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[bookmark: _Toc123939827]Abstract
Wages are a significant component of an economy, and changes in these can have long-lasting impacts on businesses. When the cost of a factor of production like labour increases, it affects all firms in an industry and may prompt the businesses to raise their prices rather than reduce the number of employees, in addition to settling for lower profits. Using data from different sized business entities, this study sought to find the correlation between wages and the cost of doing business. Overall, the results indicated that changes in wages have a corresponding effect on the cost of doing business.


[bookmark: _Toc123939828]Chapter 1: Introduction
Running a business often comes down to the act of balancing between wages, among other costs, and revenues from which the business gets the funds to cover these costs and remain profitable (Stockhammer, 2010). As (Reich, Jacobs and Bernhardt, 2014) note an increase in average labour costs can cause an increase in the overall cost of running a business, but the firms can also offset the impact of such an increase by taking advantage of the benefits of wage increases through such channels as savings from reduced worker turnover and improved efficiency, higher prices, and lower profits (Reich, Jacobs and Bernhardt, 2014). The impact of the wages increase on businesses impacts the number of workers the businesses can hire, the workers they hire, and the prices they charge for their goods and services (Reich, Jacobs and Bernhardt, 2014). 
When the cost of a factor of production like labour increases, it affects all firms in an industry and may prompt the businesses to raise their prices rather than reduce the number of employees, in addition to settling for lower profits (Reich, Jacobs and Bernhardt, 2014). This case is more impactful for smaller businesses than it may be for the larger companies due to the limited revenues they have and the smaller margins of profitability in comparison to large companies (Cepel et al., 2019). 
When the average cost of labor goes up, so does the cost of doing business since businesses have to pay their employees more, which in turn raises the price of their goods and services (Stockhammer, 2010). The ripple effect of wage increases can be felt throughout an economy, as businesses pass on their higher costs to consumers in the form of higher prices (Stockhammer, 2010). This increase in product prices can lead to inflation, which can then have a negative impact on the economy as a whole (Cepel et al., 2019). If businesses are unable to pass these increased costs on to consumers in the form of higher prices, they will see a decrease in profits. This can lead to a reduction in investment and hiring, which can have a ripple effect throughout the economy (Neumark, Wascher and Wascher, 2008). The end result may be higher unemployment and inflation, as well as lower economic growth (Wilmers, 2018). 
[bookmark: _Toc123939829]Statement of the problem
Wages are a significant component of an economy, and changes in these can have long-lasting impacts on businesses (Stockhammer, 2010). While wage increase results in the consumers having a higher purchasing power than they would have without the wage increments, they also come with increased spending on the part of the employers (Neumark, Wascher and Wascher, 2008). As a result, therefore, Neumark, Wascher and Wascher (2008) note that the cost of production on the part of businesses increases while the profit margins decrease. When businesses pass their costs down to the consumers through price increases, the end result is an economy with a higher rate of inflation (Wilmers, 2018).  There is a significant need to evaluate the impact that wage increases, including minimum wages, have on the cost of doing business and inflation.
[bookmark: _Toc123939830]Purpose of the study
The purpose of this study is to evaluate the impact that wage changes have on the cost of doing business. 
[bookmark: _Toc123939831]Research Question:
What is the effect of wage increases on the cost of doing business?
[bookmark: _Toc123939832]Hypothesis
The working hypothesis of this study is: 
H0: There is a positive relationship between a wage increase and cost of doing business
H1: An increase in wage is negatively correlated with the cost of doing business
[bookmark: _Toc123939833]Objectives of the Study
There are numerous research objectives that a study on the impact of wage increases would have on the cost of doing business in the UK could adopt depending on the research hypotheses and purpose. In the case of this research, the overall objective is to investigate the impact that an increase in wages would have on the overall cost of doing business in the UK. This objective is complemented by several specific objectives which include:
i. Analyzing the current wages for certain types of workers in the UK and the trends in increase in such wages in the past decade. 
ii. Determining how much employers will be willing to pay as an increased salary as a percentage of the current wages.
iii. Estimating what kind of costs an employer will incur as they try to sustain their business while following the new wage regulations, if any, that would require them to pay their employees higher wages.
iv. Identifying any potential effects on other sectors within the economy. 
v. Understanding the extent to which employers could offset the rising labor costs by cutting expenses such as benefits or administration. 
vi. Evaluating whether or not implementing such a change might lead to long-term improvements like higher productivity and lower turnover rates.
[bookmark: _Toc123939834]Theoretical framework
There are a few theories of economics that help explain the impact of wages on business costs.  The first of these theories is the wage-price spiral which refers to a macroeconomic theory that is used to explain the cause-and-effect relationship between rising wages and rising prices, or inflation. The theory suggests that an increase in average wages causes an increase in consumers’ disposable income, which then leads to an increase in the demand for goods (Banton, Kelly and Reeves, 2022). As the theory of demand and supply dictates, holding other factors constant, an increase in demand for a product causes its price to rise. Rising prices increase demand for higher wages, which leads to higher production costs and further upward pressure on prices creating a conceptual spiral (Banton, Kelly and Reeves, 2022).
The second approach is the theory labor theory of value (LTV). This theory is based on an early attempt by economists to explain why goods were exchanged for certain relative prices on the market. According to Kelly and Jackson (2022), the theory suggests that the value of a commodity is determined by the average number of labor hours necessary to produce it, which could also be used to objectively measure it. The theory holds that the economic value of a product is sources from the amount of labor that goes into producing it (Kelly and Jackson, 2022). Both of these theories help to explain how changes in wages can impact the cost of doing business in an economy.
[bookmark: _Toc123939835]Chapter 2: Literature Review
[bookmark: _Toc123939836]2.1 The Impact of Wage Increases on the Cost of Doing Business
The issue of wages in business has been an ever-ongoing affair for most businesses for a long time now. It is undeniable that wages are one of the major expenses that a business has, and that any changes in this expense correlates with a significant change in the businesses’ financial outlook. While it is still a controversial topic in many economies to date, raising the minimum wage has been observed to receive positive support from businesses for a number of reasons. Business executives and small business owners support an increase in wages for reasons regarding the productivity of their workforce. Raising the minimum wage for businesses has been observed to increase the productivity and also reduces turnover and absenteeism. In addition to these, raising wages also impacts the business through other areas of the economy including the overall impacts of inflation, employment status, and pricing strategies by businesses (Berg and Cazes, 2007).
Inflation can be defined as a sustained and substantial rise in the general level of prices of goods and services in an economy over a period of time. When wages rise, it can result in inflation, but there are also other factors that can lead to higher price levels in the economy. Although there are different causes of inflation and they may vary from country to country, there are some key characteristics shared across countries with high inflation rates (Berg and Cazes, 2007).
When people earn more money, they spend more; and when they spend more money, businesses make more sales. This is a simple concept that has been proven time and again in economic studies. If a business is looking to increase wages, it is important to understand how your actions will affect other aspects of an economy. For instance, if by legislation a government raises minimum wage to $15 per hour, it is reasonable to assume that employers will look for ways to offset their increased labor costs through ways that may include cutting staff or raising prices, which can also lead to decreased demand and lead to a host of other economic effects. Thus, raising wages may not always a good thing as it all depends on the specific situation. In many cases, paying employees well increases productivity and lowers turnover rates which leads to higher profits for business owners. Employers that want their employees happy, motivated, and loyal have to pay them well (Georgiadis, 2008).
The matter of inflation is more complicated than just raising wages. Indeed, wages are only one variable in determining how much prices go up but they are not all it takes. In order to understand inflation, one has to look at monetary policy with regards to how much money is in circulation, interest rates and business expectations. There are other factors that come into play like job growth, what kinds of jobs those are, with regards to whether they are high-paying or low-paying, and corporate profits as well. All these things feed into each other in ways that are not always clear-cut; labor unions might be interested in higher pay for their workers but employers might react by cutting employee benefits or hiring fewer workers (Georgiadis, 2008).
One factor that determines how much an employer will raise wages is whether they believe their business will grow or shrink in size. An increase in minimum wage may lead businesses to hire fewer people but in the event the employers are confident that they will grow at a fast rate, then they will likely be more inclined to offer higher salaries than before and add more jobs to accommodate growth in demand for their product or service. In line with the theory of demand and supply, wages rise when demand for workers exceeds supply, and fall when supply exceeds demand (Coviello, Deserranno and Persico, 2022). Inflation also affects wage growth such that if prices are rising quickly, employers will often reduce employees' hours to avoid paying higher hourly rates that reflect higher costs for goods and services, creating a downward pressure on wages. Wage growth is also influenced by any changes in labor union activity; such as a strike that can result in immediate increases to wages as employers compete to fill empty positions caused by strike activity. A third major factor affecting wage growth is collective bargaining: If a majority of workers vote to join a union, it is more difficult for employers to push down salaries in response to high demand or other factors that might otherwise cause wage growth (Coviello, Deserranno and Persico, 2022).
One major issue is that failing to increase wages when other firms are doing so would result in a reduction in productivity. The lower paid workers will have a higher morale because they feel appreciated only if their wages are increased, which will make them work harder to reach their salary goals. On top of that, low-skilled workers can become unhappy and move to a different job with higher pay (Canare, Francisco and Morales, 2017). In some cases, an increase in minimum wage may lead to higher unemployment as companies lay off their less productive employees due to increased costs. In order for wages to increase for everyone, either productivity must rise or prices must go up; otherwise, companies will suffer losses and cut down production due to profit decrease. When profits decrease, stock value drops which affects market value and worker share prices start falling as well, which would lead to an overall reduction in the economy’s productivity.
If companies are struggling to increase profits, they may cut back on research and development (R&D). This will eventually lead to reduced innovation and new products taking longer to be developed. It may also result in businesses using older and less reliable equipment, which is not only unsafe for workers but can affect a company's reputation and future sales. Additionally, even though some companies are able to deal with higher wages without going into debt or affecting their bottom line, some other companies would not be able to make their ends meet if they are required to pay higher wages. They will go out of business or have to lay off employees because they cannot afford both wage increases and labor cost increases for machinery. As a result, low-skilled workers will lose their jobs even though they received an increase in minimum wage; therefore, unemployment rates can rise as well due to increased minimum wage laws (Georgiadis, 2008).
Another impact of increasing the wages on employment and managing businesses is that an increase in minimum wage can redefine employee categories. Employees often fall into one of three categories: salary, hourly or a contracted pay rate. An increase in minimum wage could leave your business with employees who make too much money to be paid under an hourly contract but not enough to make a significant impact to your bottom line (Coviello, Deserranno and Persico, 2022). If an employer has been using unpaid interns, they could now have a wage that qualifies them as employees and thus it is important to reclassify appropriately before non-compliance issues arise. In addition, employers have to review their current benefit plans and overtime policies to ensure compliance. Payroll costs may increase even if hourly wages remain constant since the ripple effect of an increase in minimum wage is likely to affect more than just salaried staff and instead, it may impact payroll costs for every employee if companies choose to avoid hiring full time workers. With such a drastic change on their horizon, businesses may choose to keep most positions part time and only offer benefits like health insurance or vacation time after employees have worked there for at least six months, and that is assuming these are offered at all, so as to minimize costs and comply with employment law (Coviello, Deserranno and Persico, 2022).
Most companies cannot employ many employees on high wages, so they would have to incur recruitment costs and turnover costs to have a workforce with a smaller wage bill. The labour-intensive sectors do not employ high earners as they cannot afford it because they would have to incur recruitment costs and turnover costs (Abd Karim, Chan and Hassan, 2016). This makes them more expensive compared to other sectors that do not need high wages, but need significant labour. By economizing on labour, firms are able to keep their costs low. Many companies consider having a higher staff turnover than is optimal for improving productivity by making greater use of those workers who may be highly trained and experienced. Economizing on labour keeps costs low, especially in areas where local competition is intense or there are substantial differences in wage rates between locations. You should ensure that your managers understand that reducing employee wages will boost profits if not other measures, such as hiring less productive workers, are taken to compensate for lower worker productivity (Abd Karim, Chan and Hassan, 2016).
 Labour costs are an important part of any organization's operation, as its labour is a vital input. By reducing wages paid to employees, employers can lower their labour costs and become more competitive in both domestic and foreign markets. A reduction in wages is a reduction in income for workers, but employers hope that lowering worker compensation will enable them to offer goods or services at lower prices. This is because higher wages make the employees more expensive compared to other sectors that do not need high wages. The gross amount paid out by employer organizations per hour to employees is typically much higher in labour-intensive industries than it is in capital-intensive industries. This indicates that labor tends to be much more important as a cost factor than capital is.
As mentioned earlier, minimum wages are typically increased with no regard for how it affects companies. Just because employees deserve more money does not mean employers can give it to them without consequences (Abd Karim, Chan and Hassan, 2016). For instance, when a state raises its minimum wage from $8 to $10 per hour over a period of time, or immediately, restaurants need to compensate by increasing menu prices or cutting their own expenses in other areas. Customers will either pay higher prices for their meals or go elsewhere to eat, and either way, businesses suffer and some might not be able to stay afloat after rising labor costs force them to increase prices (Abd Karim, Chan and Hassan, 2016). Furthermore, if one business is forced to raise prices due to an increase in minimum wage, then all competitors must follow suit or risk losing customers. This means that even if an employer wants to keep his prices low so he can attract customers, he may not have a choice if his competitors start charging more. In other words, raising minimum wages could end up forcing all businesses, not just those that employ low-wage workers, to charge more for goods and services (Abd Karim, Chan and Hassan, 2016).
Some economists may say that customers will pay higher prices for goods and services if it means their hard-working employees can earn a living wage. Although it is true that raising minimum wages has historically led to slightly higher spending by consumers, such actions are shortsighted and ignore long-term consequences (Caliendo, Wittbrodt and Schröder, 2019). An increase in labor costs could force businesses to lay off workers, thus hurting unemployed workers more than those with jobs, cut employee hours, or even close altogether. All of these options hurt society as a whole, since they mean more people are out of work or making less money due to fewer hours worked. In addition, companies have no incentive to raise wages unless there is government pressure. If employers did not have to pay workers more, then would likely avoid doing it since one of the goals of organizational managers is to maximize profits and minimizing costs. If anything, an increase in minimum wage makes it harder for young people looking for entry-level positions, and these are the very individuals who need jobs most, to find employment (Caliendo, Wittbrodt and Schröder, 2019).
Higher entry barriers into industries result in fewer job opportunities overall, which hurts all parties involved. It also means companies do not get a chance to train new hires at lower rates before having them assume full responsibilities at higher ones. A higher minimum wage can benefit a nation’s poor population, but it can also result in unemployment or lower wages for others. If there is a raise in the cost of hourly labor by 10 percent, it may be worthwhile to keep an employee with 10 years’ experience instead of an entry-level worker (Benjamin, Bhorat and Cheadle, 2010). If consumers demand certain goods and services that require a lot of low-skilled workers to produce, such as restaurants and retail shops, higher costs could push prices up so much that fewer customers have enough money to buy what they need. Weaker demand results in less revenue and higher unsold inventories; and eventually job cuts. Over time, companies whose business models are more sensitive to price changes are forced out; only those whose processes allow them to absorb rising costs remain.
An increase in the minimum wage can lead to larger deductions from pay slips. As a result of an increase in the minimum wage, employers can now deduct more money from their employees’ pay slips to pay off tax, national insurance contributions and pension plans (Abd Karim, Chan and Hassan, 2016). The changes have already started affecting employees across Europe where about 7 million people will be entitled to a pay rise. However, millions of workers will also be hit with deductions from their pay slip that previously were not there. Additionally, such an Increase in the minimum wage can decrease employee retention rates. Increasing minimum wage for companies can adversely affect employee retention (Abd Karim, Chan and Hassan, 2016). 
The rate at which people quit is often dependent on whether or not their salary, more so than those who work hourly, will be affected by an increase in minimum wage. For some firms, though, higher wages may increase productivity, which could offset costs associated with turnover. Firms that rely heavily on low-skilled workers and depend more on employee expertise might be less negatively affected by higher wages than others. And as states and localities continue to raise their minimum wage rates, it will take some time before we see how these policies impact businesses and business costs over time. Ultimately, there is no single solution that works best for every business as each firm should evaluate what is right for them when considering an increase in minimum wage (Canare, Francisco and Morales, 2017).
 An increase in minimum wage can have a real impact on a firm’s operating costs. A $1-per-hour increase in hourly wages would add an estimated 1.3% to annual payroll expenses for small businesses, according to The Pew Charitable Trusts (Benjamin, Bhorat and Cheadle, 2010). As costs rise, some businesses could be forced to cut employee perks and benefits, raise prices or make other cuts elsewhere. So far, research has suggested that these types of impacts have been minimal. However, some firms may even have trouble staying in business as higher labor costs place strain on their bottom lines; low-margin sectors like are the case in some businesses such as restaurants, may struggle more than others as they face rising input prices with fixed margins (Benjamin, Bhorat and Cheadle, 2010). Some companies may also reduce hiring rates or lay off workers if they can’t afford to keep them around. But at least one study found that a 10% hike in minimum wage did not lead to lower employment levels after two years. In addition, higher wages might help workers feel better about their jobs and encourage them to stay longer—and when turnover is high, it can hurt productivity and morale among those who remain behind. Ultimately, though, there isn't much data available yet about how employers' responses to minimum wage increases affect businesses over time (Benjamin, Bhorat and Cheadle, 2010).
An increase in minimum wage creates a competitive advantage for certain industries over others. The UK and most of Western Europe have been raising their minimum wages in the past decade. In April 2016, France announced that they will be raising their national minimum wage by 3% as part of a two-year plan to gradually raise it to €9 per hour. Germany’s is rising to €8.50 per hour. Even Switzerland has a living wage set at over $4,000 dollars per month, which is much higher than any other country. These shifts have already had an impact on employment rates and cost structures in these countries (Scott, 2020). Some industries are finding themselves with more qualified workers than before, while others are experiencing higher labor costs without seeing a commensurate increase in productivity. This can lead to major issues for companies who may need to rethink their business models or even close up shop altogether if they cannot find ways to lower costs quickly enough (Canare, Francisco and Morales, 2017). 
Evidently, the minimum wage is a hotly debated topic. On one side, many argue that raising wages puts pressure on companies' expenses, forcing them to raise prices or lay off workers in order to compensate for their rising costs. On the other side, others point out that increased pay boosts productivity and retention and even serves as a stimulus package because employees spend more money when they make more money. While data isn't always available to analyze each individual claim, it's worth taking an in-depth look at how wage increases can impact costs (Benjamin, Bhorat and Cheadle, 2010).
 Minimum wage is most commonly calculated by looking at how many hours an employee works. For example, if a worker earns $10 per hour and works 40 hours per week, that's $400 in gross pay. The hourly minimum wage is then applied to find out how much they earn each week. The U.S., for example, uses a system based on states' differences in purchasing power and cost of living. In California, where it costs more to live than just about anywhere else in the U.S., employees making less than $9 per hour are required to earn at least $598 per week ($43,680 annually). Some countries require companies with higher average wages to raise their pay scales faster than those with lower-paid workers (Scott, 2020).
Supporters of an increase in wages argue that businesses would stand to benefit the most from such an increase since they would have a motivated workforce that would be more productive. They also argue that higher pay for workers would make them more creative and thus, companies would be able to create new products faster and that would in turn give them the competitive edge they need to succeed in the market (Canare, Francisco and Morales, 2017). They additionally support the idea by arguing that the increased wages would put more money in the hands of employees, who would have their purchasing power and the likelihood to spend increased to the benefit of the economy at large. With more money circulating in the economy, the same companies that pay their workers more would have more potential customers and make more sales (Canare, Francisco and Morales, 2017). 
The opponents of wage increases, however, cite that businesses would have to forego important elements like R&D, and their ability to hire the best talents that would request higher wages would decline. The result would be a situation where companies are less productive as they have fewer potential customers to serve, they cannot adequately compete because their products would be inferior with time to those from companies with bigger research budgets, and they would also spend a lot of money compensating workers that they would be forced to lay off if business goes down. Whichever side of the debate one falls, the outcome is that any changes in the wages would have a telling impact on the performance of a business, and, especially the cost of running the business (Scott, 2020).
[bookmark: _Toc123939837]Chapter 3: Research Methodology and Design
[bookmark: _Toc123939838]3.1 Introduction 
This chapter details the research methods, design, and strategies that were adopted for this study. The selection of these strategies is justified herein, and the potential limitations that accompany the selection of these strategies are listed. This chapter also identifies the ethical considerations that the researcher made when collecting data for the study. Additionally, the collection and analysis of the study data are also highlighted within this chapter.
[bookmark: _Toc123939839]3.2 Research methods 
The research entailed both numerical and non-numerical data for analysis. For this reason, the study adopts surveying, observation, and case study approaches as the selected methods of data collection. These approaches collect the data expressed in numerical form, which includes salaries or wages, profits, trends in employment in businesses, and the costs associated with running the business. Interviews were also carried on the participating business operators to provide non-numerical information that was used to complement the quantitative data. This included the opinions of participants on wages, costs of operating business, and potential changes to improve the business environment for them. The interviews were also complemented by questionnaires for instances where participants were unavailable or unwilling to participate in the interview but would accept the questionnaires as an alternative where they would be provided with closed-ended questions to minimize the work they would only have to tick boxes instead of writing down long answers (Durdella, 2017). 
[bookmark: _Toc123939840]3.3 Research Design 
This research applies a combination of both qualitative and quantitative methods of research. Surveying is the adopted quantitative approach to this study and focuses on the numerical and graphical data that was be collected and analysed to provide conclusions to answer the research questions. The quantitative data was complemented by observations and interviews on the participating business operators, which make up the qualitative aspects of the research. The data collected using observations described in words, as well as participant interviews, enables the research to gather an in-depth insight into the research topic and help explain the numerical outcomes of the quantitative analysis.  
[bookmark: _Toc123939841]3.4 Justification of Research Methods and Design 
While the study aims to answer questions that would primarily necessitate the collection and analysis of numerical data, the importance of qualitative analysis in explaining the outcomes at the end cannot be undermined (Durdella, 2017). For this reason, this study approaches data collection and analysis using both qualitative and quantitative methods in order to collect enough of the required information as well as adequately answer the research questions.
[bookmark: _Toc123939842]3.5 Research Strategy 
A case study is an empirical in-depth analysis of the study subjects. This research employs a case study strategy as it is preferable when attempting to answer questions on how and why certain phenomena exists as it does (Wahyuni, 2012). In this regard, the strategy allowed for an in-depth inquiry into business documents, especially financial reports and related data on the participant businesses. The case study was especially useful in explaining the links between the costs associated with running the businesses, the trends in wages, as well as profits and revenues as they change with respect to the number of employees and increase in wages. Surveying will be the method of choice for collecting data in this case study.
[bookmark: _Toc123939843]3.6 Limitations of the Research Strategy 
The primary limitation of a case study strategy was that it did not have scientific rigour, and it also provided little basis for the results of the research to be generalized across a wider population. It was also possible for the subjective feelings of the researcher to influence the case study, although the conflict of interest was not a major factor impacting the outcomes of the study, and replication of the specific study may be difficult. Additionally, the strategy was time-consuming and is often more expensive when compared to other strategies. These limitations may have significantly impacted the outcome of the study as well as the ability of the study results to be used to explain the general situation in a wider market situation (Wahyuni, 2012). 
[bookmark: _Toc123939844]3.7 Ethical Considerations 
The success of this study was anchored on the ability to access financial and operational data of the participant businesses. For this reason, this study adopted various ethical considerations to ensure that all participants are not disadvantaged by the study.  The ethical considerations provided for this study included voluntary participation, anonymity, confidentiality, and informed consent. The researcher ensured that none of the participants’ data would be accessed by third parties outside of the study in order to eliminate the potential for harm to the businesses’ competitiveness, secrecy, and reputation (Asenahabi, 2019). The researcher also made available the results of the study to all the participants. 
[bookmark: _Toc123939845]3.8 Participants 
The participants in this study were entirely business owners and managers. These were randomly sampled across different business sectors in order to increase the generalizability of the results and increase representation of different industries. The industries included the hotel and catering, construction, retail and wholesale, distribution and logistics, and manufacturing industries. Business owners and managers were approached and presented with a background of the study as well as descriptions of its goals, scope, and extent of participation (Rovai, Baker and Ponton, 2013). Participation was entirely be voluntary, and the participants were made to know that they retained the right to opt out of the study at any point during the process.
[bookmark: _Toc123939846]3.9 Data Collection Process 
Collection of the research data was generally carried out within a short time of the related literature being reviewed. The research questions were used to draft the online survey question. A case analysis of each of the participating businesses was conducted, with specific data being collected on changes in employee numbers and wages over the past decade, changes in revenues and profits during the same period, and changes in other associated costs of operating the businesses over the same period. 
[bookmark: _Toc123939847]3.10 Data Analysis 
Data analysis was done using Microsoft Excel to analyse the data and provide results on mathematical outcomes including measures of central tendency (Durdella, 2017).
[bookmark: _Toc123939848]Chapter 4: Results and Discussion
[bookmark: _Toc123939849]4.1 Results
From the online survey conducted, a total of 46 responses were collected, 30 of which were selected for analysis. Of the 30 selected final ones, 10 were classified as small businesses as they had less than 30 employees, 10 had between 50 and 100 employees and were classified as medium-sized organizations, and the last 10 had more than 100 employees and were therefore classified as large businesses. The survey questions provided to these respondents covered the topics of employee salaries, revenue changes, profit margins, pricing models, and the business owners’ independent opinions on the matter at large. The results of the survey were subjected to basic textual analysis for the parts that did not cover numerical data, and quantitative results were also provided for the numerical information. The following sections highlight these outcomes.
To being with, there was a distinct difference in the impacts of wage changes for small, medium-sized, and larger businesses. In this regard, the impact of wage changes on the operations of a business was inversely correlated to its size, such that the smallest businesses had a more significant impact than the larger ones. Significantly, most of the small businesses had fewer employees, who also earned less when compared to those working in larger entities. On the other hand, the larger organizations had a wider range of employees, from the high earning executives to the low earning casual workers. However, it should also be noted that the impact of wage increases needs to be studied against the business’s revenues primarily because despite the large number of employees that larger companies have, their revenues are also significantly larger when compared to smaller businesses. On the other hand, smaller and medium-sized businesses have fewer employees, meaning they spend less on their employees than the larger companies, but since their revenues are not as high as those of the larger businesses, the cost of labour tends to make up a significant portion of their revenues. 

Increasing employee wages led to a decline in net profits for all businesses regardless of the size classification. The impact was slight for the larger companies whose profits were described as healthy before the wage increases were executed, but even after the execution that led to them paying their employees more, most of the larger businesses remained profitable unless other market forces changed. For the smaller and medium-sized businesses, the impact of increasing their employee wages on their annual profits was more profound. Some of the entities in these categories were only marginally profitable with their initial wage bills, and any increase in wages was reported to have great impacts on their profits. Indeed, some businesses ceased being profitable altogether, despite having fewer employees who earned less than those in larger businesses, their revenues are not high enough to accommodate such changed.
As an alternative to closing down or falling into debt, businesses that ceased being profitable, and those whose profits were more significantly impacted by an increase in the wage bill resorted to reducing their labour forces. For smaller businesses that had smaller labour forces, letting the employees go would contribute in a large way to the collapse of the business. Small business managers then had different ways of ensuring that they keep their businesses operational with the increased wage bill. Most of the businesses passed on the expenses to the consumer through increased prices of commodities and services. The larger businesses that made a lot more sales than the other businesses increased their product and services prices in smaller margins than the smaller ones for a number of reasons; one of which was that they took advantage of the economics of scale by making small adjustments to retain the same level of profitability, and secondly, large companies receive their inventories in bulk and thus, the additional cost of supplying and logistics are lower than those of smaller businesses.
 An increase in wages was observed to have a slight positive change in revenues for some medium-sized and most larger companies. Employees who were paid more worked harder, and businesses made more sales. In this regard, business owners observed that an increase in the salaries of lower-level employees, who were mostly in direct contact with the consumers, led to an increase in sales as they served more customers better, and the number of returning customers increased. The impact of the wage increases on the revenues, however, was not significant enough to sustain the profitability of the smaller businesses as it did for the larger organizations. Wages made up the largest portion of the operational costs of smaller businesses and while it was almost as significant for the larger companies, these ones had more diverse needs that came along with more costs that collectively reduced the proportion of the employee wages. 

Most employers would support an initiative to have their employees earn more, but they were cautious about it because they felt that they would be working for less than they were doing at the time of the study. In addition to wages, businesses also incur other costs which include but are not limited to utility bills and taxes. However, most businesses were resigned to incurring those costs since they were out of their control, and wages were the only cost they could manipulate. While minimum wage is necessitated by the law, it is only provided for employees who are permanently employed. Therefore, businesses tended to reduce the number of full-time employees and replaced many of these with casual employees whose wages were not covered by minimum wage policies. Most large companies, however, retained most of their employees because they found turnover costs to be more than, or just as high as the increase in wages. Most businesses, however, expressed optimism that their performances, revenues, and profits will increase in the future even if they are required to pay their employees more, with inflation and high costs of living being some of the reasons for which many employers felt created the need for higher employee wages. 
[bookmark: _Toc123939850]4.2 Discussion 
Every business needs to be able to make enough money to pay their employees while also making a profit so that they can keep operating and expand their business in the future. However, this can be tricky if your employees are on minimum wage, which often is not enough for employees to live on without relying on government programs or charity to fill in the gaps of what they are not earning at work (Gan, Hernandez & Ma, 2016).
Increasing the wages of employees in a business causes an increase in the operating costs of the business. Research shows that every 10% increase in wages leads to an 8% increase in business operating costs. This can be problematic for businesses because it takes time to earn back any increased investment. Plus, there's no guarantee that increasing wages will always lead to increased productivity or better performance from staff. Increasing wages is just one way to improve the quality and morale of your workforce, but it may not be the most effective strategy for your company's unique needs (Sjödin et al., 2020). 
When companies fail to pay their employees a living wage, the costs for taxpayers often increase. When low-wage workers qualify for government assistance programs such as food stamps and Medicaid, businesses are forced to pay higher taxes that are used to fund these programs. In addition, when low-wage workers do not earn enough money to support their families and need public assistance, it puts a strain on public services like emergency shelters and soup kitchens that ultimately impacts all taxpayers (Hussain, Rigoni & Cavezzali, 2018). Finally, when low-wage jobs grow faster than high wage jobs, the income inequality gap widens which can be detrimental for the economy as a whole. Businesses have an obligation to not only make a profit but also be responsible members of society who respect human dignity. As they say in business, a penny saved is a penny earned. The truth is that paying your employees a living wage has benefits beyond being fair: It boosts morale among employees and strengthens company loyalty; And finally, it leads to higher levels of productivity because people with more purchasing power spend more freely (Macaulay, 2018).
When employees are underpaid, it can have a huge impact on their lives. For example, if you are paid $1 per hour and the cost of living for one day is $20, then your employer only has to pay you for ten hours of work. The high cost of low wages not only affects the employee but also the business as well because when employees are underpaid it causes an increase in operating costs. It's expensive to provide benefits for employees when they don't make enough to support themselves and their families. There is also increased turnover rates, which means more time spent recruiting new workers and training them on how to do their jobs correctly. Decreasing the wages of employees may seem like a quick fix, but the long-term consequences can be costly and damaging to both employers and employees (Hussain, Rigoni & Cavezzali, 2018). 
Some businesses have responded to wage increases by automating tasks or outsourcing jobs. For example, the CEO of McDonald's has suggested that robots could be a solution for labor shortages in the fast-food industry. In response to higher operating costs, other businesses may choose to reduce benefits such as health insurance or retirement contributions. These changes can drastically impact the lives and well-being of employees who are living paycheck-to-paycheck (Hussain, Rigoni & Cavezzali, 2018). On average, low wage workers need to work three full-time jobs just to provide their families with enough money for basic necessities. The long-term effects of increasing wages on business are unclear: some studies show that businesses end up making more profits due to higher customer spending power; other studies show no change in profitability following a wage increase. With inconclusive evidence so far, it is impossible to predict how wage increases will impact any given business' ability to produce profitably over time (Hussain, Rigoni & Cavezzali, 2018).
Increasing wages does not necessarily make employees more productive. If the company has a high staff turnover rate, increasing wages may not have any effect on productivity because the business will still have to train new employees. Furthermore, if the workers are unhappy with their pay and are working just for minimum wage, they may take more sick days and time off. Finally, if the workforce is mostly comprised of women who have children, then they will be less productive due to child care issues (Sjödin et al., 2020). To combat this problem, some companies provide daycare facilities in or near the workplace or give parents flexible hours so that they can attend to childcare during work hours. Some states even offer subsidies to help cover the cost of childcare. These changes do not come cheap: paying for employee benefits such as these drives up operating costs and takes away from profits. In many cases, low-wage businesses are better off hiring fewer people and paying them higher wages rather than trying to find creative solutions for an already difficult situation (Sjödin et al., 2020).
Increasing the wages of employees in a business causes an increase in the operating costs of the business. This is because salaries are one of the largest operating expenses for a company. By increasing wages, you will also see an increase in operational costs such as payroll taxes, benefits and healthcare. Higher wage rates also mean that employees will demand more time off and have less dedication to their jobs, which could result in reduced productivity and higher rates of absenteeism.
Employers who pay low wages often feel that these lower labor costs justify any potential problems with increased turnover and reduced productivity. The problem is, these lower wage rates can actually work against them when it comes to attracting new talent as well as retaining current employees by creating an atmosphere where workers don't feel appreciated or valued. Employees want to be compensated fairly for the job they do, so it's important to take into consideration not only your bottom line but what your long-term goals are too. If you're trying to grow your business and attract talented people, there's no doubt that investing in your workforce by paying competitive wages is going to be crucial.
Almost half of the businesses that responded to a recent survey reported that they had decreased the number of employees in their company as a direct result of the increase in wages. For example, one business owner from Fulham said, “I was forced to lay off three people because I couldn't afford all the increased costs.” In addition, many other small businesses are also struggling to meet payroll and stay afloat due to these new wage requirements. One restaurant owner in Crystal Palace said, “It is really tough on us because we are so small and just barely meeting our expenses. We have no idea how long it will take for us to be able to build up our cash reserves again.” As such, it is clear to note that higher minimum wages cause higher operating costs for businesses and often lead to layoffs or less workers. When this happens, more money is spent on unemployment benefits and welfare programs (Sjödin et al., 2020).
Small and medium businesses are just as vulnerable to the impacts of wage increases as larger companies. Often, the financial constraints that small and medium businesses face are more dire than those faced by larger companies. The cost of operating a business is often much higher for small and medium businesses because they often have less access to capital, resources, expertise, and networks. These factors make it more difficult for these firms to absorb increased costs in a way that larger companies can. For example, when confronted with an increase in labor expenses or raw materials prices, a large company may be able to use its size and scale to find alternate sources of supply (Tobing et al., 2019). For smaller companies, this might not be possible due to a lack of purchasing power or infrastructure. Additionally, if the demand for products decreases significantly for a smaller company following wage hikes, it will take them longer to recover from their losses than would happen with larger firms due to their limited working capital reserves (Smith). It is clear that both large and small businesses need other solutions besides raising wages if they want their employees to earn enough income while not placing themselves at risk. Wage subsidies could help fill the gap for low-income earners. Another solution might be increasing worker's productivity by giving them better training so they can do more work in a shorter amount of time and therefore command a higher wage (Tobing et al., 2019).
It may be thought that raising wages would make a business more profitable. Raising wages increases the quantity of labor supplied by reducing the number of hours employees work for a business. However, raising wages also reduces the quantity supplied through an income effect. The substitution effect and income effect are two different ways to measure how much labor is supplied by an increase in wage rates (Tobing et al., 2019). The substitution effect measures how much total labor is supplied by an increase in wage rates if all other factors remain constant, whereas the income effect measures how much total labor is supplied by an increase in wage rates if all other factors stay constant but workers' incomes rise. When you raise the price of a good or service and people buy less, this is called the price effect. Similarly, when you raise wage rates and people demand less labor from your company, this is called the income effect. In economics terms, increasing the wages of employees decreases the firm’s revenue, because it has fewer hours to sell its product at a higher cost per hour (Tobing et al., 2019).  
In economics terms, increasing the wages of employees decreases the firm’s revenue because it has fewer hours to sell its product at a higher cost per hour. As noted before, this decrease in revenue causes an increase in operating costs which leads to decreased profits (Sjödin et al., 2020). Furthermore, as one study found, while they valued their skilled workers more than their unskilled ones: they would rather have skilled over-qualified applicants than unskilled qualified applicants because they felt that those who were qualified could eventually be trained into becoming skilled.
When the price of a product or service increases, it's called inflation. Inflation is calculated by comparing the price of a single item over time, and then calculating its percentage change in price (Sjödin et al., 2020). For example, if the price for a hamburger increased from $4 to $5 in a year, you can say that the hamburger experienced 20% inflation. Inflation is often caused by an increase in supply or demand for goods or services. When there is more demand than supply, prices will increase because sellers want to make more profit per unit sold. Similarly, when there is more supply than demand, prices will decrease because sellers are trying to clear their inventory and get rid of unsold goods as quickly as possible. For example, if people become afraid of terrorism and stop flying airplanes, airplane companies might reduce their production so they don't have too much extra inventory. 
On the other hand, if producers think they will be able to sell more airplanes, they might produce more airplanes. The producers decide how many airplanes to produce based on what they think consumers are willing to pay (demand). So, whether prices go up or down depends on how much supply and demand changes in comparison with each other. In some cases, wages may also affect the inflation rate. Increasing wages means that employees will likely buy more items, which can lead to an increase in business costs and prices (Sjödin et al., 2020). To put this into context, imagine a company has 10 employees earning $20/hour. If they raise wages to $25/hour but nothing else changes, then this company would expect higher operating costs ($2,000/week) which would likely result in higher prices charged for products.
In the microeconomic theory, the relationship between wage growth and productivity growth can be seen as a tradeoff. When wages rise, employers have to pay their employees more, but in return they should see an increase in their productivity. Theoretically, this means that higher wages lead to less turnover, which reduces recruitment and training costs for the company (Tobing et al., 2019). On the other hand, when wages are low or stagnant for a long period of time it is difficult for employees to afford any sort of living wage which can lead to absenteeism from work due to financial stress or even quitting altogether. This then creates higher training and recruitment costs because companies have less qualified applicants who will be interested in the position. Moreover, low wages affect employee morale which could result in lower levels of motivation and creativity (Tobing et al., 2019). 
Furthermore, if workers do not feel fairly compensated for their work, then this could cause disengagement and lack of commitment to the organization. Additionally, low wages may decrease employee loyalty to a company which means that these workers would have less sense of belonging. If a company has high turnover rates among its workforce it will take them longer to accomplish tasks because they need to constantly train new people on processes. However, it is important not just look at one side of the argument when determining whether or not an increase in wage would be beneficial: there are many potential benefits such as reducing tension among employees and improving overall organizational culture (Tobing et al., 2019).
[bookmark: _Toc123939851]Chapter 5: Conclusion
This study has been able to find varying relationships between wage increases and the cost of doing business for small, medium-sized, and large businesses in the UK. On one hand, businesses see their profits decline when they increase wages without a significant increase in the revenues they make. This indicates a positive correlation between wage increases and the cost of doing business. On the other hand, wage increases lead to increased motivation that come along with increased business and revenues, which lead to businesses benefiting. This would highlight an inverse relationship between wages and the cost of doing business with regards to the proportion of wages in a company’s overall revenue.
In the short term, business owners may believe that they can gain an advantage by increasing their company’s wages and creating incentives for employees to work harder and stick around longer, but the truth of the matter is that this decision will end up costing them more money than it brings in over time. When a worker's wages increase, they will spend more money on goods and services. This will cause the demand for goods and services to increase in the economy. With increased demand, prices of goods and services will rise as businesses try to make more profit. This process is called inflation, which causes an increase in the cost of doing business. A company could attempt to keep prices at the same level by raising its own prices. However, this would lead to an overall decrease in consumer spending since it is less affordable. Alternatively, a company could lower its production costs by laying off employees or outsourcing labor. Inflation has major consequences for small business owners.
Some businesses can't afford to pay the increased wage and will lay off workers, or close their doors. Other businesses may raise prices in order to offset the increase in wages, but this may cause them to lose customers. Many small business owners say that when they raise prices, people buy less of their product or service. In other cases, companies must shift resources away from other aspects of the business in order to meet the increase in payroll. Therefore, an increase in employee wages causes an increase in the cost of doing business because it limits a company's ability to do business and also drives up costs for consumers who have to spend more money on goods and services.
When wages increase, the cost of doing business increases. This is because if an employee is paid more, their labor will increase, that is they will work harder. Thus, for a company to maintain its production level, it will need to invest in more materials or hire more workers. Either way, it means that there are higher costs associated with producing goods and services which end up being passed on to the consumer in the form of higher prices. An increase in employee wages causes an increase in the cost of doing business because employers have to pay more money to their employees. This causes the cost of doing business to go up and can negatively affect profits. And it's not just that the amount a company pays its employees goes up, but also that its other expenses may go up as well. If a company has to pay more for benefits and salaries, those costs will be reflected in higher prices for the company's products or services - both for people who buy them from the company and for people who work there.
There are a few things that can be done to offset the effects of an increase in employee wages. One thing is to hire fewer employees and make everyone work more hours. Another solution would be to cut back on benefits. You could also raise prices for your product or service to cover the costs incurred by your new employees. Finally, you could hire less experienced employees and pay them lower wages than experienced employees.

[bookmark: _Toc123939852]References
Abd Karim, M.Z., Chan, S.G. and Hassan, S., 2016. Minimum Wage Policy and Country’s Technical Efficiency. International Journal of Economics and Financial Issues, 6(4), pp.1729-1735.
Asenahabi, B.M., 2019. Basics of research design: A guide to selecting appropriate research design. International Journal of Contemporary Applied Researches, 6(5), pp.76-89.
Banton, C., Kelly, R. and Reeves, M., 2022. Explaining the Wage-Price Spiral and How It Relates to Inflation. [online] Investopedia. Available at: <https://www.investopedia.com/terms/w/wage-price-spiral.asp> [Accessed 20 August 2022]. 
Benjamin, P., Bhorat, H. and Cheadle, H., 2010. The cost of “doing business” and labour regulation: The case of South Africa. International Labour Review, 149(1), pp.73-91.
Berg, J. and Cazes, S., 2007. Policymaking gone away: The labor market regulations of the doing business indicators. Comp. Lab. L. & Pol'y J., 29, p.349.
Caliendo, M., Wittbrodt, L. and Schröder, C., 2019. The causal effects of the minimum wage introduction in Germany–an overview. German Economic Review, 20(3), pp.257-292.
Canare, T., Francisco, J.P. and Morales, J.F., 2017. Firm creation and the ease and cost of doing business. RSN-PCC Working Paper, (17-009).
Cepel, M., Belas, J., Rozsa, Z. and Strnad, Z., 2019. Selected economic factors of the quality of business environment. Journal of International Studies.
Coviello, D., Deserranno, E. and Persico, N., 2022. Minimum wage and individual worker productivity: Evidence from a large US retailer. Journal of Political Economy, 130(9), pp.2315-2360.
Dube, A., 2019. Impacts of minimum wages: review of the international evidence. Independent Report. UK Government Publication, pp.268-304.
Durdella, N., 2017. Qualitative dissertation methodology: A guide for research design and methods. Sage Publications.
Edmans, A., 2021. Grow the Pie: How Great Companies Deliver Both Purpose and Profit–Updated and Revised. Cambridge University Press.
Gan, L., Hernandez, M. A., & Ma, S. (2016). The higher costs of doing business in China: Minimum wages and firms' export behavior. Journal of International Economics, 100, 81-94.
Georgiadis, A., 2008. Efficiency wages and the economic effects of the minimum wage: Evidence from a low-wage labour market (No. 857). Centre for Economic Performance, London School of Economics and Political Science.
Hussain, N., Rigoni, U., & Cavezzali, E. (2018). Does it pay to be sustainable? Looking inside the black box of the relationship between sustainability performance and financial performance. Corporate Social Responsibility and Environmental Management, 25(6), 1198-1211.
Kelly, R. and Jackson, A., 2022. Understanding the Labor Theory of Value. [online] Investopedia. Available at: <https://www.investopedia.com/terms/l/labor-theory-of-value.asp> [Accessed 20 August 2022].
Macaulay, S. (2018). Non-contractual relations in business: A preliminary study. In The Sociology of Economic Life (pp. 198-212). Routledge.
Neumark, D., Wascher, W.L. and Wascher, W.L., 2008. Minimum wages. MIT press.
Puranam, D., Kadiyali, V. and Narayan, V., 2021. The impact of increase in minimum wages on consumer perceptions of service: A transformer model of online restaurant reviews. Marketing Science, 40(5), pp.985-1004.
Reich, M., Jacobs, K. and Bernhardt, A., 2014. Local minimum wage laws: Impacts on workers, families and businesses.
Rovai, A.P., Baker, J.D. and Ponton, M.K., 2013. Social science research design and statistics: A practitioner's guide to research methods and IBM SPSS. Watertree Press LLC.
Scott, R.C., 2020. Raising the minimum wage: Good for workers, businesses, and the economy. Fact Sheet: Committee on Education & the Workforce Democrats.
Sjödin, D., Parida, V., Jovanovic, M., & Visnjic, I. (2020). Value creation and value capture alignment in business model innovation: A process view on outcome‐based business models. Journal of Product Innovation Management, 37(2), 158-183.
Stockhammer, E., 2010. Financialization and the global economy. Political Economy Research Institute Working Paper, 242(40), pp.1-17.
Tobing, M., Afifuddin, S. A., Rahmanta, S. R. H., Pandiangan, S. M. T., & Muda, I. (2019). An Analysis on the Factors Which Influence the Earnings of Micro and Small Business: Case at Blacksmith Metal Industry. Academic Journal of Economic Studies, 5(1), 17-23.
Wahyuni, D., 2012. The research design maze: Understanding paradigms, cases, methods and methodologies. Journal of applied management accounting research, 10(1), pp.69-80.
Wilmers, N., 2018. Wage stagnation and buyer power: How buyer-supplier relations affect US workers’ wages, 1978 to 2014. American Sociological Review, 83(2), pp.213-242.

Wages vs. Cost of doing business
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Revenues, wages, and Profits
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