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This report looks at the role productivity plays in employers’ wage-setting
decision-making in low-wage sectors. It asks how employers think about,
understand and measure productivity and what role productivity plays in
employers’ wage-setting decisions among other factors. With the National
Living Wage emerging as being of prime importance in wage-setting
decisions, the key question is: How can productivity be improved to justify
increases in wages?

What you need to know


Generally firms interviewed had only a partial understanding of productivity. They often
experienced difficulties in measuring it, and often lacked the capacity and capability to analyse
their productivity performance data.



Few firms could describe how productivity mattered for setting wages. Local availability of staff,
retaining labour and pay norms were the most important priorities when setting wages.



For many firms, the National Living Wage (NLW) has become the de-facto pay review. NLW
upratings have driven firms to seek ways to increase productivity.



In the short term, firms' attempts to improve productivity centre on getting more from the
workforce, such as through asking them to work harder. Investment in skills development is likely
to lead to long-term productivity gains, but many firms with a low-wage/low-skills business
model have little incentive to invest in skills as a route to improving productivity.
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Executive summary
Key points
Low pay is a critical social issue and low-wage sectors contribute to the productivity gap between the UK
and comparable countries. Raising productivity is one possible mechanism through which the prevalence
of low pay might be reduced. Better understanding the relationship between productivity and pay,
particularly for low earners, is therefore critical in addressing the low-pay problem.
There is limited evidence about how employers in low-wage sectors think about productivity and about
the relationship between productivity and wage-setting for different groups of workers. This report helps
to fill these evidence gaps and explores the associated implications for workers on low pay. The research
is based on a review of the academic and grey literature, the inclusion of supplementary questions on
productivity and pay in an employer survey in Greater Birmingham, 22 in-depth interviews with
employers in three low-wage sectors (hospitality, retail and manufacturing) in Greater Birmingham and
the West Midlands, and the testing of the research findings and the development of policy implications at
an expert workshop.

How firms understand performance and productivity
While employers recognise the importance of productivity, there are other metrics – notably quality,
customer experience and profitability – which they often attach greater importance to.
The employer interviews showed that generally firms had only a partial understanding of productivity.
They also often experienced difficulties in measuring it, and even when they did measure it they often
lacked the capacity and capability to analyse their productivity performance data, especially in the case of
small- and medium-sized firms. Some firms equated productivity with labour efficiency – especially
‘working harder’ – which they found easier to understand. Profits tended to be used as a core measure of
firms’ performance.

The role of productivity in wage-setting
A range of factors influence employer practices regarding wage-setting. The employer survey results
showed that firms rank productivity as important in wage-setting, although factors such as individual
performance and staff retention are considered more important. But the employer interviews suggested
a more opaque picture of the relationship between productivity and wages, as well as considerable
variation between firms in their approaches to wage-setting.
Overall, the employer interviews strongly highlighted the importance of the National Living Wage (NLW)
in wage-setting. For some firms, the NLW had become the de-facto pay review, with NLW upratings
leading to a need to increase productivity (in other words, productivity following pay rather than pay
following productivity).
In some instances, increases in profits and productivity improvements led to increases in pay – but not
always, and not necessarily for the lowest-paid workers.
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Approaches to raising firms’ performance and
productivity
The employer interviews revealed two main types of approaches to raising productivity:
•

labour approaches – including through an intensification of work effort, changes in reward
structures and changes in job design

•

non-labour approaches – including through capital investment, a focus on input costs and the use of
technology as an enabler.

In the short term, firms tended to emphasise labour approaches, notably actions concerned with making
labour utilisation more efficient, with a particular emphasis on increasing work effort. There was general
recognition that investment in skills development is likely to lead to productivity gains, but where firms
have a low-wage/low-skills business model, they may have little incentive to invest in skills as a route to
improving productivity.

Conclusion
While a relationship between productivity and pay is evident at the national level, at the firm level the
research findings challenge a linear model of productivity increases being linked automatically to
employers providing ‘better work’ and increases in pay. Rather, the key question for many employers is:
How can productivity be improved to justify increases in wages?
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1 Introduction
What is productivity and how is it measured?
Economic productivity refers to the volume of inputs, such as capital and labour, required to produce a
given level of economic output. Higher productivity could come from producing the same output with
fewer inputs or producing more with the same inputs. Productivity is a critical determinant of national
living standards, as Krugman (1997, p. 11) describes in the following widely cited passage: ‘Productivity
isn’t everything, but in the long run it is almost everything. A country’s ability to improve its living
standards over time depends almost entirely on its ability to raise its output per worker.’
There are different measurements of productivity, which are typically estimated. These include (OECD,
2001):
•

Labour productivity. This shows how productively labour generates output or value added. Labour
productivity is only partially influenced by the capabilities and work effort of employees; changes in
labour productivity reflect the combined influence of a range of factors. These factors include:
‘changes in capital, intermediate inputs, as well as technical, organisational and efficiency change
within and between firms, the influence of economies of scale, varying degrees of capital utilisation
and measurement errors’ (OECD, 2001, p. 11).

•

Capital productivity. This shows how productively capital is used. The measurement is based on value
added. As with labour productivity, capital productivity reflects the influence of a range of factors.

•

Multi-factor or total-factor productivity. This shows how productively combined inputs generate
gross output. The measure requires information on different types of inputs to calculate a quantity
index, so its calculation has significant data requirements.

Productivity can be measured or estimated at various different levels, from the individual worker through
to teams of workers, firm units, firms, economic sectors and the national economy. However, the level at
which productivity can be measured is dependent on data and individual productivity measures are not
always possible (van Biesebroeck, 2015).

Contemporary policy concerns with productivity
There are two sets of related debates around productivity and policy in the UK. The first concerns
productivity stagnation since the 2008 economic crisis. The second focuses on the longer-term
development of the UK’s productivity in relation to other comparable countries.
In post-crisis debates, productivity growth has become a central focus of policy-making. This concern
with productivity relates to both the competiveness of the UK economy and the pattern of wage
stagnation that has followed the crisis. Since 2008, labour productivity has experienced a period of
extended stagnation and is currently at around the same level as it was pre-crisis (ONS, 2017a); while
average weekly earnings remain below the level they were at a decade ago (ONS, 2017b).
The stagnation in productivity is in sharp contrast to the way in which productivity rebounded following
previous recessions (in the 1980s and early 1990s) (Barnett et al, 2014; Blundell et al, 2014). The
‘productivity puzzle’ behind these patterns, and the explanation for this, have been the subject of
significant debate. Several explanations have been advanced that could (in part) explain the weak
productivity performance over the past decade (although there is not a consensus on the relative
importance of these). These are as follows (summarised from OBR, 2012; Blundell et al, 2014; Haldane,
2017):
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•

scarring from the economic crisis – the idea that the crisis has permanently damaged economic
potential and productivity growth

•

the slowdown of investment – reducing the capital:labour ratio

•

monetary policy and bank forbearance – and their role in enabling low-productivity firms to survive,
slowing the process of ‘creative destruction’ (the incessant product and process innovation
mechanism by which new production units replace outdated ones)

•

measurement – the idea that economic activity and productivity are simply underestimated in
national estimates

•

the slowing of innovation – with arguments that the current wave of growth based on information
and communications technology is slowing (this is an area of considerable controversy)

•

the slowing of the diffusion of innovation – as a result of restrictions such as patents and intellectual
property protection or monopolies in some markets, or because of weak management in lowerproductivity firms that fail to adopt and adapt to new innovations.

One further observation is that it is unclear in this period whether lower wages are following lower
productivity, or vice versa (Blundell et al, 2014).
The importance of productivity to growth and living standards has triggered a search by policy-makers
for suitable responses to address this stagnation. One such response has been a new focus on industrial
strategy as a way of driving productivity improvements, as outlined in the November 2017 White Paper
‘Industrial strategy: building a Britain fit for the future’ (Department for Business, Energy and Industrial
Strategy, 2017). The White Paper outlines measures seeking to:
•

grow spending on research and development

•

increase investment in particular skills

•

invest in physical and digital infrastructure

•

develop ‘sector deals’ and local industrial strategies.

An Industrial Strategy Challenge Fund has also been established. It is worth noting that there is relatively
little emphasis in the White Paper on approaches to productivity in low-paid sectors (although as part of
the industrial strategy the Government has signalled an intent to agree sector deals with the retail and
hospitality sectors). This is important as previous studies have expressed concerns about pronounced
productivity gaps between the UK and comparative countries in some low-paid sectors (retail,
accommodation and food administrative services), which account for about a third of UK jobs (Thompson
et al, 2016; Forth and Rincon-Aznar, 2018).
Concerns about the UK’s productivity are not new, albeit they have become more acute in recent years.
There have been long-running anxieties about the UK’s productivity performance in relation to other
advanced economies. Mason et al (2008) provided a detailed analysis of sectoral performance in France,
Germany, the UK and the United States, covering the period 1995–2004. They showed that gaps in
average labour productivity across market sectors between the UK and the other nations were
significant. On average, output per worker-hour gaps were estimated at 33% between the United States
and the UK, 23% between France and the UK, and 10% between Germany and the UK – although the UK
improved its position relative to France and Germany over the period of analysis. There were some
industrial sectors where the UK performed comparatively well, including parts of food manufacturing,
construction, transport, and financial and business services. Mason et al (2008, p. 9) found that many of
the gaps in average labour productivity related to ‘lower levels of physical capital-intensity (compared to
the US, France and Germany) and lower total factor productivity (TFP) (relative to the US and France)’.
Mason et al’s (2014) study of labour productivity change at sector level between 1998 and 2007
provides further evidence on the productivity dynamics in the British economy. They found that across
firms, entry and exits (‘creative destruction’) played a relatively small role in improving labour productivity
over this period, with a larger role being played by the growth of the market share of existing firms with
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above-average productivity levels. They found some differences at sector level, with exits of lowproductivity firms making a more significant contribution to labour productivity growth in some sectors,
including business services, construction, and food and drink manufacturing.

Aims of and rationale for the research
The ability of an economy to convert inputs into valuable outputs (that is, productivity) and the
effectiveness of this are a key determinant of long-term economic growth. However, given concerns
about in-work poverty in the UK (Tinson et al, 2016), an important related question concerns whether
productivity improvements affect low-paid individuals, especially those working within low-paid sectors in
the UK, given the existence of distinct patterns of household poverty by sector of employment (Sissons
et al, 2017). Understanding the relationship between productivity and pay, particularly for low earners, is
critical in addressing the UK’s longstanding low-pay problem.
Much of the focus on the relationship between productivity and pay has been on the aggregate (national)
level (for example, see Pessoa and Van Reenen, 2013, on the UK) rather than on understanding how
raising productivity in low-paid sectors can potentially reduce the prevalence of low pay. There is limited
evidence about:
•

how employers in different low-paid sectors think about productivity (and how this varies across
sectors where productivity is more or less easy to measure)

•

the relationship between productivity and wage-setting for different groups of workers.

Taking these limitations into account, this research aimed to develop a better understanding of the role
that productivity and productivity changes play in employers’ wage-setting decision-making in low-wage
sectors.
Key questions were:
•

How do employers think about, understand and measure productivity?

•

How does this vary across employers and across sectors?

•

What role does productivity play in employers’ wage-setting decisions about other factors? And does
the role that productivity plays vary by different groups of workers and by root causes of productivity
increases?

To some extent, the third question might imply a linear model of improved business performance
resulting from productivity increases being linked automatically to employers providing ‘better work’ and
increases in pay (see Figure 1). The research addressed whether this is indeed the case in practice.
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Figure 1: A linear model of improved business performance: from productivity
increases to higher pay

Methodology
The research comprised four main strands (see Figure 2).

Figure 2: Methodological strands

The first strand involved a review of the existing theoretical and empirical evidence on the links between
productivity, and pay and conditions, in low-wage sectors at the macro and firm level. The review
encompassed academic and grey literature from the economics, managerial and human resource
management literature using a set of key words. Only a relatively small number of robust studies were
found that assessed the relationship between productivity and pay (this literature is reported primarily in
Chapter 3).
The second strand involved the inclusion of three supplementary questions in the third quarter of the
2017 quarterly survey of employers conducted by the Greater Birmingham Chambers of Commerce
(GBCC). The GBCC is a membership business support organisation. The quarterly survey collects
information about firms’ size, sector, economic performance, exports, workforce and recruitment. It
primarily functions as a regular marker of business confidence and identifies issues that businesses in the
region are facing. The additional questions provided new ‘headline’ empirical information on metrics of
firms’ performance and factors taken into account in wage-setting. There were 295 respondents to the
third quarter of the 2017 survey (see Appendix 1 for further details). These respondents are not strictly
representative of the firms in the Greater Birmingham area and so the findings should be regarded as
indicative, enabling a triangulation of the findings from the employer interviews conducted in the third
strand of the research.
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The third strand comprised in-depth interviews with employers to explore the links between productivity
and employer practices in terms of setting wages, in three sectors with significant numbers of low-paid
workers:
•

hospitality and retail – high-employment and predominantly low-pay service sectors

•

manufacturing – a heterogeneous sector including ‘low-pay’ and ‘high pay’ sub-sectors, but one in
which productivity is typically easier to measure.

Interviews were primarily conducted face-to-face with one or more individuals at each firm who were
best able to provide an overview of firm characteristics, business strategy, productivity and wage-setting
(see Appendix 2 for a copy of the questionnaire). Firms were selected purposively to provide a range of
firm sizes and markets. The GBCC helped to facilitate introductions with selected members, as did the
Business Engagement team at the University of Birmingham and key informants at Coventry University,
and these were supplemented by other contacts. Interviews lasted 40–60 minutes and were recorded
with the agreement of the interviewee. In total, 22 firm interviews were conducted, along with two
interviews providing sectoral context (see Table 1).

Table 1: Distribution of in-depth interviews across three low-paid sectors (with
interview codes)
Hospitality

Manufacturing

Retail

Large top-end hotel

H1

Tier 2 automotive supplier

M1

Large retailer,
multiple branches

R1

Budget hotel

H2

Precision engineering

M2

Department store 1

R2

Large pub restaurant

H3

Automotive engineering

M3

Department store 2

R3

Outer-city hotel

H4

Food manufacturer

M4

Technical goods chain

R4

Independent bar startup business

H5

Metal manufacturing SME

M5

Local, family-owned
electrical retailer

R5

Large city-centre
hotel

H6

Retailing equipment
manufacturer

M6

Large general store

R6

City-centre hotel

H7

Automotive manufacturer
and fitter

M7

Context for retail

CR1

Context for manufacturing

CM1

Note: Tier 1 and tier 2 suppliers refer primarily to suppliers of the automotive industry. A tier 1 supplier
supplies products (usually parts) directly to an Original Equipment Manufacturer (OEM). A tier 2 supplier
supplies products to a tier 1 supplier (who then supplies the parts to an OEM). SME = small- and
medium-sized enterprise.
The research adopted a place-based focus for strands 2 and 3, with fieldwork taking place in the West
Midlands (primarily in the Greater Birmingham area). The rationale for this was scientific and practical: the
region has a diverse population and a share of low skills (associated with low pay) that is higher than the
national average, which poses a particular challenge; the regional focus also facilitated stakeholder
engagement. The West Midlands suffered more than most other regions of England in the last recession,
although more recently economic and labour market performance has been similar to the UK average.
The region retains a larger-than-average share of manufacturing employment, but all sectors of the
economy are well represented. The findings of the research are pertinent to cities and regions elsewhere
in the UK.
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The fourth strand involved convening an expert workshop, which aimed to:
•

test the research findings against the experiences of relevant organisations

•

debate and draw out the core policy implications following from the research

•

identify recommendations for strategies and interventions that show the most potential for
addressing low pay through productivity.

The workshop was facilitated in conjunction with Timewise. It was attended by 12 experts from
government departments and agencies, public policy, civil society, and worker and employer
representative organisations with a specialist interest in/experience of initiatives to tackle low pay and/or
raise productivity.

Structure of the report
The remainder of this report is divided into four chapters.
Chapter 2 discusses how firms understand productivity. It starts with an analysis of the three
supplementary GBCC survey questions to understand what performance metrics firms consider to be
important. It then uses the interview findings to understand what firms consider productivity to mean, as
well as discussing the metrics used to capture firm performance and the challenges faced by employers in
measuring productivity.
Chapter 3 investigates the role of productivity in wage-setting. It reviews the literature concerning
factors that may affect wage-setting and considers employers’ approaches to it. It also examines the role
that raising statutory wage floors plays in wage-setting and its relationship to productivity changes.
Chapter 4 explores different approaches to raising productivity, building inductively from insights from
the employer interviews. It distinguishes between labour and non-labour approaches.
Chapter 5 presents the conclusions and policy implications from the research.
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2 How firms understand
productivity
Measures of firm performance and their relative
importance
In order to examine productivity levels within businesses, it is important to understand how businesses
capture and assess productivity. But productivity is only one element of firm performance that businesses
can track. There are a variety of other performance measures that they can use to monitor factors that
contribute to (long-term) profitability and sustainability, which are the focus of this section of the
chapter.
Different firms may compete on different success factors. Taking this into account, in an operational
context, firm performance can be conceptualised as the degree to which a firm fulfils five performance
objectives (Slack et al, 2010):
•

Costs are a fundamental factor underpinning the commercial competitiveness of a firm. A firm
competing directly on price alone will primarily monitor costs as they are almost synonymous with
the firm’s major operational objectives.

•

Dependability revolves around providing products/services when required for the customer. The
dependability of an operation can only be judged after the operation has been carried out and where
the product/service has reached the customer. If an organisation gains a reputation for not being
dependable, it can override all other criteria.

•

Flexibility concerns the ability of firms to adjust or change their operation in some way.

•

Quality concerns doing things the right way. As quality is something that is transparent, it is expected
that the majority of firms will hold quality as an important factor as it relates to customer
(dis)satisfaction rates. It has been suggested that high quality levels within a firm can lead to lower
costs and an increase in dependability levels.

•

Speed refers to the elapsed time between a customer making and receiving their order. If a firm has
the ability to conduct operations quickly, they are regarded as more likely to receive repeat orders
and able to accommodate any sudden changes in the market environment.

Given that firms and sectors may prioritise different performance objectives, a single metric is inadequate
to assess business performance. A supplementary question in the third quarter of the 2017 GBCC
survey, also replicated in the in-depth employer interviews (see Appendix 2), asked respondents to assess
the relative importance of 10 different performance metrics:
•

costs of inputs

•

volume of outputs

•

sales

•

profits

•

revenue
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•

productivity

•

labour efficiency

•

quality of product/service

•

customer satisfaction

•

speed of response.

The results (see Figure 3) showed that:
•

Metrics capturing dependability, quality and speed-related aspects of performance generally received
a relatively high rating for being ‘very important’, with quality of product/service and customer
satisfaction displaying the highest ‘very important’ ratings from employers (around 85% for each).

•

Profits also scored highly, with 64% of employers rating this metric as ‘very important’ and 25% as
‘important’. Sales displayed a similar profile.

•

Other cost performance metrics, such as the costs of inputs and revenue, were not ranked as being
of such high importance.

•

Productivity and labour efficiency scored at a similar level, with around 45–46% of employers rating
these as ‘very important’ and 33–34% as ‘important’.

•

The volume of outputs was rated less important generally, with a similar profile to the costs of inputs.

In general, the survey data shown in Figure 3 suggests that while employers recognise the importance of
productivity, there are other metrics that they attach greater importance to, specifically those relating to
quality, customer experience and profitability.

Figure 3: Importance of performance metrics (all sectors) (percentage ratings)

Note: Sample size = 203–217.
Source: 2017 GBCC survey data (third quarter)
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Understandings of productivity
In order to better understand what employers consider productivity to mean, we asked interviewees to
describe their understanding of the concept as it related to their business (see Table 2 for selected
examples from each of the three investigated sectors).

Table 2: Understandings of productivity – selected interviewee definitions
Industry

Interview
code
M2 –
precision
engineering
M3 –
automotive
engineering

Understanding




Manufacturing
M1 – tier 2
automotive
supplier
M4 – food
manufacturer
H4 –
outer-city
hotel

Hospitality

H6 – large
city-centre
hotel

H2 – budget
hotel
R1 – large
retailer,
multiple
branches

Retail

R2 –
department
store 1
R5 – local,
familyowned
electrical
retailer











“Productivity is the most efficient use of the time that we pay
for, from the employees that we employ. It’s making sure –
and I don’t know how we do this – that the time they are
active with us results in the optimum output, which is profit.”
“Productivity can either be measured by an individual’s
performance or as the overall business performance and the
overall business performance will only be as good as the
weakest link within the whole operation.”
“The rate of production we can get for a particular part.
However, low productivity may not be down to the individual
worker but associated with the way a particular machine
operates.”
“The output of a product as a result of the input. How much
they [the workers] produce from a set target. It is how much
they produce given targets within their skills sets.”
“Everybody doing their job tasks, nobody wasting time/effort
or being prevented from doing their job tasks.”
“I can probably give you examples instead … my staff that
clean bedrooms we have a specific set of minutes that we’d
expect them to complete the room; when talking about
restaurants we’d look at how many customers an employee
can serve; and we do the same with check-in so we have x
number of staff in check-in/out.”
“How somebody works and the manner in which they work
to get the ideal result.”



“Efficiency; how much you get out for what you put in;
lack of waste.”



“Getting the potential out of every person so that they are
the best that they can be and they do what we want them to
do in the time [working day].”



“It is so difficult to measure productivity in the retail trade.”

Source: Employer interviews
Although the employers were interested in productivity (among other metrics), it is clear from Table 2
that generally they found it difficult to understand it, and they conceptualised it in diverse ways. Indeed,
some of the interviewees immediately started off listing the challenges and difficulties associated with
productivity and its measurement (as discussed in a later section in this chapter entitled ‘Challenges in
measuring productivity’).
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A partial understanding of productivity tends to lead, by default, to thinking about labour and time.
Regardless of sector, interviewees tended to align productivity with labour efficiency (especially ‘working
harder’), which they found easier to understand. The emphasis on simply ‘working harder’ contrasts with
formal measures of labour productivity that combine labour inputs with other factors of production (as
described in the first section of Chapter 1). With regard to labour effort (which is central to ‘working
harder’), the employment relationship as it relates to salary involves two elements of agreement:
agreement on the worker wage (based on either time or rate per unit of output [piece rate]) and
agreement on the work to be done (the ‘effort bargain’) (Behrend, 1957). Workers have an upper limit
on the effort that they can and will put in; and employers have a lower limit beyond which they will not
continue to employ the worker. However, as Edwards (2014, p. 489) describes, there is an ‘indeterminacy
and negotiability of the concept of effort’. Productivity growth is not necessarily linked to increased
worker effort, and technology that increases productivity may not require an increase in worker effort
(Behrend, 1957).

Performance metrics used
Interviewees attempted to measure a variety of performance metrics, with varying degrees of success. In
the following sub-sections, the main findings are presented by sector.

Manufacturing
One company captured productivity (jobs completed) levels for individual workers: “The guys are all
barcoded, which means they clock on and off of the jobs they are doing with a barcode. So we actually
can monitor them” (M3, automotive engineering).
Others wanted to be able to measure individual performance but were not really able to do so and
instead calculated average productivity (total worker time per output) across teams. The necessity of
team-working to run particular machines/processes and the fact that machine downtime and the time
taken to bring in agency workers to cover for absent workers affect productivity, posed challenges in
measuring productivity at the individual level. But there was a general feeling that capturing productivity
was important, as it offered insight into how well the business was operating.
Interviewees captured various performance metrics, including the volume and quality of production.
Indeed, in some firms interviewed (for example, M4 – a food manufacturer), such metrics were variously
measured on an hourly/intra-shift basis, as well as being compiled on a daily, weekly and monthly basis. A
precision engineering firm (M2) captured a battery of performance metrics:
“I know how long machines have been running. I know what we get off the machine. I know
the cost of the inputs and profit levels of the job. If they are proxy measures for
productivity, then I know what productivity is.”
M2, precision engineering firm

However, here (as in other firms), due to resource and capability constraints, this data was not necessarily
analysed or used to its full potential.
Despite the fact that other performance data could be used as a proxy for productivity, interviewees
tended to rely on profits as their proxy measure of choice, as they found it easier to understand and
associated it with the firm being more productive.

Hospitality
In the case of hotels, much of the productivity discussion around metrics in the interviews concerned the
cleaning and turnaround of bedrooms to high-quality standards. This finding chimes with findings from
the 2017 GBCC survey, where quality was deemed one of the most important performance metrics. In
terms of productivity, and depending on the hotel, on average a bedroom was expected to take 22–30
minutes to clean. If it took longer than this, then individuals were deemed less productive than required.
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The interview findings suggested that different parts of hotels (business functions) prioritise different
performance metrics. At some hotels, individuals working within restaurants were expected to serve a
specified number of customers within a given time period and workers in sales had unique key
performance indicators, often relating to the conversion of enquiries into bookings, set by managers.
When asked why it was important to hit key performance indicator targets, one manager stated:
“If we don’t hit those ratios then we won’t be able to hit the budget and profitability we are
looking for. Actually, the budget is built on those ratios. Whichever way round it comes, we
have a sales number that we develop that will give us the number of rooms we sell a year
and we then apply the productivity numbers to deliver what we think … If any of those go
astray, then [it] probably means we are consuming more costs than we planned.”
H6, large city-centre hotel

A city-centre hotel (H7) that outsourced the cleaning of bedrooms indicated that:
“[The outsourced company] have a system where they put all the information into – so how
many rooms they have to clean, how many they have cleaned, and obviously the time it has
taken to do that many. Their system works that out and gives them their productivity for
the day.”
H7, city-centre hotel

In the case of a large pub restaurant (H3), due to wage inflation and the rise in utility costs, costs of inputs
were noted as being a crucial performance metric; thus, a high volume of outputs and quality were a must
for the business to succeed. This reflected an ethos that telling customers that there may be a long
waiting time for food was preferable to sending orders out that were not in line with the pub’s standards.
In hospitality, productivity was generally tracked both weekly and monthly. The monthly figures were
more finance-related whereas the weekly metrics were more related to cleaners, restaurants and so on.
Financial performance metrics were generally not found to be passed down firms’ hierarchies to
employees ‘on the ground’.

Retail
Historically, the retail industry has utilised various performance metrics. A shopping centre manager
(CR1) suggested that metrics vary by firm culture and that, as workers moved from one retailer to
another and added new metrics to existing ones, there was a danger of an “arm’s race of metrics”. He
noted that metrics such as ‘footfall’ were flawed and ‘conversion ratios’ (that is, footfall converted into
sales) were “too simple” given variations in product types and the growth of online retailing. However, in
some cases there was evidence that firms were stepping back and thinking more about what various
metrics mean. For instance, an interviewee from a large retailer with multiple branches (R1) suggested
that recently there has been a push towards improving productivity levels. This has been driven by the
rise in the NLW, as firms are seeking to offset some of the costs associated with higher wages by being
more efficient and productive.
Findings suggested that some retail firms are now implementing new approaches to capturing
productivity levels. The large retailer with multiple branches had a special team, which was investigating
and testing a range of (over 20) productivity measures. More specifically, a manager from department
store 2 (R3) stated:
“We look at measures of productivity where there is [a] clear ‘task’ – for example,
‘replenishment’ and ‘tilling’. We have some productivity measures for some of the elements
that make up that task, but we do not have a ‘productivity-led labour model’.”
R3, department store 2

Although this firm captured some productivity levels based on individuals, it decided not to push all
productivity measures down to the individual level, as it was not consistent with a team ethos and “the
fastest people do not necessarily deliver the best customer service”. This store recorded productivity
levels on a daily basis, which were accumulated to give a monthly average figure.
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Other retailers focused on sales, suggesting that the more an individual sells, the more productive they
are. This was tracked on a daily basis. A manager from department store 1 (R2) indicated that its
workforce had ‘flash meetings’ before the store opened, during which sales figures were reported to the
employees. The employees were awarded points for various categories of sale. On the other hand,
another retailer suggested that a focus on sales could be misleading:

“We measure sales but it is nowhere near as important as profit – which is very important
because if you make all the sales you like but are not making any profit you are a ‘busy
fool’.”
R4, technical goods chain

Therefore, although some retailers interviewed considered productivity to be affiliated with sales, others
prioritised profits as more important, so complementing the manufacturers who utilised profits as their
productivity proxy measure of choice.

Overview
The employer interviews across the three sectors suggested that quality and customer satisfaction levels
go hand-in-hand and that they are necessary to ensure organisational survival. Such performance
metrics were therefore rated very highly. The importance of quality was summed up by a managing
director from the tier 2 automotive supplier (M1): “Quality … it’s just an essential; if you don’t get the
quality you just don’t get the work.”
The importance of quality was also considered crucial within hospitality. Three interviewees stated
specifically that if quality suffers, this may affect the customer’s decision to return – a risk that they were
not willing to take. Indeed, customer satisfaction and quality of product/service are important across all
sectors. In fact, quality is generally deemed to be more important than productivity. This chimes with
findings from the 2017 GBCC survey.
While firms frequently say they measure productivity, they mean different things by the word
‘productivity’, and often are actually talking about profit and/or labour efficiency. Profit was repeatedly
emphasised across all three sectors as a key metric that firms used as a productivity proxy. Sales was an
important metric for some firms, although some were more explicit than others about sales not
necessarily generating profits. Although profit may be deemed as an easy way to capture productivity
levels, ultimately it is not a true representation of productivity. Firms also tended to focus on labour
efficiency rather than productivity; the former is easier to understand. Some respondents in services
struggled with the interpretation of the costs of inputs.
Importantly, when firms are making an effort to record productivity measures, they may lack the time and
resources required to analyse the productivity data (especially in the case of small- and medium-sized
firms), as discussed in the next section.

Challenges in measuring productivity
Regardless of sector, there are challenges associated with the measurement of productivity. For instance,
despite the fact that firms seemed to understand the importance of capturing it, ultimately they were
unsure how to measure it precisely across a range of business functions. For instance, one interviewee
claimed:
“I don’t know how to capture productivity. I don’t really know, at a conceptual level, what
productivity is … If someone is on a cylindrical grinder and measured the same way as
someone on laser, I don’t know if it is relevant.”
M2, precision engineering firm

Another manufacturer suggested that it is challenging capturing productivity because “[p]roductivity
comes in different forms” but “if you can measure it, you can manage it” (M3, automotive engineering).

14

However, as highlighted above, some firms that were capturing productivity levels were not actually using
the data. Thus, it could be argued that there was no value in capturing productivity in the first place. The
issue of not analysing productivity stems from a lack of the resources and skills required to analyse large
sets of data: “What I actually need to do now is have the resource in my business that allows me to do the
analysis of how productive they have been. It’s sort of a resource constraint really” (M3, automotive
engineering). This raises the issue that although firms may be operating in low-wage sectors, thus
employing individuals earning close to the national minimum wage, these firms also need to recruit
individuals with the necessary skills to analyse productivity data.
Difficulties in capturing productivity were also evident in the hospitality sector. The interviewee from a
city-centre hotel (H7) asserted that the challenges resulted in only capturing data “on a very basic level”.
The co-founder of an independent bar start-up business (H5) indicated that they generally lacked the
time and resources to analyse productivity data, complementing the aforementioned findings from the
manufacturing sector. Much of their time was spent on expansion and cash-flow challenges: “[In] small
businesses … there are limits on time and capacity to monitor aspects of productivity as much as we
would like.” However, this interviewee was also focusing attention on assessing ‘capital productivity’.
Despite findings suggesting that firms acknowledge the importance of labour efficiency, some went on to
state that “labour efficiency is the hardest thing to get it right”, resulting in the need to adopt various
numerical flexibility strategies (as discussed in Chapter 4). Another barrier to measuring productivity and
labour efficiency concerns small firms that employ family members on an informal basis (see also Ram et
al, 2017). As one interviewee stated: “Family members do not consider how many hours they put in” (R5,
local, family-owned electrical retailer).
Furthermore, the simplicity of performance metrics and the variations in metrics culture cited by the
manager of a shopping centre (CR1) in the previous section suggests that making inter-firm productivity
comparisons is difficult.

Conclusions
This chapter has explored how firms understand productivity.
First, the results from the GBCC survey suggest that most firms (across a wide range of sectors)
generally prioritised quality and customer satisfaction as the most important business performance
metrics, followed by profits. Productivity and labour efficiency were in the mix of metrics considered, but
were not considered as important as some other metrics. Similarities in the rankings that interviewees
gave for productivity and labour efficiency imply that firms deemed these metrics to be the same, thus
indicating a lack of an understanding between the two metrics.
The in-depth interviews with people from the manufacturing, hospitality and retail sectors provided
insights into exactly how firms understood productivity and what performance metrics they used. The
interview findings indicate that generally firms had a partial understanding of productivity. They also
experienced difficulties in measuring it across a range of business functions. Hence, it was easier to use
profit as a proxy for firm performance. Measures of quality and customer satisfaction were also
prioritised. Although some firms were capturing a range of productivity metrics, they were not always
equipped with the resources necessary to analyse their productivity data.
If employers in the low-wage sectors discussed in this report implemented techniques that not only
monitored but also utilised productivity metrics effectively, the UK may be in a better position to
reduce/overcome the productivity gap it faces when compared with international competitors.
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3 The role of productivity in
wage-setting
Introduction to factors affecting wage-setting
A range of factors influence employer practices regarding wage-setting. For low-paid workers, important
influences on pay and job security at firm level include the following (see Metcalf and Dudwar, 2010,
summarised in Sissons et al, 2016, pp. 15–16):
•

demand fluctuations – daily, weekly or seasonal fluctuations related to either customer preferences
over the timing of their purchase of goods and services (for example, holiday seasons) or production
factors (for example, growing cycles in agriculture); changes in demand for goods and services as a
result of winning or losing new business/contracts; and changes in demand linked to short-notice
contracts

•

cost pressures – linked to sub-contracting agreements; the duration of contracts; and price pressure
from purchasers, in particular from major buyers

•

labour supply – including the extent to which pay premiums are used/needed to reduce turnover and
increase the quality of staff; the characteristics of employees; levels of unionisation; and employee
flexibility

•

production factors – the size and location of the firm; the industrial sector; management practices
and the structure of internal labour markets; and product market strategies

•

ethos and ownership – some element of pay may be linked to a desire for the ‘decent treatment’ of
staff rather than a business imperative

•

employment legislation – in particular the pay floor set by the statutory national minimum wage.

Other factors that influence the pay growth of workers on a fluctuating basis include economic
performance and the national/international business cycle, as well as firm-level fluctuations in
performance and profitability. The overall prevalence of low pay is also related to the structure of the
labour market, its sectoral and occupational composition and institutional factors such as the role of
unions.
In this chapter, evidence from the literature is presented, with a particular focus on the relationship
between productivity and wages, as well as evidence from the GBCC employer survey and interviews with
employers, which both addressed factors that employers reported as shaping their wage-setting.

The relative importance of different factors in
wage-setting
A supplementary question in the third quarter of the 2017 GBCC survey, also replicated in the in-depth
employer interviews (see Appendix 2), gathered information on employers’ self-reported assessment of
how important different factors are in wage-setting (see Figure 4). Customer satisfaction scored very
highly, with 56% of employers rating it as ‘very important’ and 21% rating it as ‘important’. Individual
performance scored highly, with 47% of employers rating it as ‘very important’ and 38% rating it as
‘important’. Issues of labour and skills availability and of staff retention were also considered important,
with 37% of employers rating the former as ‘very important’ and 40% rating it as ‘important’, while 39%
rated the latter as ‘very important’ and 45% rated it as ‘important’. Productivity also came out relatively
strongly, with 38% of employers rating it as ‘very important’ and 39% rating it as ‘important’. Perhaps
surprisingly, given the findings on metrics reported in Chapter 2, it scored more highly than profits. Local
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and sectoral pay norms were found to be less important, although this would be expected to vary across
employers and sectors.
The NLW is more important for some firms than for others, but it is worth noting that the survey sample
included employers from a range of sectors, so some firms will have a larger proportion of low-paid
workers than others, making the NLW more significant for them. Only 27% of the sample reported that
the Voluntary Living Wage is ‘important’ or ‘very important’. Trade unions play a less important role, with
less than 10% of firms ranking them as ‘very important’ or ‘important’.

Figure 4: Relative importance of factors in wage-setting (all sectors) (percentage
ratings)

Note: Sample size = 196–209.
Source: 2017 GBCC survey data (third quarter)
Overall, the survey data suggests that employers considered a basket of factors in relation to wagesetting, of which productivity was a part.
There were somewhat different patterns across sectors. Of the sectors focused on in this research, staff
retention was rated as of greater importance in manufacturing than in retail and hospitality. Profits and
productivity measures were ranked somewhat higher in retail and hospitality than in manufacturing (when
combining ‘very important’ and ‘important’ ratings). Individual performance was important across sectors.
The employer interviews provided a more detailed assessment of the range of factors influencing wagesetting. There was of course some heterogeneity among firms in terms of which factors were of greatest
influence and why. However, there were also some more consistent messages about some of the
elements of wage-setting.
For many firms (specifically those with a large proportion of low-paid workers), the NLW was a central
determinant in the wage-setting process. In some firms, the NLW had become the de-facto pay review
and relatively little consideration was given to wages and wage rises beyond this. This position was set out
by a metal manufacturing small- and medium-sized enterprise (M5):
“With the national minimum wage increasing every year … I suppose that is the review for us
now that’s it’s decided it’s increased every 12 months … and for us to pay above the
minimum wage at higher levels it just isn’t feasible for us.”
M5, metal manufacturing small- and medium-sized enterprise
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A second example is of the manager of a budget hotel (H2) who made clear to prospective employees at
the outset that they would be paid the NLW and that was that. However, a number of firms did not apply
age-specific NLW rates and instead paid young workers at the adult rate. This was reportedly due
primarily to concerns about fairness. The relationship between the NLW, wage-setting and productivity is
considered in greater detail subsequently.
The relationship between productivity and pay was less clear. Some interviewees reported that
productivity had an important role, although they were often less clear on the direct link between the
two. Others emphasised that productivity had a role but this was largely through the extent to which it
influenced other metrics – principally profitability (this came out more strongly in the interviews than in
the survey). This relationship is also expanded on subsequently.
Some firms emphasised staff retention as being a consideration in wage-setting. This could be staff
retention at the level of the organisation, with a number of the firms interviewed undertaking
benchmarking exercises to ensure that their pay rates were competitive or comparable to other similar
organisations locally. In this sense, staff retention as a factor was considered alongside local and sectoral
pay norms. Other firms looked at retention more on an individual basis rather than at a workforce level
and maintained some flexibility to increase the pay of workers they were keen to keep hold of (this
included through an informal type of pay review).
Across firms, there were two main mechanisms for changes in wage-setting that firms adopted (aside
from changes to the NLW):
•

Some of the firms interviewed had a standard annual (‘cost of living’) pay review, which operated on
an organisational basis. These reviews applied to all workers, irrespective of individual performance,
and were critically shaped by firm performance and perceptions of the operating environment and
the sustainability of affordability going forward.

•

Some (especially larger) firms also had a structured individual-level performance appraisal system,
which was, or could be, linked to pay rises (or to career progression opportunities).

It is worth highlighting, however, that for some firms interviewed there was neither an annual (company)
pay review nor an annual individual pay review/appraisal, and that approaches to both were informal and
ad hoc (some of the reasons for this are discussed in the following section). Indeed, in the case of a local,
family-owned electrical retailer (R5), family members (young adults in particular) tended to be
recompensed by means other than wage increases: “We were giving them money anyway; we buy things
for them.”
Other factors also influence the overall financial package of work. Some firms operated some form of
financial bonus system, ranging from formal profit-sharing through to (modest) weekly production
bonuses (if targets were met). Some firms also offered various forms of non-pay rewards. These ranged
from subsidised food and drink through to practices such as giving out vouchers for good performance
(as discussed in Chapter 4). These could be seen as mechanisms to increase worker effort as well as to
increase retention.
Although not related to hourly wages, some firms also provided overtime opportunities (linked to
fluctuations in demand) for workers to increase their take-home pay. However, there was also some
evidence of working-time flexibility going in the opposite direction, with hours being managed down
(where workers were on zero-hours contracts) in periods where demand was weaker.
Firms widely discussed issues of firm performance, particularly profitability, as structuring their scope and
approaches to wage-setting. For some firms, this was articulated in a positive sense of wanting to reward
workers for their role in the success of the business. For example, a manufacturer of retailing equipment
(M6) said that “if the financial performance of the business is good then the business wants to reward
people”. In other firms, this was framed more in terms of the limiting nature of sector (or sub-sector)
competiveness and pressures on ‘the bottom line’, which constrained any opportunities for wage growth.
Some firms in this position, especially in the manufacturing sector, also felt that overall increases in the
costs of doing business (associated with factors such as business rates and auto-enrolment for pensions)

18

reduced their scope for making wage increases. For instance, the tier 2 automotive supplier (M1), who
was content to remain in that market niche, noted that to win contracts (lasting for a number of years)
“you do not put prices up – ever; there is never any discussion about an increase in wages” because the
customer would be expecting, say, a 10% reduction in costs over a six-year period. Meanwhile, in their
view the auto-enrolment of pensions represented a case of what “should have been a government
scheme” being pushed onto industry. Firms in the retail sector also expressed cost concerns over
business rates. In this sense there was a significant link between business models and competitive
approaches, which in part structured the opportunities for and constraints to wage growth at the firm
level. Some firms were more pre-occupied with the costs of survival; others with the potential
opportunities for growth.
Hence, some firms were comfortable having a low-pay/low-skills equilibrium characterised by relatively
high staff retention despite low wages (see Figure 5). In these firms there was less ambition or incentive
to invest in factors (including skills and equipment) to support the improvement of productivity.

Figure 5: Perpetuation of a low-wage/low-skills equilibrium

For some firms, company ethos and wanting to be a ‘good employer’ also influenced their approach to
wage-setting. For some employers, this was through payment of the Voluntary Living Wage. For others,
it was primary related to wanting workers to have a share in the success of the business. However, for all
firms, these considerations were made alongside commercial factors, as indicated by the co-owner of the
independent bar start-up business (H5): “If people are to work hard, we should share the rewards, but at
the moment there is no profit to share.”
Finally, there was considerable variation in the opportunities within firms for employees to use career
progression as a means of increasing their wages. Some firms (often larger ones and ones that were part
of larger groups) had relatively well-structured career development opportunities and a human resources
system that helped to support this. In other firms, there were no progression opportunities at all.

Understanding variations in approaches to
wage-setting
Approaches to wage-setting among firms varied on a number of different dimensions. Larger
organisations were more likely to have a formalised approach to wage increases. Some had wages set in
bands and criteria for moving between these. Larger organisations also tended to have more formal
annual review and appraisal systems, which are a tool for performance management but can also be
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linked to wage increases (and opportunities for career progression). Larger firms were also more likely to
have organisation-wide annual (cost-of-living) pay reviews. In smaller organisations, such pay reviews
were often more ad hoc, and if they happened they could be quite infrequent.
The nature of a firm’s orientation to growth also appeared to shape wage-setting to some degree. Some
firms were not focused on growth or development but instead had a niche that they were content to
occupy. There were some manufacturing employers in particular who could be considered to be in a lowskills trap (see also the discussion in Chapter 4). There was little appetite for activities to move up the
value chain or to expand. In a number of cases this meant taking a position that employment within the
firm was low-paid and that this would not change. It also had implications for capital investment as a
means of enhancing productivity. Relatedly, the overall performance of the business and competitive
position also influenced patterns of wage-setting. In manufacturing, there were large differences in pay
between several of the firms for semi-skilled and unskilled production roles, which appeared to reflect
the firms’ characteristics more than individual worker differences.
Some firms undertook specific benchmarking exercises to ensure that their rates of pay were
comparable to those in other similar organisations. Typically, firms carrying out these types of exercises
had a dedicated human resources function and were larger.

The role of productivity and raising statutory
wage floors
In this section, the direct role of productivity in wage-setting is considered, drawing first on the existing
literature and then on new insights from the interviews with the employers. In the latter part of the
section, the role of statutory wage floors, and the relationship between these and productivity, are also
considered, again drawing first on existing evidence and then on the employer interviews.
At a macro level, there is a clear historical relationship between productivity growth and national
prosperity. At the individual level, the theoretical link that describes the relationship between wages and
the marginal product of labour is a mainstay of neoclassical economics. However, there are a number of
factors that weaken the correlation between productivity and wage growth in practice. These include
(summarised from van Biesebroeck, 2015):
•

the business cycle, which can induce variations in equilibrium wages that are not related to
productivity

•

the relative strength of wage bargaining power

•

factors that influence an individual’s reservation wage – the lowest wage at which they would be
willing to work – such as other sources of household income

•

the monopsony power of firms – market concentration (for example in more ‘geographically
localised’ or segmented occupational labour markets) through which firms are able to dictate wages
to maximise profits.

An important question about the relationship between productivity and wage growth is the extent to
which there are heterogeneous effects across different groups of workers: do some workers benefit less
from productivity growth than others? There is mixed evidence from studies assessing productivity
differences and wage premiums for different worker characteristics. There is a clear link between
education and training and productivity, which is reflected in higher wages for more skilled workers (for
an overview, see van Biesebroeck, 2015). There is a less consistent picture in terms of a number of other
characteristics. At the firm level (in the manufacturing sector in the United States), Hellerstein et al
(1999) presented evidence that wage differences by age and race largely reflect productivity differences
but there is strong evidence that women are underpaid for their marginal productivity. Subsequently,
Hellerstein and Neumark (2004), also using (alternative) manufacturing data from the United States,
found that there is similarly evidence of wage discrimination by gender. They also found that wage
differences by age are not fully explained by productivity differences, finding that ‘the relative wages of
workers aged 35–54 years and aged 55 plus are both higher than their respective relative productivities’
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(Hellerstein and Neumark, 2004, p. 18). Garnero et al (2014) provided evidence from firms across
sectors in Belgium, which similarly suggested that women are underpaid for their productivity. Crépon et
al (2002), using data from across sectors in France, found evidence that younger workers are underpaid
for their productivity levels, while workers in the oldest age category (over 50 years) are overpaid,
although they found less evidence of wage discrimination by gender than is apparent in other studies. At
the industry level, there is some evidence that productivity growth increases wages across most of the
distribution, but not the bottom decile (Nord, 1999).
Turning to new evidence from the employer interviews in the present study, although the importance of
productivity in wage-setting came out relatively strongly in the GBCC employer survey, in the interviews
there was less of a sense of a direct relationship between the two. There was more emphasis on
profitability and wage-setting in that this effectively set the financial parameters for the scope of pay
increases. Where firms had annual pay review systems, the financial performance of the firm was an
important influence on pay settlements. Many firms, however, did not have annual pay reviews and pay
was reviewed on a much more ad-hoc basis and was more loosely related to firm performance. Of
course, productivity will have an influence on performance metrics – including profitability – that
influence wages, but there is not a direct link between productivity growth and pay. A number of firms
also ran a bonus system (either weekly or annually), which was linked to firm performance in metrics such
as hitting production targets or which reflected the overall profitability of the firm over a year (or similar).
The relationship between productivity and pay can also be considered from the other direction: the
extent to which wage changes can lead to productivity changes. The most obvious example of this
perhaps relates to statutory wage floors through minimum wages. The UK introduced a minimum wage in
1999. The rate initially grew steadily before levelling off. In recent years, with the rebranding of the
national minimum wage to the National Living Wage (NLW), there have again been upratings in its value.
Riley and Bondibene (2015) assessed the relationship between the national minimum wage and
productivity at the firm level. They found evidence that firms have responded to the introduction and
uprating of the national minimum wage with improvements to productivity (see also Rizov et al, 2016).
They also found that these improvements have come not from workforce reduction or capital–labour
substitution but have been associated with a growth in total factor productivity. They interpreted this
result as suggesting training and efficiency wage responses to the growth of the national minimum wage
(although they were unable to empirically rule out the possibility that adjustments to hours and/or prices
had influenced the results). However, other studies that have sought to specifically assess the
mechanisms through which changes to the national minimum wage influence productivity have proven
inconclusive (Bernini and Riley, 2016). On the other hand, evidence from the care sector suggests that,
rather than increased productivity, minimum wage increases map directly onto reduced profitability
(Draca et al, 2011)
In the interviews with the employers it was clear that the NLW is an increasing concern to them and that
this can have implications for their practices and productivity. For the manager at a tier 2 automotive
supplier (M1), the NLW was seen as having:
“… taken away our freedom to decide what rates we want to pay – we are being controlled
to pay that rate. It takes no account of how a business is doing. It does not cost the
Government anything.”
M1, tier 2 automotive supplier

As such, this interviewee saw the NLW as “working against them [that is, the workers]” because of other
pressures on costs leading to a lack of resources to pay any more for productivity increases.
In a different vein, but reflecting similar concerns about the impact of the NLW, an interviewee from a
large top-end hotel (H1) noted that when the hotel first opened they had managed to pay considerably
more than the national minimum wage to attract the best staff, but that with statutory wage increases
many of these workers now earned close to the minimum wage, and relative wage differentials had
reduced. In common with many firms with relatively large proportions of low-paid workers, they
expressed the view that upwards pressure on wages resulting from NLW upratings would need to be
“paid for” through some form of increasing productivity. Hence, it was not so much a question of
productivity increases fostering wage increases, but rather the raising of the statutory wage floor leading
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to an emphasis on increasing productivity, which in turn might generate an increase in wages if
productivity and profits permit. However, employers had some diverse views on what increasing
productivity meant in practice. For some, this was largely reducible to the work effort of employees: as
they are paying more, employees would have to work harder. For these employers there was relatively
little consideration of the range of factors influencing productivity that they might also target (capital
investment, job design and so on – see the discussion in Chapter 4) but rather a central focus on
securing a greater work effort from employees. For a smaller number of employers, a more rounded view
of productivity advances was taken, which focused on other factors that might also drive productivity
improvements.

Conclusions
This chapter has considered the factors involved in wage-setting and the role of productivity within this.
The literature has identified a number of factors that influence wage-setting at the firm level. These
include current and projected future demand, cost pressures, the availability of labour and ease of
recruiting, the ethos and ownership of the firm and employment legislation.
In response to the additional questions added to the third quarter of the 2017 GBCC employer survey,
firms tended to rank productivity as an important factor in wage-setting, although it was ranked as less
important than factors such as individual performance and staff retention. The employer interviews,
however, suggested a more opaque picture of the relationship between productivity and wages, as well as
considerable heterogeneity between firms in their approaches to wage-setting. It was also clear that (the
majority of) firms did not have individual measures of productivity that could influence wage-setting;
many worked in teams, and many employers did not directly and systematically record productivity
anyway.
The interviews suggested that although individual performance was an important element of wagesetting, the strength of this varied across firms. Some firms, particularly larger ones, had formal annual
performance review systems, which could be linked to pay or to opportunities for career progression.
Other firms did not have a formal review system. Another important element of wage-setting – annual
pay reviews – was not linked to individual performance but primarily to overall firm-level performance
(and took account of metrics of firm performance, market conditions and so on). Not all firms had annual
pay reviews, and in these firms, organisational pay was reviewed on a more ad-hoc basis.
Retention issues could feature in wage-setting through payments to keep individual workers. Local and
sectoral pay norms also structured employers’ approaches to wage-setting to some extent, with some
undertaking formal benchmarking exercises.
The NLW emerged as a major factor in wage-setting in the interviews with employers. For some firms, it
had become the de-facto pay review. For many of the firms with a preponderance of low-paid workers,
there was a view that NLW upratings would mean a need to increase productivity. In practice, for some
employers, this meant simply seeking to increase the work effort of employees. Other (often larger)
employers took a more rounded view of potential ways to generate productivity advances.
In the existing literature, there are number of studies that have assessed the links between productivity
and pay. This literature finds some characteristics where the relationship between productivity and pay is
less strong. In particular, the role of gender and discrimination is identified. Gender was not an issue
explicitly explored in the employer interviews, although there were some sectoral patterns of gendered
occupations that have implications for pay.
Overall, the interviews with the employers strongly highlighted the importance of the NLW in wagesetting, the role of firm characteristics and firm performance in influencing pay, and the hybrid nature of
individual pay outcomes as a result of both individual and organisational performance. Importantly, there
were also wide variations in approaches to pay, ranging from formal and annual reviews through to much
more ad-hoc and unstructured approaches where pay might stagnate.
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4 Approaches to raising firms’
productivity
Introduction to different approaches
The previous chapter outlined how the raising of the statutory wage floor associated with the
introduction of the NLW has led to an increasing emphasis among firms on increasing productivity.
There are a range of possible approaches to raising productivity. Building inductively from the employer
interviews, two main approaches were evident: first, those where the primary focus was on labour
utilisation and improvement; and second, those emphasising non-labour factors (see Figure 6).

Figure 6: Approaches to raising firms’ performance

In the short term, firms tended to emphasise labour approaches, and specifically actions concerned with
labour utilisation, including adjustments to reward structures. Non-labour approaches might be
operationalised over a longer timescale, although some actions are possible in the short term. Examples
of these two broad approaches, drawing on findings from the employer interviews, are now considered in
turn. Then we reflect on these findings and on discussions from an expert workshop about how
productivity can be improved.

Labour approaches
The discussion in Chapter 2 of how firms understand productivity emphasised that a commonly cited first
response is that employees need to intensify their work effort – that is, to ‘work harder’ to ensure
enhanced labour efficiency. As noted by the interviewee from an aspirational automotive engineering
firm (M3): “If I could get more out of the workers then I don’t need to take more on. I can increase my
internal capacity … also reduce operating costs and be more competitive … [and in turn] increase profits.”
From a firm perspective, this represents a positive outcome – which would also have benefits for workers
if enhanced profits are translated into higher wages in accordance with the linear model set out in Figure
1 in Chapter 1.
Other firms also highlighted the importance of work intensification and labour efficiency. For instance, in
the case of an outer-city hotel (H4), productivity was viewed as being about ensuring that workers are
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busy undertaking their allotted role and that any barriers are removed as quickly as possible when they
arise. However, a number of employers also recognised the limits to the ‘intensification of work effort’
model.
Enhanced flexibility was a recurring theme in the interviews – particularly in hospitality and retail. One
element of this is numerical flexibility, which increases productivity by having people only work when
they are most productive, so reducing the number of unproductive hours. Several interviewees
highlighted the need to adjust hours of work to meet different temporal dimensions of consumer
demand on a seasonal, weekly and daily basis. In department store 2 (R3), the introduction of the NLW
had sharpened the focus on the deployment of labour hours in the most productive way. Alignment of
‘employee hours’ and ‘shopping hours’ was discussed with employees on a quarterly basis, and adjusted by
mutual agreement accordingly. Workers on zero-hours contracts in the large pub restaurant (H3) would
be nominated to take ‘time off’ (that is, lose [part of] a shift) in a situation of overstaffing if no volunteers
were forthcoming.
A second element is functional flexibility, which increases productivity by broadening the range of roles
that a worker can perform, so leading to either fewer workers being required and/or minimising the
unproductive time of any individual worker. In the metal manufacturing small- and medium-sized
enterprise (M5), enhanced functional flexibility had been a medium-term trend given the workforce
decline in this industry – those remaining had to be “more productive” and “more flexible”, with more
skilled workers working on production machines as necessary. In retail, staffing structures had “flattened”
and customer service roles had become “multi-skilled – from filling shelves to being on check-out”, so
permitting more time facing the customer (R1). Multi-skilling was also evident in hospitality where a
brand new mid-range city-centre hotel (H7) had adopted a multi-skilling strategy common in express
brands.
As noted in previous chapters, delivering high-quality service emerged as crucial in all three sectors under
study, but especially in retail. For some employers, there was an emphasis on developing the specialist
knowledge of staff so that they could raise productivity by advising on and selling products more
effectively. A relevant example is of the independent bar start-up business paying for a staff member to
attend a course intended to develop specialist knowledge on wines and beers. In retail, the changing
nature of business models meant the development of different (and expanded) roles for some staff (see
also Ton, 2014; British Retail Consortium, 2016).
Job redesign can raise productivity through links to both enhanced flexibility and specialisation. As noted
above, particular attention has been devoted to this in the retail and hospitality sectors. In some parts of
manufacturing, limits to job redesign were reported. The tier 2 automotive supplier (M1) reported: “It’s
not in operators’ control to decide the rate that the press machines will run at. They can affect how often
the press runs but cannot change the rate of the machines.”
By contrast, an aspirational, growing automotive engineering firm (M3) had used a move to a new larger
site to position machines in a more productive layout. Similarly, an automotive manufacturer and fitter
(M7) reported making changes to the production line to drive greater efficiency. As a result, the labour
cost for one unit had been almost halved.
Some, but not all, employers emphasised the importance of investing in training in enhancing skills and
boosting productivity. For the food manufacturer (M4), a new human resources manager had identified
the need for more and better training at all levels to improve production efficiency and aid staff
retention: “There will be a dedicated on-site trainer working with all staff, including management
training.” Opportunities for training associated with pay and progression were most apparent in growing
firms, large firms and those that were part of a group (for example, a hotel group where there were more
opportunities to move on). Take-up and experience of apprenticeships were mixed. The automotive
engineering firm (M3) had recruited apprentices to address an ageing workforce, skills shortages and
retention issues. The large city-centre hotel (H6) had recently taken on apprentices on the grounds that
apprenticeship was “a good concept” and, although cautiously positive, was waiting to see whether they
would stay. Others were more negative. The large pub restaurant (H3) had found apprentices “a real pain”
in terms of attendance and contrasted them unfavourably with the good work ethic of Polish workers.
The metal manufacturing small- and medium-sized enterprise (M5) had a couple of apprenticeships but
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generally the number and quality of applicants was low, which was explained in part by the nature of the
work on offer – so highlighting the limits to training in a situation of constrained demand for skills:
“It’s minimum wage, it’s hard work … one of the things for us is there isn’t really much of a
progression path. The jobs here really are pretty much what they are. It’s not likely if you
come in here as an operator on minimum wage that you’re going to work your way up and
become the managing director in 10 years’ time. It’s not that sort of company … and that
has been something in the past that I have had to say to people when I interview them.”
M5, metal manufacturing small- and medium-sized enterprise

In discussions about approaches to raising productivity, interviewees (especially in services) emphasised
the importance of examining and adjusting the total reward package (monetary and non-monetary)
to incentivise desired behaviours associated with improved productivity.
Looking first at wage incentives, for firm wage-setting models explicitly involving profit-sharing, there
was a clear link between firm performance (as measured by profits) and pay. Elsewhere, discussion about
wage incentives focused on bonuses, with a variety of experiences emerging. The tier 2 automotive
supplier (M1) had a longstanding bonus scheme. Depending on the output produced by a team, workers
could earn up to a £70 cap per week in bonuses, with the average worker earning £20–£40 per week in
bonuses. The metal manufacturing small-and medium-sized enterprise (M5) had a weekly bonus scheme
(equating to approximately 5% of wages), payable to all when the organisation met weekly production
targets, but it wanted to introduce a more effective individualised bonus scheme to raise labour
productivity (although in practice measuring individual productivity was proving difficult):
“The vast majority of our employees will respond to a financial bonus … they are people who
are mostly on minimum wage so that bit of extra weekly money in their pocket makes all
the difference to them.”
M5, metal manufacturing small-and medium-sized enterprise

Other firms were looking at financial rewards for attendance, recognising that absenteeism affected
productivity. In two cases in hospitality (hotels H6 and H7), financial incentives were restricted to
managers if they achieved their targets. The technical goods chain (R4) used a variety of financial
incentives. Workers could gain monetary rewards for commission on sales, good reviews, sales of
accessories alongside products, bonuses for customer service, and through a suggestion scheme (with
workers being paid for their suggestions, on a variable rate according to the suggestion’s worth).
Generally in hospitality and retail the emphasis was on non-wage incentives. Interviewees highlighted
the importance of having “things that are not taxed” for staff on low pay. Non-wage incentives took
various forms. At department store 1 (R2) there was a ‘points system’ to incentivise performance.
Another retailer (R1) mentioned generous holidays. Staff discount on goods purchased in store was cited
as a way for employees to “save money”. The large top-end hotel (H1) had a scheme where particularly
productive staff could be nominated for rewards paid in shopping vouchers (“vouchers are cheaper as
they are not taxed”). The budget hotel (H2) included football tournaments, paintballing and trips to
London among its non-wage benefits. Some interviewees also mentioned free meals. The interviewee at
the large pub restaurant (H3) suggested that although pay is an important factor, employees do not just
work for the money – meals and other support are important incentives too. To help retain workers, the
majority of whom had low English language credentials, the offer of English classes, fully paid by the
business, had been introduced (although these classes might not have been introduced if the company
was not performing well). Also to aid retention, and so to help obviate a dip in productivity, zero-interest
loans had been provided for employees needing to move within the private rented sector (in recognition
of the financial hardships facing some low-paid workers).

Non-labour approaches
Capital investment is often cited as a way to increase productivity – for example, through improving
plant and machinery and investing in buildings and new IT systems – but several of the interviewees
(particularly those in smaller firms) mentioned the difficulty of finding resources for such investments at
the current time. For some, the climate of uncertainty associated with Brexit was an issue and some
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referred to other costs as hampering capital investment, such as the Apprenticeship Levy, pensions,
business rates and other running costs. In manufacturing, the tier 2 automotive supplier (M1) noted that
with the last new production line that the firm had installed it was possible to produce 2,000 parts per
hour with two people operating the machines, as opposed to 220 parts per hour with three people
operating the old machines. To some extent, capital investment decisions are easier to make at scale.
Department store 2 (R3) emphasised the importance of the retail chain investing in ‘bricks and clicks’
(that is, in physical stores and online) to be competitive in the longer term. In hospitality, the large citycentre hotel that was part of a chain (H6) had invested substantially in refurbishment of the premises to
maintain high levels of quality. Investments in premises were not restricted to large firms: the large pub
restaurant (H3) had expanded with three extensions and additional kitchens over the past decade or so to
cope with demand pressures.
When interviewees discussed the range of performance metrics (see Chapter 2), they did not focus
overtly on raising productivity by adjusting the costs of inputs, particularly interviewees in services.
However, both hospitality and retail interviewees mentioned facing rising costs given the declining value
of sterling but were loath to pass on extra costs to the customer, so leading to a greater focus than
formerly on input costs. In some parts of manufacturing (notably engineering), raw material costs (and
some other input costs) can be passed on: the tier 2 automotive supplier (M1) explained that it tends to
be the case that the supplier of the raw materials is nominated by the respective customer and raw
material price changes are passed to tier 1 firms. This contrasts with the case of the local, family-owned
electrical retailer (R5) who highlighted the importance of the costs of goods because of the need to
make sales at a competitive price:
“If I cannot get it [the product] at the right price I cannot sell it … In electrical, people will
come and look – but they will compare prices elsewhere and buy on the basis of price.”
R5, local, family-owned electrical retailer

In hospitality, outsourcing was one method to reduce input costs and exert greater cost control. The new
city-centre hotel (H7) outsourced housekeeping to a different company as “a cost control measure” on
the grounds that “it’s more difficult [to control your costs] when it’s held in-house”. In this way the hotel
paid for what was required as opposed to paying for housekeeping staff whether or not they were
needed. The large pub restaurant (H3) was reassessing its costs in great detail given the rising prices of
ingredients. Possibilities examined included mixing frozen with fresh ingredients to reduce costs and
sourcing cheaper suppliers of basic ingredients. Ways of reducing utility bills were also being investigated.
A key issue for regional economic development is where tasks are done. One way of raising productivity
is by ensuring that functions/tasks are undertaken at locations where they can be performed most
efficiently, at lowest cost, to the standard required. The interviewee from department store 2 (R3), which
was part of a national chain with large-scale resources, noted that considerable work had been
undertaken centrally to identify crucial and auxiliary tasks in order to inform decisions about where they
are performed: “Where is the most efficient place for tasks to be done – do they need to done locally?”
Consequently, there had been a move towards increased centralisation and sharing of core services (for
example, human resources). There was no longer any human resources administration at store level but
rather transactional issues were performed remotely by phone or email. This (and other changes) meant a
flattening of the occupational structure, leading to reduced possibilities for progression at store level.
Interviewees generally agreed that the adoption of technology generates greater profit and
productivity: “We are doing all sorts of things about ‘process’ and ‘task’ driven by technological
improvement to make them as slick as possible and generate as much incremental profit as possible” (R3,
department store 2). Several interviewees discussed the pros and cons of the use of technology for selfcheck-in (in hospitality) and self-check-out (in retail). Although competitors had introduced self-check-in
machines at reception, so reducing the number of staff needed from two or three people to one person
who looks after the machines, the interviewee from the large top-end hotel (H1) felt that this was not in
keeping with their service model. The large retailer with multiple branches (R1) had installed self-service
check-outs and found them to be more efficient. Yet customer insight work showed that customers did
not like them – “they prefer the chat” – and so, as a ‘community retailer’, in this instance the customers’
(rather than the retailer’s) view took precedence and the machines were removed.
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From a worker and working conditions perspective, it is notable that research on the relationship
between investments in technology (to raise productivity) and skills shows that some investments in
technology increase the demand for skills while others are associated with deskilling (Sung and Ashton,
2015). In turn this has implications for the training of the workforce and for pay.

How can productivity be improved?
The short-termism of employers – especially some of the smaller employers interviewed for this
research – presents a challenge for policy. Government policy concentrates on long-run productivity
whereas (most) employers are focused on the short run. The lack of long-termism among employers
leads to a disjuncture in the productivity debate. This raises an interesting question as to whether
employers need to understand productivity per se. Even if the answer is ‘no’ (as the research evidence
from at least some of the employer interviews suggests), they certainly need to understand and measure
their performance. First, from a practical perspective, evidence of a productivity/efficiency gain may be
necessary to engage employers. Second, the absence of a pre-policy intervention counterfactual means
that it is difficult to prove whether an intervention has made a difference.
To date, UK employment and skills policy has been focused primarily on the supply side rather than the
demand side (Keep, 2016). While supply-side policies – including training and skills development –
certainly have a role in helping to raise productivity, demand-side policies are important too. Partnership
projects testing innovative solutions for tackling various productivity challenges funded under the UK
Futures Programme between 2014 and 2016 provide some pointers to ways forward (Thom et al, 2016),
including in low-pay sectors such as retail and hospitality (Mackay et al, 2016).
The heterogeneity of employers in terms of their business models and associated ambition, the
performance metrics they use, their conceptualisation of productivity (which tends to be partial to a
greater or lesser extent) and their approaches to wage-setting, means that ‘no one size fits all’ in policy
terms. This suggests that a targeted approach is needed encompassing a variety of support mechanisms
and involving multiple strategies. An important related question is whether policy should try to influence
all employers, influence different employers in different ways, or in some way focus on employers most
amenable to making progressive adjustments to their behaviour and/or those likely to produce the
biggest positive effect.
One key distinction is between smaller and larger employers. Among smaller employers, which are often
focused on short-term survival and are pre-occupied with a range of different responsibilities, it is
important to address the management capability gap in driving good performance. The example of the
Chartered Institute of Personnel and Development’s (CIPD) People Skills human resources business
support pilots, which provided small firms with basic human resources support and advice (Atkinson et al,
2017), points to the need for relatively basic human resources and management support to help drive up
performance. The evidence suggests that policy-makers overestimate the baseline starting point, and so
it is unsurprising that there is a lack of government-backed support for employers seeking to enhance
their management capabilities. And here it is people-based advice, rather than online guidance, that is
valued most, so pointing to the value of basic business advice as a platform for further action. This is a
timely point given that the ‘Industrial strategy’ White Paper published in November 2017 (Department
for Business, Energy and Industrial Strategy, 2017) encompassed the launch of a review of the actions
that could be most effective in improving the productivity and growth of small- and medium-sized
businesses, including how to address what has been called the ‘long tail’ of lower-productivity firms.
Large employers also need to be incentivised to act. But here dedicated strategic managers and specialist
human resources staff are generally in a position to devote more time to specific aspects of firm
performance, productivity, wage-setting, job (re)design and associated training.
Messaging and practical support need to be tailored to business size, sector and relevant business
priorities (for example, reducing staff turnover). Catalysts for action can include recognising staff as key
assets and finding the short-term productivity gain that helps to justify taking further action. The findings
from the employer interviews suggest that there may be scope to appeal to ‘doing the right thing’, linking
to a broader ‘responsible business’ agenda. Finding appropriate and willing champions to help stimulate
action is important.
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Reflecting on these findings, we have drawn together a set of policy actions for government and
employers to help raise productivity (see Table 3).

Table 3: Policy actions for raising productivity
A role for government













Following interventions such as the NLW
and the Apprenticeship Levy, consider
actions to better incentivise employers to
enhance business performance.
Improve the quality of public debate
about productivity, providing employers
with examples of and practical advice on
how to measure productivity for different
sectors/types of work – including
examples of where employees benefit.
Develop guidance on how to measure
baseline productivity – so that
productivity improvements generated by
specific actions may be measured.
Review what support is available to
employers to enhance management
practices.
Consider ring-fencing funding for
investment in human capital innovation
(for example, enhancing performance, job
design and so on).
Consider further investment in, and
enhanced support for, career
progression/navigation/development of
individual low-wage workers, through the
external labour market, perhaps via a new
career progression service distinct from
current provision.
Learn from international research and
experience – including on the role of
longstanding institutional and business
support structures at the local level in
countries such as Germany.

A role for employers






The ‘Be the Business’ group (comprising a
number of leading employers) has a role
to play in shaping relevant metrics,
providing and sharing practical case
studies as ‘a roadmap’ for change and
widening the debate to make it relevant
to employers, so that they understand
both what productivity could and should
mean to them, but also more directly
how to maximise skills, talent and
performance.
Since the hospitality and retail sectors are
under-represented relative to their share
of employment and to the manufacturing
and professional and business services
sectors on local enterprise partnership
and combined authority boards, there is a
need to review the employer membership
of such boards to encourage a more
diverse group of employers to take local
leadership roles and to discuss what
responsible business practice should look
like.
Where pockets of good practice are
emerging (that is, employers are trying to
‘do the right thing’), these need to be
shared more widely. Intermediary and
membership organisations at the national
level (for example, CIPD, the Recruitment
and Employment Confederation, the
Confederation of British Industry [CBI],
the Living Wage Foundation, Timewise
and Working Families) and the local and
sectoral levels can play a convening role
to share good practice among employers.
(Government investment in demand-side
knowledge sharing could be a catalyst
here.)

Conclusions
This chapter has considered approaches to raising productivity. It has demonstrated that increases in the
NLW have prompted firms to think of different ways of raising productivity. Undoubtedly this is difficult
and in the words of one interviewee:
“… far more difficult than having identified a pathway through improved productivity, which
then feeds into pay. Before you would have justified a wage increase through increased
productivity. But we have to work the other way round.”
R3, department store 2

Two main approaches to raising productivity may be distinguished. The first focuses on making
adjustments in how labour is deployed, incentivised and recompensed to boost productivity. The second
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focuses on non-labour approaches, including the role of capital investment, of technology and examining
and altering input costs.
In many instances, employers’ initial focus is on intensifying worker effort to enhance labour efficiency.
There are simultaneous trends towards both enhanced flexibility and greater specialisation in order to
achieve this, which in turn can involve job redesign. Employers may also look at adjusting employees’
reward package to incentivise enhanced productivity. The extent to which the emphasis is on wage or
non-wage incentives within the total reward package varies between firms and sectors, with retailing and
hospitality tending to emphasise non-wage incentives more than manufacturing.
There is general recognition that investment in skills development is likely to lead to productivity gains.
However, firms with a low-wage/low-skills business model have little incentive to invest in skills
development. At the current time they may also have little incentive to raise wages because in many
instances there is a ready labour supply from benefit claimants looking to accept jobs (in the context of
pressures from welfare reform to do so) and also because there are migrant workers who are willing to
accept jobs at the rate offered (Green et al, 2016).
There is also evidence for various non-labour approaches – of capital investment, reducing input costs,
reconsidering where tasks are undertaken and investing in technology – in order to yield efficiency gains
to enhance productivity and profits. Again, the extent to which such gains are linked to wage increases
(and improvements [or otherwise] in the nature of jobs and working conditions) is variable, even if
employers might aspire to make this happen.
There is a disjuncture in the productivity debate with the findings from the employer interviews showing
that many employers focus on the short run, whereas government policy focuses on long-run
productivity. This presents a challenge for policy to raise productivity, as does the heterogeneity of firms
in terms of their business models and associated ambition. Hence, a targeted approach is needed,
encompassing a variety of support mechanisms and strategies, tailored by firm size/sector/business
priorities and so on. Finding and focusing on a short-term efficiency/productivity gain in the first instance
may help initially and provide a platform to justify taking further action.
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5 Conclusions and implications
for policy
Key findings
The persistence of in-work poverty indicates that, for many, earnings in work are not sufficient to move
people out of poverty. Hence, addressing in-work poverty has become a key focus of debates on poverty.
One potential mechanism that is increasingly discussed is the need to grow productivity in low-wage
sectors as a means of generating higher pay.
While there appears to be a relationship between productivity and pay at the national level, at the firm
level the findings from this research challenge the linear model of productivity increases being linked
automatically to employers providing ‘better work’ and increases in pay. Rather, wage-setting works in
different ways and in some instances, particularly in small- and medium-sized enterprises, it may be
somewhat ad hoc. Larger organisations tend to have a more structured approach to wage-setting and a
dedicated human resources function, which may be informed by local and sectoral benchmarking.
Competitive pressures, labour supply considerations and firms’ business models – including whether they
are focused on short-term survival in their current niche or alternatively have aspirations for growth –
are also important factors in shaping the context for making decisions about wage-setting and so help to
explain inter-firm variations in approach and practice. Firms adopting the Voluntary Living Wage take
account of cost-of-living increases in their wage-setting, while for others profits are key in dictating
when wage increases are enacted and their scale.
The research described in this report suggests that productivity is only one factor, and often not the
most important factor, among several factors influencing wage-setting. Some employers emphasise the
total reward package and consider non-wage factors as well as financial recompense. There is recognition
that productivity is necessary for wage growth but it is not sufficient on its own.
Although employers have an intuitive interest in productivity, their understanding of it is often partial.
They tend to focus more on success factors such as profitability and may use labour efficiency (whether
at the individual and/or team level) as opposed to hard productivity metrics. This is especially the case for
small- and medium-sized firms for whom short-term issues of business survival are most pressing. In any
case, often they do not have the resources or management capability to measure productivity. And even
if they can measure it, they may struggle to see what they could do about it. By contrast, larger firms are
more likely to look at productivity holistically and also to have the scope and scale to make investments
and negotiate cost savings to help increase productivity.
The introduction of the NLW, with a marked and continuing rise in the statutory wage floor, has
refocused attention on firms’ performance and productivity since it has increased their operating costs,
particularly in low-paid sectors where many workers are paid at, or close to, minimum wage levels. Hence,
the key question for many firms is: How can productivity be improved to justify increases in wages?
The evidence from the employer interviews suggests that a common short-term reaction is to push
workers to ‘work harder’ to drive enhanced performance. Yet also emerging from most of the interviews,
even though the primary focus might be on business survival, was a latent desire to ‘do things better’.
Adoption of the Voluntary Living Wage shows that some firms can do things differently – for example,
making low-paid jobs better jobs, including by investing in employees’ specialist knowledge about
products and services, training to raise skills levels more generally, and displaying their commitment to
their employees in ways that the workers value and often demonstrate via improved retention rates.
Associated efficiency gains achieved in this way might lead to a growth in productivity. More
straightforwardly, the appointment of a new staff member in a human resources or similar function with
a different perspective/ideas can act as a catalyst for change, especially if the firm in question provides
the necessary backing.
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Overall, while firms adopt a range of practices to raise productivity, there is a relative lack of (robust)
evidence in the public domain (given commercial sensitivities) about ‘what works’ and ‘how well’.
Moreover, it can be difficult to assess the efficacy of different practices in isolation from each other and
their context. This is one of a number of challenges for policy, as discussed below.

Policy recommendations
At an aggregate level, productivity growth is a critical factor for national economic prosperity and living
standards. However, the link between productivity growth and wages for low-paid workers at the firm
level is less well understood. There is often an implicit assumption of a linear model of productivity
increases being linked automatically to employers providing ‘better work’ and increases in pay. This
assumption is challenged by the findings from this research. Productivity growth can therefore be viewed
as an important but (on its own) insufficient factor in addressing the prevalence of low-paid employment.
In the absence of a neat linear model, it is appropriate to distinguish between (a) policy recommendations
for raising productivity and (b) policy recommendations for making sure that workers benefit from
productivity increases.

Policy recommendations for raising productivity
•

The results from this research indicate that there is scope for improving the debate on productivity.
This needs to involve employers/employer organisations (such as the CBI, the ‘Be the Business’ group
of leading employers and the CIPD) in helping to shape relevant metrics and providing practical
advice on measuring productivity – supplemented by case studies from different sectors/types of
work. Such metrics and advice would help employers to understand and measure their baseline
productivity position, to look at feasible ways of how they might improve it (so that both the firm and
employees can benefit) and to identify possible indicators for quantifying that improvement.

•

There is a role for the Government to invest in initiatives aiming to enhance management practices
(including at a basic level for some small- and medium-sized enterprises) as a platform for setting in
place systems and behaviours to enhance business performance.

•

The Government needs to consider and consult on new models for co-investment in skills linked to
raising productivity both locally and sectorally (including through local and sectoral deals developed
as part of the approach to industrial strategy), building on previous practice from demand-side pilots
and programmes.

Policy recommendations for making sure that workers benefit from
productivity increases
•

The research results set out in this report suggest that a focus on increasing firms’ productivity may
not be enough by itself to improve the wages of low-paid workers. Complementary policies are
therefore required to ensure that workers see the benefits from increased productivity. Possible
mechanisms include: improving worker representation on boards; ‘good employer’ kitemarks;
ensuring that the narrative on productivity in sector deals also extends to considerations of fair pay
and reward; and linking associated technical assistance around productivity to ‘nudge’-type
behavioural elements (for example, focusing on a comparison of pay increases at different parts of
the wage distribution).

•

Increases in the statutory wage floor do seem to have stimulated firms to think about how to
improve their productivity and therefore the introduction of the NLW may provide a welcome boost
to national productivity as well as increasing wages for those on the lowest pay. This points to a case
for continuing to raise statutory wage floors (with careful monitoring), alongside the provision of
business support/advice for employers disproportionately affected by such wage increases.
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Appendix 1: The Greater
Birmingham Chambers of
Commerce (GBCC) survey
The Greater Birmingham Chambers of Commerce (GBCC) survey sample consisted of 295 firms in the
Birmingham area, distributed across sectors (see Table A1). The survey’s designation of main economic
activity did not follow precisely the Standard Industrial Classification (SIC) system. Almost 30% of the
sample are firms in professional services, including finance, accounting, legal, surveying, information
technology (IT) support and consultancy. Around 20% of firms are in the manufacturing sector. Only
around 4% of firms are in the hospitality sector (tourism, hotels and catering) and only around 3% are in
the retail sector.

Table A1: Distribution of the GBCC survey sample across economic sectors
Main activity

Number of
firms

Percentage
of firms

Construction

14

4.8

Consumer services (for example, cleaning)

12

4.1

Cultural/creative

12

4.1

Manufacture of electronic or IT goods

5

1.7

Manufacture of other goods

43

14.6

Marketing and media (for example, public relations)

17

5.8

Other manufacturing

13

4.4

Other services

46

15.6

Production of raw materials (for example, agriculture)

2

0.7

Professional services (for example, finance, insurance and legal)

87

29.5

Public or voluntary sector services

17

5.8

Retailing and wholesaling

10

3.4

Tourism, hotels and catering

12

4.1

Transport and distribution

5

1.7

Total

295

100

Source: 2017 GBCC survey data (third quarter)
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Appendix 2: The questionnaire for
the employer interviews
Interview questions

Do low-paid workers gain when firm productivity increases?
Firm performance and wage-setting
About the interview(ee)
Interviewer:
Date of interview:
Name of organisation:
Name of interviewee:
Position of interviewee:
(Probe for details of responsibilities and so on.)
Contact details:

Email:

Phone:

About the firm
1.

Is this the only establishment in the organisation or one of a number of establishments within a
larger organisation?
Only establishment
One of a number

2.

How many people work in the organisation across the UK as a whole?
Under 10
10–49
50–249
250–999
1,000 or more
Don’t know
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3.

How many people work at this establishment (including yourself)?
Under 5
5–9
10–24
25–49
50–99
100–249
250 or more

4.

Is this site the head office of the organisation?
Yes
No
Don’t know

5.

Is the headquarters of your organisation based in the UK or outside the UK?
Within the UK
Outside the UK
Don’t know

6.

How would you describe the main business activity of this establishment?
(The additional questions are designed to ascertain the sector in more detail than ‘manufacturing’,
‘hospitality’ and ‘retail’.)
Manufacturing

Hospitality

•

What is the main product or service at this establishment?

•

What exactly is done at this establishment?

•

Who does it sell its products/services to?

Retail
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7.

How many/what proportion of people are employed in the following occupations?
(Note to interviewer: need to record one or the other of these.)
Occupation

Number

Share (%)

Managers, directors and senior officials
Professional occupations
Associate professional and technical occupations
Administrative and technical occupations
Skilled trades occupations
Caring, leisure and other service occupations
Sales and customer service occupations
Process, plant and machine operatives
Elementary occupations

Measuring performance
8.

How important does your firm consider the following performance metrics?
(Tick one box per row only.)

Do not
consider

Low
importance

Moderately
important

Important

Very
important

Costs of inputs
Volume of outputs
Sales
Profits
Revenue
Productivity
Labour efficiency
Quality of product/
service
Customer
satisfaction
Speed of response
Other … (write in)
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9.

Focusing on productivity measurement:
a)

What do you understand productivity to mean?

b)

Do you measure productivity? (If not, why not?)

c)

What productivity measures do you record and why?

d)
For what business units do you measure productivity? (For example, individual, team,
division, establishment, whole organisation and so on.)
e)
Over what period do you track productivity? (For example, daily, monthly, quarterly and
so on.)
f)
Do you report productivity measures to employees/trade unions, others and so on? If
so, how?
g)
What role does productivity measurement/improvement play in business strategy?
(Probe for reasons, changes and so on.)

10. Focusing on approaches to improving productivity:
a)
What specific actions have you undertaken in the firm to increase productivity? (For
example, new technology, job redesign, workplace reorganisation and so on.)
And why? (Probe for any particular challenges that the firm is seeking to address – for example,
quality issues, low labour productivity, retention, cost pressures and so on.)
b)

(How) have these activities been communicated to workers?

c)

What have the outcomes been for the firm?

d)
Have these activities been linked to pay settlements for some/all groups of workers?
(Probe for which groups, reasons why and so on.)
e)

Have these activities related to improving productivity been linked to non-pay benefits?

11. Focusing on wage distribution:
Approximately what proportion of your workforce in Greater Birmingham earns the National Living
Wage (or up to 10% more)?
0–25%

26–50%

51–75%

76% and over

12. Focusing on activities of low-paid workers:
What are the main occupations/activities undertaken by employees with wages at or close to the
National Living Wage?

13. Focusing on wage-setting:
Are wages set at establishment level/organisation level/other?
Establishment

Organisation

Other … (describe)
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14. Compared to pay rates offered by other local employers in the sector for similar jobs, do you
consider that pay rates are:
Lower than average

Same as average

Above average

(Probe about whether this varies by different groups of workers.)

15. What factors does your firm consider important when setting wages?
Do not
consider

Low
importance

Moderately
important

Important

Very
important

Labour shortages/
retention issues
Skills shortages
Local and sectoral pay
norms
Profits
Productivity
Individual performance
National Living Wage
Voluntary Living Wage
Trade unions
Customer satisfaction
Other … (write in)

(Probe about:
•

the most important factors influencing the setting of pay and conditions

•

the balance between firm-level [for example, cost-of-living rises] and individual employment
relationships [pay growth and promotions], and national wage floors [that is, the National Living
Wage].)

16. How does the importance of these factors differ for different groups of workers?
(Probe particularly about low-paid workers.)

17. Focusing on linking productivity, pay and conditions:
(With reference to the answers given above, probe the following.)
(How) do measures of productivity feed into decisions about wage-setting and employment
conditions?
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18. Does the root cause of productivity change influence whether (and how) productivity changes feed
into decisions about wage-setting and employment conditions?
(Probe about root causes and the differences between them – probing further about low-paid
employees, as necessary.)

19. Focusing on the scope of the potential for wage growth of low-paid employees:
What are the central factors limiting the scope for wage growth of low-paid employees?

20. What actions or support at firm/organisation/other levels might help boost wage growth among
low-paid workers?

21. Is there anything else you would like to add about firm performance and wage-setting, with
particular relevance to the role of productivity and how/whether low-paid workers might gain from
productivity increases?
Thank you for your time.

42

Acknowledgements
The authors would like to thank Raj Kandola and Henrietta Brearley from the Greater Birmingham
Chambers of Commerce (GBCC) for facilitating the inclusion of supplementary questions in quarter 3 of
the GBCC’s 2017 Quarterly Business Report survey and introductions to selected employers.
Rebecca Riley from City-REDI (the City-Region Economic and Development Institute) at the University
of Birmingham provided advice and support regarding policy and other contacts, while the University of
Birmingham’s Business Engagement team helped to make some employer contacts.
Emma Stewart and Charlotte Gascoigne from Timewise led the expert workshop to test findings and
develop policy implications. The authors also wish to thank workshop attendees.
Particular thanks are extended to individuals who participated in employer interviews who shared insights
and reflections on firm performance, productivity and wage-setting.
Dave Innes and Rob Tinker from the Joseph Rowntree Foundation provided guidance and support during
the course of the project.
The authors are also grateful for comments from other members of the Project Advisory Group: Lesley
Giles, Damian Grimshaw and Todd Holden.

43

About the authors
Anne Green is Professor of Regional Economic Development at City-REDI (the City-Region
Economic and Development Institute) at the University of Birmingham. Her research spans spatial
dimensions for economic and socio-demographic change, local and regional labour market issues,
inclusive growth, and migration and commuting. Her current research focuses on local skills strategies,
disadvantaged young people and the labour market, employment and social inclusion, local and regional
economic development and policy evaluation.

Paul Sissons is a Senior Research Fellow at the Centre for Business in Society at Coventry University.
His research interests include labour market disadvantage, low-wage work, and local and regional
economic development. His recent work has examined wage inequality in British cities, the links between
economic growth and poverty reduction, policies to facilitate in-work progression and changing
approaches to skills policy.

Amir Qamar is a Research Associate at City-REDI (the City-Region Economic and Development
Institute) at the University of Birmingham. His research interests include looking to better understand the
relationship between the regional economy and specific firms, investigating automotive supply chains,
comparing lean and agile production strategies, mapping the employment footprint of multinational
enterprises and investigating productivity levels.

Kevin Broughton is a Research Fellow at the Centre for Business in Society at Coventry University.
His research interests include disadvantaged communities, the voluntary and community sector, urban
regeneration, policy and local governance. His current research is exploring the evolving relationships
between the state and civil society through policy, and its impacts on local voluntary and community
organisations in disadvantaged areas.

To speak to us about this research, contact our subject experts.
See https://www.jrf.org.uk/about-us/our-experts

44

The Joseph Rowntree Foundation has supported this project as part of its programme of research and
innovative development projects, which it hopes will be of value to policy-makers, practitioners and
service users. The facts presented and views expressed in this report are, however, those of the authors
and not necessarily those of JRF.
A pdf version of this publication is available from the JRF website (www.jrf.org.uk). Further copies of this
report, or any other JRF publication, can be obtained from the JRF website (www.jrf.org.uk/publications)
or by emailing info@jrf.org.uk
A CIP catalogue record for this report is available from the British Library.
All rights reserved. Reproduction of this report by photocopying or electronic means for non-commercial
purposes is permitted. Otherwise, no part of this report may be reproduced, adapted, stored in a retrieval
system or transmitted by any means, electronic, mechanical, photocopying, or otherwise without the
prior written permission of the Joseph Rowntree Foundation.
© University of Birmingham 2018
First published April 2018 by the Joseph Rowntree Foundation
PDF ISBN 978 1 911581 29 1

Joseph Rowntree Foundation
The Homestead
40 Water End
York YO30 6WP
www.jrf.org.uk
Reference number: 3284

45

Inspiring Social Change

www.jrf.org.uk

