

UNIVERSITY OF WALES TRINITY SAINT DAVID LONDON
DISSERTATION LCBB6000
                                                                                                                                                                                                                                                                                                                                    TUTOR: DR TAYE OSADIYA.                                                                   
STUDENT DESISLAVA ZHELYAZKOVA ID 1917424                                                                  


ASSESING THE IMPACT OF WAGE INCREASES ON THE COST OF DOING BUSINESS 





Contents
Introduction	2
Statement of the problem	3
Purpose of the study	4
Research Question:	4
Hypothesis	4
Objectives of the Study	4
Theoretical framework	5
Literature Review	6
Research Methodology	7
Data Analysis and Results Presentation	8
Significance of the Study	8
References	9


[bookmark: _Toc112449176]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: _Toc112449177]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.
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The purpose of this study is to evaluate the impact that wage changes have on the cost of doing business. 
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What is the effect of wage increases on the cost of doing business?
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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
The cut-off value for the significance of the hypothesis is 0.05. If the study’s statistical analysis shows that the significance level falls below this cut-off value, the null hypothesis will be rejected and the study will accept the alternative hypothesis. 
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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.
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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.
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A wage increase can result in higher labor costs, but this need not be the case if you choose to hire better-skilled employees instead of more workers (Banton, Kelly and Reeves, 2022). Higher skill levels often result in fewer mistakes and less downtime, so increasing your wages can help you save money on the costs of doing business over time. 
A study published in 2019 in the United Kingdom’s Treasury looked at the impact of wage increase on the overall cost of doing business (Dube, 2019). The study found that, while there may be an initial increase in costs, businesses are able to make up for this through increased productivity and lower turnover rates. In addition, the study found that businesses who implement wage increases are able to attract and retain high-quality employees. According to the author's analysis, investing in low-wage workers can pay off by enabling them to produce more, feel more valued by their employer, and be less likely to quit (Dube, 2019). However, it is important to remember that there is no single solution to addressing income inequality and economic disparity. Investments in things like education, transportation infrastructure, and research & development would also help close the gap between haves and have nots (Dube, 2019).
The labor theory of value (LTV) is an economic theory that suggests that the value of a good or service is based on the amount of labor that has gone into producing it. This means that when wages go up, the cost of doing business also goes up (Kelly and Jackson, 2022). The LTV can help explain why businesses may pass on wage increases to consumers in the form of higher prices. It can also help explain why businesses may be reluctant to raise wages in the first place, as it would likely lead to an increase in their overall costs. In recent years, there have been many studies on the impact of wage increases on the cost of doing business. A study that involved Cornell University found that in general, our findings show little evidence for significant price effects following a minimum wage hike (Puranam, Kadiyali and Narayan, 2021). 
In simple terms, the wage-price spiral theory states that when wages go up, prices will soon follow (Banton, Kelly and Reeves, 2022). The reasoning behind this is that businesses will need to raise prices in order to cover the increased cost of labor. This, in turn, will lead to workers demanding higher wages in order to keep up with the rising cost of living, and so the cycle continues (Puranam, Kadiyali and Narayan, 2021).
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This research will adopt a qualitative method of data collection ana analysis with surveying and review of existing literature on the research topic being the primary methods of data collection. In order to answer the research questions, this study will use collect data from the following three sources: 
(1) Literature reviews that explore the causal relationship between wage increases and other economic variables; 
(2) Articles that explore how different industries have been impacted by recent wage increases; 
(3) An industry survey of employers across various sectors in the UK about their experiences with wage increases.
[bookmark: _Toc112449185]Data Analysis and Results Presentation
The data collected will aim to establish a relationship between changes in wages and the overall cost of doing business. The data, thus, will be primarily numerical, and will be analysed using the Statistical package for Social Sciences (SPSS) to establish if there exist a correlation between the two variables. As stated above, the cut-off value for the significance of the hypothesis is 0.05. If the study’s statistical analysis shows that the significance level falls below this cut-off value, the null hypothesis will be rejected and the study will accept the alternative hypothesis. The results will be presented in tabular and graphical form after the analysis. 
[bookmark: _Toc112449186]Significance of the Study
A wage increase in the United Kingdom would have an impact on the cost of doing business. This is because businesses would have to factor in the higher costs associated with employees' wages. The aim of this study is to assess the magnitude of this impact. In order to do so, we will review the existing literature on wage increases and their impact on businesses. We will also gather data from businesses in the UK to see how they have been affected by wage increases in recent years. This study will be important for policy-makers in the UK, as it will help them understand the potential consequences of increasing wages. It will also be useful for businesses, as it will help them anticipate the impacts of wage increases and plan accordingly. 
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