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Introduction
In 1998 after continued pressure from trade unions, the then Labour Government introduced legislation providing for minimum wages rates for all workers in the form of the Minimum Wage Act. At the time, there was opposition from employers groups and their representative organisations, who saw it as an unwarranted and unreasonable intervention in the labour market, and some trade unions who saw it as a threat to free collective bargaining for terms and conditions for its members.

At its commencement in 1999, the Act made provision for minimum hourly rate for adults (aged 22 and over), and lower paying ‘development rate’ for 18 – 21 year olds. Following pressure from trade unions and other groups, a ‘youth rate’ was introduced for 16 and 17 year olds, at a rate lower than development rates. This tiered system with separate minimum rates of pay has been in place ever since. Earlier this year, in face of great pressure from employers for a freeze in the minimum wage rates, the Labour Government agreed to small increases in the three rates, bringing apprentices within scope of the statute (on a fourth and lower still rate), and also lowered commencement age for the adult rate to 21 years of age.

Current minimum rates of pay (with effect from 1st October 2010) are:

21 years and over - £5.93 per hour;
18-21 years of age - £4.92;
16-17 years of age - £3.64;
Apprenticeship rate - £2.50 
Questions about the validity of tiered rates based on age came into focus once the Employment Equality (Age) Regulations came into force in 2006. This was because these regulations contained express exceptions for the minimum rates of pay based on age.
 Recently unions have shifted their policy on tiered rates to support the removal of all age-related wage rates; now considered discriminatory. UNISON recently launched a campaign which restated its vision for the minimum wage but at the same time calling an end to the discriminatory age-related bandings. UNISON and others also sought to improve awareness and enforcement. In addition to seeking an equalisation of rates of pay across age groups, it sought to an increase in the minimum rates to the level of a living wage. To that end, UNISON and community organisations including London Citizens have been involved in successful campaigns to win living wage agreements for workers at University of London Union and at the University of East London.

Current Equality Act exceptions
UNISON and other organisations pressed for the minimum wage to fall within scope of the Equality Act in order to end the discrimination in the age bandings, but the minimum wage was given a specific exclusion from the scope of the Act. The Equality Act preserves the exceptions introduced with the Employment Equality (Age) Regulations in 2006. The Equality Act provides materially:

Part 14 E+W+SGeneral exceptions
…
197 Age E+W+S
 
(1) A Minister of the Crown may by order amend this Act to provide that any of the following does not contravene this Act so far as relating to age—
(a) specified conduct;
(b) anything done for a specified purpose;
(c) anything done in pursuance of arrangements of a specified description.
(2) specified conduct is conduct—
(a) of a specified description,
(b) carried out in specified circumstances, or
(c) by or in relation to a person of a specified description.
(3) An order under this section may—
(a) confer on a Minister of the Crown or the Treasury a power to issue guidance about the operation of the order (including, in particular, guidance about the steps that may be taken by persons wishing to rely on an exception provided for by the order);
(b) require the Minister or the Treasury to carry out consultation before issuing guidance under a power conferred by virtue of paragraph (a);
(c) make provision (including provision to impose a requirement) that refers to guidance issued under a power conferred by virtue of paragraph (a).
(4) Guidance given by a Minister of the Crown or the Treasury in anticipation of the making of an order under this section is, on the making of the order, to be treated as if it has been issued in accordance with the order.
(5) For the purposes of satisfying a requirement imposed by virtue of subsection (3)(b), the Minister or the Treasury may rely on consultation carried out before the making of the order that imposes the requirement (including consultation carried out before the commencement of this section).
(6) Provision by virtue of subsection (3)(c) may, in particular, refer to provisions of the guidance that themselves refer to a document specified in the guidance.
(7) Guidance issued (or treated as issued) under a power conferred by virtue of subsection (3)(a) comes into force on such day as the person who issues the guidance may by order appoint; and an order under this subsection may include the text of the guidance or of extracts from it.
(8) This section is not affected by any provision of this Act which makes special provision in relation to age.
(9) The references to this Act in subsection (1) do not include references to—
(a) Part 5 (work);
(b) Chapter 2 of Part 6 (further and higher education).
…

SCHEDULE 9
 
 E+W+SWork: exceptions
 
Part 2 E+W+SExceptions relating to age
…
11. The national minimum wage: young workers
11(1) It is not an age contravention for a person to pay a young worker (A) at a lower rate than that at which the person pays an older worker (B) if—
(a) the hourly rate for the national minimum wage for a person of A's age is lower than that for a person of B's age, and
(b) the rate at which A is paid is below the single hourly rate.
(2) A young worker is a person who qualifies for the national minimum wage at a lower rate than the single hourly rate; and an older worker is a person who qualifies for the national minimum wage at a higher rate than that at which the young worker qualifies for it.
(3)The single hourly rate is the rate prescribed under section 1(3) of the National Minimum Wage Act 1998.
 
12. The national minimum wage: apprentices
12(1) It is not an age contravention for a person to pay an apprentice who does not qualify for the national minimum wage at a lower rate than the person pays an apprentice who does.
(2)An apprentice is a person who—
(a ) is employed under a contract of apprenticeship, or
(b) as a result of provision made by virtue of section 3(2)(a) of the National Minimum Wage Act 1998 (persons not qualifying), is treated as employed under a contract of apprenticeship.
 

Not only are there express exceptions for age-related rates of pay in the Act, there is a general power for a Minister of the Crown to override it in a relatively unspecified and unfettered set of circumstances which could obviously include further exceptions other than those already imposed in Schedule 9. The Equality Act was introduced by the Labour Government and passed in most dramatic circumstances on the last sitting day of the previous parliament. The process of implementation of the Equality Act has obvious now fallen into the hands of the ruling Conservative – Liberal Democrat Coalition. The substance of the law was driven by policies of the previous Government but how that substance is implemented or advanced is now being dictating by a different set of policies. All this begs the question how the Coalition is going to confront the issue of tiered minimum pay rates in light of the obvious considerations thrown up by the disproportionate rise in youth unemployment. Currently in the UK, unemployment among 18 to 24-year-olds has risen to 728,000 (October 2010).
 Almost half of black people aged between 16 and 24 are unemployed, compared with 20% of white people of the same age.
 

The Conservative – Liberal Democratic Party Coalition and minimum wage policy

The 2010 General Election caused a hiatus in laying the regulations relating to apprentices and minimum rates introduced by the outgoing Labour Government, and they needed to be re-laid after the creation of the coalition Government. The Coalition however did not resile from the commitments made by the previous Government and adopted the regulations without amendment.

Prior to the election campaign a Tory spokesperson said that the Tories would not abolish the NMW, but would according to Labour ‘let it wither away’ by means of not increasing the rate, until it had no real value. 

The Coalition agreement document provides little assistance to understanding the thinking of either party and contains supportive albeit general statements: 

 

(i)             “We support the National Minimum Wage because of the protection it gives low income workers and the incentives to work it provides.” 

 

(ii)           “We will seek ways to support the creation of apprenticeships, internships, work pairings, and college and workplace training places as part of our wider programme to get Britain working.”

 

(iii)          We will draw on a range of Service Academies to offer pre-employment training and work placements for unemployed people.

 

(iv) We will develop local Work Clubs – places where unemployed people can gather to exchange skills, find opportunities, make contacts and provide mutual support.

There is no recognition in the document of the crisis in youth unemployment nor is there any indication of the policy direction, particularly in relation to the long-standing economic debates on the effect of minimum wage legislation on employment generally and more specifically youth employment. There are also clearly tensions over the National Minimum Wage within the Tory party as London Mayor Boris Johnson has endorsed a London Living Wage above that of the NMW.

The true test will be in the setting of the 2011 rate and whether the Coalition Government chooses to accept or reject recommendations from the Low Pay Commission. How the LPC itself responds will be crucial as in the past they have expressed concern about the effect of raising youth wages on rates of youth unemployment. The economic considerations are complex however and it is hoped that the LPC and indeed Coalition Government fully appreciate the true dynamics of the UK economy and social implications. It would be too easy for the Coalition Government to take a narrow ideological market-based response to youth employment where the indicators are that there are a broader range of factors at play in the effect of setting minimum rates of pay
Cause and Effect : the Economics of Minimum Wage Equalisation
 

The economics of statutory minimum rates and employment are complex. A standard economics textbook analysis of supply and demand of labour implies that by providing for a minimum rate above the market rate this should cause unemployment. This is because a greater number of workers are willing to work at the higher wage while a smaller numbers of jobs will be available at the higher wage. Companies can be more selective in those whom they employ thus the least skilled and least experienced will typically be excluded. Thus the argument that minimum wages decrease employment is based on a simple supply and demand model of the labour market. 
 
An alternate view of the labour market has low-wage labour markets characterized as monopsonistic competition where employers enjoy significantly more market power than workers. This monopsony could be a result of intentional collusion between employers, or factors such as segmented markets, low worker mobility and the 'personal' element of labour markets. In such cases the monopsonistic employers could create a wage rate lower than would be the case under a truly competitive labour market. Also, the amount of labour exchanged would also be lower than the competitive optimal allocation and in all this could result in workers being paid at rates less than their true market value. Under the monopsonistic conditions, an appropriately set minimum wage could increase both wages and employment. This view emphasizes the role of minimum wages as a market regulation policy similar to policies designed to combat anti-competitive commercial practices , as opposed to an illusory "free lunch" for low-wage workers.
Another reason why statutory minimum wage may not affect employment in certain industries is that the demand for the product the employees produce is highly rigid or invariable and driven by markets unconnected to the pure labour market. For example, if management is forced to increase wages, they might easily be able to pass on the increase in wage to consumers in the form of higher prices. Since demand for the product is highly inelastic, consumers continue to buy the product at the higher price and so the manager is not forced to lay off workers.
Three other possible theoretical reasons minimum wages do not affect employment have been suggested by economists:
 higher wages may reduce turnover, and hence training costs; raising the minimum wage may remove the potential problem of recruiting workers at a higher wage than current workers; and minimum wage workers might represent such a small proportion of a business's cost that the increase is too small to matter. 

Until the 1990s, economists generally agreed that raising the minimum wage reduced employment. This consensus was weakened when some well-publicized empirical studies showed the opposite, although others confirmed the original view. Today's consensus, if one exists, is that increasing the minimum wage has, at worst, minor negative effects. 

According to a 1978 article in the American Economic Review, 90 percent of the economists surveyed agreed that the minimum wage increases unemployment among low-skilled workers.
 However, surveys of labour economists have found a sharp split on the effects of minimum wage legislation. A poll of labour economists at the top 40 research universities in the United States on a variety of questions showed the 65 respondents split exactly 50-50 when asked if the minimum wage should be increased.
 The study found that the different policy views were not related to views on whether raising the minimum wage would reduce teen employment but on value differences such as income redistribution. The average level of support for the minimum wage is somewhat higher among labour economists than among economists generally.

Other economists conducted a survey of supporters of the minimum wage and found that a majority supported it because it transferred income from employers to workers, or equalized bargaining power between them in the labour market. In addition, a majority considered unemployment to be a moderate potential drawback to the increase they supported.
 Crucially however, it is extraordinarily difficult to separate the effects of minimum wage from all the other variables that affect employment.

 

In 2006, the International Labour Organization (ILO) argued that the minimum wage could not be directly linked to unemployment in countries that have suffered job losses.
 In April 2010, the Organisation for Economic Co-operation and Development (OECD) released a report arguing that countries could alleviate teen unemployment by “lowering the cost of employing low-skilled youth” through a sub-minimum training wage.
 A study of U.S. states showed that businesses' annual and average payrolls grow faster and employment grew at a faster rate in states with a minimum wage.
 The study showed a correlation, but did not claim to prove causation.

Cause and Effect : UK economic conditions
Although strongly opposed by both the business community and the Conservative Party when introduced in 1999, the minimum wage introduced in the UK is no longer controversial and the Conservatives reversed their opposition in 2000. A review of its effects found no discernible impact on employment levels.
 However, prices in the minimum wage sector were found to have risen significantly faster than prices in non-minimum wage sectors, most notably in the four years following the implementation of the minimum wage.
 This would seem to beg the question of what effect the minimum wage would have in a recessionary economy where prices were falling in real terms. 
Since the introduction of a national minimum wage in the UK in 1999, its effects on employment were subject to extensive research and observation by the Low Pay Commission. The Low Pay Commission found that, rather than make employees redundant, employers have reduced their rate of hiring, reduced staff hours, increased prices, and have found ways to cause current workers to be more productive (especially service companies).
 Industrial Relations law being what it is in the UK makes it relatively easy for adjustments of these kinds to be made in response to downturns or recessionary conditions. It might be argued that the recessionary environment itself and consequent diminution of job security would itself be a reason why solutions other than dismissals might be preferable to workers and agreement on reductions of hours or pay might be acceptable in the circumstances.
Further, research suggests that the general experience of the UK National Minimum Wage has so far been that employers have been able to absorb increases without generating any significant side effects and this finding has held true throughout the recent recession.

International Policy approaches : Choices for Coalitions
 

There is now legislation or binding collective bargaining regarding minimum wages in more than 90% of all countries. Minimum wage legislation first enacted in New Zealand in 1894. Protection has remained in place in New Zealand in some form or another since the 19th Century. The current legislation allows the Governor-General, by Order in Council, to make Minimum Wage Orders for workers over the age of 16; with only a limited number of “new entrant” workers (aged 16 and 17 years) being entitled to a minimum of 80% of the adult minimum wage rate.

 
Like the UK, New Zealand has low wages by developed country standards and in more recent years workers have seen falling living standards in real terms.
 Similarly since about 2008, levels of youth unemployment have risen. The current New Zealand Government is a Centre-right coalition dominated by the conservative National Party. One of the Coalition parties is the neo-liberal ACT Party. In April 2010, a private members Bill sponsored by ACT Party founder Sir Roger Douglas came before the House of Representatives for its First Reading. The Minimum Wage (Mitigation of Youth Unemployment) Amendment Bill 2010 sought to amend the Minimum Wage Act to allow the Executive a broad discretion to set minimum wages based on age. The philosophical basis for this Bill, as with nearly everything else uttered by Sir Roger Douglas, is that market forces ought to dictate the price for labour and the market price for young persons’ labour ought to be recognized as worth less than adult. 

In a remarkable feat of political consensus, all the Coalition parties (save for the 5 ACT MPs) and all the Opposition parties united in their opposition to this Bill.
 Significantly, the debates on both sides of the House focused primarily on the need to advance both positive economic and social policy objectives. In his opposition to the Bill the Government spokesman emphasised the need to:

 
“[look] for solutions so that New Zealanders, and especially young New Zealanders, can see a future in training and in employment so that they can achieve personal growth and the desire that comes with getting a job. That is what this Government is focusing on. It is focusing on the economic fundamentals that will provide the environment whereby employers can hire young people and deliver them the incentives to get ahead and succeed. The Transport and Industrial Relations Committee has debated the issue of youth employment rates and unemployment many times. One of the key points that always comes through is that we have young people appearing before the select committee who are attaining very high levels of management expertise and success at a young age. It is difficult, when we see the logic of this member’s bill, to compare that with the reality of the success of a lot of young people. We are denying them their success by holding them at a lower rate than their ability shows as individuals. It is a tremendous shame if we dumb down our young people, who can provide successful and strong services and can be paid for that at a rate that demonstrates their capability and their ability to do a job well. It is important that we do not set the bar too low, in the sense that our young people who work hard must not find that they get no reward for their efforts. That is something that I think this legislation could have a problem addressing if it goes through this House.

In essence, there is a new way of looking at these issues as we go forward. There is a way of building an economy that is strong, and that delivers the skills and enterprise for our young people to take advantage of that strength. The Government is committed to creating that economic environment. We do not believe that this measure will create the environment that the ACT Party says it will. We believe that the true measure of success for New Zealanders as we go forward is a strong economic environment, where we deliver skills and enterprise, we back our young people, and we give them the right direction and rewards so that they know they can succeed. They will then build themselves into even stronger and more successful New Zealanders going forward.”

This speech was largely supported by the Opposition Labour Party speakers, who recognised:

 

“We can look at the record of what happened under the previous Labour Government to New Zealand wages when we removed the youth minimum wage. We progressively moved the adult minimum wage upwards. When we came into Government in 1999, the youth minimum wage applied to young people under 20—I mean, many of those people were not only holding a job but had family and other responsibilities—and we progressively moved the minimum wage upwards. There were significant increases to it, but during that period the rate of youth unemployment kept falling, as did the rate of unemployment for all workers. Everybody knows that the previous Labour Government moved the minimum wage significantly.
So we can all come up with research on this issue, but I think we have had enough time now, in this Parliament, to know—and certainly National [Party] acknowledges this—that moving the minimum wage does not actually have the impact on young workers that the member suggests. ...

 For me, the issue comes down to some simple things. If we look back in our history we see there was a time, at the beginning of the last century, when we discriminated against Māori workers. They were paid less than Pākehā [non-Maori] workers. And there was a time, up until the early 1970s, when women were paid less than the minimum wage—less than men. Could anyone imagine that we would ever go back to that sort of discrimination? Would we ever do that? We cannot discriminate on the basis of gender or of race, so can we discriminate on the basis of age? Well, the member is proposing that we should. Should we discriminate on the basis of someone being older than other people?”

 

What is clear from this outcome is that there was broad consensus on the need for more than a knee-jerk reaction to youth unemployment and a need to recognise other unique social and economic factors in play. The conservative Coalition Government in New Zealand had the choice to revert to a semi market-lead neo-liberal response to the serious rates of youth unemployment but chose a more considered approach. Not only does this illustrate a clear rejection of the ideological market-based approach tried and rejected in New Zealand in the 1980s and 1990s but it recognises that there are diverse causative factors at play and complex social policy matters to be considered in the area of setting minimum wages in times of high unemployment. That the New Zealand Coalition Government has recognised this complexity and chose to maintain the non-discriminatory single adult rate should give the UK Coalition Government comfort that it need not overreact to youth unemployment in an ideological manner. It has firmly come down on the side of equalisation of the minimum wage save in the most limited of circumstances.
Summary
 In the current legislative environment the starting point in analysing appropriate responses to the question of wage equalisation ought to be an objective assessment of the actual economic, industrial and social conditions experienced in the UK and a common-sense consideration of these. This must also be considered in light of the inherent discrimination existing within the current regime. There are significant unique factors in the UK which would suggest that minimum wage equalisation might not be such a calamitous event. A large number of employers already pay adult rate to all workers at age 18. Living Wage rates have been established in London and other municipal centres such as Oxford. UK industrial relations law allows for a more flexible approach to responding to market downturns and recessionary events – a fact recognized as so by the LPC.  History has shown that UK employers have been able to absorb increases through pricing, recruitment strategies and reorganization and these phenomena have held true since the downturn in the economy.
As the New Zealand experience shows, there are strong social policy considerations for maintaining a minimum wage regime – especially one which is free from discrimination on grounds of age. Similar considerations have been highlighted by UNISON’s own research which has repeatedly shown that lower pay levels offered to young workers do not adequately reflect of the value of the work they do, and result in real hardship for young workers. UNISON’s views have been echoed by The Employers Forum on Age (EFA), an independent network of leading employers with over 240 member organisations that collectively employ over four million people in the UK (more than 14% of the UK workforce).
 

Because development rates can be applied irrespective of an individual’s job or responsibilities, the EFA believes that “this constitutes direct age discrimination”.
  They call on the government to equalise NMW rates at 18. While this might lead to a short term rise in costs to the employer, the EFA asserts that “this would, in many instances, be off-set through the subsequent increase in labour supply”.
 Higher wages would bring more candidates to the workforce giving the employer a greater number from which to choose the most productive workers. In addition, the increased rate of pay could increase the overall productivity of each worker, benefiting the medium and long term outputs and profitability for the employer. The EFA also discounts arguments that a higher minimum wage for young people will cause significant job or lead to more young people leaving higher education. They believe instead that higher rates will draw more young people off benefits and into the labour force and provide incentives for employers increase training for young workers. Far from being a drain on the economy, EFA estimates that the multiplier effect in the economy, where a rise in spending leads to a rise in national income, would benefit economic activity by approx £227 million a year. 

UNISON has generally argued that lower age rates are discriminatory, based on a personal characteristic that has nothing to do with the performance of the job. For this reason UNISONs position on equalisation of the differing minimum wage rates, as submitted to the Low Pay Commission this year is to bring the development rate for 18 - 20 year olds in line with the full adult National Minimum Wage (NMW) rate. UNISON also considers that 16 and 17 year olds should be entitled to the ‘development rate’, with a view to harmonising it with the adult rate over time and that in the interests of fairness and simplicity the new national minimum wage rates for all apprentices across the UK should rise from £2.50 an hour to match the existing youth rates.
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