of the Living
Wage in Scotland.

Aim and objectives
1.6

The overarching aim of this study was to inform potential action by the Scottish
Government to support the Living Wage. The specific objectives were to:
i.

Review (and assess the applicability to Scotland of) existing empirical and
theoretical research on the impacts and practicalities of:
• introducing the Living Wage universally
• introducing the Living Wage across the public sector only
• introducing the Living Wage in only a subset of organisations in the
private sector
• promoting the Living Wage specifically through public sector contracts

ii.

Gather information from organisations in the Scottish private sector that
have already introduced the Living Wage on:
• what they perceive the costs and benefits to have been
• any objective evidence of the costs and benefits that is available
• any barriers to implementation that were encountered
• how these barriers were overcome.

iii.

Gather information from a sample of Scottish Government contractors on
the perceived costs and benefits of the Scottish Government encouraging
the implementation of the Living Wage through their procurement activities.

iv.

Gather opinions from a range of interested stakeholders in relation to the
findings in objectives i-iii.
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2 RESEARCH METHODS
2.1

The study was conducted using a combination of primary and secondary
research methods, comprising:
• a review of existing empirical and theoretical research on the impacts and
practicalities of introducing the Living Wage
• a series of in-depth interviews with:
- Scottish Living Wage employers
- Scottish Government contractors
- stakeholder organisations representing key sectors and industries

2.2

All aspects of the study were carried out to the international quality standard for
market research, ISO 20252.

Review of existing research
2.3

The secondary research involved a review of existing research, primarily
focusing on academic literature in peer-reviewed journals. These journals
provided high quality evaluations of the impact of the Living Wage in
organisations, sectors and sub-sectors. Greater weight was given to such
evaluations over descriptions of policy and projections or estimates of numbers
affected that do not include such an evaluation. However, ‘grey’ literature was
also reviewed, looking at descriptive experiences of the implementation of the
Living Wage – for example, about the practicalities of requiring or influencing
suppliers to take on the Living Wage through procurement practices. Framed by
the key questions outlined in the first objective above, the review drew principally
from the following categories of material:
• Individual studies from the United States looking at the impact of different
minimum wage and Living Wage levels on employment and other labour
market outcomes. These studies take a wide variety of forms, ranging from
qualitative descriptions of responses to the introduction of wage floors to
quantitative “natural experiments”, comparing two or more situations with
different wage requirements. One type of comparison looks at workers within a
single jurisdiction in companies covered and not covered by a wage floor,
such as private sector workers in cities where ordinances cover those
contracted by the public sector. Another compares outcomes in similar
counties in two adjacent states with contrasting US minimum wages.
• More extensive comparisons and meta-studies from the United States,
seeking to generalise evidence of the impact of different wage floors. These
studies have become increasingly sophisticated over the years. They allow
one to observe the extent to which certain results are isolated to particular
studies or contexts or more generally observed, to distinguish particular
effects such as differences in regional economies and to make distinctions
between studies with different degrees of reliability.
• Observations of the effects of the Living Wage as implemented in the United
Kingdom. These draw largely on the London Living Wage, which has been in
place for a decade, but have not been able to provide as solid evidence on its
effects as the larger US studies, mainly because it is intrinsically difficult to
attribute overall labour market outcomes to implementation of a standard that
13

(i) only affects a small minority of workers and (ii) is voluntary and therefore
most likely to be taken up by companies who believe that they can do so
without negative consequences on employment.
• Other UK studies that attempt to project the impact of the Living Wage, by
reviewing existing evidence, by interviewing employers and other stakeholders
and through general analysis
• Local/regional UK reviews, considering the implications of the Living Wage for
various jurisdictions, including Manchester, Newcastle, Cardiff, Brighton and
Wales, Some of these were commissioned in preparation for introducing the
Living Wage by public bodies in these places.
2.4

Following a comprehensive review, the material identified as relevant to the key
research questions was synthesised and analysed using a matrix method. This is
a transparent and robust way of analysing data from textual sources and is
similar to the approach adopted in much qualitative research. The content of the
identified evidence was summarised and organised according to themes
reflecting the four key questions outlined in the first objective above. The findings
from the literature review were subsequently used to inform the content of the indepth interviews (see below).

In-depth interviews
2.5

The primary research was conducted using in-depth interviews with senior
members of staff from organisations selected to participate in the study (see 2.6
for an explanation of how organisations were selected). This method allowed the
research team to explore participants’ specific circumstances, experiences and
views in detail. Further, it enabled the research team to probe on key points of
interest as they emerged, in order to form as clear an account as possible of the
perceived opportunities and challenges the Living Wage presents for different
types of employers.

Sample profile
2.6

In order to select a suitable range of organisations for in-depth interviews,
separate lists were obtained for: organisations who have already introduced the
Living Wage; and Scottish Government contractors.

2.7

For organisations who have already introduced the Living Wage, the research
team used two available listings of Scottish private sector employers that have
introduced the Living Wage: the Living Wage Foundation’s database of
accredited employers; and Glasgow City Council’s Living Wage Employers’ list.
The research team selected employers to ensure a spread of industry sectors
and organisation sizes (see table 2.1).

2.8

For Scottish Government contractors, the research team used the main listing of
contractors supplied by the Scottish Government. The list provided the details of
organisations who had worked on Scottish Government procurement contracts in
the last year. Again, the research team selected organisations to ensure a
spread of sectors (public, private and third), industry sectors and organisational
sizes (see table 2.2).
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2.9

For stakeholders, a range of organisations representing key sectors and
industries were selected by the research team in consultation with the Scottish
Government. Stakeholders were selected to provide a broader perspective on
the issues covered in the report, with a particular emphasis on sectors and
industries that may be disproportionately affected by the implementation of the
Living Wage.

Recruitment
2.10 Recruitment was carried out by members of the core Ipsos MORI research team.
All potential participants were sent an advance letter, either via post or e-mail,
outlining the purpose of the research and the reason their participation was being
sought (see Annex B). Scottish Government contractors were also sent an
information sheet providing basic information on the Living Wage and the
Scottish Government’s consultation on the Living Wage through procurement
(provided in Annex C). Participants were then contacted by telephone and asked
if they were willing to participate in the study.
2.11 Interviews were conducted with the managing director or another suitably senior
member of staff in each organisation, for example an HR Director or Finance
Director.
2.12 On recruitment, all Living Wage employers who agreed to participate in the
research were screened to ensure they had taken a conscious decision to move
to the Living Wage, having previously paid at least some of their employees at a
lower rate.
2.13 The profile of Living Wage employers and Scottish Government contractors is
shown in tables 2.1 and 2.2 below:
Table 2.1: Living Wage employers
Number of employees
Fewer than 10
11 to 50
51 to 250
251 to 500
More than 500
Total

Number of respondents
3
3
2
1
2
11

Industry type
Business services
Financial and professional services
Manufacturing
Health care
Energy
Environmental
Hospitality
ICT
Total

Number of respondents
2
2
2
1
1
1
1
1
11

Table 2.2: Scottish Government contractors
Number of employees
Number of respondents
Fewer than 10
11 to 50

4
7
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51 to 250
251 to 500
More than 500
Total

7
3
8
29

Sector

Number of respondents

Private
Public
Third
Total

20
3
6
29

Industry type
Business services
Education
Creative and media
Energy
Environmental
Financial and professional services
Health care
ICT
Legal
Social care
Agriculture, Horticulture & Fisheries
Construction
Hospitality
Housing
Leisure
Manufacturing
Security
Total

Number of respondents
3
3
2
2
2
2
2
2
2
2
1
1
1
1
1
1
1
29

Discussion guide and materials
2.14 All fieldwork materials were designed by the research team and agreed with the
Scottish Government. The materials included discussion guides used by
interviewers to guide the flow of discussions, which were informed by responses
to the consultation on the Procurement Reform Bill and the findings from the
literature review. Separate guides were designed for interviews with Living Wage
employers, Scottish Government contractors and stakeholder organisations,
allowing specific areas of relevance to be targeted within each (copies of the
discussion guides are provided in Annex A).
Fieldwork
2.15 In the first phase of the research, a total of 40 in-depth interviews were
undertaken between 16 January and 7 March 2014: 11 in-depth interviews were
undertaken with organisations who have already introduced the Living Wage and
29 in-depth interviews were undertaken with Scottish Government contractors.
2.16 Interviews with organisations that have already introduced the Living Wage
lasted between 30 and 45 minutes. Interviews with Scottish Government
16

contractors lasted between 15 and 30 minutes. The interviews were conducted
by the Ipsos MORI researchers who had designed the discussion guide (and
who then undertook the analysis and reporting).
2.17 An interim report was produced based on the information gathered from the first
phase of the research. In the second phase of the research, the research team
worked with a total of 8 stakeholders representing different sectors and groups of
businesses. In-depth interviews were undertaken with each of the stakeholders
and the interim report formed the basis of the team’s engagement with the key
stakeholders. Each interview lasted between around 60 minutes. Seven of these
were conducted face-to-face, while the other was conducted by telephone.
Interviews were conducted between 30 April and 28 May 2014.

17

Analysis
2.18 With the permission of participants, all interviews were audio-recorded and
transcribed for analysis. The transcripts and interviewer notes from the
interviews were then systematically analysed to identify the substantive themes
which emerged in relation to each question in the discussion guide along with
key points and illustrative verbatim comments.
2.19 This ensured that the analysis of the data was rigorous, balanced and accurate,
and that key messages or concepts were brought out. It was also flexible enough
to allow links and connections across different themes or sub-themes to be
made, and for moments of interpretive insight and inspiration to be recorded.
2.20

It should be noted that the findings presented in this report were based on the
perceptions of the research participants and derived using qualitative data
collection methods and analysis. The report is aimed to help develop a deeper
understanding of the range of factors that shape views and perceptions of the
research participants, as well as identifying key attitudinal tendencies. It was not
within the scope of the research to assess the feasibility of research participants’
suggestions for future action.
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3

WHAT THE EXISTING RESEARCH LITERATURE TELLS US

Introduction
3.1

In the United Kingdom (UK), the Living Wage has been promoted by the Living
Wage Foundation and others, and adopted by local authorities, universities and
numerous other public and private bodies, including the Scottish Government for
its own employees. The Living Wage in various forms has also been promoted in
other countries, including the United States (US) and New Zealand. The
increased interest in adopting a Living Wage has been accompanied by a need
to understand its costs, benefits, and implications, including its impact on public
budgets, labour demand, Living Wage recipients and society in general.

3.2

In investigating such effects, we need from the outset to be clear about what we
mean by a Living Wage. In the UK today it is principally understood to mean the
voluntary adoption by public and private employers of a wage floor based on
what is needed for people to meet minimum living costs. However, in the US the
term can also refer to a standard that has some form of statutory backing and/or
is not purely voluntary. In the US, for example, some cities have adopted Living
Wage Ordinances that impose a higher compulsory minimum wage than
required by state laws, mainly on employers receiving public funding through
contracts or grants. At the same time, a number of states as well as some cities
set minimum wages for all employees substantially above the federally required
minimum, and arguments about living standards can influence this too. As a
consequence, the US provides by far the best test-bed and solid long-term
evidence of the effect of compulsory wage floors at different levels. The overall
effects of voluntary standards remain much harder to research.

3.3

Individual studies of the effects (on companies and the labour market) of
adopting wage floors provide varied and, to some extent, contradictory findings.
This is partly because of the range of contexts in which these wage floors have
been implemented, and may also be influenced by bias related to the
controversial nature of the subject, which is influenced by political and economic
beliefs. This has led to accusations of data mishandling and of misinterpretation
of evidence between authors 3. Nevertheless, studies that have reviewed the
evidence as a whole, based on a range of research, have come to reasonably
clear-cut conclusions.

3.4

This literature review aims to assess what existing evidence can tell us about the
introduction and extension of the Living Wage in Scotland, based mainly on
evidence from the UK and the US. The fact that studies have found varying
impacts in different contexts and that the experience of the Living Wage in the
UK, especially outside London, is relatively new and limited means that there is
no fully reliable way to predict the effects of a widespread implementation of the
Living Wage in parts of the United Kingdom.

3.5

However, the evidence on wage floors found elsewhere, especially in the US,
does give some strong indications of their impacts on:
1) labour demand and employment levels

3

See for example, Sander´s criticism of Pollin´s work described in Casuso (2008); or Brenner (2004) on Neumark and Adams
(2003).
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2) wage costs, and ways in which employers absorb any increases
3) employees’ wellbeing, income and poverty rates
3.6

A fourth important impact is on the cost and level of public services, where public
bodies and their contractors raise wages at the bottom. These effects are harder
to project from research, but experiences of bodies who have introduced the
Living Wage in the UK are nonetheless relevant.

The effect on labour demand and employment levels
3.7

The debate on whether raising the minimum wage is detrimental for the economy
is not new. In the US, academic and political discussions on the minimum wage
go back a century (Kaufman, 2010; Neumark and Wascher, 2007). Classical
liberal and neo-liberal theories argue that imposing wage floors leads to a
reduction in employment rates due to the increased cost of labour. In the United
Kingdom, this has produced a cautious approach to the setting of a national
minimum wage (NMW). Throughout the 15 years that the Low Pay Commission
has supervised the uprating of the UK Minimum Wage, it has found no evidence
of significant negative employment effects (e.g. Draca et al, 2011). However, this
may be because the NMW has never been at a level high enough to affect
labour demand, and that there is bound to be some higher level at which it would
do so. In the United States, the setting of minimum wages at up to 50% above
the federal level of $7.25 ($10.74 in San Francisco) offers much greater scope
for researchers to test whether a relatively high wage floor is associated with less
employment.

Have higher wage floors reduced employment levels in the US?
3.8

Two decades of intensive research comparing employment levels under different
minimum wages in the US has failed to confirm the hypothesis that higher
minimum wages reduce employment. On the one hand, Card and Kreueger’s
(1994) influential study of the effect of minimum wage increases in fast food
restaurants in New Jersey found no discernible employment effect. Subsequent
research in the US (Fairris, 2007; Fairris and Fernandez, 2008; Reich, Hall, and
Jacobs, 2005) has continued to show no consistent evidence of changes in
labour demand as a result of increasing wages. Recently, Laura D´Andrea
Tyson, who served as chairwoman of the Council of Economic Advisers under
President Clinton, reflected that despite the increase in the minimum wage
implemented during Clinton´s administration, “a higher minimum wage did not
impede robust employment growth; it did contribute to healthy income gains for
low-wage workers” (D´Andrea, 2013).

3.9

On the other hand, some studies show significant negative employment effects in
certain cases. For example, Neumark and Adams (2003) found reductions in
employment associated with programmes that set wage floors for recipients of
public business assistance. Also, Tolley, Bernstein, and Lesage (1999)
estimated that a proposed Living Wage Ordinance in Chicago would cost over
1,300 jobs – based on a survey of public sector contractors to whom it would
have applied.

3.10 One approach to summing up the effects of various studies has been to carry out
“meta-studies” of employment effects identified by a large range of individual
studies (Allegretto et al, 2013; Doucouliagos and Stanley 2009; Giuliano, 2009;
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Lester and Jacobs, 2010). In general, these studies have found there is no
consistent relationship between wage floors and employment levels (i.e. there
are considerable differences in individual studies’ findings of whether
employment effects are positive or negative), but the key finding is that the vast
majority of individual studies show the effects to be very small.
3.11 Some authors have argued that traditional approaches have failed to account for
ways in which employers may not behave in manners predicted by competitive
models and find channels of adjustment (Brenner, 2004; Schmitt, 2013;
Thompson and Chapman, 2006) or contextual differences in employment growth
(Dube, Leicester, and Reich 2010).
Would the Living Wage reduce employment levels in the United Kingdom if
implemented generally?
3.12 Studies in the United Kingdom have pointed out that the association between
higher wages and employment often contradicts the theoretical expectations of
classical economic thinking (Bryan, Salvatori and Taylor, 2012; Dolton, Rosazza
and Wadsworth, 2012; Stewart, 2004). Metcalf (2008) found that the introduction
of the national minimum wage (NMW) is not associated with employment trends
during the last two decades and exposed twelve possible reasons for small or
non-existent employment effects of the NMW in the UK.
3.13 A number of studies have sought to project what would happen to employment
levels in the UK if the current Living Wage were generalised, either through
some form of compulsion or through very widespread take-up and possibly a
situation where larger companies feel obliged to implement it for reputational
purposes. At present, none of the evidence on the Living Wage as implemented,
including in London over the period of a decade is able to address that question,
because it has not been sufficiently generalised.
3.14 Lawton and Pennycook (2013) sought to project “the likely economic and social
impact of more extensive Living Wage coverage”. One aspect of this was to
model the impact on labour demand of a situation where the present Living
Wage levels became compulsory. It estimated that “labour demand” would
decline by 80,000 net, and by 160,000 for young people (some of whose jobs
could go to older more experienced workers). This theoretical calculation is
based on previously known relationships between pay and employment levels. It
is important to emphasise that this is not a prediction of how many jobs would
actually be lost; rather, it is based on observed historical relationships between
pay and employment levels, which may not apply to the unknown context of
increasing significantly the wages paid in all lowest-paid jobs.
3.15 Lawton and Pennycook’s (2013) analysis is also helpful in setting out which job
sectors might be most at risk, which is largely based on the distribution of jobs
where pay is well below the Living Wage. A move to the Living Wage would
increase the wage bill most for bars and restaurants (6.2%), general retailers
(4.9%) and food and drug retailers (4.7%). In most other sectors the effect on the
overall wage bill would be very low or negligible, because only a small minority of
jobs would be affected and/or because those affected pay not much below the
Living Wage at present. It is also notable that workers under 30 – and particularly
those under 20 and young workers with low skills – have a much higher than
average chance of being on low pay, and are therefore more likely to be
beneficiaries of a Living Wage, but also face some risk that they will be replaced
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by more experienced or better qualified workers. Finally a regional breakdown
shows that the risk of being below the Living Wage is somewhat lower in
Scotland than on average in the UK – at 18%, lower than in any other UK region
except London and the South East.
3.16 Reed (2013) has attempted to make a comprehensive estimate of effects of
expanding the Living Wage to all employees in the United Kingdom, taking
account of macroeconomic knock-on effects. Arguing that the net fiscal benefits
derived from implementing the Living Wage universally would be of £1.5 billion,
which, through a multiplier effect, would increase GDP by £3.15 billion, he
estimates employment effects of between 45,000 jobs lost and 58,000 jobs
gained. This can only be seen as a very broad estimate of what would actually
happen, but shows the degree to which the uncertainty but generally low level of
projected employment effects can make it hard even to know whether there
would be a small net reduction or small net increase in employment.
3.17 A report for the Welsh Assembly Government (Marsh et al, 2010) estimated the
consequences if Neumark and Adams’ (2003) estimate of an employment
elasticity of -0.12 were to apply to introducing a Living Wage to 9,000 low-paid
workers in public administration in Wales. This estimate means that a 10% wage
increase is associated with a 1% cut in employment, and on this basis it was
estimated that job losses would be of the order of 300. However, it is by no
means clear that an estimate applying to contracted and publicly-aided
employers in the US is valid for predicting the employment outcomes for public
administration in Wales (or, indeed, Scotland).
3.18 Local reports, such as Holden and Raikes (2012) for Manchester, have to some
extent drawn on the evidence from London and the United States and concluded
that there is unlikely to be a serious impact on jobs. However, these studies have
largely considered the Living Wage in terms of a voluntary initiative, in which
firms have to make their own judgements about whether and how to implement
it, and so have not considered in detail possible economic impacts of a
mandatory increase in the wage floor.

The effect on wage costs, and ways in which employers absorb any
increases
3.19 There is considerable literature in both the US and among Living Wage
employers in the UK detailing how employers have adapted to higher wage
floors. This evidence helps explain why it has been hard to discern significant
reductions in employment levels. In general, other changes create a context
where the economic principle that “other things being equal, higher minimum
wages means fewer jobs” does not apply, for the simple reason that other things
are not equal.
3.20 These other potential changes, each of which have been documented in US
studies (Schmitt, 2013), are:
•
•

Employers reducing labour costs in other ways, such as by reducing hours, nonwage benefits, or training; or by cutting the wages of higher-wage workers
Employers suffering reduced profits as they absorb the costs of the Living Wage,
cutting returns to their owners
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•
•

Employers passing the costs of a higher pay bill on to consumers in the form of
higher prices
Productivity increasing as a result of a higher minimum wage, for a variety of
reasons e.g. reduced employee turnover (resulting in lower recruitment and
training costs) and increased employee effort, or as a result of employer action
(such as increasing training or shifting the composition toward higher skilled
workers).

3.21

There is little consensus in the economics literature about which of these effects
dominates in practice. Most of the real world changes that have occurred
because of minimum wage rates have been quite small, which makes their
effects difficult to measure against a background of constantly changing
macroeconomic conditions and long-term trends in the regional and industrial
makeup of the economy (Northern Ireland Council for Voluntary Action, 2014).

3.22

A study of the effects of the implementation of the National Minimum Wage
found that there were no effects on productivity or on employment levels, but
some reduction in profits (Draca et al, 2011, pages 130, 149). However, the
OECD has concluded that an increase in the ratio of the minimum wage to the
median wage by ten percentage points can boost productivity by almost two
percentage points (OECD, 2007). And Schmitt’s (2013) review of US evidence
concludes that:
“…the cost shock of the minimum wage is small relative to most firms'
overall costs and only modest relative to the wages paid to low-wage
workers … probably the most important channel of adjustment is
through reductions in labour turnover, which yield significant cost
savings to employers.” (p23)

3.23 Evidence in the UK also highlights staff turnover as the single most widely-cited
change associated with introducing the Living Wage. Wills and Linneker (2012)
found that in a sample of London employers taking up the Living Wage, turnover
had reduced by an average of 25%, causing a 0.3% reduction in overall wage
costs. London Economics (2009) came to a similar conclusion, and also noted a
range of other effects: reduced absenteeism and sickness, increased worker
effort and productivity and reputational benefits. While some issues had arisen
about wage structures and differentials, the study found that there were no
reported lasting disadvantages from a business perspective. Wayland (2011)
refers to a study conducted by Barclays Bank in 2004, where absenteeism was
reported to reduce from 30% to 4% since the introduction of the Living Wage.
3.24 It is important to note that these London studies are based on small samples and
must be regarded as indicative. Moreover, results may depend on how and to
whom questions are asked. The London Chamber of Commerce & Industry
(2008), asked 275 business representatives about the London Living Wage and
42% of respondents said they would consider job cuts, 49% could cut back on
investment, and 26% reduce their training budgets. However, this reports the
views of employers not volunteering for a voluntary standard, and does not
report on actual behaviour.
3.25 Overall, the US and UK evidence suggests that firms’ experiences of costs and
benefits of the Living Wage, and the ways in which costs are absorbed, are
highly diverse. Although increased productivity is likely to outweigh the higher
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wage cost for many firms, this does not mean that all firms will experience
increased productivity, or that it will fully cover the cost for all those that do
experience it.

The effect on employees’ wellbeing, income and poverty rates
3.26 Studies of minimum wages and of Living Wages find, not surprisingly, that they
increase the earnings of the employees affected. The amount obviously varies
according to the size of change in the wage floor. Importantly, the impact on net
incomes also varies according to the rate at which increased taxes and reduced
in-work benefits result from higher individual earnings, as well as the extent to
which low individual earners are located in households with low overall incomes.
This makes it impossible to generalise effects on poverty levels from one context
to another.
3.27 A number of US studies suggest that, despite the fact that low pay is not the
same as poverty, raising minimum pay can have significant effects in reducing
household poverty and improving outcomes such as health. For example, the
Living Wage Ordinance in San Francisco has been associated with less sickness
absence, improved subjective health, reduced premature death rates (Bhatia and
Katz, 2001) and a 15% reduction in poverty rates (Howes, 2002). Similarly,
Neumark, Thompson, and Koyle (2012) found that implementing business
assistance Living Wage laws is associated with a reduction in the poverty rate by
2.4% in twenty-six American cities.
3.28 In the United Kingdom context, gains from Living Wages are bound to be shared
between the recipient and the Exchequer, particularly in the case of families on
tax credits (who typically lose 73% of additional earnings in reduced tax credits
and increased taxation). Partly as a result of this, some UK authors have urged
caution about the size of the direct impact of the Living Wage on poverty. Holden
and Raikes (2012) argue that it would be a mistake to rely on the Living Wage on
its own to address in-work poverty, and that it is essential to combine it with other
policies designed to improve career progression and to reduce the costs faced
by people on low incomes, for example in paying for housing, transport and
childcare (which could potentially be funded from the gains to the Exchequer of a
Living Wage). In addition, changes to benefit withdrawal and tax settings could
ensure that lower income households keep a greater proportion of the increases
in earned income.
3.29 The ways in which employers absorb any increases in wage costs are also likely
to influence the impact of increased hourly wages on employees. For example,
as noted earlier, some employers respond to higher wage bills by reducing
hours, non-wage benefits, or training (Schmitt, 2013).
3.30 Nevertheless, other authors have pointed to tangible ways in which those who
receive the Living Wage in the UK experience a higher living standard than those
who do not. Flint, Cummins, and Wills (2013) found that those who received the
London Living Wage scored 3.9 units higher on a 70-point well-being scale than
those who did not, controlling for other socio-economic and demographic
characteristics. The introduction of the London Living Wage has also been
associated with higher commitment and better working atmosphere (Sokol et al,
2006) and with higher satisfaction at the workplace (Wills, Kakpo, and Begum,
2009).
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The amount that a Living Wage raises the direct pay-bill of public
bodies
3.31 It has already become evident in the United Kingdom that the direct effects of
public sector bodies adopting the Living Wage for their own staff is very small.
This depends on the extent to which, before the policy is implemented, public
employees are earning below the Living Wage. In general, only a relatively small
minority have such low earnings and often they are not too far below the Living
Wage.
3.32 A Freedom of Information request in 2011 by the Poverty Alliance produced a list
of the numbers below the Living Wage in each Scottish local authority at that
time. On average this represented 7% of local authority direct employment, with
a range from zero to 15% (Poverty Alliance, 2011). As an illustration, a local
authority paying say 7% of its employees an average of £1 below the Living
Wage would have to increase its overall wage bill by well under 1% in order to lift
their wages to that level. In practice, local authorities deciding to pay the Living
Wage to all staff have experienced only very minor increases in total wage costs.
For example, in Glasgow it is an estimated £1.2 million (Marsh et al, 2011, p 58)
and in Birmingham £1.3 million (Birmingham City Council 2012); these local
authorities have total budgets of over £2 billion and over £3 billion respectively.
Similarly, Elmore´s (2003) study in twenty American cities found that the actual
cost was less than 0.1% of the total city budget (see Table 2 in Part 2, section B
below).
3.33 An important reason for this situation is that many of the lowest paying jobs
funded by the public sector, such as cleaning and care staff, are not carried out
by directly employed personnel. This makes the issue of the Living Wage for
staff in contracted services important both in terms of the benefits of the Living
Wage to staff in public services and the potential cost to the public purse.

The scope for introducing the Living Wage among contractors to the
public sector
3.34

Setting wage floors for directly-employed staff only can potentially create a
perverse incentive to contract out to cheaper suppliers who do not pay the Living
Wage. At present, the Living Wage Foundation recommends that Living Wage
employers should set achievable milestones towards ensuring that their
suppliers also pay their staff a Living Wage.

3.35

While the US has widespread experience of using city ordinances to enforce a
Living Wage among all public contractors (and in some cases all bodies
receiving any public grants), the situation is different for public bodies in the UK.
If a public sector body in Scotland (or the rest of the UK) made the payment of
staff at a higher rate than the National Minimum Wage a mandatory requirement
as part of a competitive procurement process, this would run the risk of
breaching European Law and European Procurement rules. It is, however,
possible to include Living Wage considerations in procurement exercises without
making payment of the Living Wage a mandatory requirement, and a number of
public bodies in the UK have done so (Ready for Business, 2015). For example,
one contracting authority asked bidders to include proposals to enhance
workforce retention/cohesion/performance”, and reference was made to the
authority having an interest in the promotion of equality and measures towards
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ensuring good working conditions for those performing the contract. The
successful bidder included a commitment to paying the Living Wage within their
response to this question. In Lewisham Council, as each contract comes up for
renewal or extension, the corporate procurement team ascertains whether staff
involved in providing the services are paid above or below the Living Wage. If
staff are paid below the Living Wage then the tender documents include two
pricing schedules for the tenderer to complete: one which included paying all
staff the Living Wage and one without. Evaluation of the bids is carried out and
an award recommendation produced, identifying the proposed service provider
and also whether the Living Wage should be implemented (the actual cost can
be seen by the difference in the two price schedules) (Public Health England,
2014).
3.36

The approach taken in the Procurement Reform (Scotland) Act 2014 will see
Scottish Ministers publish statutory guidance for public bodies on how workforce
related matters, which can include such matters as a company’s approach to
recruitment, remuneration, including Living Wage and terms of engagement,
should be considered when selecting bidders and awarding public contracts,
where such matters will affect the quality of service that the bidder may provide.

3.37

The Act, once provisions are commenced, will see those public bodies required
to prepare procurement strategies set out (among a range of other priorities)
what their general policy is on payment of a Living Wage to persons working on
their contracts.

3.38

A sector where workforce terms and conditions are key to the delivery of quality
public services, and where it is particularly challenging to encourage suppliers to
pay a Living Wage as part of a procurement exercise, is social care. This is a
sector with large numbers of low-paid staff, where there has been a severe
squeeze on public budgets, and where the relationships between local authority
funding and delivery is complicated by factors such as personal budgets and
purchase of residential provision to out-of-area suppliers who may have charges
applying to the residents of several local authorities. For example, Birmingham
City Council estimated potential increased costs of circa £11m per annum if the
Living Wage was to be applied to its social care contracts (not including personal
budgets) (Birmingham City Council, undated). In Lewisham, legal advice was
that to include the Living Wage in its residential and nursing care homes
contract, Lewisham Council would have been required to purchase all available
rooms. The council only block-books a proportion of rooms or spot purchases
individual units and the legal advice was that by paying the Living Wage in these
circumstances it would be subsidising self-funders and placements by other
councils, which is beyond the council’s powers (Public Health England, 2014).

3.39 In the US (which, unlike the UK, is able to use city ordinances to enforce a Living
Wage among public contractors), evidence on additional contracting costs
suggests at most very modest effects. Brenner (2004, p 22) reported on the
basis of a range of local studies that “although cities have had a wide range of
experiences with Living Wage laws, the preponderance of evidence indicates
that Living Wage ordinances are unlikely to cause large increases in city contract
costs”. The bidding process, these studies find, can be influenced in a variety of
ways. In some cases, it may narrow the field of bidders. In some, it replaces
competition on the basis of undercutting on price by paying low wages with
competition based more on quality. Importantly, many bidders welcome the “level
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playing field” provided by a wage floor, and in some cases this actually attracts
more bidders. Overall, Brenner’s review found that Living Wage ordinances have
not produced an observable increase in public sector costs, but are compatible
with a competitive bidding process in which profit margins are trimmed. In
addition, Adams and Neumark (2005) found that in order to mitigate the costs of
complying with Living Wage laws in the US, some employers have reallocated
their higher-wage labour to the contract work and their lower wage labour to the
non-contract work – producing better quality for the taxpayer if not always an
overall improvement for employees.
3.40 Where the additional contracting costs have been quantified they have often
been found to be low. Studies by Weisbrot and Sforza-Roderick (1996)4 and
Niedt et al (1999) of Baltimore’s Living Wage indicate that even though the cost
of contracting increased due to increased labour costs, inflation was higher
during that period. The former study found that nominal costs of contracting
increased by 0.2%, but that after adjusting for inflation, they declined by 2.4%.
Similarly, the latter concluded that city contracting costs increased by 1.2%, but
that real costs actually decreased once inflation was taken into consideration.

The overall fiscal consequences and where they fall
3.41 Some UK analysts suggest that any increased public costs consequent on the
Living Wage will be largely or wholly offset by other effects on the public
finances, derived from increased income tax and national insurance contributions
and reduced benefits and tax credit payments and a multiplier effect of additional
disposable income spent by low-income groups. Reed (2013) estimates that
expanding the Living Wage to 572,000 workers in the United Kingdom would
result in a net increase of around £1.5 billion in the public finances. Wills and
Linneker (2012) calculate that by paying the London Living Wage to those who
are currently being paid lower rates (around 580,000 workers in London), the
Exchequer would save around £823 million per year. This is because the overall
gains in reduced benefits and tax credits and higher tax revenues from public
and private employers switching to the Living Wage would be greater than the
additional wage bill for just the public employers who adopt it.
3.42 Evidence in the US also suggests that additional public costs will be offset by
fiscal benefits, but evidence on the overall net effect varies. Studies like Pollin,
Brenner, and Wicks-Lim (2004) estimated net fiscal savings of around $3.4
million per annum, resulting from additional $12.6 million in wages and
implementation of the law and savings of $16 million due to reduced Medicaid
expenditures and increases in tax revenues. One important difference between
the US and the UK in these calculations is that the American cities may require
their contractors to pay all their staff, not just those working on public contracts, a
higher wage. The fiscal impact of implementing the Living Wage universally or
only through public contracting would be associated with a range of issues,
including not only the costs of paying higher wages and administrative costs, but
the tax and social benefit rules in place. In Pollin, Brenner, and Wicks-Lim’s
(2004) study, higher wages were associated with lower public cost in medical
assistance to low income families – but as with tax credits in the UK, these
savings will not all accrue directly to the local authority paying the higher contract
4

Several studies (Brenner, 2004; Niedt et al, 1999; Thompson and Chapman, 2006) make a reference to Weisbrot and SforzaRoderick´s (1996) work. However, it has also been criticised (Employment Policies Institute, 1998, 2000) for conducting
erroneous calculations. It has not been possible to find the original source.
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costs. For instance, Tolley, Bernstein, and Lesage (1999) calculated that
introducing the Living Wage in Chicago would cost the city around $20 million,
and that of the $5 million recouped in fiscal gains, less than 20% would remain in
Chicago.
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4 THE VIEWS OF SCOTTISH LIVING WAGE EMPLOYERS
4.1

This chapter presents the findings from the in-depth interviews with organisations
that had implemented the Living Wage. The chapter begins by exploring the
perceived benefits experienced by Living Wage employers, before examining the
concerns and barriers experienced by these organisations and ways in which
these were overcome. It also presents these organisations’ suggestions for
future action.

Benefits of implementing the Living Wage
4.2

The Scottish Living Wage employers interviewed did not yet have a specific,
formal assessment mechanism to monitor the impact once the Living Wage was
implemented. Instead, monitoring of the impact was included as part of wider
mechanisms used to measure overall staff performance and turnover. Therefore,
the evidence of costs and benefits of introducing the Living Wage reported here
relies on the perceptions of Scottish Living Wage employers interviewed rather
than on objectively quantified measurement of these gains. When asked about
their perceptions of the positive impacts of implementing the Living Wage,
employers tended to discuss these in terms of the benefits to employees and
benefits to their business.

Benefits to employees
4.3

The most commonly mentioned benefit was the salary increase received, which
helped employees and their families achieve a better standard of living. Further,
among Living Wage employers that tended to use a substantial number of subcontracted staff, there was also a sense of satisfaction knowing that they will
have raised the salaries of many more employees than just directly employed
staff.

4.4

Living Wage employers also mentioned that word of mouth from these
employees helped to create a more positive working environment within the
company. One employer mentioned that they encouraged employees whose
salaries were raised to come out and share what kind of a difference, if any, the
salary increase made in their life, and communicated that anecdotal evidence to
the rest of the staff. This helped employees understand better why the company
was taking this step and increased a sense of ownership of the Living Wage
scheme within the company.
“The CEO did a blog saying this is why we're doing it; it's the right thing to
do. We asked people to tell us some of their stories about what does it
mean to you. So we managed to get some really good sound bite stories
out of people saying look, I'm now going to benefit from this, this is what it
means for me personally. So we shared some of that to make it real.”
(Living Wage employer, More than 500 employees)

4.5

A less commonly held view was that employee engagement seemed to increase
among those members of staff whose salaries were raised. This was a less
typical view, partly due to the fact that employers seemed to prioritise assessing
things such as staff retention and turnover, which they felt had a more direct
impact on the company as a whole.
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“In terms of the catering staff and the staff restaurants, generally and
indeed the cleaning staff in particular, those two groups are definitely far
more engaged and far more likely to talk to everybody in the firm, rather
than be walking about disenchanted with the existence that they have.”
(Living Wage employer, More than 500 employees)
Benefits to the business
4.6

The benefits that Living Wage employers mentioned with regards to the company
as a whole tended to focus on external benefits and internal benefits.

4.7

It is worth noting that small employers and also a number of medium sized
employers felt that implementation of the Living Wage did not benefit the
company as a whole due to the very small number of staff affected. This view
was echoed by some stakeholders who further added that small and medium
businesses would not perceive the benefits in a way that the large businesses
would. These stakeholders were of the opinion that indicators such as staff
morale, loyalty and engagement may not be as relevant to the small and medium
sized businesses as they would be to larger businesses. Also employee
satisfaction may be measured through a very different set of criteria where
adoption of a Living Wage salary would not necessarily have a critical influence
on employee satisfaction.

4.8

The two internal benefits identified by Living Wage employers were the retention
of high-calibre staff and attracting more qualified applicants for specific positions.
Employers who reported having lower staff turnover since the implementation of
the Living Wage felt that this could partially be attributed to paying their
employees better. However, they added that paying the Living Wage should be
seen as one of a wider range of factors that helped them retain staff, including
creating a good working environment and offering employees other benefits.
With regards to attracting higher quality staff, an employer from the
manufacturing sector felt that paying the Living Wage was going to help their
sector attract more qualified young applicants.
“The main thing is the word of mouth from our employees to the outside
world, that says, we get paid a reasonable wage, we are happy with it.
It’s not about our own employees saying, oh yes, they pay us well, what
I get is people who come in at a temporary basis or people who are just
new into the business, will say, wow, you treat your people pretty well,
and the fact that the minimum that anybody gets is at least, at the very
least the Living Wage.”
(Living Wage employer, 51 – 250 employees)
“Some of the machines we have now are touch screen they need
programming, so we need people who understand the electronic side of
things, and young people, with their phones and different things, are exactly
what we need. […] So, we now have to go to the educators if you like and
try and sell manufacturing as a way to go and of course the fact that we are
a Living Wage employer helps that as well.”
(Living Wage employer, 51 – 250 employees)
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4.9

In terms of external benefits, the most commonly cited was reputational benefit,
as adopting the Living Wage helped to strengthen or reinforce the positioning of
these organisations as ethical and socially responsible businesses. This finding
was very much in line with what attracted these employers towards the Living
Wage in the first place, and with this being part of wider actions undertaken to
become a fair and ethical business.

4.10 Further, some large companies perceived the adoption of the Living Wage as an
important opportunity to reinforce their position of leadership in their sector, as
they had the scale and the size to help raise awareness of the Living Wage
within their markets.
4.11 Some Living Wage employers were sceptical about accreditation, feeling that it
did not bring any additional benefits over and above those of adopting the Living
Wage. Others thought that accreditation helped improve the reputation of the
company, by providing an external validation that can be displayed to clients and
customers. These employers liked the fact that both Glasgow City Council and
the Living Wage Foundation put the names of all Living Wage employers
accredited by them on their websites, which enabled potential clients to confirm
that they were Living Wage employers. More exceptionally, some also
mentioned that the Living Wage Foundation provided a comprehensive package
of information about the benefits of accreditation alongside communication
materials, such as Living Wage merchandise and a plaque, to encourage
employers to use those in their external communication.
4.12 The second most commonly cited external benefit was the increased likelihood to
bid for public contracts. Employers felt that being a Living Wage employer would
make a positive impression when applying for public contracts and help them
stand out among the competition.
“That was a big thing for us, reputationally we wanted to be seen to do it
and […] it assists us when I am bidding for local authority work and I
can say, yes, we have got the Living Wage accreditation, everybody
who works on our site, sub-contractor or otherwise are paid the Living
Wage nationally.”
(Living Wage employer, more than 500 employees)
4.13 In the case of Living Wage employers in Glasgow, many highlighted the fact that
Glasgow City Council had been a Living Wage employer since 2009 as a factor
that influenced their decision to adapt the Living Wage. These employers
regularly tendered for Glasgow City Council contracts and wanted to align
themselves with the Local Authority to ensure they remained competitive when
bidding for contracts.
“The real tacks and bolts of it are the fact that we do a lot of work for
this local authority here and housing associations and the like. So, it's
important for us to be seen to be giving something back as well.”
(Living Wage employer, 51 – 250 employees)

Barriers to introducing the Living Wage
4.14 There was widespread agreement among Living Wage employers that, on the
whole, the process of implementing the Living Wage was straightforward,
particularly for small and medium-sized companies where a relatively small
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proportion of staff salaries were uprated. These Living Wage employers felt that
having a good sense of their company’s financial performance and the relatively
small additional cost incurred as a result of the wage increase made the process
easier.
“There wasn't really that much involved in it to be honest with you.
Because, again, we would know the state of the finances of the
company. Ultimately, because it was only one person and it wasn't a
great big jump, then I suppose that had to make it simple and
straightforward. Because it is just literally a case of, yeah we're going to
do this and let’s implement it this month.”
(Living Wage employer, 1 – 10 employees)
“It wasn't difficult for us, because in essence, the vast majority of our
people were already on a Living Wage and so all I had to do was
convince my Board to bring a few others, half a dozen, ten people, up
into that area and then to start putting our self over as an employer who
would go by this Glasgow Living Wage process and they agreed with
that.”
(Living Wage employer, 51 - 250 employees)
4.15 However, Living Wage employers did identify a range of factors that created
barriers or difficulties during the implementation process. These barriers tended
to fall under four broad categories:
•

Concerns about the financial cost of increasing wages

•

Ensuring sub-contractors also paid the Living Wage

•

Communicating changes to employees

•

Lack of clarity about what is expected as part of Living Wage
accreditation.

Financial cost of increasing wages
4.16 Concerns held by Living Wage employers about the financial costs of
implementing the Living Wage, prior to undertaking the implementation, were
threefold. Firstly, there was a view that the increase in wage costs may have a
negative impact on the competitiveness and, in some cases, the viability of the
organisation. Living Wage employers expressed concerns that competitors which
have not implemented the Living Wage would have a commercial advantage
when tendering for public and private sector contracts due to having a lower cost
base. This was predicated on the belief that price was, ultimately, the key
determinant in awarding contracts.
4.17 However, after conducting internal analysis of the potential financial costs
involved, Living Wage employers said that the found that increases in wage
costs would not have as significant an impact on their overall costs or ability to
offer competitive prices as they had originally assumed. This was largely the
result of having a small proportion of employees whose salaries were below the
Living Wage. In the case of larger Living Wage employers, the flexibility that
came with being a large employer meant that the costs of increasing wages
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could be absorbed more easily compared to smaller businesses. Furthermore,
there was widespread agreement that the strong commitment from the senior
management towards the implementation of the organisation played a key role in
driving the implementation.
4.18 Secondly, some larger Living Wage employers expressed concern about the
potential for a wider inflationary impact on salaries across their organisation.
These employers felt that staff whose salaries were at, or just above, Living
Wage levels may also seek salary increases as a result of seeing their
colleagues receive an increase. There was a perceived need among such
employers to maintain differentials between levels of staff, particularly between
lower level staff and their supervisors, which led to concerns that implementing
the Living Wage would require companies to adjust pay brackets across the
whole company.
4.19 Living Wage employers discussed a number of ways in which they addressed
this barrier, namely:
•

Holding meetings with supervisors to provide details about the rationale
for implementing the Living Wage, how it would be implemented and
which staff would receive a pay increase: The view among employers was
that this approach provided line managers and supervisors with a stake in
the process and enabled them to act as a first point of contact for any
questions and concerns raised by employees.

•

Identifying where pay differentials between different levels of staff became
too narrow and increasing wages of the higher level staff to retain a
sufficient differential.

•

Choosing to implement the Living Wage at an early stage of the financial
year so that there would be time to make up for any additional unforeseen
costs in the rest of the financial year.
“If you move some people and you narrow the differentials, somebody
else will come back and say I think I'm doing a more accountable job, I
used to get paid £1 an hour more, I'm now getting paid 70 pence more,
this isn't right. So where the differential was completely eroded we didn't
put the whole differential back in, we put something in there to say if
you're in charge you get a little bit more.”
(Living Wage employer, More than 500 employees)

4.20 Thirdly, although employers tended to be supportive of implementing the Living
Wage, some were more reluctant to apply it to younger employees. This
reluctance was largely based on the fact that younger employees also received
significant investment from the company in training and development and that
paying younger people at Living Wage levels could make such training schemes
untenable.
4.21 Some Living Wage employers also felt there was a lack of clarity about how the
Living Wage applies to apprentices and interns. In such instances, employers
sought advice directly from the accrediting body (the Living Wage Foundation or
Glasgow City Council) on what was expected of employers, when employing
interns and apprenticeships. Some larger Living Wage employers said that their
concerns were addressed once they found out that apprenticeships and interns
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were considered separate from the Living Wage scheme. However, it is worth
mentioning that this was one concern that did not appear to be resolved for some
employers, particularly smaller companies.

Ensuring sub-contractors implement the Living Wage
4.22 Encouraging sub-contractors to implement the Living Wage tended to be a
significant concern for Living Wage employers, particularly larger companies.
The most commonly experienced difficulties by larger Living Wage employers
were:
•

the amount of additional time and resources required to manage this part
of the implementation process successfully

•

scepticism and resistance among sub-contractors due to the commercial
impact of applying the Living Wage

•

additional financial cost incurred as a result of sub-contractors increasing
their prices to cover additional costs of implementing the Living Wage

•

ensuring sub-contracted companies pay employees Living Wage rates for
the work that is delivered on the employer’s premises
“The bulk of the service contracts we've got tend to quote and tender on
a price, so if you're moving that from minimum wage to Living Wage,
you have to recognise that even if you squeeze suppliers on their
margins there will still be a cost increase coming to the business.”
(Living Wage employer, More than 500 employees)

4.23 With regards to the approach taken to tackle difficulties around ensuring
subcontractors pay the Living Wage, large employers discussed the need to
create an action plan to: set achievable goals for sub-contractors; determine a
timeline for implementing the Living Wage across all contracts; and identify
challenges and ways of addressing these. Living Wage employers
acknowledged that implementation was a long-term process and that the attitude
of the Living Wage Foundation towards what was achievable within particular
timeframes helped to ease pressure on these employers.
4.24 Large Living Wage employers also highlighted the importance of good
communication between their business and sub-contractors in helping to
facilitate the implementation. Communicating openly at an early stage early was
perceived as the best way to take sub-contractors “on the journey” towards
implementing the Living Wage. Such employers felt that it provided subcontractors with sufficient time to adapt, while also ensuring the process was fair
and transparent for all sub-contractors. Indeed, one Living Wage employer
discussed holding workshops for sub-contractors in conjunction with experts
from the Joseph Rowntree Foundation to provide information and “get the
message across” about why the company was adopting the Living Wage.
“Essentially, what a lot of [sub-contractors] are fixated on [is that] it's a
low margin business that they operate in and they struggle to see the
benefit [of the Living Wage]. I created several workshops for all my
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main contractors to explain to them why it was important to us. In most
instances, most organisations get it and they understand and it
positions [them] far better when they're applying for local authority work,
they get it. But, there are one or two, as I've said, who are still attached
to some old school thinking about it is going to push up the payroll cost”
(Living Wage employer, More than 500 employees)
Communicating changes to employees
4.25 Some Living Wage employers expressed concerns about communicating the
changes to employees. This concern was predicated on the belief that some staff
who receive a salary increase may react negatively, either because:
•

employees perceive the company to have been “taking advantage of
them” before implementing the Living Wage
“It becomes a double edged sword, those getting it, whilst happy to get
it, could well turn round and say, well why have you paid me less for so
long then? Whereas the ones just above, not getting anything could
potentially go, well why don't I get something?”
(Living Wage employer, 51 – 250 employees)

•

employees may lose out on receiving benefits or tax credits, which result
in such employees receiving a net loss from the pay increase

4.26 Consequently, some employers did not feel confident in communicating the
benefits of the Living Wage to employees and their families in case it “backfired”.
In order to address this concern, employers felt it best to adopt an iterative
approach by going ahead with the implementation and responding to negative
reactions as and when they occurred. The main reason that these employers
gave for this approach was that assessing the net impact of the pay increase
would be difficult due to employees’ benefits coming from a whole range of
different channels. Employers mentioned that if there were any employees who
were concerned about whether they would actually be better off or not, they
would put these cases on hold until the employees and the employers were
assured of the net gain.
4.27 Among employers who chose to openly communicate with staff about the
implementation of the Living Wage, many felt it created a “feel good” factor within
the company, as employees had a better understanding of why the company
was implementing the Living Wage.
Clarity about what is expected as part of Living Wage accreditation
4.28 Some larger Living Wage employers felt that there was a lack of clarity at the
outset of the accreditation process, particularly around compliance requirements.
They expressed a need for more information on reporting requirements, the
nature of the yearly audits and the impact of having a different financial year to
the Living Wage Foundation.
4.29 However, these concerns tended to be addressed through dialogue with
Glasgow City Council or the Living Wage Foundation. Both organisations were
viewed positively by the employers with regards to the ease of the application
procedure for the Living Wage accreditation. Living Wage employers from
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Glasgow underlined the speed of the Glasgow City Council’s application process
while the comments of employers accredited by the Living Wage Foundation
focused more on how well the Foundation responded to employers’ concerns
and questions during the implementation stage.
“Well, what we had was information from the council about what the
Living Wage was, […]. So, we just addressed the problem, we then had
to fill in a form and send it back to the Council, and we got a certificate
saying that we are a Living Wage employer and that was it basically.”
(Living Wage employer, 11 - 50 employees)
“[The Living Wage Foundation] were supportive, they were pragmatic.
[...] I think we felt that actually they're being reasonably balanced in the
process that they're trying to follow. And I think I would go as far to say
we felt that they were pretty business-friendly, which isn't always the
case [with other accreditation agencies].”
(Living Wage employer, More than 500 employees)

Approaches to monitoring the impact of the implementation of the
Living Wage
4.30 Living Wage employers were asked how, if at all, they assessed the impact of
implementing the Living Wage. Most indicated that they did not have a specific,
formal assessment mechanism. Instead, monitoring of the impact was included
as part of wider mechanisms used to measure overall staff performance and
turnover, which enabled them to identify significant changes in these indicators.
“We have got a monitoring mechanism for staff turnover and customers
and employee feelings regarding loyalty and value and then the
perceived fairness in terms of pay and conditions, but not something
that specifically catches the Living Wage. […] I don't think it’s worth the
effort because it's not core to our business.”
(Living Wage employer, 51 - 250 employees)
4.31 The predominant view among employers was that an assessment specifically
looking at the impact of the Living Wage was not required for two main reasons.
Firstly, the number of staff whose salaries were increased as a result of the
implementation was often fairly low and Living Wage employers expressed
doubts about whether an assessment would yield any meaningful results.
Secondly, the type of staff whose wages were increased tended to be in ancillary
or support roles, such as cleaning or administration, which constituted a small
proportion of the payroll and did not have a significant impact on the overall
performance of the business.
4.32 A few larger Living Wage companies said that they intended to look at the more
specific impacts of the Living Wage in the future, as they felt not enough time
had passed to make a sound judgement. One such company added that the only
Living Wage specific assessment that they had introduced in their organisation
was an auditing mechanism to ensure that their sub-contractors were paying the
Living Wage.

36

Suggestions for improving the implementation process
4.33 Having experienced the implementation process, Living Wage employers were
well positioned to suggest ways of improving it. Suggestions made by Living
Wage employers covered three broad areas, discussed below: internal
processes; guidance and assistance; and help from the Scottish Government or
local authorities.
4.34 Suggestions for improving organisations’ internal processes included:
• conducting feasibility studies prior to implementation to identify potential risks,
devise approaches to address risks and develop an appropriate timescale for
implementation
• communicating with all staff to explain the rationale for adopting the Living
Wage and to respond to questions or concerns raised by staff
• involving staff as much as possible to make the process less top-down and
increase ownership of the Living Wage and the implementation process
• promoting the implementation to customers and clients through using the
Living Wage Employer logo and other marketing materials
4.35 Guidance and assistance could be improved by providing more information on:
• dealing with any impact on benefits for people whose salaries would be raised
to Living Wage level
• what is expected of Living Wage employers, large businesses in particular,
with regards to sub-contractors, specifically:
-

how to implement the Living Wage across contracts, set achievable
targets, ensure subcontractors are paying the Living Wage

-

encouraging large employers that have been through the process to share
experiences and any lessons

-

communicating to employers that use several subcontractors that the
process of implementing the Living Wage is relatively straightforward and
flexible in terms of the time period in which the implementation is to be
completed

• what is expected when dealing with sub-contractors in order to ensure they
meet the Living Wage criteria when doing work on the premises of Living
Wage employers
• the employment of apprentices and interns
4.36 Suggested ways of providing guidance and assistance included:
• encouraging dialogue between employers that have been through the
implementation process and employers that are considering adopting the
Living Wage
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• continuing to make the list of Living Wage employers available to the wider
public through different communication channels
• raising awareness among recruitment agencies about the Living Wage and
what it means to be a Living Wage employer, which, in turn, would encourage
agencies to abide by Living Wage principles when sourcing personnel for
employers
4.37 Suggested ways in which the Scottish Government or local authorities can
support the implementation of the Living Wage included:
• providing more clarity on how the Living Wage rate is calculated and how the
businesses should apply the criteria to the different types of staff who work on
different types of contracts
• providing more information and evidence on the benefits of the Living Wage
for employers, including when tendering for public contracts
• conducting more specific and sector-based analysis of the impacts of the
Living Wage which quantify the costs and potential benefits in particular for
small businesses, hospitality and retail sectors, social care and child care
• providing financial incentives to sectors which are more likely to employ
people below the Living Wage such as the sectors mentioned in the previous
point to help absorb the initial financial impact of implementation
• improving communications on how the current level of the Living Wage is set
and involving local businesses in the process of determining the Living Wage
rate
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5 THE VIEWS OF SCOTTISH GOVERNMENT CONTRACTORS
5.1

This chapter presents the findings from the in-depth interviews with Scottish
Government contractors. It begins by exploring Scottish Government contractors’
awareness and overall perceptions of the Living Wage before going on to
examine the perceived benefits and costs of promoting Living Wage through
public contracts. It then examines Scottish Government contractors’ attitudes
towards the use of procurement processes to encourage the implementation of
the Living Wage and their suggestions for how this could be supported.

Awareness and overall perceptions of the Living Wage
5.2

Almost all Scottish Government contractors had at least heard of the Living
Wage prior to being interviewed. Most had read, seen or heard stories in the
media about the Living Wage, with some commenting that they perceived an
increased focus on the Living Wage in media stories in the past year or so.
Some also mentioned having received information directly from the Scottish
Government or local authorities.

5.3

Further, some Scottish Government contractors had held formal discussions,
either at boardroom level or with Trade Union representatives, about the Living
Wage and its implications for their organisation. A small number had been
involved in implementing the Living Wage in other parts of their organisation to
respond to private sector client expectations or to comply with the London Living
Wage.

5.4

Overall perceptions of the Living Wage among Scottish Government contractors
were largely positive, although the extent of support for a wider implementation
of the Living Wage varied. Among those contractors who expressed greater
support for the Living Wage, this was based on a view that it was a “fairer” or
“more equitable” rate of pay than the minimum wage because it was linked to
“real world conditions” rather than an arbitrary amount set by Government, which
is how they perceived the minimum wage.
“The minimum wage, to me, [is] more about business trying to keep
[wages] as low as possible so they can carry on as they want to. The
Living Wage feels as though it’s more linked to what’s actually
happening in terms of [real world costs].”
(Scottish Government contractor, 51-250 employees)

5.5

However, some Scottish Government contractors expressed the view that,
although they supported the Living Wage in principle, there was a need to
consider and address the implications of increasing employees’ pay. These
implications, which tended to be focussed on increased financial costs to their
organisation, are discussed in greater detail later in this chapter.
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Perceived benefits of implementing the Living Wage
5.6

Scottish Government contractors’ perceptions about the potential benefits of
implementing the Living Wage were broadly similar to those held by Living Wage
employers.

5.7

With regards to benefits, the general perception among Scottish Government
contractors was that implementing the Living Wage would bring benefits to both
the organisation and its employees.

5.8

There were three main ways in which Scottish Government contractors felt
organisations could benefit from implementing the Living Wage. Firstly, there
was a view that implementing the Living Wage could result in greater employee
engagement, resulting in improved staff retention, reduced absenteeism and
improved workplace atmosphere. Some, particularly those working in the
catering and facilities management industries, felt that staff would often leave to
join another company for marginal differences in pay and that implementing the
Living Wage may help to mitigate this risk. Indeed, in some cases, Scottish
Government contractors felt that the potential to reduce recruitment costs and
increase productivity would help to offset the increased costs of paying the Living
Wage, though this view was not widely held.

5.9

Secondly, there was a perception that offering a higher wage would enable
organisations to attract higher calibre employees, though this was dependent on
the industry in which contractors operated. On the one hand, those in the third
and public sector felt that offering a Living Wage would “level the playing field”
with private sector companies who tended to offer higher salaries, meaning
public and third sector organisations would have a better chance of attracting
higher calibre employees. On the other hand, those in the catering and facilities
management industries said that vacancies were already vastly oversubscribed,
which they attributed to the current economic climate and higher levels of
unemployment, resulting in them being able to select the best candidates.
“[If the Living Wage is implemented] it means that people can move for
career advancement rather than [if one company] is paying a little bit
more than the other. So, I think that, it creates a mutual environment
really for small organisations to recruit and retain staff.”
(Scottish Government contractor, 11-50 employees)
“At the moment, recruitment is not a problem; we will fill a job on the
same day as we advertise it. So, we don't think that there is pressure in
the job market at the moment, but the job market is a tough place, so it
is easier to recruit. Five or six years ago it was difficult for us to recruit
but the world is different place to what it was then.”
(Scottish Government contractor, More than 250 employees)

5.10 Thirdly, a common view held by Scottish Government contractors was that being
seen as a Living Wage employer would be beneficial to their reputation,
particularly among public sector clients. They felt that paying the Living Wage
demonstrated that they were a socially responsible organisation and were
contributing to the benefit of society and were, ultimately, aligned with the values
of public sector clients.
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5.11 With regards to the potential benefits to employees of implementing the Living
Wage, a commonly expressed view by Scottish Government contractors was
that the implementation of the Living Wage could:
• Improve morale among employees, which could, in turn, lead to greater levels
of job satisfaction and engagement among employees who received pay
increases. However, some contractors were more sceptical about the impact
on staff morale and engagement, often making the assertion that other
working conditions had a greater influence on job satisfaction than pay.
Further, some felt that any improvement in staff engagement would be a
temporary boost following implementation which would be less pronounced
once the Living Wage became “the norm”
• Contribute towards improving the general health and wellbeing of employees.
This view was predicated on the belief that, by being paid a wage that enables
employees to support themselves and their families adequately, employees
would be less concerned about “making ends meet” and less likely to need
more than one job or to rely on the state to subsidise their earnings, which
would have a positive impact on their physical and mental wellbeing.
“If people feel better about their work, [they tend to be] less stressed.
Stress is a contributory factor to many other illnesses and killers [and],
for that matter, [the Living Wage could have a] beneficial effect on
society [if] people to feel better about being valued at work.”
(Scottish Government contractor, 1 – 10 employees)

Perceived barriers to implementing the Living Wage
5.12 Scottish Government contractors expressed a number of concerns about the
potential financial cost of promoting Living Wage through public contracts. Again,
there were some similarities between the concerns identified by contractors and
those identified by Living Wage employers, though contractors displayed deeper
concern about these issues than employers. Further, many contractors went on
to say that, in order for the benefits of implementing the Living Wage to be
realised, such concerns would have to be addressed.
5.13

The prevailing view among Scottish Government contractors was that it would be
difficult for many companies to absorb the additional cost of paying the Living
Wage. Contractors working in smaller companies and those operating in
industries with low profit margins, such as catering, facilities management and
retail, expressed greater concern about the financial implications of paying their
staff the Living Wage. Some larger contractors also highlighted that six- and
seven-figure increases in wage costs would be required to implement the Living
Wage across their businesses.

5.14 Some of the concerns expressed by Scottish Government contractors in relation
to wage costs were similar to those held by Living Wage employers (discussed in
chapter 4), namely regarding the potential inflationary impact on wages across
the organisation and the potential for some employees to lose out on tax credits
as a result of earning higher wages.
5.15 Further, some Scottish Government contractors felt that widespread
implementation could result in the Living Wage being used as a “wage floor” by
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organisations to depress wages within industries. A view shared by several
contractors was that some organisations would offer the Living Wage “as
standard” rather than offering an appropriate wage based on an assessment of
the specific requirements of a job. In particular, such contractors were concerned
about the recruitment of young people, interns and trainees, whom they felt
would be most likely to be offered the Living Wage rather than higher wages that
match the responsibilities associated with a specific role.
“If you announce a minimum wage [companies] will think it’s a
guidance, so [companies] think that's what you pay, rather than taking
into account what the job is worth. [Companies will] think that’s what
you pay and don't give too much thought to the value of the job.”
(Scottish Government contractor, 11-50 employees)

Views about potential impact on employment of young people
5.16 A further aspect explored among Scottish Government contractors was the
potential impact on the recruitment of younger people if the Living Wage was
implemented. On the whole, most contractors felt that the implementation would
have little impact on the recruitment of young people. Some said they already
pay young people at, or above, Living Wage levels, while others felt that
graduate and apprenticeship schemes were key parts of their business that they
would continue to run.
5.17 However, Scottish Government contractors expressed two main concerns about
the blanket application of the Living Wage across all age groups. Firstly, some
felt that, when considering how much young people are paid, it was important to
look at the wider investment in young people by companies, such as the cost of
training and providing opportunities to gain experience. Consequently, they felt
that implementing the Living Wage may result in some companies reducing their
investment in providing training to young people.
“Well, we would have to look at [paying young people the Living Wage]
very carefully, because part of the whole apprenticeship idea is that you
are putting management resources into the skills, knowledge and
development, of that individual, so there is another cost in terms of time
for the managers who are involved in that. We would need to look at
[the costs] very carefully.”
(Scottish Government contractor, 51-250 employees)
5.18 Secondly, there was a broader concern expressed by some Scottish
Government contractors about the “appropriateness” of paying young people at
Living Wage levels. This view was predicated on the belief that many young
people live at home and, therefore, don’t need a Living Wage to survive, as
many of the subsistence costs the Living Wage is designed to cover will already
be addressed through the household income of their parents.
“I think [the Living Wage should] apply to people who are supporting
themselves, but I think [there is a need to] think about the
circumstances and what’s appropriate. The principle of the Living Wage
is to support people to have a certain standard of life, whereas
youngsters who are in that transition period between home and the
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work are achieving that balance and it's not about taking advantage of
them, it's about [paying them] an appropriate level.”
(Scottish Government contractor, 11-50 employees)
5.19 However, a minority were of the view that paying younger people a Living Wage
would have a positive impact by improving the attractiveness of work, which
could act as an incentive for younger people to choose work over benefits.

Views about the use of procurement to encourage implementation of
the Living Wage
5.20

Scottish Government contractors were asked about their views on the potential
for the Scottish Government to use procurement processes to encourage the
payment of the Living Wage. On the whole, Scottish Government contractors
were supportive of the principle of using public sector procurement to promote
the Living Wage. A number of contractors felt that, if the Scottish Government
was serious about promoting the Living Wage, then procurement policies were
the most effective way of encouraging companies to adopt. Indeed, some
Scottish Government contractors commented that incorporating the Living Wage
into procurement practice would help to “level the playing field” and enable
contracts to be judged on quality and their contribution to society as opposed to
cost. It is important to note that EU law limits the possibility of this as an
approach, as any requirement on contractors to pay their employees a living
wage set higher than the UK’s National Minimum Wage is unlikely to be
compatible with EU law.
“[Incorporating the Living Wage into procurement] recognises the
appropriate costs, so it looks at the real value [of the tender], so it
creates an even playing field between those organisations that are
socially minded and those who would seek to create a price advantage
by paying less.”
(Scottish Government contractor, 11-50 employees)

5.21

Some Scottish Government contractors were more sceptical about the use of
procurement to promote the implementation of the Living Wage. Three main
reasons for this scepticism were offered. Firstly, there was a concern about the
financial implications of higher wage costs, and a view that using the
procurement process would favour larger companies, as they would be better
placed than smaller companies to absorb these additional costs. Secondly,
Scottish Government contractors had concerns about a potential “domino effect”
occurring if organisations in a supply chain all implemented the Living Wage,
which could impact exponentially on the price of goods and services. Thirdly,
some felt that focussing on the Living Wage was too arbitrary, and that it should
be considered alongside wider packages offered to employees, such as
uniforms, meals and employee benefits.

5.22

In relation to the challenge of absorbing higher wage costs, some contractors
said that, in the current economic climate, prices and profit margins on contracts
were being “squeezed”, as both public and private sector clients seek to reduce
costs. They felt that profit margins on many contracts were already tight, making
it more difficult for businesses to absorb any increase in staff costs.
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“[Our organisation] can’t afford to [increase staff costs] because the
margins are typically [very low] and the Scottish government are, in
these times of austerity, always looking for savings to their contracts.
So, it's a bit of a vicious circle where no one really wants to pay it and
no one can pay it and that's the difficulty.”
(Scottish Government contractor, More than 250 employees)
5.23 A further view held by some Scottish Government contractors was that price was
often the deciding factor when contracts were awarded, which meant there was a
danger of organisations becoming uncompetitive if staff costs increase as a
result of implementing the Living Wage. They felt there was a danger of being
undercut on price by competitors who did not implement the Living Wage, and
that organisations paying the Living Wage would lose out.
5.24 As a result of the pressures on contract margins, the predominant view among
contractors was that increases would, ultimately, have to be passed on to clients.
“We have to work with our client, but we have a commercial
organisation to operate and will seek some recovery of [increased
costs] from our client. There is clearly a cost implication to
[implementing the Living Wage] and we need some contribution by the
client towards [covering those costs].”
(Scottish Government contractor, More than 250 employees)
5.25 A small number of Scottish Government contractors felt that they would be able
to absorb the additional costs of implementing the Living Wage provided that
cost increases could be offset elsewhere; for example, by seeking efficiency
savings elsewhere in the contract, or through realising lower recruitment costs as
a result of improved staff retention.
Actions suggested by contractors to support the use of procurement to
encourage payment of the Living Wage
5.26 In order to address concerns, Scottish Government contractors identified a range
of actions that could be undertaken to support the use of procurement to
encourage implementation of the Living Wage. These actions tended to be
focussed on addressing concerns about the financial impact of implementing the
Living Wage, and ways of ensuring that companies are prepared for the
transition.
5.27 With regards to addressing concerns about the financial impact, the predominant
view among contractors was that the Scottish Government should help to
subsidise increases in wage costs, primarily by paying for these costs as part of
the terms of the contract. This was perceived as important, particularly in the
short term, to enable organisations to implement the Living Wage while still
protecting profit margins on contracts. There was a view held by some
contractors that increases in the cost of public contracts would be offset by
savings accrued from lower spend on tax credits and benefits, and from higher
tax intakes, as a result of employees being paid higher wages.
5.28 Alternatively, some contractors suggested that the Scottish Government could
subsidise the implementation of the Living Wage through offering grants or tax
breaks to contractors, particularly small companies, to help them absorb the
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initial cost of implementing the Living Wage. Contractors cited examples of
schemes designed to tackle unemployment – such as the Community Job Fund,
which encouraged companies to take on more employees - as ways in which
subsidies could be delivered.
“In terms of the transition, [the Scottish Government need] to make sure
that potential bidders are not disadvantaged [and] but one approach
could be [to offer] tax concessions to companies to adopt a Living
Wage.”
(Scottish Government contractor, More than 250 employees)
5.29 There was a feeling that businesses needed time and help to implement the
Living Wage, and that this could be achieved through:
• Encouraging payment of the Living Wage in public sector contracts, but not
making it mandatory. Contractors felt that organisations bidding for contracts
should receive additional points when assessing tenders if they can
demonstrate that they pay the Living Wage, rather than being excluded for not
paying it. It was felt that this would encourage companies to implement the
Living Wage in order to gain extra points, while not excluding those who were
unable to afford to implement the Living Wage.
• Working in partnership with contractors. The prevailing view was that, while
there was support for the Living Wage, contractors’ concerns would need to
be addressed in order to ensure that organisations were prepared and to
minimise disruption to the tendering process. Some contractors suggested
that industry bodies could help to promote the Living Wage and ensure that a
uniform approach is adopted within industries.
• A staged implementation beginning with larger contracts before filtering down
to smaller contracts. There was a perception that larger contracts offered
greater profit margins and businesses would be better equipped to absorb
financial costs. The implementation of workplace pensions, in which the
requirement to pay pensions is staggered over time depending on company
size, was often cited as an example of how this might be achieved.
• Providing clarity in the tendering process about whether payment of the Living
Wage is mandatory, voluntary or even considered at all. A small number of
contractors felt that there was currently a lack of clarity about the role that the
Living Wage currently plays in awarding contracts and that greater clarity was
needed to help contractors when costing and submitting bids.
• There was a general feeling that the Scottish Government could do more to
raise awareness among contractors about the Living Wage in general and its
role in procurement decisions specifically. When asked how the Scottish
Government might support businesses, contractors suggested a number of
methods, including:
- Providing information about the Living Wage, how it is calculated and what
implementation entails through promotional campaign or formal government
channels, e.g. Business Gateway or Scottish Enterprise.
- Making use of local government and non-departmental government bodies
who deal directly with contractors to provide information and support. This
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was seen as particularly important for Third Sector organisations, which rely
heavily on local government contracts for revenue.
- Organising workshops with contractors to provide information and advice
on best practice for implementing the Living Wage.
5.30 Regardless of the method chosen, many contractors felt that the Scottish
Government should, where possible, provide robust evidence on the impacts on
contractors of implementing the Living Wage, and advice on addressing barriers
to implementation.
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6 THE VIEWS OF KEY STAKEHOLDER ORGANISATIONS
6.1

This chapter presents the findings from the in-depth interviews with stakeholder
organisations representing key sectors and industries. It includes their feedback
on the applicability of the findings from the in-depth interviews with Living Wage
organisations to different types of businesses and sectors. It also examines
stakeholders’ attitudes towards the use of procurement processes to encourage
the implementation of the Living Wage and their suggestions for how this could
be supported.

6.2

A particular point emphasised by stakeholders was that the costs and benefits of
implementing the Living Wage, and the ease or difficulty of the implementation
process, will vary depending on the size of the organisation and the sector in
which it operates. They felt that concern and scepticism towards implementing
the Living Wage would be more prevalent among small and medium sized
contractors, as they would find it difficult to absorb additional wage costs. These
stakeholders were of the opinion that more specific research focussed on the
experiences of small and medium businesses is required, including among those
who have considered but not implemented the Living Wage.

Perceived benefits of implementing the Living Wage
6.3

Some stakeholders mentioned the importance of increasing employees’ salaries
in addressing in-work poverty (although it was acknowledged that implementing
the Living Wage widely is not the sole tool in addressing in-work poverty). More
exceptionally, stakeholders mentioned that the increased purchasing power of
employees who are uprated to Living Wage levels and their families would, in
turn, benefit the local economy, as they will have higher levels of disposable
income. These stakeholders felt that these kinds of benefits were not well
communicated to small and medium businesses, and that there would be benefit
in focusing more on these types of benefits.
“I think we also make the advice and stuff technical, forgetting people,
you know, we often use the phrase we live in a society not an economy,
and it's about particularly small businesses who are embedding in their
community. (…) I think you need to be saying particularly the local
multiplier effect, because people who are on a low wage are going to
spend locally, so your business will benefit.”
(Stakeholder)

6.4

Another benefit mentioned less commonly by stakeholders was employers being
empowered to make a contribution to their community, independent of local or
central government.
“[The Living Wage] is also about something that was about communities
taking the lead and campaigning for economic justice, and for those
arguments, not simply to be taken to government as many arguments
for economic and social justice around taxation or welfare. (…) [The
idea] was to take those arguments to a different location power, to take
it to employers, predominately probably large employers, but
organisations that have some power and control in communities.”
(Stakeholder)
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6.5

Although some stakeholders acknowledged that the implementation of the Living
Wage could deliver organisational benefits, the prevailing view was that these
benefits would only be realised if paying the Living Wage remained voluntary.
This was predicated on the belief that choosing to pay the Living Wage offered
organisations a potential commercial advantage that would diminish if their
competitors also paid the Living Wage.

6.6

Some stakeholders echoed the view of small employers (and a number of
medium sized employers) that implementation of the Living Wage did not benefit
the company as a whole, due to the very small number of staff affected. They
further added that small and medium businesses would not perceive the benefits
in a way that the large businesses would. These stakeholders were of the
opinion that indicators such as staff morale, loyalty and engagement may not be
as relevant to the small and medium sized businesses as they would be to larger
businesses. Also, employee satisfaction may be measured through a very
different set of criteria, where adoption of a Living Wage salary would not
necessarily have a critical influence on employee satisfaction.

6.7

There was also scepticism among some stakeholders around whether the
benefits that the implementation of the Living Wage would bring to the company
would be enough to offset the additional cost. Some went on to say that the
benefits and costs needed to be quantified to ensure sectors such as hospitality,
retail and social care, or small and medium businesses, were making an
informed decision about whether to adopt the Living Wage.
“ (…) if there was to be potential reduction in say turnover and the costs
involved in recruitment and training would that be enough to offset any
additional cost or would it not come anywhere near it? (…) I think it
would be very difficult to see savings in terms of reduced staff turnover
and recruitment cost equalling, let's say 10% of your payroll cost.”
(Stakeholder)
“There’s not yet enough evidence from hospitality employers who
have initiated the Living Wage, and we can quantify what the wage
costs might be, it would be interesting to be in a position to have some
authoritative evidence relative to our sector, if introducing the Living
Wage did result in reduced staff turnover and more productive staff and
reduced, a reduction in the need to train people and reduced
recruitment costs. Let’s quantify that so that we can look at the pros and
cons in a quantified way.”
(Stakeholder)

Perceived barriers to implementing the Living Wage
6.8

Some stakeholders were concerned about the potential impact of implementing
the Living Wage on an organisation’s ability to remain competitive. This was
particularly in relation to the hospitality, retail and private childcare sectors but
also for other sectors, such as tourism and events. There was a view among
these stakeholders that profit margins were already tight for sectors that rely on
staff to deliver services to customers, and that additional wage costs would make
it difficult for such firm to remain competitive. One stakeholder went on to say
that higher wage costs may also deter foreign investment in these sectors.
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“(…) the wage and salary bill payroll is the single biggest cost faced by
the [hospitality] industry. It is very much a people industry, it's very
difficult to automate or make more efficient a lot of the services we
deliver. So, typically wages and salaries might account for between 30
and 40% of total turnover. (…) ”
(Stakeholder)
6.9

Some stakeholders reiterated the concern of some larger Living Wage employers
about the potential for a wider inflationary impact on salaries across the
organisation. These stakeholders felt that the inflationary impact may threaten
the viability of some businesses in the hospitality and retail industries and the
voluntary sector in particular. Increasing end prices wasn’t considered an option,
due to the competitiveness of the sectors or already tight budgets. A stakeholder
gave the example below to indicate how the inflationary impact would affect the
costs in one business:
“One company looked at increasing their staff from the national
minimum wage. If they were increasing to a Living Wage of £7.65 their
payroll would rise by 12.2%. If they maintained the differentials that they
have up the seniority and more experienced chain that increases their
payroll by 23.5%. I was actually quite alarmed when I looked at the
figures that people were showing me about the impact on their payroll
and particularly if the differentials were maintained, knowing that payroll
costs are the single largest cost, and can be 30 to 40% of turnover.”
(Stakeholder)

6.10 A number of stakeholders were sceptical about whether the actions that Living
Wage employers said they took to address this barrier would be sufficient for all
employers. These stakeholders expressed a view that the employers would need
to consider cutting back on other labour costs such as benefits given to the
employees (e.g. health insurance, meals, discount on products or services), or
they may consider reducing investment in other areas of the company to help
manage overall costs.
“As a sector we offer a wide range of benefits in addition to what we pay
as an hourly rate. If we were forced into a position of offering a Living
Wage, so we focused entirely on the hourly rate and we dismissed all
these other benefits, some of these benefits would have to be
sacrificed. Because in our view many of our members probably feel as if
they can’t offer a Living Wage in terms of the hourly rate across all of
their staff without there being an impact on either prices rising or on
their margins.”
(Stakeholder)
6.11 A further concern, raised by some stakeholders, centred on the timing of the
Living Wage debate. Some felt that many small and medium businesses were
still operating in a fragile economy that only very recently has begun to show
signs of recovery. Furthermore, there was a more exceptional view that
employers were currently adjusting to accommodate other recently introduced
measures such as pension auto-enrolment, and that implementing the Living
Wage would place additional burden on employers.
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6.12 Stakeholder views on employers’ concerns were mixed. On the one hand, some
stakeholders felt that businesses tended to overstate the financial costs of
increasing employees’ wages, citing the implementation of the minimum wage as
an example of a case where the actual impact on businesses’ financial costs
were not as bad as had been predicted prior to the introduction of the legislation.
6.13 On the other hand, some expressed strong concerns that the impact on costs
would have a considerable impact on businesses. These stakeholders felt that
the implementation of the Living Wage would have a disproportionate impact on
companies in industries such as hospitality, facilities management, retail and
social care, where staff costs tend to make up a higher proportion of the overall
business costs. These industries were often perceived as being very ‘price
sensitive’, which negated the ability of these companies to pass on the cost to
customers.
6.14 Further, there was a feeling among some stakeholders that public sector
organisations did not have to worry about commercial pressures, such as price
and competition, in the same way as the private sector and, therefore, should not
force the implementation of the Living Wage on private companies or expect
them to implement it as easily as public sector organisations.
“I think also a feeling [among private sector companies] that it's really
easy for government to talk about [implementing the Living Wage],
because [government] can find the money to pay [its] own workers, but
that's not the real world of business. I think some of those more subtle
kind of issues are sort of bubbling away in terms of how businesses
think about government and its understanding of business.”
(Stakeholder)
6.15 A small number of stakeholders also expressed the view that the potential costs
outlined by Scottish Government contractors were more tangible and easier for
organisations to measure than the potential benefits. Consequently, they felt that
this would make it very difficult to encourage organisations to adopt the Living
Wage, and that more research was required to quantify both the costs and
benefits of implementing the Living Wage in different sectors.

Views on the use of public sector procurement to encourage
implementation of the Living Wage
6.16 The concerns raised by some Scottish Government contractors about the use of
procurement to promote the implementation of the Living Wage were echoed by
some stakeholders, who also felt that there would be a disproportionate impact
on some industries, particularly hospitality, facilities management, retail and
social care. They expressed a concern about whether the voluntary sector in
general, and the social care sector in particular, could afford increasing wages to
the Living Wage level. The predominant view among these stakeholders was
that contract prices offered by local authorities were already very low and that
the majority of social care employers could hardly afford to pay the minimum
wage.
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6.17 Further, stakeholders tended to take a broader view of the role of the Living
Wage in procurement and felt that its consideration should take place within a
context of wider social policies. The prevailing view was that procurement
processes did not currently do enough to consider issues such as the social or
community impact of a contract, the overall investment in staff by contractors or
whether the overall cost was sufficient to deliver desired benefits (for example,
increased employment and training).
6.18 Some stakeholders went on to say that focussing on wage levels was a
distraction from considering these issues and could, potentially, have a negative
impact. For example, some stakeholders felt that forcing contractors to pay
higher wages could result in contractors reducing employment levels, either
through cutting staff or cutting hours, and/or reducing investment in training.
6.19 A number of stakeholders also flagged up a range of potential practical issues in
relation to using Living Wage considerations in determining public contract
decisions. These included concerns:
• that ‘additional bureaucracy’ may drive some businesses from opting out of
applying for public sector contracts
• about how contractors (and sub-contractors) will be asked to ‘prove’ that they
are actually paying the Living Wage rather than merely asserting so in a bid
document
• about whether rules of the payment of the Living Wage applies only to work
relating to a defined government contract, or whether it applies to all activity of
an individual contractor.
6.20

The consensus among stakeholders was that organisations carrying out public
sector contracts would be unlikely to afford to pay all staff working on these
contracts a Living Wage unless public bodies were willing to pay more for the
contracts.
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7 CONCLUSIONS
Costs and benefits of the Living Wage
7.1

Across the interviews, it was clear that there were a number of shared concerns
about wider payment of the Living Wage, as well as recognition of potential
benefits.

7.2

The main benefits of the Living Wage were perceived to be:
• employee benefits – enhanced standard of living, better health and wellbeing
and improved morale
• organisational benefits – enhanced reputation, ability to recruit higher calibre
staff, better working environment, greater staff engagement

7.3

A number of key concerns about the Living Wage were raised, namely:
• the potential impact of implementing the Living Wage on an organisation’s
ability to remain competitive
• the potential negative impact on their profit
• the potential impact on wage costs by creating an inflationary impact on
wages across their organisation

7.4

The Scottish Living Wage employers interviewed did not yet have a specific,
formal assessment mechanism to monitor the impact once the Living Wage was
implemented. Instead, monitoring of the impact was included as part of wider
mechanisms used to measure overall staff performance and turnover. The
existing research evidence on a Living Wage cannot determine exactly what
would happen as a result of various policies of extending the Living Wage within
Scotland. However, it allows these effects to be considered in a much more
informed way than simply on the basis of the consequences predicted by
economic theory.

7.5

In terms of the benefits to employees, the evidence suggests that payment of the
Living Wage can improve wellbeing. Evidence from the US suggests that raising
minimum pay can also have significant effects in reducing household poverty.
However, for low-paid workers in the UK, a large proportion of any increased pay
resulting from the Living Wage is lost, due to a resulting increase in taxes and
reduction in means-tested benefits. This means that increasing earned income
may have little or no impact on total household income. Therefore, it has been
argued that it is essential to combine the Living Wage with other policies
designed to improve career progression and to reduce the costs faced by people
on low incomes (e.g. childcare costs). In addition, changes to benefit withdrawal
and tax settings could ensure that lower income households keep a greater
proportion of the increases in earned income.

7.6

While the US does not operate within the same legal framework as the UK, a
considerable body of evidence from the US shows that employers have made
many adaptations to higher wage floors, such as shifting the composition toward
higher skilled workers, or simply accepting a smaller profit margin. Coupled with
benefits such as reduced staff turnover and improved productivity, this has
52

meant that the impact on labour demand (and, therefore, employment levels) has
been limited.
7.7

This does not mean that a Living Wage can be readily implemented across the
board without significant costs. In the lower-paying parts of the private sector
such as hotels and catering, there is likely to be a significant impact on labour
demand, which suggests a cautious approach to implementation in a weak
economy. However, even here, the impact on labour demand is not as large as
is sometimes assumed, not least because the industries with the lowest wages
tend not to be in internationally traded goods or services (where higher pay could
be readily undercut by overseas suppliers).

7.8

The fact that there are some sectors where implementing the Living Wage is
harder than others is not an absolute barrier to its progressive extension. The US
approach has been to test the limits of higher minimum and Living Wages in
some areas, with research generally showing that negative impacts have been
smaller than predicted. Evidence of impacts in the UK is at an earlier stage,
suggesting that extending the payment of the Living Wage in Scotland would
need to be carefully monitored.

Employers’ views of the implementation process
7.9

There was widespread agreement among Living Wage employers that the
process of implementing the Living Wage in their organisations was
straightforward, though this was dependent on the size of an organisation or the
sector in which it is operating.

7.10 A number of barriers to implementation were identified, namely:
• encouraging sub-contractors to implement the Living Wage
• staff reacting negatively to a wage increase, because of the associated loss of
benefits and tax credits, and/or because it highlights that they were not being
paid a fair wage previously
• a lack of clarity at the outset of the Living Wage accreditation process
7.11 Further, based on their experience, Living Wage employers made a number of
suggestions to help organisations improve the implementation process,
including:
• conducting feasibility studies to identify potential risks, devise approaches to
address risks and develop an appropriate timescale for implementation
• communicating openly with all staff in the process to explain the rationale for
adopting the Living Wage
• creating a clear action plan for working with sub-contractors and ensure good
communication between their business and sub-contractors to facilitate
implementation
7.12 Living Wage employers also suggested ways in which the Scottish Government
and organisations promoting the Living Wage could support employers. These
suggestions included:
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• providing advice and guidance on all aspects of the implementation phase
• encouraging dialogue between employers that have been through the
implementation process and employers that are considering it
• raising awareness among recruitment agencies about the Living Wage
• providing more information and evidence on its benefits
• providing financial incentives to help small businesses
• improving communications on how the current level of the Living Wage is set
• involving local businesses in the process of determining the Living Wage rate

Using public sector procurement to promote the Living Wage
7.13 Scottish Government contractors were generally supportive in principle of using
procurement processes to encourage companies to adopt the Living Wage.
7.14 However, there were qualifications to this support, especially in relation to
supporting business. Contractors suggested that this could be achieved through:
• encouraging payment of the Living Wage in public sector contracts, but not
making it mandatory
• working in partnership with contractors, to encourage payment of the Living
Wage in public contracts
• a staged approach to encouraging payment of the Living Wage, beginning
with larger contracts before filtering down to smaller contracts
• providing clarity on how the Living Wage can be promoted in tendering
processes
7.15 A small number of contractors were sceptical about the use of procurement to
promote payment of the Living Wage, mainly due to perceptions that
procurement would favour larger companies, increase the costs of goods and
services, and fail to consider wider benefit packages offered to employees.
7.16 To address concerns, contractors identified actions that they felt could support
the use of procurement to encourage implementation of the Living Wage,
including:
• some form of subsidy to help offset increases in wage costs among
contractors
• making use of local government and non-departmental government bodies to
provide information and support
• organising workshops with contractors to provide information and advice on
best practice
• providing robust evidence on the impacts and advice on addressing barriers
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7.17

Stakeholders tended to take a broader view of the role of the Living Wage in
procurement, and felt that its consideration should take place as part of a wider
review of procurement and other relevant policies, focussed on issues such as
the social or community impact, overall investment in staff by contractors and
whether the overall cost is sufficient to deliver desired benefits.

7.18 Stakeholders also highlighted a range of practical issues in relation to
incorporating Living Wage considerations in public contract awards, including the
potential for perceived additional bureaucracy to discourage companies from
bidding for public contracts, concerns about how contractors ‘prove’ they are
paying the Living Wage and concerns about the extent to which Living Wage
requirements extend to the company as a whole or the individual contract.
7.19

Existing research in the US has found that many bidders welcome the “level
playing field” provided by a wage floor, which does not encourage a “race to the
bottom”. In some cases, this actually attracts more bidders. Where the additional
contracting costs have been quantified, they have often been found to be low.

7.20

If a public sector body in Scotland (or the rest of the UK) made the payment of
staff at a higher rate than the National Minimum Wage a mandatory requirement
as part of a competitive procurement process, this would run the risk of
breaching European Law and European Procurement rules. It is, however,
possible to include Living Wage considerations in procurement exercises without
making payment of the Living Wage a mandatory requirement, and a number of
public bodies in the UK have done so. However, no satisfactory way of dealing
with social care contracts has been found, due to very tight public budgets and a
cost base dominated by low-paid labour.
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Details of studies included in the review of existing research
(a)
Original evidence in the United States
(For context in this section: the federal Minimum Wage in the United States is $7.25 per hour in 2014.)
Baltimore City
Living Wage
Ordinance
Author(s) and
year of
publication
Niedt et al, 1999

Compulsory, first adopted in 1994.
Living Wage in 2014 = $11.07/hour (valid until 30 June 2014) applies to public contracts of services.
State of Maryland and City of Baltimore minimum wage in 2014 = $7.25/hour applies to all businesses with at least two
employees.
Methodology of the study
Effects on
Effects on public
Effects on
Other effects
employment and
budgets
recipients
labour demand
Data: Minutes of the
Interviews (26 cases)
The cost contracting
Interviews (26
Not included in
Baltimore Board of Estimates, indicated no evidence
increased around 1.2%
cases) indicated
the study.
Baltimore’s Legislative
that employment levels
after the introduction of
more positive
Reference, Bureau of
or working time had
the Living Wage. Costs
attitudes towards
Purchases, Census, payroll
changed because of the varied according to sector: work.
data for school bus aides,
Living Wage.
janitorial services rose by
and interviews.
16.6%; bus service
Higher wages did
contracts increased by
not necessarily
Method: Calculations of
2.1%.
translate into
labour costs for 26 contracts
higher incomes or
before and after
However, inflation was
overcoming
implementing Living Wages,
higher during that period.
poverty.
and interviews with 26 livingHence, real costs of city
wage workers.
contracting either
decreased after the
introduction of the Living
Wage or did not have a
significant effect on city
budgets.
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Thompson and
Chapman, 2006

Review of studies.

Los Angeles
Living Wage
Ordinance

Compulsory, first adopted in 1997.

Author(s) and
year of
publication
Williams and
Sander, 1997

Fairris, 2007

No negative effects on
employment levels
(cited by Preamble
Center for Public Policy,
1998).

Not included in the study.

Not included in the
study.

Lower turnover.

Living Wage applies to city contractors with contracts over 3 months or $25,000. Also applies to employees of Los Angeles
Airport.
Los Angeles Living Wage in 2014 = $10.91/hour with health benefits, or $12.16/hour if no health benefits are provided (valid
until July 2014).
Los Angeles Airport employees in 2014 = $10.91/hour with health benefits, or $15.67/hour if no health benefits are provided
(valid until July 2014).
Living Wage also provides 12 compensated days per year for sick leave, vacation, or personal necessity, plus 10 additional
uncompensated days off for family or personal illness.
State of California minimum wage for all other employers in 2014 = $8.00.
Methodology of the study
Effects on
Effects on public
Effects on
Other effects
employment and
budgets
recipients
labour demand
Data: Survey applied to 310
Not included in the
The total cost of
About 20% of
Not included in
contractors.
study.
implementing the
workers who would the study.
Ordinance for service
start receiving
contractors represents
higher wages
Method: calculations based
on the data provided by the
about 4-7% of the total
would be lifted
surveyed contractors.
amount of all City service
above the poverty
contracts.
line.
Data: Interviews with 82
81% of the companies
Not included in the study. Increased wages
The ordinance did
Living Wage employers and
did not reduce their
benefited lownot prompt firms
surveys applied to 320
workforce. It is
income households to provide health
workers from 65 companies.
estimated that job loss
but still 81% of
benefits plans if
occurred for less than
respondents
they were not
63

Fairris and
Fernandez, 2008

Method: calculations based
on the data provided by the
surveyed workers and
companies.

1% of the covered
workers, or 1.4% of
those receiving
mandatory wage
increases.

Data: Survey of Los Angeles
Living Wage Employers; used
to match data of 82 Living
Wage employers with data of
320 employees from 65
Living Wage firms, 20022003.

Substitution of labour
towards male, Latino,
and black workers with
formal training.

indicated that it
was not enough to
satisfy needs.

Not included in the study.

Not included in the
study.

already providing
them.
Reduction in
training.
Lower turnover.
Lower in-job
training.

Method: regression analyses.
Boston Jobs
and Living
Wage
Ordinance

Author(s) and
year of
publication
Brenner, 2005

Compulsory, first adopted in 1998.
Boston Living Wage Ordinance in 2014= $13.76/hour (valid until 30 June 2014), applies to city contractors and companies that
receive governmental funds in the form of grants, loans, tax incentives, bond financing, subsidies, or other form of assistance of
at least $100,000. Exceptions = construction (under different scheme), youth programmes, and traineeship programmes.
State of Massachusetts minimum wage in 2014 = $8.00/hour, applies to all other employers.
Methodology of the study
Effects on
Effects on public
Effects on
employment and
budgets
recipients
labour demand
Data: A survey applied to 72
No significant difference Only 15% of firms raised
Not included in the
city contractors.
in changes in
their bid prices.
study.
employment, from 1998
Method: calculations based
to 2001, between
on the data provided by the
contractors who
surveyed companies.
implemented higher

Other effects
Among the 13
companies that
had increased
wages as a
consequence of
the Living Wage,
64

Brenner and
Luce, 2005

Data: city accounts and a
survey applied to 72 city
contractors (see Brenner,
2005).

wages and those that
were already paying
wages higher than the
new rate.
Not included in the
study.

Method: calculations made
with city accounts and with
information provided by the
surveyed companies.

Chicago Living
Wage
Ordinance

25% reported
higher employee
morale and effort.
Total annual cost of the
28 city contracts was
reduced in 17% after
implementing the
ordinance.

For those who
were earning below
the Living Wage
and had their
wages raised to the
Living Wage,
severe poverty was
reduced from 34%
in 1998 to 13% in
2001; and poverty
reduced from 41%
to 28% in that
same period.

Among the 13
companies that
had increased
wages as a
consequence of
the Living Wage,
25% reported
higher employee
morale and effort
(see Brenner,
2005).
39% of the 13
firms that
introduced the
Living Wage
reported reducing
profits to comply
with Living Wage
law.

Compulsory, first adopted in 1999.
Chicago Living Wage Ordinance in 2014 = $11.78/hour, applies to certain contractors and to companies that receive
governmental funds. Contractors included: non-City employed security guards, parking attendants, day labourers, home and
health care workers, cashiers, elevator operators, custodial workers, and clerical workers. Exceptions = not-for-profit
organisations.
State of Illinois minimum wage in 2014 = $8.25/hour, applies to all other employers.
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Author(s) and
Methodology of the study
year of
publication
Tolley, Bernstein, Data: A survey applied to 133
and Lesage,
firms in Chicago.
1999.
Method: calculations made
with information provided by
the surveyed companies and
estimations to obtain citywide
figures.
City and County
of San
Francisco
Minimum Wage
Ordinance

Author(s) and
year of
publication
Howes, 2002

Effects on
employment and
labour demand
Estimated: a reduction
in more than 1,300 jobs.

Effects on public
budgets

Effects on
recipients

Other effects

Estimated: introducing the
Ordinance would cost the
city around 20 million
USD, 20% of which would
be paid by taxpayers in
Chicago.

Not included in the
study.

Not included in
the study.

Compulsory, first adopted in 2000.
Applies to All private and public employers, regardless of where they are located, who have employees working in San
Francisco. This includes employees who are legally or illegally working in San Francisco. There are three rates: a general wage
for all employees, a wage for for-profit contractors, and a wage for non-for-profit contractors:
City and County of San Francisco Living Wage for all employees in 2014= $10.74/hour.
City and County of San Francisco Contractors and workers of San Francisco Airport in 2014 = $12.66/hour.
City and County of San Francisco Contractors that are non-profit organisations in 2014= $11.03/hour.
State of California minimum wage in 2014= $8.00/hour, applies to all other employers.
Methodology of the study
Effects on
Effects on public
Effects on
Other effects
employment and
budgets
recipients
labour demand
Data: obtained from the San
Between 1997 and
Not included in the study. 15% reduction in
Turnover of
Francisco Case
2002: an increase of
poverty rates.
workforce fell by
Management, Information
54% in the number of
around 17%.
and Payroll System and
homecare workers and
interviews with workers.
an increase of 47% in
consumers of homecare
Method: calculations
services.
conducted by matching
18,000 San Francisco
66

Bhatia and Katz,
2001

Elmore, 2003

Reich, Hall, and
Jacobs, 2005

County homecare workers to
15,500 service recipients
between
November 1997 and
February 2002.
Data: surveys applied to city
contractors and
administrative data provided
by the city.
Method: estimations made
with previously published
estimates of the association
between income and health
status.
Data: interviews with officials
in twenty Living Wage cities
or counties.
Method: calculations made
with data provided by officials
and with city accounts. Some
estimates are provided for
specific cities.
Data: surveys applied to
samples of airport firms
before and after the
implementation of the Living
Wage, 1998-2001;
administrative data of San
Francisco Airport; interviews
with eleven union organisers;
and a survey applied to 99

Not included in the
study.

Not included in the study.

Reduction of days
sick in bed, in
depressive
symptoms, and in
subjective overall
health.

Not included in
the study.

Not included in the
study.

In 2001: with a contract
budget for human
services of $312 million,
the Living Wage resulted
in a cost increase of
1.01%

Not included in the
study.

Increased
competitiveness
and new services
contracts put out
for bid.

No evidence of a
reduction in
employment.

Not included in the study.

Employees in SF
Airport: Improved
reported time spent
with families,
personal finances,
hours worked,
housing situation,
and health status.

Turnover was
reduced between
5% (customer
service) and 80%
(security
screeners) after
the increase in
wages San
Francisco Airport.
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workers.
Method: calculations made
with information obtained
from the surveys and
administrative data.
Florida
Minimum Wage
Amendment
Author(s) and
year of
publication
Pollin, Brenner,
and Wicks-Lim,
2004

Compulsory, first adopted in 2004.
It establishes a minimum wage that is higher than the federal minimum.
State of Florida minimum wage in 2014= $7.93/hour.
Methodology of the study
Effects on
Effects on public
employment and
budgets
labour demand
Data: obtained from the
Not included in the
Estimated costs for firms:
Employment and Wages
study.
an additional $443.1
reports, the 1997 Economic
million. It is estimated that
Census, Current Population
the firms will bear 92% of
Survey, and Annual
the total costs, and the
Demographic Supplement for
public sector will bear the
Florida.
remaining 8%.
After calculating increases
Method: estimates using the
in income taxes,
data sources.
reductions in benefits, and
costs of implementation:
$3.4 million in net fiscal
savings.

Effects on
recipients

Other effects

Modest but
significant effect on
poverty alleviation.

Retail stores
would be
expected to face
an increase in
sales of around
3% derived from
the citizen´s
higher purchasing
power.
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(b)

Meta-studies and multi-city analysis in the United States

Author(s) and
year of
publication
Brenner, 2004

Thompson and
Chapman, 2006

Cases

Methodology of the
study

Effects on employment and
labour demand

Los Angeles
California, MiamiDade Florida, San
Jose California,
San Francisco
California, Detroit
Michigan, New
Orleans,
Louisiana,
Oakland California,
Santa Monica
California, New
York City,
Baltimore
Maryland, New
Haven
Connecticut,
Boston
Massachusetts,
Dane County
Wisconsin,
Corvallis Oregon,
Hartford.
Los Angeles
California,
Cleveland, Ohio,

Review of prospective
and retrospective studies.

See Table 1 below.

Review of existing
literature.

Little or no negative effect on
employment.

Effects on
public budgets

Effects on
recipients

Other
effects

Small to
moderate
effects on

Not
included in
the study.

Lower
turnover and
higher
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Doucouliagos
and Stanley,
2009

Schmitt, 2013
Neumark and
Adams, 2003

Baltimore
Maryland, Detroit
Michigan, Boston
Massachusetts,
San Francisco
California, Santa
Monica California,
New England,
various studies
with multiple cities,
and studies on the
national minimum
wage.
64 studies on the
impacts of
increasing wages
in the United
States.
Original research,
meta-studies,
literature reviews,
70 cities.

municipal
budgets.

Meta-regression analysis
of the estimated elasticity
for employment.

Review of existing
literature.

Once selection effects are
controlled for, empirical
evidence in the studies
examined indicates no
negative effect on
employment.
Little or no significant effects
on employment.

Data: Current Population No significant effects on
Survey Outgoing Rotation employment after six months
Group 1996-2000.
of implementing the Living
Wage.
Method: estimations
using an equation to
After 12 months of
model wages across time implementation: Positive
according to
employment effects in higher
demographic and city
income households (elasticity
wages characteristics,
of 0.07), but negative effect in
and difference-inlower income households

productivity.

Not included in
the study.

Not
included in
the study.

Not included
in the study.

Not included in
the study.

Not
included in
the study.
Not
included in
the study.

Not included
in the study.

Not included in
the study.

Not included
in the study.
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differences to identify the
effects of Living Wages.
Elmore, 2003

20 cities.

Data: interviews with
officials in twenty Living
Wage cities or counties.
Method: calculations
made with data provided
by officials and with city
accounts.
Not included in the study.

Pollin, Brenner,
and Wicks-Lim,
2004

45 states.

Giuliano, 2009

700 stores across
the country.

Not included in the study.

Lester and
Jacobs, 2010

15 cities that have
passed Living
Wage ordinances
and 16 similar
cities that have not
passed Living
Wage laws.

Data: obtained from the
National Establishment
Time Series Database.
Method: Difference-indifference.

(employment elasticity of 0.14); reflecting labour
substitution toward higher skill
workforce.
Increases in service contract
Not included in
prices ranged between 0.003% the study.
and 0.079% of the localities´
budgets. See Table I, below.

Higher employment growth in
states with higher wages than
in states with federal wages,
see Table 3, below.
Negative, but statistically
insignificant effects on the fulltime equivalent level of
employment.
No significant effect on
citywide employment.
“It is important to note that the
results are based on nearly 20
years of data—a timeframe
that contained years of
recessions and expansions—
which suggests that business
assistance Living Wage laws
are unlikely to have an effect
on employment levels even
during hard economic times”

Not
included in
the study.

Not included
in the study.

Not included in
the study.

Not
included in
the study.

Not included
in the study.

Not included in
the study.

Not
included in
the study.

Not included
in the study.

Not included in
the study.

Not
included in
the study.

Not included
in the study.
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Dube, Lester,
and Reich,
2010

504 counties.

Allegretto,
Dube, and
Reich, 2011

Country-wide data
for teenagers.

Hirsch,
Kaufman, and
Zelenska, 2011

Georgia and
Alabama

Neumark,
Thompson, and
Koyle, 2012

Data: longitudinal data for
the accommodation and
food services sector,
extracted from the
Current Population
Survey 1990 – 2006.
Method:
Data: Current Population
Survey, 1990-2009.
Method: regression
analysis.

26 cities: 14 that
had implemented
Living Wage laws
before 2002 and
12 cities that did

Data: payroll and
economic information of
81 fast-food restaurants
in the two states 20072009; interviews with
employers and
employees; and Quarterly
Census of Employment
and
Wages.
Method: regression
analyses.
Data: Current Population
Survey between 1995
and 2009.

(p. 24).
Statistically negligible effect on
employment.

Not included in
the study.

Not
included in
the study.

Not included
in the study.

No negative effects on teen
employment: Employment
elasticity of -0.118, but
statistically insignificant once
state-specific trends are
accounted for.
No negative effects on
employment.

Not included in
the study.

Not
included in
the study.

Not included
in the study.

Not included in
the study.

Not
included in
the study.

Not included
in the study.

Not included in the study.

Not included in
the study.

A
reduction
in the
poverty
rate by

Not included
in the study.
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afterwards.
Allegretto,
Dube, Reich,
and Zipperer,
2013

Country-wide data
for teenagers and
restaurant
workers.

Method: regression
analyses.
Data: American
Community Survey
Census, Current
Population Survey,
Quarterly Census of
Employment and Wages,
and Quarterly Workforce
Indicators.
Method: various
econometric models,
controlling for timevarying heterogeneity
and spatial
discontinuities.

2.4%.
“Results from four databases
and six approaches all suggest
employment effects are small”
(p. 1).
Employment elasticity:
between -.076 and -.004 for
teenagers and between -.030
and -.000 for restaurant
workers.

Not included in
the study.

Not
included in
the study.

Not included
in the study.
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Table 1 Economic Impact of Various Living Wage Ordinances – retrospective evidence – from Brenner (2004)
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Table 2: Increases in City Contract Costs after Passage of Living Wage Laws – from Elmore (2003)
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Table 3: Comparing Employment Growth for States with Above $5.15 Minimum Wage Standards versus States with only Federal $5.15
Minimum, from Pollin, Brenner, and Wicks-Lim (2004):

(c)

Evidence on the London Living Wage 5

London Living
Wage
Author(s) and
year of
publication
Sokol et al, 2006

5

Voluntary.
London Living Wage in 2014 = £8.80/hour, applies to public, private, and non-governmental sectors that voluntarily pay the
Living Wage.
Methodology of the study
Effects on
Effects on public
Effects on
Other effects
employment and
budgets
recipients
labour demand
Interviews with and a survey
Not included in the
Not included in the
More than 87% of
Not included in the
applied to 65 workers in the
study.
study.
workers (55
study.
hospital.
employees) stated
that their lives have
improved as a
consequence of the
new pay scheme.
Also, the proportion

UK minimum wage in 2014 = £6.31 for employees aged 21 years or more.
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Wills, Kakpo, and A survey was applied to 292
Begum, 2009
employees in Queen Mary
University of London and 73
follow-up interviews were
conducted during 2008.

Wills and
Linneker, 2012

Not included in the
study.

Comparative case studies of
Not included in the
16 companies, 7 of which had study.
information for before and
after the implementation of
the London Living Wage.

Pennycook, 2012 Examined financial data of 79
firms.

Not included in the
study.

Not included in the
study.

The Exchequer would
save around £823
million per year.

Not included in the
study.

of employees who
reported to feel to
have enough
money to pay for
their housing after
receiving higher
wages was almost
71%.
Employees
reported to work
more productively,
with increased
supervision, and
with a broader
range of tasks.
Also, workers felt
higher satisfaction
with their working
conditions
Not included in the
study.

Not included in the
study.

Not included in the
study.

Labour turnover was
reduced in 25% in
average, which
represented savings
of 0.3% in relation to
their costs before
introducing the Living
Wage
Average wage bills
for companies would
be larger in the food
and drug retailers
77

Flint, Cummins,
and Wills, 2013

300 interviews, 173 who were
receiving the London Living
Wage and 127 who did not.

Not included in the
study.

Not included in the
study.

Those who
received the
London Living
Wage scored 3.9
units higher (in a
70-point scale)
than those who did
not.

(4.7%), general
retailers (4.9%), and
bars and restaurants
(6.2%). However,
wage increases in
the other industry
sectors would be
between 0.1%
(banking) and 1.1%
(food producers).
Not included in the
study.

(d)
General evidence in the United Kingdom
Living Wage
Voluntary.
UK Living Wage in 2014 = £7.65/hour, applies to public, private, and non-governmental sectors that voluntarily pay the Living
Wage.
Author(s) and
Methodology of the
Effects on employment Effects on public
Effects on recipients
Other effects
year of
study
and labour demand
budgets
publication
Lawton and
Estimates of the costs and
Pennycook, 2013 benefits of introducing the
Living Wage universally in
the United Kingdom.
Kennedy, Moore, Using a survey of

Not included in the study.

Net savings for the
state would be of
around £2.2 billion

Positive effects in alleviating
poverty, especially for lowincome households.

Not included in the

Around 38% of those who

Not included
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and Fiddes, 2013 household finances, with a
sample of 1,500 workers in
the UK, the study looks
into differences in various
financial indicators
between those who
receive a Living Wage and
those who do not, taking
into account information
collected in October 2012
and in October 2013.

Metcalf, 2008

Reed, 2013

Review of studies on the
effects on the British
National Minimum Wage
on Employment
Estimates of applying the
Living Wage to the entirety
of the United Kingdom.

study.

No association between
aggregate UK
employment trends and
the introduction of NMW.
Using the UK´s Office of
Budget Responsibility
multiplier: net
employment loss of
95,000 jobs.
Using the International
Monetary Fund´s lower
and higher bounds of the
multiplier: net loss of
45,000 jobs and net
increase in 58,000 jobs.

Not included in the
study.
An increase of
around £1.5 billion
in the public
finances.

were earning less than the
Living Wage reported a
deterioration of their financial
stability, compared to 23% of
those who were earning the
Living Wage or above the
Living Wage. Also, those who
were earning the Living Wage
were more confident about
their financial future (28%
expected an improvement and
36% expected a worse
situation) than those who were
earning less than the Living
Wage (21% expected an
improvement and 51%
expected a worse financial
situation).
Increase in real and relative
pay of low paid workers.

in the study.

Not included in the study.

Not included
in the study.

Not included
in the study.
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(e)

Evidence in specific UK jurisdictions

Living Wage
Jurisdiction Author(s)
and year of
publication
Brighton &
Brighton &
Hove
Hove Living
Wage
Commission,
2012

Cardiff

Corporate
Chief Officer,
2012

Voluntary.
UK Living Wage in 2014 = £7.65/hour, applies to public, private, and non-governmental sectors that voluntarily
pay the Living Wage.
Methodology
Effects on
Effects on public
Effects on recipients
Other effects
of the study
employment and budgets
labour demand
Review of
No precise
Relatively few public sector The Living Wage would Higher staff
evidence and
calculations, but
jobs (5%) were below the
“help lift some of the
retention, loyalty
development of high hotels and
Living Wage in Brighton
22% of children in
and motivation.
debates and
catering sector
and Hove.
Brighton & Hove out of
interviews
mean that more
poverty and out of the
Economic spillbetween
private jobs than
‘benefits trap´” (p. 8).
over in the city,
October 2011
average (29%)
due to higher
Promotion of equality
and March
paid below Living
earnings and
between those who
2012.
Wage in Brighton
higher spending.
earn less and those
and Hove
who earn more.
Estimates
Not mentioned.
“The impact on pay
“Notwithstanding the
Not mentioned.
based on
differentials will need to be future national agenda
governmental
closely monitored to see if
concerning welfare
data.
there are any recruitment
reform, the current
and retention issues that
benefits landscape is
need to be addressed” (p.
complex and is linked
3).
directly to individuals’
personal circumstances
The estimated costs of
so it is difficult to
implementing the Living
develop an approach
Wage in Cardiff Council
that caters for every
80

Manchester

Holden and
Raikes, 2012

Review of
evidence and
calculations
based on
various sources
of national and
local data, as
well as referring
to the Minimum
Income
Standard
method.

Makes reference
to evidence on the
national minimum
wage in the UK:
effects on
employment have
been marginal.
References to
evidence in the
United States: no
negative effects
on employment or
some labourlabour
substitution.
“The current
evidence on the
impact of Living
Wages (on
employment or
labour demand) is
not sufficiently
developed in the
UK to assess the
extent to which
these theoretical
impacts arise in
practice” (p. 41).

were of £1 million in a full
year and around £584,000
in 2012/13.
Negligible negative
economic impact.
“Both local and national
Government would benefit
from more employers
paying a Living Wage, as
the amount they have to
pay towards in-work
benefits (for example tax
credits, housing benefit
and so on) reduces and
they are able to make
savings from services that
deal with the
consequences of
individuals getting into
financial difficulties” (p. 42)

eventuality” (p. 4).
Higher income, more
stable family life,
improved health and
well-being.
Additional support
should be given to
those in debt.

Higher retention;
lower recruitment
costs; higher
quality staff; better
attendance; higher
productivity,
motivation and
loyalty; and better
quality of service.
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Newcastle

Newcastle

Independent
Advisory
Panel to
Newcastle
City Council
for the Living
Wage, 2012

Catherine
McKinnell
MP, 2013

Review of
evidence and
interviews.

Responses to
debate on
taxation and the
Living Wage,
held in January
2013.

Not mentioned.

Not mentioned.

“We do not think it is a
matter for the Panel to
determine whether
Newcastle City Council or
any other employer can
afford at any particular time
to pay a Living Wage. We
think that is a matter for
each employer to consider
carefully, both from a
strategic perspective and
from a consideration of the
current demanding
economic situation” (p. 14).

Significant increase in
income for some lowpaid workers. The exact
effects on household
income would depend
on the, then proposed
but not yet
implemented, welfare
reform.

“the analysis by the
Institute for Public Policy
Research and the
Resolution Foundation
suggested that introducing
a Living Wage could lead
to a net gain to the
Treasury of more than £2
billion a year when the
costs of paying it
throughout the public
sector are set against
reduced benefit and tax
credit payments, and
higher income tax and
national insurance
receipts”.

“We want to aim for a
higher skilled, higher
waged and more
productive economy
that can genuinely
compete on the global
stage so that workers
are not forced into
several jobs with no
chance of spending
proper time with their
families”.

Greater
productivity, better
quality of work,
reduced
absenteeism,
reduced turnover,
and higher levels
of recruitment and
retention.
Economic spillover in the areas
around Newcastle,
due to higher
earnings and
higher spending.
“Around 140
private sector
employers have
taken that step;
(...). Many of those
firms have been
clear about the
positive impact
that paying a
Living Wage has
had on their
companies. KPMG
has reported
higher employee
morale, motivation
and productivity
alongside a
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Wales

Marsh et al,
2010

Using data from
the Quarterly
Labour Force
Survey 2008,
the authors
simulate the
effect of
different Living
Wage levels on
poverty rates.

Taking into
account an
elasticity of labour
demand of –0.12
(based on Adams
and Neumark,
2005), results
suggest that if
10% of the 93,600
public employees
in Wales were to
receive the Living
Wage, there would
be an employment
loss of between
2.4% and 3.6%, or
230 to 340 jobs.

Newcastle “is meeting the
cost of paying the Living
Wage entirely from a
reduction in management
costs”.
Not included in the study.

reduction in staff
turnover and
absenteeism since
the policy was
implemented”.
The Living Wage would
help households to
move above the
poverty line.

Not included in the
study.
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ANNEX A: TOPIC GUIDES
TOPIC GUIDE FOR LIVING WAGE EMPLOYERS
INTRODUCTION
Introduce self and Ipsos MORI and thank participant for their time and for agreeing to take
part.
Explain purpose of research: Ipsos MORI is conducting research on behalf of the Scottish
Government to inform their approach to the Living Wage. The purpose of the research is to
seek the views of a range of organisations towards the Living Wage.
We are interested in building an understanding of your organisation’s experience of
implementing the Living Wage. Please be assured that this is not a test and you are not
being judged on compliance, we are just looking to get an accurate picture of the
practicalities of introducing the Living Wage from an organisation’s perspective.
•

Explain the interview should take around 60 minutes

•

Emphasise confidentiality and anonymity

•

Obtain permission to record

INTRODUCTION
•

To begin with, I’d like to ask a few questions about yourself and your organisation?
•

What is your position within the company?

•

How long have you been working for [ORGANISATION]?

•

What are the core activities of your organisation?

•

How many staff do you employ?

PRE-IMPLEMENTATION STAGE
EXPLAIN : I’d like to discuss the process in which your organisation went through to
implement the Living Wage, starting at the beginning.
•

Could you please tell me about how your organisation first became aware of the
Living Wage?

•

What was it that attracted you towards the Living Wage?
o

Probe : perceived advantages/benefits
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•

At that stage, did you have any reservations about introducing the Living Wage?
o

•

•

Did you seek out any information about the Living Wage at that stage?
o

If no, why not?

o

If yes, probe:



Where did you look for this information?



How easy or difficult was it to find information?



Did you find the information you were looking for? From where?



Did the information address your concerns?

Probe:


Did you seek further information?



What procedures did you follow?

Probe: Senior management / HR / staff

Did anyone in the organisation oppose the introduction of the Living Wage?
o

•

What type of information did you look for?

Who would you say was responsible for driving the implementation of the Living
Wage?
o

•



Once you had the information you needed, what happened next?
o

•

Probe : perceived disadvantages/barriers

Probe: Senior management / HR / staff

Were there any concerns regarding the introduction of the Living Wage?
o

IF YES probe:


What were those concerns?



How, if at all, were they addressed?

•

When did your organisation introduce the Living Wage?

•

Roughly what proportion of staff had their pay increased in line with the Living Wage?

IMPLEMENTATION STAGE
•

Overall, how did you find the process of introducing the Living Wage within your
organisation?

•

What, if anything, would you say aided the implementation of the Living Wage?
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o
•

What, if anything, made the implementation of the Living Wage more difficult?
o

•

•

If Yes, probe:


In what form was this support provided?



Did you find it useful or not?

In what ways, if at all, is your organisation assessing the impact of the Living Wage
within the organisation?
o

•

Probe: were any consequential changes made to enable implementation of
Living Wage, e.g. financial personnel package or service levels.

Did you receive any support from external organisations, for example, the Living
Wage foundation?
o

•

Probe: Existing/new procedures; attitudes of management/staff; bureaucracy;
administration costs/time;

What measures, if any, were taken to overcome these difficulties?
o

•

Probe: existing/new procedures; attitudes of management/staff

PROBE FOR DETAILS OF ANY OBJECTIVE EVIDENCE USED: e.g.
financial costs/benefits; staff morale/performance/productivity/absenteeism;
staff survey results

Has your organisation received accreditation for adopting the Living Wage?
o

IF YES, PROBE: type of accreditation; when this was awarded

o

IF No, PROBE: why not

What benefits, if any, has this accreditation provided?

POST-IMPLEMENTATION
•

What, if anything, would you say have been the positive impacts of introducing the
Living Wage?
o

•

What, if anything, would you say have been the negative impacts of introducing the
Living Wage?
o

•

PROBE: on staff; management; reputation

Probe: on staff; management; reputation; cost

What measures, if any, has the organisation undertaken to mitigate these negative
impacts?
o

Probe: procedures; communication

86

•

If you were going to implement the Living Wage again, what, if anything, would you
do differently?

•

As you may know, the Living Wage rate is periodically uprated to reflect changing
price levels and living standards. How has your organisation found it to keep up with
increases to the Living Wage?

•

Unlike the National Minimum Wage, the Living Wage is not differentiated by age. In
what way, if at all, has the implementation of the Living Wage affected your
recruitment of workers under the age of 20?

•

How likely would you be to recommend adopting the Living Wage to other
organisations?

•

What, if anything, could be done to support the future roll out of the LW?
Thank respondent and close
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TOPIC GUIDE FOR SCOTTISH GOVERNMENT CONTRACTORS
INTRODUCTION
Introduce self and Ipsos MORI and thank participant for their time and for agreeing to take
part.
Explain purpose of research: Ipsos MORI is conducting research on behalf of the Scottish
Government to inform their approach to the Living Wage. The purpose of the research is to
seek the views of a range of organisations towards the Living Wage.
We are interested in gaining an understanding of organisations’ perceptions on the Living
Wage. Please be assured that this research is being undertaken independently from the
Scottish Government and any commercial tenders which you have submitted or intend to
submit in the future.
•

Explain the interview should take around 30 minutes

•

Emphasise confidentiality and anonymity

•

Obtain permission to record

•

Check that they received and read the information sheet

INTRODUCTION
•

To begin with, I’d like to ask a few questions about yourself and your organisation?
•

What is your position within the company?

•

How long have you been working for [ORGANISATION]?

•

What are the core activities of your organisation?

•

How many staff do you employ?

PERCEPTIONS OF THE LIVING WAGE
•

Prior to this interview, to what extent, if at all, were you aware of the Living Wage?

•

What is your overall impression of the Living Wage?

•

Have you sought any information about the Living Wage?
o

If no, why not?

o

If yes, probe:


What type of information did you look for?



Where did you look for this information?



From which sources did you seek information?



How easy or difficult was it to find information?
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•

•



Did you find the information you were looking for? From where?



Did the information address your concerns?

Has your organisation considered implementing the Living Wage?
o

IF NO, PROBE: Why not?

o

IF YES, PROBE: Why? What happened?

What, if anything, would you say are the main advantages of implementing the Living
Wage?
o

•

PROBE: staff morale; productivity; reputational benefits; attracting talent

What, if anything, would you say are the main disadvantages of implementing the
Living Wage?
o

•

PROBE: cost; administration

What do you see as the main barriers to your organisation adopting the Living Wage?
o

PROBE: costs; lack of willingness from senior management; remaining
competitive

•

What, if anything, do you think would help your organisation implement the Living
Wage if it wanted to?
o

•

PROBE: support/information; evidence of impacts; government incentives

Do you think the introduction of the Living Wage would be something that your
organisation would consider in the future?

PROMOTING THE LIVING WAGE THROUGH PROCUREMENT
•

How, if at all, do you think the Scottish Government could promote the Living Wage to
organisations like yours?

•

How would you feel about the use of procurement policies to encourage contractors
to implement the Living Wage, for example, by encouraging contractors tendering for
public sector contracts to pay their staff the Living Wage?

•

If public bodies were to stipulate that contractors tendering for public sector contracts
should be encouraged to pay their staff the Living Wage, what impact, if any, do you
think this would have on:
o

competition in the sector?

o

the cost of the contracts? [probe how any additional costs would be borne and
by whom]

o

the quality of the goods or services?

o

wage costs in the sector?
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o

the viability of some businesses in the sector?

o

the likelihood of organisations bidding for public sector work?

[PROBE FOR EVIDENCE THAT VIEWS ARE BASED ON]
•

And what impact, if any, do you think this would have on your organisation, with
regards to:
o

wage costs?

o

recruitment or retention of staff?

o

employees’ motivation and commitment?

o

staff conditions, for example, the hours staff work; employee benefits

[PROBE FOR EVIDENCE THAT VIEWS ARE BASED ON]
•

What impact, if any, do you think this would have on your organisations willingness to
employ younger people?

•

Do you think it would be appropriate to promote the payment of the Living Wage in all
public contracts or only contracts of a specific type or value?

•

Is there anything else you would like to add?
Thank respondent and close
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ANNEX B: ADVANCE LETTERS
ADVANCE LETTER FOR LIVING WAGE EMPLOYERS

Dear
The Scottish Government has commissioned Ipsos MORI, the independent research
company, to undertake an assessment of the impact of the Living Wage in Scotland. The
research is designed to explore employers’ awareness of, and attitudes towards, the Living
Wage in Scotland to inform the Scottish Government’s approach to supporting the Living
Wage.
Having reviewed the [Living Wage Foundation’s/Glasgow City Council’s] database of
organisations that have introduced the Living Wage, Ipsos MORI has identified you as
someone who is able to offer an important perspective on the themes to be addressed in the
research. We are particularly interested in your views and experience of introducing the
Living Wage within your organisation. For this reason, I am writing to you in the hope that
you might agree to participate in an interview over the next week or two.
The interview will be conducted face to face and will last approximately 45 minutes. Any
comments that you make will be treated in the strictest confidence and you will not be
identifiable in any reports that we produce.
You do not need to do anything immediately, a member of the Ipsos MORI research team
will phone you early next week to arrange a suitable date and time for the interview. If you
would prefer not to participate, or if you would like further information about the research,
please do not hesitate to contact Christopher McLean or Mark Diffley at Ipsos MORI on 0131
220 5699 or by email (christopher.mclean@ipsos.com; mark.diffley@ipsos.com). The Project
Manager at the Scottish Government is Alison Stout, Equality and Poverty Research Team,
who can be contacted on 0131 244 7371 or alison.stout@scotland.gsi.gov.uk.
Thank you for your time.
Yours Sincerely,

Mark Diffley
Research Director, Ipsos MORI Scotland
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ADVANCE LETTER FOR SCOTTISH GOVERNMENT CONTRACTORS
Dear
The Scottish Government has commissioned Ipsos MORI, the independent research
company, to undertake an assessment of the impact of the Living Wage in Scotland. The
research is designed to explore employers’ awareness of, and attitudes towards, the Living
Wage in Scotland to inform the Scottish Government’s approach to supporting the Living
Wage in the future.
The Scottish Government has identified you as someone who can offer an important
perspective on the themes to be addressed in the research. We are particularly interested in
your attitudes towards the Living Wage and ways in which the Scottish Government could
support wider implementation. For this reason, I am writing to you in the hope that you might
agree to participate in an interview over the next week or two.
The interview will be conducted by telephone and will last approximately 30 minutes. Any
comments that you make will be treated in the strictest confidence and you will not be
identifiable in any reports that we produce. Please find enclosed an information sheet
providing some background information about the Living Wage.
You do not need to do anything immediately, a member of the Ipsos MORI research team
will phone you early next week to arrange a suitable date and time for the interview. If you
would prefer not to participate, or if you would like further information about the research,
please do not hesitate to contact Christopher McLean or Mark Diffley at Ipsos MORI on 0131
220 5699 or by email (christopher.mclean@ipsos.com; mark.diffley@ipsos.com). The Project
Manager at the Scottish Government is Alison Stout, Equality and Poverty Research Team,
who can be contacted on 0131 244 7371 or alison.stout@scotland.gsi.gov.uk.
Thank you for your time.
Yours Sincerely,

Mark Diffley
Research Director, Ipsos MORI Scotland
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ANNEX C: LIVING WAGE INFORMATION SHEET
Introduction to the Living Wage
The Living Wage an independently set rate of pay is calculated to represent the
minimum pay rate required for a worker to meaningfully participate in society, rather
than merely provide the minimum income necessary for basic necessities. It is
calculated to include housing and utilities, food, and health care as well as transport
and recreation.
•

The Living Wage is currently set at £7.65 per hour, compared to the main
National Minimum Wage rate of £6.31 per hour (for those aged 21 and over) 6

•

Unlike the National Minimum Wage, the Living Wage is not differentiated by
age and is updated annually to reflect changing price levels and living
standards, nor is the Living Wage a rate of pay set by national legislation.

 Employers
voluntarily
choose
payintroduced
their employees
and

A wide range can
of employers
across
the UKtohave
this higherthe
rateLiving
of pay,Wage
including
receive
accreditation
fromWage
the Foundation.
Living Wage Foundation for doing so
over 300 accredited
by the Living


The Scottish Government has committed as part of its pay policy to paying the Living Wage,
and it supports the Living Wage campaign as one of the measures to address poverty in
Scotland. Since 2011, it is Scottish Government policy that directly-employed Scottish
Government and NHS employees are paid the Living Wage.

The Living Wage is thought to offer both economic and social benefits, including:
•
•
•

Enhanced staff motivation and quality of work
Improved staff recruitment and retention
Reductions in in-work poverty and income equality

Scottish Government: Consultation on Living Wage through Procurement
There have been calls for the Scottish Government to support the use of public
procurement processes to promote the payment of the Living Wage by suppliers to
the public sector in Scotland. The Scottish Government is keen to seek stakeholders’
views and fully understand the potential impacts of using procurement activity as a
mechanism for delivering the Living Wage.

6

Please note that the Living Wage and the National Minimum Wage figures given in this information
sheet were correct at the time of interview. The UK Living Wage is currently (March 2015) set at £7.85
per hour and the National Minimum Wage at £6.50 per hour (for those aged 21 and over).
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