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Minimum wage and labour market: comparative study
between the United Kingdom and Germany

Flavien Crozier
Master Degree of Social Sciences in Sciences Po Lille, France

Abstract

This article is a literature review that explores the economic, political, and social implications
of minimum wage policies in Germany and the United Kingdom, focusing on the impact on
the labour market. Starting with theoretical and empirical intricacies regarding minimum wage
concept, then tracing the historical evolution and key developments in 2015, the study analy-
ses short-term effects and challenges in assessing the policy’s true impact. The findings sug-
gest positive outcomes in increasing incomes for low-wage workers with minimal disruptions
to employment. However, concerns persist about potential drawbacks, such as wage disparity
and challenges to collective bargaining, emphasising the need for a comprehensive approach.
Despite achieving some objectives, the reforms often fall short of expectations, with limited
success in combating poverty.

Keywords: Minimum wage; collective bargaining; low-paid workers; labour market; living wage;
economic evaluation; welfare state

MNepiAnyn

Auté 1o Gpbpo eivar jna avaokénnon s PifAioypapias nou Siepeuvd TS OIKOVOPIKES, MOAITI-
K€S Kal KOIVWVIKES EMITOOEIS TV NOAUK@OV Katdtarou pioboid otn [Neppavia kar to Hvepévo
BaoiAel0, eoudlovias otov aviiktuno omnv ayopd epyaoias. Exkivévias anéd us Oewpnukés kai
eunelpikés emMImAOKES oxeukd pe v évvola tou Kat@tarou piobod, Kkalr otn ouvéxela avixveio-
vras v 1otopikh e€8a€n kar us faoikés e€ediers 1o 2015, n perétn avadiver us BpaxunpdOeopes
EMITTOOEIS Kal Us MpokAhoels otnv afloAdynon 1ou npaypaukol aviiktunou s noArukis. Ta
euphpata unodeikviouv Beukd amoteAéopara omnv at€non twv e100dnpdrwv yia tous epyald-
pevous pe xapnious pioBovs pe eddxiotes Siatapaxés otnv anaoxéinon. Qotdéoo, napapévouv
avnouxies yia mOava pelovekthpara, 6nws n piofoAoylkn avioétnta Kai o1 IPOKANGEIS 0T GUA-
Aoyikn Sianpaypdrevon, unoypappidovtas v avaykn yia pia ohokAnpwpévn npooéyyion. [Tapda
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v eniteu€n opiopévwv otéxwv, o1 petappubpioers ouxvda Sev avtanokpivovial ous npoodokies,
pe neplopiopévn emruxia otny KAtanoAéunon s Qroxelas.

Aé&ers-krerbra: Kartoraros mobos; curdoyikés dianpaypatedoers; xapniépioor epyalldpevor;
ayopd epyaoias; o66s Siafiwons; oikovopikn afioAéynon; kpdros npdvolas

Introduction

The minimum wage is a concept that can be defined as “a labour market institution that sets
a wage floor, that is, a lower bound to the wage paid to individual workers” (Boeri and van
Ours, 2013). It is a concept which has known a renewed interest in the “New Minimum Wage
Research”, i.e. studies focused on understanding the broader impacts of minimum wage poli-
cies using more sophisticated econometric techniques. Led in the 1990s and 2000s, especially
on the American labour market, they used new methodological tools as natural experiments to
compare regions with different minimum wage laws or as difference-in-differences estimators
(DiD), employed to isolate the causal effects of minimum wage changes (Card and Krueger,
1994; Draca and al., 2011). These empirical studies have relaunched debates on the minimum
wage policies, challenging neoclassical models that predict a major loss of competitiveness for
companies and a significant rise in unemployment, although negative effects may occur, with
the emphasis instead on spillover effects on youth employment or employee productivity.

The minimum wage, as a political instrument, has emerged as a central spearhead of union
demands. Since its establishment, it has been a crucial point of discussion, symbolising the
struggle for fair working conditions. It has become a key tool to ensure a decent level of com-
pensation for workers, reflecting the unions’ commitment to protecting the rights and interests
of employees. The minimum wage issue should not be oversimplified into a cliché of unions
always seeking increases and employers always pushing for decreases. Recognising the nuanced
nature of minimum wage discussions, as highlighted by Grimshaw’s book (2017), is essential for
moving beyond stereotypical viewpoints. Negotiations go beyond a binary opposition between
unions and employers, encompassing a variety of economic, social, and political factors.

Starting from these general statements, the aim of this article is to compare the evolution
of the minimum wage in two European countries, Germany and the United Kingdom, and the
impact of these on the labour market. The minimum wage effects can be analysed from many
aspects. In this literature review, the focus will be, though not exclusively, on examining the
impact of minimum wage on employment rates, working hours, and the relationship with collec-
tive bargaining after 2015 laws in Germany and the United Kingdom. We will try to analyse the
implementation of a statutory minimum wage in these two countries, each with distinct contex-
tual backgrounds, and place them within the theoretical frameworks prevalent in the academ-
ic discourse on minimum wage. Additionally, we will assess the effects of this policy on their
labour markets. The guiding question that we will try to answer is therefore: what were the key
factors influencing the establishment of national minimum wages in Germany and the United
Kingdom, and how can we interpret the first assessments and results?
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First, we will place both countries in a long-term historical analysis of regulation and struggle
on wages (1). Then, the year 2015 will be highlighted because it is a crucial time for the mini-
mum wage in these countries (2). Finally, according to the existing literature, we will proceed
to the analysis of effects according to the intentions and the limits of these (3).!

1. Minimum wages and collective bargaining

The establishment of minimum wages serves different social goals and labour market functions
(combating poverty, reducing pay inequality, promoting productivity, etc.)., and are theoret-
ically analysed through models as monopsony, neoclassical frameworks and efficiency wage
theories. With few exceptions (Sweden, Denmark, Italy, Finland and Cyprus), EU countries
have national minimum wages set by the state after consultation with social partners. The rela-
tionship between collective bargaining and the minimum wage takes different forms that shape
overall pay inequality in the labour market, but setting the legal minimum wage is increasingly
becoming the responsibility of the state (Karamessini and Grimshaw, 2017).

1.1 Theoretical and empirical perspectives on minimum wages

The theoretical understanding of minimum wages involves several economic models, including
neoclassical, monopsony, and efficiency wage models. In a perfectly competitive labour market,
setting a minimum wage above the market-clearing level can lead to increased unemployment
due to displacement of workers and reduced labour demand (Boeri and Van Ours, 2013). Nec-
essarily an obstacle in the neoclassical model to the optimal setting of prices by the market, it
is different in an imperfect labour market. Yet, in a monopsony model, a search model incorpo-
rating endogenous contact rates, a circular matching model, or a two-sided labour market flow
model, positive employment effects may arise. These conceptions consider the distortions of the
labour market by some imperfections. For example, the monopsony has been “a change in the
economists” main view on the wages (Manning, 2003; Deakin and Green, 2009). Characterised
by a single demander facing many suppliers, on the labour market, it introduced a substantial
element of ambiguity, even suggesting that moderate rises in minimum wages would increase
employment, because of their positive effects on labour supply. Introducing a minimum wage
by the public authorities reduces the gap between the cost and the contribution of an employee
to his company. This forces employers to pay employees closer to their marginal productivity,
without encouraging them to make employees redundant, as each employee continues to be
profitable, even having an incentive to hire more workers. In addition, the increase in the min-
imum wage encourages some workers to consider opportunities they had previously ignored
because of the higher pay on offer.

The change of perspective from the standard neoclassical to the monopsony model emphasises

1. I would express my sincere gratitude to Professor Ms. Karamessini, distinguished expert in Labour and Welfare
State Economics, for her invaluable guidance and support throughout the entire process of developing this article.
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that the minimum wage is not necessarily an impediment to employment, but its direct impact
depends on the degree of competition on the labour market in each sector, as well as the rela-
tionship between the minimum wage and productivity in these sectors. This is why it is complex
to anticipate the effects of introducing a uniform minimum wage for the economy at a general
level (Bachmann & Frings 2017). Moreover, the impact of minimum wages on employment is
contingent upon the particular conditions and institutional framework within each labour mar-
ket, as regulation theory frameworks put forward (Boyer, 2004; Holteméller and Pohle, 2020).

At an empirical level, studies are mainly based on firm-level data, estimating the impact of
minimum wage on labour demand, and are clearly dependant of the bottom end of the wage
distribution as well as the actual enforcement. (Boeri and Van Ours, 2013). Meta-studies show
that effects of minimum wages on employment are often small or insignificant, and sometimes
a bit positive (ILO, 2016). For example, Neumark and Wascher (2007) found negative employ-
ment effects of minimum wages in only two-thirds of the studies reviewed, not always statistical-
ly significant, affecting particularly the young workers — what can be overcome by a particular
level for the young workers as done in the United Kingdom. Aside from natural experiments,
other empirical evidence, based on workers histories show that if it can affect the hiring, but

it has a positive effect for those who kept their jobs, retaining employees and increasing their
satisfaction (Zavodny, 2000; Gautié, 2020).

1.2 The different goals and functions of minimum wages

The minimum wage can be considered as an economic tool used to regulate the labour market,
and concurrently as a marker of social advancement. With a history that varies through times
and contexts, it is now overspread, notably with national regulations, despite the revival of neo-
classical economic policies since the 1980s.

Among arguments that proclaim the need for a minimum wage, prior are those placing it as
a protection against over-exploitation, allowing greater social justice and human dignity. Usual-
ly, the outcome of social revendication and collective bargaining is the establishment of worker
rights to ensure protection and support a dignified standard of living (ILO, 1970). Some econ-
omists, such as Webbs, put forward a “social cost” argument in favour of a national minimum.
By underpaying workers, particularly to the detriment of their health, employers do not cover
the full, true cost of work, or its “social cost”.

The monopsony adds a theoretical revolution implying that a small raise of the minimum
wage can be beneficial for employment, provided that the level of the minimum wage does not
exceed the productivity of employees (Cotelette, 2018; Aftalion, 2017). Then, institutions such
as the state or international organisations can support its implementation for other purposes.
The amount of low-paid workers, typically defined as earning less than two-thirds of the median
wage, can significantly decrease with a minimum wage set at approximately 60% of the medi-
an, as observed in France (Caroli and Gautié, 2008). Meanwhile addressing the needs of low-
paid workers, gender pay equity is a focal point on minimum wage policy because of women’s
overrepresentation in low-wage jobs, making them more likely to benefit from minimum wage
protection. A higher minimum wage is expected to narrow the gender pay gap and reduce the
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risk of low pay for female workers compared to their male counterparts. Then, unions could use
collective bargaining to restore pay differentials eroded by a minimum wage increase, potentially
uplifting some workers above the low-wage threshold (Grimshaw and Rubery, 2013).

As an economic tool, the minimum wage can enhance labour productivity at both the firm
and macroeconomic levels. On a firm level, the Akerlof hypothesis (1982) supports the idea that
higher wages lead to increased employee motivation and effort, positively influencing efficiency
wage effects. While this hypothesis is compelling for higher wage earners, it also has positive
efficiency wage effects on lower salaries, as Georgiadis (2013) demonstrated in a natural experi-
ment on the care homes sector in the UK after the introduction of the National Minimum Wage.
A generous minimum wage contributes to productivity by reducing turnover, allowing employ-
ers to keep trained staff and improve efficiency over time. Moreover, firms benefit from higher
productivity because of both increased individual employee productivity and the cultivation of
long-term expertise within the workforce.

On a macroeconomic scale, the influence of minimum wages extends to fostering a more
competitive market. Firms adept at adapting to minimum wage regulations tend to expand,
while low-productivity enterprises may exit the market. Long-term effects also include a poten-
tial increase in innovation, capital-labour substitution with more efficient and capital-intensive
production technologies, as suggested by the article of Noah Smith in Bloomberg View (2015).
It is noteworthy that while productivity may rise, it could cause negative employment effects
because of a shift in company strategies towards capital-labour substitution, employing more
efficient and capital-intensive production technologies, albeit at a higher cost (ILO, 2016). Oth-
er countries favour the pay equity effects, the redistributive role of the minimum wage in shar-
ing the gains from growth, as France did with the Interprofessional Minimum Wage of Growth
(SMIC) (Cotelette, 2018; Grimshaw and al., 2014). As analysed further with the case of the
United Kingdom, the minimum wage may be used as a means to reduce public spending, in
making savings on other benefits that low-paid workers are entitled to.

1.3 The State taking charge of the minimum wage issue

The UK or Germany are not the only countries with a historical precedent of wages being
indexed according to agreements among professional stakeholders. Finland, Denmark or Italy
still function by sectorial agreements (Karamessini and Grimshaw, 2017). This led Aghion, Algan
and Cahuc (2011) to define two types of situation of minimum wage-labour relations dynamics
towards which each country tends to gravitate. With a modelling of the interplay between state
regulation - minimum wage, and the state of labour relationships, they have found two equilib-
ria. The first one, the “Scandinavian” model, corresponds to countries with highly cooperative
labour relations and low minimum wage regulations. In such countries, a robust legal minimum
wage is deemed unnecessary, since wage negotiations are conducted directly by social partners.
Conversely, nations characterised by stringent state control over minimum wage, limited motiva-
tion for social dialogue, and low union participation, experience a bad steady-state equilibrium.
In such settings, named the “French” model, excessive state regulation crowds out social exper-
imentation and the acquisition of cooperative knowledge. This crowding-out gradually erodes
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cooperation, pushing economies towards stable states marked by unfavourable labour relations
and high minimum wage regulations. Consequently, it implies that state intervention in minimum
wage regulation has long-term costs that may result in long-term effects on labour relationships.

National debates have increasingly shifted towards favouring a legally mandated statutory
minimum wage set by the state, inspired by what other countries such as France have been
able to put in place. Some reasons are invoked to understand the arising of national regulation
on minimum wage to the foreground. We can quote the long-standing erosion of bargaining
coverage, well before the economic crisis of 2008, even if it has come under pressure in many
countries since this moment, and the expansion of low-wage sectors in most economies (ILO,
2015). To analyse this expansion of the state control, Karamessini and Grimshaw (2017) have
developed a typology of state intervention upon minimum wage, in leaning on 5 different models,
and classifying them according to their effect on collective bargaining (dismantle-neutral-sup-
portive) and the strategy adopted on minimum wage (cut-raise-neutral). The first frame, and
the one that will be discussed further, is the “crowding-out effect” (Aghion, 2011), where the
government raise minimum wages in response to a breakdown in trust between workers and
employers, which creates a self-perpetuating circle. On one hand, it hinders the development
of trust by constraining opportunities for workers and employers to gain experience in coop-
erating during wage negotiations. On the other hand, prolonged exposure to non-cooperation
prompts citizens to advocate for more robust state involvement in establishing minimum wage
standards. Therefore, it crowds out collective forms of wage. The third frame emphasises “par-
ticipative distribution” (Sen, 1999) whose Germany is close to, advocating for a state with a com-
plementary institutional setting, involving tripartite considerations, strong union roles, engaged
employers, and an egalitarian approach to pay equity. The fifth frame, “collective self-regula-
tion” (Kahn-Freund, 1959), refers to systems like post-war UK, where social partners have full
authority for wage-fixing, supported by state backing for participative, collectively negotiated
standards. These frames offer diverse perspectives on the dynamics and consequences of min-
imum wage regulation and are useful in the understanding of policy variations of the UK and

Germany regarding the minimum wage.

1.4 Minimum wages and collective bargaining in the UK and Germany

Regulating the minimum wage means either through the state or through the civil society. In both
Germany and the UK, minimum wages were set at industry level, and then at regional level in
Germany, which highlights the balance of power between unions and employers. This section
provides an overview of the historical development of minimum wages in the two countries.

In the UK, the regulation first begins through the Trade Boards Act of 1909. Some “boards”,
negotiation areas for discussing about wages and other economic matters with representatives of
workers, have been opened in four industries in which the wages were low comparing to other
industries. The aim was to raise living standards and reduce poverty. It worked, so these boards
have been progressively extended in many industries and turned into “Wages Councils” after
WW?2. In the 1960s and 1970s, several wages councils have been abolished, with less power
granted to those remaining, until almost all disappearing in 1993, as part of a wider deregula-
tory labour market policy approach (Deakin and Green, 2009).
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When the National Minimum Wage (NMW) is implemented by the Labour Party in 1998,
it is welcomed by workers who experienced a period of limited collective representation and
deserved protection from wage exploitation. Economic contributions play a role in the Labour
Party’s support for the National Minimum Wage, such as Alan Manning’s work, demonstrating
that the weakening of wage councils under Thatcherism, and their subsequent abolition, only
exacerbated wage inequalities without having a positive impact on employment. This perspec-
tive is further supported by theoretical work on monopsony, which suggests that there are no
negative effects on employment (Manning, 2003; Gautié, 2020). However, this new policy has
not been accompanied by a support to collective bargaining despite how unions and employ-
ers have been involved in the implementation of the new law and the operation of the Low Pay
Commission responsible for making recommendations each year on the level of the minimum
wage, which includes employer and trade union representatives among its nine members. The
1998 Act is no longer limited by the willing of preserving the voluntary collective bargaining sys-
tem but the perceived need to minimise what are seen as potentially negative economic effects
(Karamessini and Grimshaw, 2017; Aftalion, 2017). So, the decline in collective bargaining cov-
erage persisted throughout the 2000s, reaching an estimated 16 percent in the private sector by
2015, which was already low, with 23 percent in 1996 (Annual Survey of Hours and Earnings
for low-wage incidence, private sector collective bargaining data from BIS, 2016).

In Germany, after the fall of the wall, the adoption of alternative pay bargaining strategies
in Germany has been driven by the lack of a robust statutory wage floor and its limited positive
impact on wage structures. This approach stems from 1990s agreements between the German
government and Central and Eastern European countries, setting quotas for posted workers,
particularly in construction. Initially, employment conditions were determined by the EU country
of origin principle. However, social dumping in construction, due to non-binding wage clauses
in the collective agreement, prompted the employers’ association and trade union to establish
legally binding minimum wages in the Posted Workers Act 1996 -Arbeitnehmerentsendegesetz
(Bosh and Weinkopf, 2011a).

Despite opposition from the employer’s confederation, a political compromise allowed eleven
other sectors to adopt similar measures from 2007 to 2012. The absence of a legal mechanism
for setting minimum wages in Germany leads to the use of the Posted Workers Act for inter-
nal wage regulation. Unions have succeeded in setting high standards, such as the commercial
cleaning minimum wage in 2010, reaching 59% and 66.6% of median German earnings in west-
ern and eastern Germany, respectively (Bosh and Weinkopf, 2011b).

However, the collective bargaining coverage in the country has fallen from 75 percent in the
late 1980s to less than two-thirds coverage in the 2010’s (Grimshaw and al, 2014). Germany has
encountered significant difficulties arising from the liberalisation of the European services indus-
try and the heightened mobility of labour. European Court of Justice rulings on the Laval, Viking,
and Riiffert cases imposed that a minimum rate set through collective bargaining, unless nationally
extended, does not qualify as a minimum pay standard for posted workers. With a rising influx
of posted workers, these rulings have presented a substantial challenge for labour relations and
collective bargaining in Germany. Consequently, this situation has spurred the establishment of
new legally binding national agreements in various sectors, as noted by Woolfson and al. (2010).
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2. 2015: the same economic tool for different objectives

2015 is an important year for both Germany and the UK on the path of strict national minimum
wage regulation. The introduction of a national statutory minimum wage (SMW) in Germany
aimed to address job insecurity and poverty alleviation, while in the United Kingdom, although
New Labour’s National Minimum Wage was close to the German objectives, the Tories’ National
Living Wage does not follow the same track, concentrating on making budget savings on social
benefits by transferring to companies the responsibility for making work pay.

2.1 The introduction of a federal minimum wage in Germany: combating inequality
and job insecurity

The 1996 Posted Workers Act had limits. The coverage is limited, as many low-wage workers are
employed in sectors without binding standards or in workplaces where weak or absent unions
hinder effective enforcement. A survey of Bosh and Weinkopf (2011b) indicates compliance
issues are also evident because the minimum wage for unskilled workers has become the norm
for three in four employees in eastern Germany, even skilled workers entitled to higher wages,
while in western Germany, only one in three receive the minimum wage.

For a long-time, most of the social partners (unions, employer’s association, political parties)
agreed on the uselessness of a federal minimum wage. But some sectors as industry or export
were confronted with the loss of competitive advantage due to innovation and lower costs in oth-
er countries. Firms negotiated cost-cutting measures with their core workforce, which included
outsourcing peripheral services and leading to wage reductions in those areas. Disparities among
employers regarding wage bargaining policies became evident, particularly between large firms
and their smaller suppliers in the export sector. Large firms were better positioned to absorb wage
increases due to their greater ability to reorganize production for productivity gains and shift
adjustment costs onto the social insurance system, notably through early retirement. Consequently,
smaller firms often opted out of collective agreements. This was a failure for the sectoral nature of
bargaining, inherently constraining the level of ‘solidarity’ seen in the Scandinavian model where
wage agreements were made for less powerful workers, adjusted to align with those of better-or-
ganized leaders. While demand conditions were favourable and unemployment was low, wages in
less organized sectors of the service industry remained relatively stable. However, German trade
unions were neither strong nor centralized enough to implement a solidaristic wage with these
unprecedented pay disparities. The erosion of the proportion of employees covered by collective
agreements has contributed to a sharp increase in the proportion of low-paid workers, and has
eventually participated to the shift of the common opinion about a federal minimum wage, and
especially the trade union movement, in which sectors that were less able to negotiate an appro-
priate minimum began to ask a national rule, mobilising themselves in 2006 through the German
Trade Union Confederation (DGB) to make a joint demand for a statutory minimum wage, rec-
ommended in 2010 at 8.50€ per hour (Mabbett, 2016, Matsaganis, 2020).

Meanwhile, during the 2005 campaign, the social-democrat political party SPD expressed
themselves in favour of a national statutory if the trade unions and employers could not agree
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minima for all sectors, while the CDU/CSU expressed their will to secure minimum conditions
sector by sector through collective bargaining supplemented by universal application, thereby
achieving the same effect, a federal standardization. But the Great Coalition (2005-2009) failed,
because of different positions of the SPD and CDU, the two ruling parties (Mabbett, 2016;
Bosch and Weinkopf, 2011b). Finally, in 2013, when the Great Coalition came back, an agree-
ment was reached for the implementation of a nationwide fixed minimum wage, driven above
all by the growing demand from trade unions and public opinion for a statutory minimum wage.
When the SMW comes into effect the 1%t of January 2015, the amount is 8,50€ per hour, as
demanded. The main economic aims were to reduce job insecurity and alleviate poverty, particu-
larly in the former East Germany (Mabbett, 2016). The second goal concerned the distributive
effects of minimum wage, i.e. reduce the wage inequalities as stressed in some studies (Calien-
do and al., 2019; Grimshaw, 2013). The general idea behind the SMW was to make sure that if
someone worked full-time, they would earn enough to not need extra help from social assistance.
The SMW had implicitly a third role of controlling the government’s support for low-paying
jobs, carrying this idea of savings while redistributing. This aspect has been an important focus
of criticism regarding its introduction because numerous low-income households received sub-
stantial in-work benefits, coupled with high withdrawal rates of earned income, ranging from 80
to 100 percent, which significantly reduced the net benefit from additional work. Consequently,
these households would see little advantage from any increase, as it would only heighten the risk
of job loss resulting from a significant surge in employers’ labour costs (Knabe and al., 2014),
and triggering a crowding out effect, could make workers more vulnerable in the long-term.

2.2 The National Living Wage: State savings in making work pay

The objective of the 1909 boards is to enhance living standards and alleviate poverty. When the
National Minimum Wage has been introduced in 1999, the aim of the Low Pay Commission in
charge is to “recommend levels for the minimum wage rates that help as many low-paid work-
ers as possible without any significant adverse impact on employment or the economy” (LPC,
1998). As in Germany in 2015, the NMW was supposed to be a main political tool against the
“working poor” while not upsetting market forces too much. But with the 2015 National Living
Wage (NLW), objectives are different.

Historically, in order to promote business competitiveness and job creation concurrently, both
Labour and Conservative governments tolerated a vast sector of low-paid, insecure jobs to devel-
op. At the same time, under the slogan of “making work pay”, they sought to stimulate the labour
supply by granting social benefits or in-work tax credits. These conditional benefits or tax cred-
its linked to employment face three major criticisms: an increase in the budgetary cost deemed
unsustainable in a context where the priority is to reduce the deficit; comment suggesting that
companies use them to keep wages very low with the support of the State; and studies showing
that, contrary to the idea of stimulating labour supply, high marginal effective tax rates, i.e. how
much of an increase in earnings results in a change in net family income, can discourage work
in many households, because if a large portion of additional earnings is taxed away or results in
lost benefits, they may find it less worthwhile to increase their work effort (Brewer and al. 2009).
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Persistent inequality and in-work poverty, employer non-compliance with the NMW and
the rising cost of in-work benefits have led the Conservatives to seek changes to the legislation.
David Cameron’s Conservative government set forth its goal of reaching 60% of the UK medi-
an wage by 2020, provided there is sustained economic growth — what happened. The British
government has even reached two-thirds of the median wage up to April 2024. There are two
main objectives in this changeover of Conservatives formerly opposed to a policy of high wages.
Firstly, they aim to move away from a model characterised by low productivity and low wag-
es, accompanied by a high level of social protection, to achieve the opposite characteristics of
its main competitors. This implies a reduction in taxation and social spending. Secondly, they
criticise the social protection system, accusing it of keeping individuals dependent on benefits.
Rather than subsidising low wages through tax credits, the government is advocating that com-
panies pay higher wages, while reducing the taxes they pay. This approach, combined with
budget cuts in the area of welfare, is designed to reduce the overall cost of the social protection
system. At the same time, the government is seeking to weaken campaigns for a living wage by
trade unions and civil society by introducing a NLW that is lower than the concept of a “living
wage” (Karamessini and Grimshaw, 2017; Freyssinet, 2020). In brief, raising the minimum wage
in 2015 followed two main objectives. The long-term aim is to break the vicious circle of low
pay, low skills and low productivity in which the UK has long been caught up in. The immedi-
ate objective is to make massive budget savings on social benefits by transferring to companies
the responsibility for making work pay.

3. Balancing benefits and impacts: a global positive assessment with
reservations on long-term effects

If a positive outcome of the 2015 laws has been seen on average wage, benefiting low-wage work-
ers, effects on employment have varied, suggesting minimal to insignificant negative impacts,
but limited to address poverty issues (Hafner and al., 2017; Caliendo and al. 2018; Bossler and
Moller, 2018). Additionally, these policies have led to a crowding out effect on collective bargain-
ing, weakening the balance of power in future developments. Clearly, the short-term assessment
due to the recency of reforms and non-compliance issues present limitations that are discussed.
Finally, are presented potential counter-productive effects that may arise, such as price increases
and reductions in working hours. It highlights the complexity of minimum wage policies and the
need for nuanced approaches considering various economic and institutional factors.

3.1 The effects on incomes and wages are rather positive without being very
significant to alleviate poverty

In both countries, Germany and the UK, the minimum wage has regularly increased. Between
the period of 2008-2015, the UK has known a stagnation of its minimum wages, when Germany’s
SMW rose to become in 2015 the higher real (effects of inflation considered) annual minimum
wage (Karamessini and Grimshaw, 2017). Bossler and Gerner (2020) have found an increasing
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in average wages between 3,8% and 6,3%, to reach 10,42% in April 2023 for those aged 23 and
over in the UK (UK Government, 2023) and 10,45€ in Germany in July 2023.

The focus of laws is rather on the low-wage workers, aiming the potential redistributive effect
of the minimum wage. In the UK, during the first 15 years of its implementation, the NMW
had a positive effect on low wages, with a limited upward diffusion effect which led to a reduc-
tion in inequalities at the bottom of the wage hierarchy. Overall, workers earning low wages
have experienced positive outcomes due to a relatively dependable statutory minimum wage
mechanism. This system produced substantial benefits during periods of economic prosperity,
exhibited measured responses during crises and has progressively elevated the wage floor to the
midpoint of the wage distribution (Karamessini and Grimshaw, 2017; Freyssinet, 2020). Thus,
there has been a reduction of the low-paid workers rate, reaching the lowest rate since 1982
with 17% of salaries low-paid in 2018 (Freyssinet, 2020). In Germany as well, there was a rise
in gross wages, particularly for those with lower incomes. Due to the minimal legal exemptions,
this substantial impact affected a significant percentage of eligible employees, with approximate-
ly 10 to 14 percent (depending on the data source) earning less than 8.50€ per hour in 2014
(Caliendo and al., 2018). In general, the available evidence in Germany indicate rise in gross
wages for low-wage workers, with no substantial support for spillover effects on higher wage
segments. The German Minimum Wage Commission (Mindeslohnkommission, 2016) picks up
noticeable wage increases, particularly in East Germany.

However, effects on decreasing of in-work benefits - the Conservatives aim that Germany
pursued more indirectly, are mixed. In both countries, the minimum wage has been effective to
reduce welfare dependency. Also, it keeps the promise of protecting workers from very low wag-
es, and German individuals affected by these wage changes even reported an increase in both
life and job satisfaction (Caliendo and al., 2019). But the intended goal of poverty reduction
was not achieved in the short run and the amount of in-work benefit recipients decreased only
slightly in Germany, while in the UK, in line with forecasts and given the simultaneous cuts in
in-work benefits, the situation of low-income households, which are often out of work, benefits
little from these cuts (Freyssinet, 2020). This is, inter alia, because the reform caused a sizeable
reduction in working hours such that monthly earnings for low-wage workers nearly stagnated
(Caliendo and al., 2019) - as discussed further in the article. Moreover, the introduction of the
minimum wage has by far failed to eradicate the issue of low pay in mini-jobs in Germany: this
points to the circumvention strategies which are difficult to combat in sectors dominated by
small companies, not covered by collective agreements and in establishments without works
councils (Chagny and Le Bayon, 2020).

3.2 There has been no negative shock on employment as predicted by orthodox
economists

In Germany, prior to the introduction of the minimum wage, studies based on the cost elasticity
of labour demand predicted significant negative effects on employment, with estimates ranging
from 60,000 to 850,000 job losses — even to 1M according to forecasts by Deutsche Bank and the
IFO economic research institute (0.2 to 2.2% of paid employment) (Aftalion, 2017; Knabe and
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al., 2014; Freyssinet, 2020). Some studies indicate limited negative effects, especially in the short
term. Bossler and Gerner (2020), among the first to have assessed via difference-in-differences
methodology the introduction of SMW in Germany, indicate a decrease in employment of around
1.7% in affected companies, mainly due to employers being more cautious about hiring rather
than firing. According to the Mindestlohnkommission (2016), the overall findings indicate no
statistically significant negative employment effects in most sectors - negative employment effects
were observed in certain sectors, as electrical trade. Moreover, employment contributing to social
security rose from 30.4 million in June 2014 to 32.5 million in June 2017. This suggests that the
mandatory wage floor did not hinder the substantial increase in regular employment (Bossler and
Moller, 2018). Nevertheless, a clarification regarding mini-jobs is necessary. These jobs, enjoying
a very favourable taxation for employers, concerned 5.2 million out of 30.4M workers. As pointed
out by Henzel and Engelhardt (2014), although designed to be an additional benefit for individuals,
40% of all mini-jobbers (i.e. more than 2 million employees) work more than 53h per month, and
hence, received less than 8.50€ per hour in 2014 for an activity generating a significant propor-
tion of monthly income. Holtemoller and Pohle (2020) indicate a negative effect of the minimum
wage on marginal employment and a positive effect on regular employment. Furthermore, they
highlight variations specific to industries in the effects and demonstrate that the positive impact on
regular employment has been less pronounced, while the negative impact on marginal employment
has been more significant in East Germany compared to West Germany. The lack of consensus
on the actual influence of the minimum wage on regular employment implies that the predomi-
nantly observed overall negative effects may be attributed to the decline in marginal employment
— although it is difficult to isolate only the minimum wage for this effect (Caliendo and al. 2018).

In the UK, a meta-analysis including all studies up to 2015 shows robust results, indicating
that, whatever the period, variables or econometric methods used, the overall negative effects
on employment are either econometrically insignificant or quantitatively negligible (Hafner and
al., 2017), as in Germany. As far as employment and working hours are concerned, the negative
effects are null or negligible overall. Although job creation has slowed since the end of 2015, the
slowdown has been more moderate in job categories with a high proportion of low-paid workers.
The negative effects are localised, mainly affecting women working part-time in certain sectors
or regions. There has been no significant increase in the use of precarious forms of employ-
ment, and the job retention rate has returned to stability after successive increases in the NLW
(Aitken and al., 2018). Some specific studies, focusing on sub-populations or particular sectors
such as part-time jobs for women or accommodation for the elderly, show partially negative
results. For example, a study by Dickens and al. (2015) found a significantly lower impact on
job retention for women working part-time affected by the NMW compared to a control group.
Although the overall effect on employment is considered to be neutral, it is possible that there
may be a negative impact in certain categories or sectors where there is a greater concentration
of low-paid workers.

So, the results suggest that initial fears about employment were largely unfounded, attributed
in part to inadequate neoclassical models. The low-price elasticity, combined with an increase
in consumption by low-wage employees, would have limited the impact of the minimum wage
on employment (Chagny and Le Bayon, 2020; Freyssinet, 2020).
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3.3 The shift in collective bargaining power: the crowding out effect

A fundamental flaw in the minimum wage policy approaches of both countries lies in their separation
from potentially complementary wage-setting institutions, such as collective bargaining. The limit-
ed presence of collective bargaining in the private sector workplaces highlights the crucial role of
social partners in the minimum wage-fixing process. Consequently, this statutory intervention tends
to “crowd out” participative decision-making in wage matters (Karamessini and Grimshaw, 2017).

In Germany, paradoxically, the SMW law was named “Law to strengthen collective bargaining”.
While the aim was indeed to have the social partners co-construct the setting of the minimum wage
within a commission independent of the government, the fact remains that trade unionism has
weakened, and so has collective bargaining as a result, accompanied by the “crowding out effect”
(Chagny and Le Bayon, 2020). One interpretation is that the SMW might rejuvenate social part-
nership by bringing together the involved parties in the Minimum Wage Commission (Mindest-
lohnkommission), potentially overcoming barriers to sector-level agreements. Conversely, it is also
argued that employers might have intentionally undermined corporatist consultation, perceiving
that unilateral government action could ultimately benefit their interests more effectively. If the
CDU/CSU and the SPD ensure that the commission maintains a focus on negotiations among
professional parties, concerns remain that this institution could weaken the power of trade unions.
This weakening may result in reduced worker motivation to join unions, thereby leading to nego-
tiations that could disproportionately favour employers (Mabbett, 2016).

3.4 Short-term assessments and compliance issues

The first limitation on the positive impact observed in both countries is the prevalence of widespread
non-compliance. For example, around 20% of companies did not comply with the NLW legislation in
2018 (Freyssinet, 2020) and 23% of employees entitled to in 2018 did not receive it (Gautié, 2020).
In Germany, the level is lower, but still assessed between 5 and 12% (depending on methodology
and with substantial variation across different groups of employees and over time) of in question
employee in the three years following the implementation (Goerke and Pannenberg, 2023).

Then, these reforms have been implemented for less than a decade, meaning only short-term
analysis is feasible. The concurrent effects of significant events—such as Brexit, which was vot-
ed on in 2016 and fully implemented by 2020; the Hartz reforms in Germany and various EU
policy decisions—are intertwined with the introduction of the NLW and the SMW. This overlap
makes it challenging to disentangle these influences, complicating the assessment and limiting
the clarity of the outcomes.

3.5 Medium-term forecasts: the fear of counter-productive effects

This section examines the potential limitations of minimum wage policies, focusing on key coun-
terproductive effects highlighted usually, but not limited to, in neoclassical theory. There are
3 major effects: rising prices; the minimum wage acting as an ‘external key rate’ compressing
wages at the bottom of the wage pyramid; and the reduction in actual working hours.
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One problem is that employers facing higher labour costs will pass them on to consumers
first. The rise in nominal wages would therefore be offset by a rise in prices, maintaining equiv-
alent real wages This intuition has been partially confirmed in the United Kingdom (Wadsworth
2010), where it was found that prices in sectors employing a large proportion of employees
paid the legal minimum tended to rise significantly faster than in other sectors in the four years
following the introduction of the NMW. For both countries, employers’ short-term reactions
remain unclear because economic uncertainty seems to be holding back investment, particular-
ly in automation and relocation, but they have absorbed the initial shock by reducing margins
and, in some cases, raising prices (Draca and al., 2011; Freyssinet, 2020).

Subsequently, as collective bargaining declined in both countries, the minimum wage pol-
icy approach posed a distinct risk from the beginning, as it could lead to wages concentrating
around a solitary regulated wage standard at the lowest end of the wage distribution (Grimshaw,
2010). Therefore, the minimum wage could be an impediment to the general wage growth, even
if in Germany has been observed a global rise of wages, which could be partly explained by low
wage growth in the years preceding the introduction of the SMW and an unemployment rate of
less than 5% at that time (Aftalion, 2017). In the UK, it remains a high proportion of low-wage
employment. Increasing the minimum wage did not have a strong enough knock-on effect on the
lower end of the wage scale, those below two-thirds of the median wage — where a significant
proportion of women are employed, stressing a gender inequality (Karamessini and Grimshaw,
2017). On the contrary, in the context of weak trade union relations and industrial conditions,
the minimum wage acts as an “external key rate”, i.e. more than a regulation, a reference for
wage management — which is less the case in Germany where wages has broadly progressed.
For the two researchers (ibid), more than long-term factors such as low productivity growth,
low capital investment and poor innovation performance, which are characteristic of the British
private sector, it is the weakness of collective bargaining which deprives workers and employers
of a “beneficial constraint”, as the concept defined by Streeck (1997) for institutions (such as
unions) which constrain employer behaviour, but generate beneficial consequences for business
in the longer term. Thus, several low-wage employers use the minimum wage more as a stand-
ard rate rather than a means of protecting low wages. Moreover, these low-wage workers have
a cost for the welfare state because of in-work benefits allowed, as the “tax credit” in the UK.
The NLW mainly benefit households in the middle of the net income distribution after redistri-
bution. It is part of a “higher wage, lower welfare” policy which, overall, contributes significantly
to widening net income inequalities at the expense of low-income households (Freyssinet, 2020).

A third main effect can arise observed by Pusch and Rehm (2017) in Germany: the reduction
in actual working hours, which would be proportional to wage increases for low-paid employees,
potentially neutralizing the expected redistributive effects of the policy (Caliendo and al., 2017).
Although gross hourly wages increased, this did not necessarily lead to higher monthly or annual
earnings due to reduced working hours (Caliendo et al., 2018). In the UK as well, the resurgence
in the use of ‘zero hour contracts’—which do not guarantee minimum working hours—has exacer-
bated this issue (Gautié, 2020). Employers have also resorted to other strategies, such as increasing
prices and intensifying work demands. Additionally, the lack of legal regulation on working hours
has led to unpaid overtime and strategic adjustments by companies (Chagny and Le Bayon, 2020).
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Additionally, the current literature primarily addresses gross hourly wages, and potential variations
in effects on net hourly wages could arise due to individual tax rates. Therefore, measurement of
the impact on income is difficult in German and British situations, so much impact of household
earnings is determining (Chagny and Le Bayon, 2020; Caliendo and al., 2019; Freyssinet, 2020).

All these factors can collectively undermine the intended benefits of German and British

minimum wage policies.

Conclusion

The minimum wage is a multifaceted tool with economic, political, and social implications,
addresses workers rights and social equity. Rooted in historical and economic contexts, it
counters neoclassical critiques and presents potential positive effects on employment. Institu-
tions support its implementation for diverse purposes, such as reducing low-paid workers and
protecting them. Economic benefits, including enhanced productivity, are observed, but con-
siderations for potential employment effects and market dynamics exist. As countries experi-
ence diverse wage histories influenced by sectorial agreements, Aghion-Algan-Cahuc’s model
identifies “Scandinavian” and “French” situations, revealing the impact of labour relations and
minimum wage regulations. Karamessini and Grimshaw’s (2017) typology classifies state inter-
vention, offering insights into policy variations in the UK and Germany, that tend towards the
French model with a crowding out effect.

In the UK, minimum wage regulation began in 1909, evolving into the National Minimum Wage
in 1998, leading to a decline in union coverage, as in Germany where the absence of a statutory
wage floor led to minimum wages through the Posted Workers Act in 1996, decreasing collective
bargaining coverage. When the nationwide statutory minimum wage (SMW) was implemented
in 2015 in Germany, its economic aims included reducing job insecurity and alleviating poverty,
particularly in East Germany. In the UK, the Conservatives, seeking to reduce inequality and
in-work poverty, introduced the NLW with the goal of achieving higher wages and reducing
reliance on in-work benefits, thereby reducing the overall cost of the social protection system.
The NLW also aims to break the cycle of low pay, low skills, and low productivity in the UK.

The assessment of minimum wage reforms in Germany and the UK reveals a generally pos-
itive impact with notable nuances. The reforms have effectively increased wages for low-paid
workers, contributing to reduced income inequality and improved job satisfaction. Despite fears
of negative employment effects, both countries experienced stable or even rising employment
levels, challenging orthodox economic predictions.

However, concerns remain about the reforms’ long-term implications. The “crowding out”
effect on collective bargaining suggests a shift in wage-setting dynamics, potentially weakening
union influence. Compliance issues persist, with significant numbers of workers not receiving
the mandated wages. Additionally, the entanglement of minimum wage policies with broader
economic events, like Brexit, complicates the analysis of their isolated impact.

Finally, potential counterproductive effects, such as rising in prices, reduced working hours
and increased reliance on precarious contracts with the minimum wage acting as an ‘external
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key rate’, warrant ongoing scrutiny. The aim of reducing in-work benefits allowed is partly suc-
ceeded, but clearly the policies of 2015 are not sufficient to alleviate poverty. These factors
underscore the importance of sustained evaluation to ensure the intended benefits of minimum
wage policies are fully realized without unintended negative consequences.
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