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Executive . | -
The National Hair and Beauty Federation (NHBF) has commissioned

Su m m q r Pragmatix Advisory to evaluate the impact measures announced in the
y Autumn 2024 Budget on the hair and beauty sector.
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Impact of proposed policy  Economic impact modelling suggest that policy measures announced in
changes on business costs  the Autumn 2024 Budget will increase costs for hair and beauty businesses,

Hair and beauty sector, : : g . - . . -
Unifed Kingdom, § bilions impacting their financial stability and operating decisions.
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Changes to apprentice minimum wage

Changes to national minimum wage

Changes to national insurance threshold

Changes to national insurance rate

Combined national insurance measures

Changes o business rates

Changes to employment allowance

This research focuses on seven key measures which will significantly impact the sector,
including changes to the National Minimum Wage, Apprenticeship Minimum Wage rates,
employer National Insurance contributions (NICs), Employment Allowance, business rates
and business rates relief. These policies are of particular significance as hair and beauty
businesses are unique in nature, with staff costs typically around 60 per cent - notably
higher than the likes of hospitality where staff costs account for approximately 28 per cent.

Based on official government statistics and responses to the NHBF January 2025 State of the
Industry Survey, the proposed policy changes are estimated o increase costs for the hair
and beauty sector by £139 million. Labour costs are expected to rise by four per cent,
equivalent to £100 million across the sector. This increase is driven by the rise in the National
Minimum Wage from £11.44 to £12.21 per hour for adults aged 21 and over, and similar
increases for apprentices. Additionally, the changes in the thresholds and rates for
employer NICs will further strain businesses’ finances. The threshold for employer NICs liability
will drop from £9,100 to £5,000 per employee, and the rate will increase from 13.8 per cent
to fiffeen per cent.

In response to these changes, businesses plan to take several actions to manage the
higher costs. Seven in ten businesses infend to increase prices, while 45 per cent will reduce
staff hours, potentially impacting service quality and customer satisfaction. Additionally, 45
per cent of hair and beauty businesses said they will reduce the number of employees, with
an average reduction of 2.7 full-time equivalent staff. To maintain fair wage structures, 46
per cent of businesses plan to increase salaries beyond those on the minimum wage. This
approach helps preserve wage differentials and ensures that more experienced or skilled
workers feel valued and fairly compensated, but it will drive up costs for employers.

Financially, the sector is expected to face several challenges. Profits are projected to

decrease by fifteen per cent, driven by rising labour costs and reduced consumer

demand. Turnover is anticipated to decline by £20 million. Employer NICs are expected to

rise by £100 million due to lower thresholds and higher rates. Consequently, corporation tax
revenue is estimated to fall by seventeen per cent, from £240 million to £200 million. On a

more positive note, Employment Allowance is predicted 1o increase by £69 million, or 56 per

cent, providing some relief to businesses. 6
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Modelling suggests the measures announced in the Impact of proposed policy changes on labour costs
Autumn Budget could have a negative impact on tax Micro ho”ﬁﬁf;‘g%é bggbrﬁr'g?h%ﬁgi;sé
revenues paid by hair and beauty businesses. 80 gaen.

Overall tax revenue is expected to decrease by four per cent, or £44

million across the sector, net of Employment Allowance. VAT paidis 45 - B g
estimated to fall by 0.5 per cent, equivalent to £2.5 million. © 2
Furthermore, nineteen per cent of businesses, approximately 9,370, - ‘;8 % o
plan to shift to self-employed models. This shift is likely driven by a ] ° =
desire to avoid the increased costs associated with fraditional 5 = g 8 250 *
employment structures. For ‘micro’ businesses with fewer than four 2 s E 5 g gES 2
employees, the budget is likely fo add £€1,130 in costs, while ‘mini’ 8 2 aé) g 3 & %§ ©
businesses with ten employees can expect to face £10,370 in g g z § c§o 3
additional costs per year. ke g £ O §
The transition to self-employed models could have significant 2
implications for tax receipts, above and beyond those directly
aftributable to the measures announced in the budget. Businesses
that move to self-employment models will no longer pay corporation
tax, and many will not meet the VAT threshold of £90,000, leading to Impact of proposed policy changes on labour costs
reduced VAT contributions. Additionally, with fewer employers paying Mini hairdressing / barbering business,
NICs, overall contributions could decrease. Modelling suggests this United Kingdom, £ thousands
shift would reduce tax receipts from hairdressing businesses by £40 190
million, with a further £33 million loss if beauty businesses with a
turnover under £500,000 transition to hybrid models of renting space 185 o 8
to self-employed workers. . § o
z £
The proposed policy changes in the Autumn 2024 budget will 180 CD- 3 *; = =
significantly impact the hair and beauty sector, leading to increased % % S % €
costs, reduced profits and a shift in employment structures. While 175 2y £ &) £ 3 9
businesses plan to respond by increasing prices and adjusting staff g §’ fz O & §
hours, government should be prepared for overall tax revenue from 170 43 = % e 9 % < o
the sector to decrease. The NHBF's State of the Industry survey 3 SE, 9% & o 3
employment and and the economic impact modelling underscore 165 IS ‘g” g §’ § O § 5
the importance of supporting the sector, which plays an important 2 5 *§ 2
role in female and youth employment and contributes significantly to S S

local economies. 160 7
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NHBF keen to understand impact of budget

The National Hair and Beauty Federation (NHBF)
commissioned Pragmatix Advisory to assess the likely
impact of minimum wage, employment tax and
business rate related measures announced in the
Autumn 2024 Budget on the hair and beauty sector.

This research considers the implications of seven measures:

1. Changes in the National Minimum Wage (including from
£11.44 to £12.21 per hour in the headline adult 21 years and
over rate)

2. Changes in Apprenticeship Minimum Wage rates (including
from £6.40 to £7.55 for under 18’s, £8.60 to £10.00 for those
aged between 18 and 20 and £11.44 to £12.21 for those aged
21 and over, assuming rates fall outside of the first-year
minimum apprentice rate)

3. Changes in the thresholds for employer National Insurance
contributions (from £9,100 to £5,000 per employee for
employers with Secondary Class 1 National Insurance
contributions liability)

4. Changes in the rates of employer National Insurance
contributions (from 13.8 per cent to fifteen per cent for
employers with Secondary Class 1 National Insurance
contributions liability)

5. Changesin the level of and basis for Employment Allowance

(from £5,000 available to employers with secondary Class 1
NICs liability below £100,000 to £10,500 available to all eligible
businesses and charities)

6. Changes to the standard multiplier and freezing of the small
business multiplier used to calculate business rates (from 0.546
to 0.655 for the standard multiplier and 0.499 for the small
business multiplier)

7. Changes to the business rates relief in line with the retail,
hospitality and leisure scheme (from 75 per cent to 40 per
cent)

Our analysis is based on bespoke, stylised spreadsheet modelling
of data on wages and the distribution of wages in the sector, data
on the number of enterprises by size in the hair and beauty sector,
and the number of people in employment in the sector. This has
been sourced from both the Office for National Statistics and
NOMIS. It includes registered businesses, and unregistered
businesses (those not registered for PAYE or VAT).

Our definition of the *hair and beauty sector’ is based on that
outlined by the NHBF in their report, NHBF Industry Statistics 2023.
We used an estimate produced by the Office for National
Statistics for the total number of employees across the whole
subsector, which we have split across individual subsectors using
shares derived from NOMIS,
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Sector is important contributor to national economy

Hair and beauty services’ contribution to
the economy has grown in recent years.

The hair and beauty sector is a significant part of
the United Kingdom economy, employing a
substantial number of people. Government
statistics show there were around 50,000 PAYE
registered businesses operating the the United
Kingdom last year.

The sector is predominantly made up of small and
micro businesses, with 95 per cent of businesses
employing fewer than ten people. The industry’s
contribution to the economy is not only financial,
but also social, as it provides services that
enhance personal well-being and confidence.

Hair and beauty services are categorised under
non-medical personal service activities alongside
services such as dry-cleaning and physical well-
being activities. Of all the activities within this
category, hair and beauty services contribute the
second largest amount, with contributions in 2022
reaching just over €4 billion.

A data request to the Office for National Statistics
shows that the sector grew by over £1 billion in
value between 2022 and 2023, with gross value
added increasing to £5.8 billion.

Approximate gross value added
Basic prices, United Kingdom, € billion

20082009201020112012201320142015201620172018201920202021 2022

Dry-cleaning services = Hair and beauty services
Funeral services Physical well-being activities

==0ther personal service activities
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Hair and beauty sector jobs by type*
United Kingdom, July 2023 to June 2024, per cent

The hair and beauty sector offers women flexible and

Female accessible opportunities to run their own business.

Between 2023 and 2024, women accounted for approximately
87 percent of the sector’s workforce.

Around 51 per cent of women in the sector are self-employed,

mEmployee contributfing to an overall self-employment rate of nearly 60 per
Male cent, significantly higher than the national average of just over
m Self-employed 13 per cent.
0 20 40 60 80 100

Hair and beauty enterprises
60 VAT and/or PAYE registered, United Kingdom, thousands
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Hair and beauty businesses have been on the rise 40
across the United Kingdom. 30

Between 2020 and 2024, VAT and / or PAYE registered hair and

beauty enterprises have grown by about eleven per cent. 2

1

o o o
v I

11

*excludes salon managers and owners ; Source: Office for National Statistics



pragmatiu

advisory

Number of enterprises by employment size band
The majority of hair and beauty enterprises operate VAT and / or PAYE registered enterprises,

on a small scale, with high staff costs. United Kingdom, 2024, thousands
Around 80 per cent of hair and beauty enterprises have four 0to4 _
employees or less. With such small tfeams, businesses in the

sector may be more susceptible to market fluctuations

compared to larger enterprises, as they often have limited 5to09 -

resources and a greater dependence on a small workforce.

Hair and beauty businesses have a unique nature, with staff 1010 19 I

costs typically around 60 per cent, as reported by businesses to

the NHBF. This is notably higher than in most hospitality businesses

where staff costs account for approximately 28 per cent of total

expenses, according to a 2022 report for UKHospitality. The high 20 plus

staff costs in the hair and beauty sector reflect the labour-
infensive nature of the services provided.

o
o

20 30 40

Share of total employment by age group

30 Hair and beauty services, United Kingdom, 2023, per cent

25
Around half of the hair and beauty services workforce

20 is under 34.

15 The hair and beauty sector employs a high proportion of young
people, playing an important role in providing entry-level
opportunities, fostering skill development, and supporting career

1 progression for individuals at the start of their professional
careers.

|

16t0 24 2510 34 35to44 45to 54 55to &4 65+

o
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Source: NHBF and Christie & Co for UKHospitality (fop left); Estimates derived from Office for National Statistics (tfop right and bottom left)



The impact of
policy changes
on the hair and

beauty sector

This section considers the implications of seven different measures on the
hair and beauty sector:

1. Changes in the National Minimum Wage (including from £11.44 to
£12.21 per hour in the headline adult 21 years and over rate)

2. Changes in Apprenticeship Minimum Wage rates (including from £6.40
to £7.55 for under 18’s, £8.60 to £10.00 for those aged between 18 and
20 and £11.44 10 £12.21 for those aged 21 and over, assuming rates
outside of the first-year minimum rate)

3. Changes in the thresholds for employer National Insurance contributions
(from £9,100 to £5,000 per employee for employers with Secondary Class
1 National Insurance contributions liability)

4. Changes in the rates of employer National Insurance contributions (from
13.8 per cent to fifteen per cent for employers with Secondary Class 1
National Insurance contributions liability)

5. Changes in the level of and basis for Employment Allowance (from
£5,000 available to employers with secondary Class 1 NICs liability below
£100,000 to £10,500 available to all eligible businesses and charities)

6. Changes to the standard multiplier and freezing of the small business
multiplier used to calculate business rates (from 0.546 to 0.555 for the
standard multiplier and 0.499 for the small business mulfiplier)

7. Changes to the business rates relief in line with the retail, hospitality and
leisure scheme (from 75 per cent to 40 per cent)
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Sector set to face higher business costs

We have evaluated the likely impacts of the Impact of proposed policy changes on business costs
minimum wage, employment tax, and business rate Hair and beauty sector, United Kingdom, € billions
measures infroduced in the Autumn 2024 Budget on

the hair and beauty sector. 4.

To do this we utilised the NHBF’s State of the Industry survey and
official government statistics to determine the most likely
employer responses and their impacts. 40

The survey provided critical insights intfo how businesses within

the sector might respond to the proposed policy changes.

Specifically, it asked businesses how they would respond to a

minimum wage increase, whether they would reduce jobs and 40
working hours, increase pay for other employees or raise prices

to manage costs.

£4.0bn

Changes to apprentice
mMinimum wage
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Changes to national

These findings were infegrated intfo our economic impact model
to estimate the potential consequences for the sector. The
model accounted for variations in employer behaviours.
Weightings derived from the survey results were factored into
the model to ensure that the predicted impacts aligned with the
distribution of likely responses within the sector. 30
£3.8bn

39

Changes to business rates

Changes to national insurance rate I
Changes to employment

insurance threshold

Before accounting for any business responses, the proposed
policy changes are estimated to increase costs for the hair and .
3

Combined national insurance measures I

beauty sector by £139 million.

Business costs before Business costs affer



Proportion of survey respondents planning to
increase prices due to changes proposed in budget
January 2025, United Kingdom, per cent
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and services hair and
barbering beauty

Just under half of survey respondents say they will
reduce staff hours.

One potential way to reduce costs in response to the measures
announced is to reduce staff hours. According to the State of
the Industry survey, 45 per cent of hair and beauty businesses
indicated they would take this approach.

By reducing staff hours, businesses aim to manage the increase
expenses without compromising their financial stability. This
strategy should allow them to maintain their current workforce
while reducing costs. However, it may also lead to reduced
service and longer waiting times for clients potentially impacting
customer satisfaction. It may also lead to a loss of staff, who go
elsewhere due to the need for full-time working hours, or switch
to self-employed working.
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A majority of businesses plan to increase prices in
response to changes proposed in the Autumn budget.

The NHBF’s January State of the Industry survey revealed that 72
per cent of hair and beauty businesses in the United Kingdom
plan to increase their prices due to the measures proposed in
the autumn budget. This is the highest percentage recorded
since the survey began.

The increase in the National Minimum Wage and Apprenticeship
Minimum Wage rates will directly raise labour costs for these
businesses. Additionally, the lower threshold and higher rates for
employer National Insurance contributions will put further strain
on their finances. While the adjustment to the Employer
Allowance will positively impact some businesses, the reduction
in business rates relief will negatively impact their overall
expenses. Given these financial pressures, many business will find
it necessary to adjust their prices to maintain profitability.

Propotrtion of survey respondents planning to reduce
staff or apprentice hours due to changes proposed
in budget

January 2025, United Kingdom, per cent

47 ' ' I
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Hairdressing Beauty Combined Other Al businesses
and services hair and
barbering beauty

Source; NHBF State of the Industry Survey January 2025



Close to half of businesses said they would reduce
the number of employees.

In response to the autumn budget, 45 per cent of hair and
beauty businesses indicated that they would reduce the
number of people they employed to manage increased costs.

Business owners expect that the budget’s measures such as
higher Natfional Minimum Wage and Apprenticeship Minimum
Wage rates, along with higher employer National Insurance
contributions will significantly raise their labour costs.

Average reduction in number of full-time equivalent
staff for those survey respondents who said they
would reduce staff due to proposed budget

changes
January 2025, United Kingdom, employees per
30 business
25
20
1o 2.7
10
05
00
Hairdressing Beauty Combined Other Al businesses
and services hair and
barbering beauty
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Proportion of survey respondents planning to reduce
their number of staff due to changes proposed in
budget

January 2025, United Kingdom, per cent
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barbering beauty

Of those who would cut staff, the average reduction
in the number of full-time equivalent staff was around
2.7 full-time equivalent.

While reducing the workforce may help businesses lower their
overall wage bill and manage the additional financial burdens
imposed by the budget, it means fewer staff members to handle
the same workload. This could lead to fewer appointments
available, and potentially a loss of clients and income.

Source; NHBF State of the Industry Survey January 2025



Survey respondents most likely response to an
increase in the minimum wage
January 2025, United Kingdom, per cent

All businesses 32

0 20 40 60 80 100
mOnly increase the sdlaries of those at orbelow the new minimum
wage
mIncrease the salaries of some employees above the new
minimum wage as well as those at orbelow it

Increase the salaries of all employees

Around 46 per cent of businesses said they would
increase salaries beyond the minimum wage
increase.

Other employers said they would feel the need to increase
wages for all workers, not just those on minimum wage, to
address pay differentials. When the minimum wage rises, it can
compress the pay gap between lower-paid and higher-paid
employees.

To maintain fair and motivating wage structures, employers may
raise wages across the board. This helps preserve the different
levels of roles and responsibilities, ensuring more experienced or
skilled workers feel valued and fairly compensated. Additionally,
it can prevent dissatisfaction and potential turnover among
employees who might feel undervalues.
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The impact of a minimum wage increase is likely to
vary depending on how employers choose to
respond.

Some employers said they would choose to increase wages only
for those on minimum wage, likely to limit costs. By limiting wage
increases to the minimum wage earners, businesses can comply
with legal requirements without significantly impacting their
overall payroll expenses.

This strategy is particularly useful for businesses operating on very
fight margins, as it helps them balance compliance with
financial sustainability. Approximately 54 per cent of employers
responding to the State of the Industry survey said they would be
most likely to implement a minimum wage only increase.

Survey respondents increasing wages for all staff,
most likely response to an increase in the minimum
wage

January 2025, United Kingdom, per cent

All businesses 41

0 20 40 60 80 100
mEveryone will get the same increase inpence per hour
mEveryone will get the same percentage increase in their salary

Those on higher salaries will get smaller increases than those on lower
salares
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Employment rights bill likely to add further strain

Alongside measures announced in the Autumn 2024

Budget, those infroduced under the Employment Rights Right to URiRE e o
Bill, which are set to take effect later down the line in guaranteed hours emolovment costs
2026, could significantly impact hair and beauty contracts POy
businesses.

The Employment Rights Bill is part of the Labour government’s

broader *Make Work Pay” initiative and introduces a range of Immediate access :

policy measures aimed at strengthening rights and protections for and increased Furfper Ir(\jCIrease $n;p]|c]9ymen’r
employees, workers, and frade unions. These measures aim to eligibility to COs Sbcm IMPACT staming
create a fairer and more supportive working environment by statutory sick pay LS

addressing key issues such as flexible working, fair pay, and leave
entitlements,

Currently in the consultation phase, the policy measures outlined in Entitlement to . .
the Employment Rights Bill could have a significant impact on hair request flexible lm%OCT |rj-pe;shor]r STOfﬁgg
and beauty businesses, potentially adding to the challenges faced working O]qc SeC'I’V'Ces ar can oe
by an industry already under considerable strain. arrangements ortere

If enacted, measures currently outlined could give workers the right
to guaranteed hours, immediate access to statutory sick pay with
the removal of the lower earnings limit for eligibility, the immediate :
right to request flexible working arrangements and access to Further 'nC,regse emplqymen’r
benefits like parental leave from the first day of employment. costs and impact staffing
numbers
The NHBF's September State of the Industry Survey provided
feedback from businesses on their likely response to the
Employment Rights Bill. This feedback was used in our economic
impact model to help estimate the impact of the measures
announced in the bill.

Proposed policy measures and their potential impacts
on hair and beauty businesses

Employment Rights Bill, United Kingdom 18
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Impact of proposed policy changes on labour costs
Hair and beauty sector, United Kingdom,
based on 2023/24 figures, £ billions

30 In reaction to the proposed policy changes in the
688 588 w5 autumn budget and the Employment Rights Bill,
g) 2 % g £ é g g8 o%84 businesses may opt to raise prices.
o ) 0% 0L£o
Q Q@ 509 33
£ g £ L g Q 23 % This, in furn, may lead to shifts in consumer demand and prompt
2.8 == £7 =  828bn businesses to cut staff or reduce working hours.
I
£27b Our model estimates that in response to the autumn budget and
/on the Employment Rights Bill, labour costs are estimated to
- increase by four per cent. This is equivalent to almost £100 million
26 in higher labour costs across the sector.
Lgkg;:r Responses 1o Responses fo ng;),:r
before  Autumn budget emplovrgiﬁm rights ofter
Impact of proposed policy changes on profits
Hair and beauty sector, United Kingdom,
“g o based on 2022/23 figures, £ billions
o . Ox @
Profits in the hair and beauty sector are calculated to 08 5 % 9
decrease by fifteen per cent. goQ
£0.7bn £ 2 529 508
The initial rise in prices is expected to impact profits, driven 1 _“g’ 5 © % Q
largely by rising labour costs and partly by a reduction in 8 59 8 09 529
consumer demand. In response fo these challenges, businesses 0.7 €00 £9 5 & 5
are likely to implement cost-cutting measures, such as reducing — — 8 39
working hours or downsizing staff. - c0Q
B £0.4bn
Combined, these factors contribute to a £100 million reduction -
in profits across the sector. 06
g ;?Q:Se Responses to Responses fo F;r?rg’rrs
Autumn budget ~ employment rights
bill 19

Note: Turnover figures were based on 2022/23 NHBF industry statistics. Source: Pragmatix Advisory economic impact model



Impact of proposed policy changes on turnover
Hair and beauty sector, United Kingdom,
based on 2022/23 figures, £ billions

4.7 ~
(7]
o038 0§t
82 VLG
OpQ 0©OZ%a
46 a5 238
. £ gaéd
£4.57bn I
089 £4.55bn
538 L5
+— un _9 o [75) Q_
O g = 02 o
Op & O o
(O} 3 § =
Ec
lej)zfcc))\r/ee ' Responses 1o Responses to Tu(r]nfcr)evrer
Autumn budget employment rights
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Turnover is anticipated to decline slightly from £4.57
billion to £4.55 billion.

The projected impact on furnover in the hair and beauty sector

is expected to be minimal, with an estimated decrease of £20
million.

20

Note: Turnover figures were based on 2022/23 NHBF industry statistics. Source: Pragmatix Advisory economic impact model



Impact of proposed policy changes on
employer national insurance contributions
Hair and beauty sector, United Kingdom,

0.3 based on 2023/24 figures £ billions
£0.25bn
o cgg s§ 2f
£0.16bn CES 5 L 8 5
8332 g9 4 %
528 E°C E£Y  EQ
39 e 0 c
== 2 3
EmNp||8Yer Responses to Responses To IIE\lrInCpléf)f»’::rr
before  Autumnbudget  employment rights

ill

Impact of proposed policy changes on income tax
Hair and beauty sector, United Kingdom,
based on 2023/24, £ billions

02
£0.16bn
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0.1 S Q% Op= 0L o
1] £E22 090 ©go
£ = Q3 Q3@
S Ec g~e
O
£
00
Income Income
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before  Autumn budget employment rights
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Employer national insurance contributions are
expected to rise whilst employee national insurance
contributions and income tax fall.

The proposed changes to employer national insurance
contributions include lowering the thresholds for liability from
£9,100 to £5,000 per employee and increasing the contributions
rate from 13.8 per cent to fifteen percent for employers with
Secondary Class 1 National Insurance liability. As a result,
employer National Insurance contributions are expected to rise
by just under £100 million.

In response o the proposed policy changes in the autumn
budget and the Employment Rights Bill, businesses will respond
by reducing staff and working hours. This will result in a decline in
employee National Insurance contributions and income tax
paid to the exchequer.

Impact of proposed policy changes on
employee national insurance contributions
Hair and beauty sector, United Kingdom,

02 based on 2022/23 figures, £ billions
530 “—
282 589
[SE=Ie) 4+ GC) -
049 Q = O
20§ 3282
g7 = g0 0
0.1 s £0.09bn
O = = 5 O
o9 Q O Qo=
Q5 O o Q
Ec 20
00 ==
Employee Responsesto  Employee
Responses to
NIC employment rights NIC after
before Autumn budget ol

21

Source: Pragmatix Advisory economic impact model



Impact of proposed policy changes on
corporation tax
Hair and beauty sector, United Kingdom,

03 based on 2023/24 figures, £ billions
£0.24bn
02 m— mmmmm  £0-20bN
sSo®2 089 S =80
098 282 52 03¢
088 853 85 B8gs
0 88® o035 £3 83%
| Eg ETS Ty o ETC
N )
9]
£
00
Corporation tax before Corporation tax after
Responses to Responses to

Autumn budget employment rights bill

Estimated impact from autumn budget to value
added tax is minimal.

Value added tax is expected to fall by 0.5 per cent, equivalent
to £2.5 million across the sector.
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Corporation tax is estimated to fall by seventeen per
cent following businesses’ response to the proposed
policy changes.

Businesses are expected to face higher labour costs which
impact profitability. With profits calculated to fall, businesses will
correspondingly pay less in corporation tax. This is reflected in
the estimated reduction in corporation tax revenue from the
sector from, £240 million to £200 million.

Impact of proposed policy changes on
value added tax
Hair and beauty sector, United Kingdom,

06 based on 2023/24 figures £ billions
£0.53bn £0.53bn

-S 8 8 .8 o 8 O 8 0] _S O E

08= 0Eo Hgl ©veo

gp8 982 gpao 3%%2

0 5 fo)

g2 gf¢ go go?

VAT Responses to Responsesto VAT affer

before

Autumn budget employment rights
bill -

Source: Pragmatix Advisory economic impact model
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Impact of proposed policy changes on employment allowance
Hair and beauty sector, United Kingdom,
based on 2023/24 figures, £ billions

03
Employment allowance paid is predicted to increase 02 £0.2bn
by 56 per cent. 580 vow 5389
. £0.1bn 52 298 52¢
Our model estimated employment allowance will rise by £69 -~ OB 8 O0= §aa
o . 0.1 5083823 000 823
million across the hair and beauty sector. %000 % 5 £00
g8a- =& =
205
Ec
Employﬁwen’r allowance before Employment allowance aftel
Responses to Responses to

Autumn budget employment rights bill

Impact of proposed policy changes on all taxes
Hair and beauty sector, United Kingdom,
based on 2023/24 figures £ billions
1.5

Net of employment allowance, all taxes are

£1.1bn £1.0bn calculated to decrease by four per cent, or by £44
698 G883 5043 B30 million across the whole sector.
+— % O 4 C 0] O 2
O o= 0L o T el + 2C
g3ee 338 2 35 o9 § This decline reflects the combined impact of policy changes in
£ E £ o g2 % 00 the Autumn budget and the employment rights bill, as
T - businesses adjust to increased costs and respond by scaling
back their workforce, leading to reduced tax revenues overall.
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before Autumn budget employrgiﬁn’r fights ~ affer
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The impact of
policy changes
on hair and
beauty
businesses

This section considers the implications of measures announced in the
autumn budget on costs for different sizes of hair and beauty businesses.

Data used in the modelling was derived from the Annual Survey of Hours
and Earnings (ASHE) for 2024 provided by the Office for National Statistics,
and the NHBF's State of the Industry Survey, undertaken in January 2025.
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Individual businesses face increase in costs

We assessed the potential impacts on costs of policy changes
announced in the Autumn Budget on individual businesses in the
hair and beauty sector.

The businesses we assessed ranged in size from micro, businesses with four
employees, to large businesses with 100 employees. The model looked at the
impact of the following policies on five different sizes of business:

+ Changes in the National Minimum Wage rates

+ Changes in Apprenticeship Minimum Wage rates

+ Changes in the thresholds for employer National Insurance contributions
+ Changes in the rates of employer National Insurance contributions

+ Changesin the level of and basis for Employment Allowance

+ Changes to the standard multiplier and freezing of the small business
multiplier used to calculate business rates

+ Changes to the business rates relief in line with the retail, hospitality and
leisure scheme

Increases to the minimum wage rarely affect only those earning the minimum,
as employers offen raise wages more broadly to preserve pay differentials. Our
model takes this info account and looks at what we believe to be the most
likely response of businesses, based on the responses of hair and beauty
business owners to the NHBF’s January 2025 State of the Industry survey.

Impact of proposed policy measures on
business costs of individual businesses
United Kingdom, per cent

10.4
Large

10.3

Medium

Small

Mini

Beauty business

m Hairdressing / barbering business -

Source: Pragmatix Advisory economic impact model
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Impact of proposed policy changes on labour costs
Micro hairdressing / barbering business,
United Kingdom, based on 2023/24 figures, £ thousands

measures.
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Labour costs are estimated to increase by £1,130 (1.6 per cent)
for micro hairdressing and barbering businesses.
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Impact of proposed policy changes on labour costs
Micro beauty business,
United Kingdom, based on 2023/24 figures, £ thousands
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Micro beauty businesses should also expect small ® ©2 3 8 @
increases to employee costs. § z z §
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For micro beauty businesses, a cost increase of £415 (0.7 per 65 89 5 £ S8
cent) is estimated under the new proposed policy measures. s 8 5 3 s 8

Change to NI threshold

Changes to
employment
adllowance
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Impact of proposed policy changes on labour costs
Mini hairdressing / barbering business,
United Kingdom, based on 2023/24 figures, £ thousands
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Impact of proposed policy changes on labour costs
Mini beauty business,
United Kingdom, based on 2023/24 figures, £ thousands
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Impact of proposed policy changes on labour costs
Small hairdressing / barbering business,
United Kingdom, based on 2023/24 figures, £ thousands

390
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Impact of proposed policy changes on employee costs
Small beauty business,
United Kingdom, based on 2023/24 figures, £ thousands

345
3
. . N 340 o
Small beauty businesses will see similar impacts. = g9
335 5 o2 g
Smaill beauty businesses are estimated to see an increase of g S 8{% 5 % =
£21,892 (seven per cent) in labour costs. 330 23 5 Z £ 5
5g O P e S
Business rates are calculated to increase by seven per cent, 325 § g % g §
equivalent to £897. ® _ 5 £ o<
3 z O =05 [
320 O o0 @ © 3
5 () g 8’ (8]
0 = 238 2 =
315 —o 9 g £ 3] 3
2% O 2
310 =

28

Source: Pragmatix Advisory economic impact model



pragmat "l

advisory

Impact of proposed policy changes on labour costs
Medium hairdressing / barbering business,
United Kingdom, based on 2023/24 figures, £ thousands
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Impact of proposed policy changes on labour costs
Large hairdressing / barbering business,
United Kingdom, based on 2023/24 figures £ millions
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Proportion of survey respondents planning to
increase prices due to changes proposed in budget
January 2025, United Kingdom, per cent
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Taking on fewer apprentices will impact the future
skills and recruitment pipeline.

Apprenticeships are crucial for developing skilled workers who
can contribute to the business’ growth and sustainability. By
reducing the number of apprentices in response to the budget,
as over half of business plan to, businesses may face a shortage
of trained staff in the future, leading to operational challenges
and potentially higher recruitment costs.

Additionally, fewer apprenticeship opportunities can limit the
sector’s talent pool, making it harder to find qualified
employees. This can result in increase competition for skilled
workers and potentially higher wages to atfract and retain
talent.
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Budget response could have negative impact on
business demand.

Almost three quarters of businesses said they would be
increasing their prices to mitigate the impact of the budget,
something that could have significant effect on demand.

While these services are often considered essential for many
people, higher prices may lead to clients reducing the
frequency of their visits if they become less affordable. This
decrease in demand can be particularly challenging for
businesses that rely on regular, repeat customers.

Proportion of survey respondents planning to take on
fewer apprentices due to changes proposed in
budget

January 2025, United Kingdom, per cent
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Source; NHBF State of the Industry Survey January 2025
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Average reduction in number of apprentices for
those survey respondents who said they would
reduce apprentices due to proposed budget

changes

January 2025, United Kingdom, per cent
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On average, businesses anticipate hiring one fewer
apprentice in response to the proposed budget
changes.

Among the 56 percent of businesses planning to reduce their
apprentice intake, this would result in approximately 1,300 fewer
apprentices across the sector—a reduction of 11 percent in the
total number of apprentices.

32
Source; NHBF State of the Industry Survey January 2025
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Some businesses will move into self employment

We have modelled the potential impact on tax
receipts for businesses transitioning to a model of
employing self employed staff.

As a result of the proposed policy changes in the Autumn
Budget, some businesses are expected to transition to self
employment models.

In the NHBF’s January 2025 State of the Industry Survey, we
asked hairdressing and barbering and beauty businesses how
likely they were to switch to employing self-employed workers in
response to the proposed policy changes with nineteen per
cent of hair and beauty businesses planning to make that shift.
This is equivalent fo 9,370 businesses across the entire sector.

This transition is likely to have significant impact on tax receipts,
including:

+ Loss of corporation tax: businesses transitioning to self
employment will no longer pay corporation tax

« Loss of Value Added Tax: self employed businesses are
unlikely to meet the VAT threshold of £90,000, leading to
reduced VAT contributions.

« Loss of employer National Insurance contributions: with fewer
employers paying National Insurance, overall contributions to
this will decrease
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Proportion of survey respondents planning to switch
from employing staff to contracting self-employed
workers due to changes proposed in budget
January 2025, United Kingdom, per cent

Hairdressing Beauty Combined Other Al businesses
and services hair and
barbering beauty 34

Source; NHBF State of the Industry Survey January 2025



Impact of moving into self employment on tax receipts
Hairdressing / barbering businesses with turnover up 1o £499,999,
United Kingdom, based on 2023/24 figures, £ millions
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If beauty businesses with a turnover of under £500,000
transition to a model of renting space to self-
employed workers, Treasury could lose £33 million in
tax receipts.
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Overdll, the impact of hairdressing and barbering
business moving to self-employed models will reduce
tax receipts by £40 million.

It is expected that a majority of businesses transitioning into a
self-employed model would primarily consist of the smaller and
smallest businesses in the sector.

For these businesses, the shift away from fraditional employment
structures would result in no longer having to pay corporation
tax and employer National Insurance contributions, and for
some, no longer having to pay Value Added Tax.

Impact of moving into self employment on tax receipts
Beauty businesses with turnover up to £499,999,
United Kingdom, based on 2023/24 figures, £ millions
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Industry likely to face higher employment costs
Apprenticeship starts A cash incentive that offsets the additional costs of
Hair and beauty frameworks, England, thousands training an apprentice is another potential option that
14 could support businesses in the sector.

The NHBF suggests that a one-off cash incentive of at least

12 £3.000 could support businesses that hire apprentices with the
costs of training and wages, particularly in light of proposed
increases to apprentice wage rates. This financial support could
provide much-needed relief for employers, making it more

10 feasible to invest in apprenticeships despite rising costs. Since
2017, hair and beauty apprenticeship starts have fallen by 52
per cent, despite a slight increase in 2021/22. This decline
highlights the need for targeted measures to address the

8 challenges businesses face in taking on apprentices.

A £3,000 incentive could play a key role in reversing this trend by
reducing the perceived financial risks for employers, especially

6 for micro and small businesses. By lowering the barriers to hiring
apprentices, this initiative could encourage more businesses to
facilitate apprenticeships, helping to foster growth and ensure a
4 pipeline of skilled workers in the sector.

Another potential support measure to help businesses address
the rising costs of hiring an apprentice is fo more effectively

2 dllocate unspent levy funds. This approach could provide
greater access to levy funds, enabling more businesses in the
sector fo manage increasing expenses.

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23
37
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Impdcf of small business rate relief threshold reduction qusing the qualificqﬁon threshold for smq" business
£12,000 to £25,000, United Kingdom, 2024, € million

N

16 rate relief from £12,000 to £25,000 is another potential
14 support measure.
12 The NHBF propose raising the rateable value threshold for
10 business properties eligible for small business rate relief as it could
8 help small businesses in the sector manage the anticipated
6 increases in business costs.
4 Our modelling indicates that raising the qualification threshold
for small business rate relief, provided appropriate budget
0 measures are implemented, would lead to a reduction in

business rates for the sector, estimated at approximately ©11

Hair and barbering Beauty Whole indusfry milion. This adjustment could provide much-needed financial

m Business rates before budget measures relief for smaller enterprises, allowing them to reinvest savings

m Business rates after budget measures into their businesses, such as improving facilities, hiring staff, or
Business rates with reduced relief threshold expanding services.

Survey respondents plans due to changes proposed
in budget

Less costly option for government could be flexibility January 2025, United Kingdorn, per cent

for businesses operating multiple salons. 40

The NHBF has also suggested implementing a tfiered approach
to Small Business Rates Relief, where businesses with multiple 30
salons can benefit from adjusted rates relieve based on the
number of properties they operate. This approach would ensure
that businesses with higher operational costs, who will see staff 20
costs rise by the highest percentage, receive adequate support.
Providing targeted relief to businesses with multiple locations 10
helps ensure their financial stability amidst rising costs, and by
——

alleviating some of the financial pressures, businesses can

maintain their workforce, reducing the likelihood of staff being 0

laid off. Reduce number Close business Downsize  Reduce business
of premises permanently business investments

38
Source: Pragmatix Advisory economic impact model (tfop left); NHBF State of the Industry Survey January 2025 (bottom right)
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Changes to VAT regime remain an option

In 2023, the NHBF undertook research to model
different options for a smoothing mechanism around
the VAT threshold to support businesses and avoid the
VAT "cliff edge.”

In the United Kingdom, approximately 2.7 million businesses
remitted VAT in the 2022-23 fiscal year, making VAT the third
largest contributor to public sector receipts. The 2023 report
found that reforming the VAT regime to implement a graduated
threshold could offer significant benefits to both businesses and
the Treasury. At the time, options from the Office for Tax
Simplification included lowering or raising the VAT threshold.
However, any threshold creates an incentive for businesses to
operate below it. Instead, a graduated approach to the
threshold would help to mitigate its distortive effects. With lower
VAT rates across wider taxable turnover brackets, the system is
smoother for businesses entering the VAT system than it would
have otherwise been with a threshold at £85,000 (or £90,000 as it
is now) and binary rates of either zero or twenty per cent.

The research suggested that a graduated approach would
ease the administrative and compliance burdens for businesses
entering the VAT system, reducing the incentive to operate
below the threshold and mitigating fraud risks. This type of reform
is particularly supported by the hair and beauty sector, where 86
per cent of businesses surveyed either strongly agree or agree
that the hair and beauty sector could grow faster if there was a
graduated approach to the VAT threshold.

Total registered and unregistered business
population by turnover band
United Kingdom, 2023, thousands

140
120
100
= Current VAT regime
80 distribution
Smoothed VAT regime
60 distrioution
40
20 L—’
0
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There are fiscally neutral VAT reform options

There are several options for implementing a
Th’_‘::':dd liered var  graduated VAT threshold that smooths entry into
WIS percenfage  the VAT system while remaining fiscally neutral.

Smoothed Starting

rate of

VAT regime threshold twenty point jumps
per cent e @i The 2023 report modelled various scenarios of tiered VAT
Fewer rates, all of which ensured the Treasury would see no loss in
businesses are revenues. The research found that system with tiered VAT
in VAT range Least .
than would raftes could capture more VAT-applicable turnover,
graduated . . . .
have been potentially increasing declared turnover by £25.2 million
_otherwise. and adding £2.2 million in VAT revenue, with £33 million
Bt'?ger intervals from the hair and beauty sector alone.
etween VAT
rates.
Under a moderately graduated scenario, an estimated
698,000 businesses would report VAT that otherwise
wouldn’t have. This was estimated to impose an
Moderately 107 additional administrative burden on £688 million on
graduated businesses, or 31 per cent of the increased tax take, and
~More £4.3 million on the the government. For the hair and
?r‘js‘\'/”AeTs‘fgzgree v beauty sector, the additional administrative burden was
than would ore 0.78 estimated to be around 2.5 per cent of average labour
graduated
have been cosfts.
otherwise.
ig;g?\'/';; Most 0.62 Transition to a graduated VAT regime would require
between VAT graduated ' careful consideration of the level of graduation,
rates. government advice rollout, and impact on international

”Avoiding the cliff edge” report
smoothing mechanism scenarios

2023

tax tfreaties. Despite the administrative concerns, a
graduated VAT system could enhance revenue collection
and support small businesses by easing their entry into the
VAT system.

40
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Finland lowered VAT for hairdressers & barbers

Finland implemented a uniform reduction in VAT rates
for hairdressers and barbers from 22 per cent to eight
per cent over 2007-2011. Over this period, the VAT rate
for similar services such as beauty salons remained
unchanged.

This VAT reduction, which was not infroduced in a tiered or
gradual VAT system, was first passed for four years and later
extended to five, so was not a permanent policy change. The rate
for similar sectors with typically small businesses carrying out labour
intensive services stayed the same (such as beauty salons, day
spas, massage services, physiotherapists, dry cleaning and repair
services). Interestingly, hairdressers provided hairdressing services
at the reduced rate between 2007 and 2011, but also sold hair
care products at the standard tax rate during the same period.

Finland’s reduction in VAT for hairdressers was in part encouraged
by the European Commission who wanted to reduce the tax rate
for labour intensive services to increase employment within those
sectors.

Analysis by Finland’s VATT Institute for Economic Research found
that the sectors with the uniform reduction in VAT rates and those
without did not differ in terms of bunching behaviour in the
distribution, even though the VAT rate for hairdressers and barbers
had reduced by fourteen percentage points compared to
beauty salons, for example. It's important to note that the
bunching behaviour in this scenario could be attributed to the
fact that the VAT system was not tiered or gradual, making it

unclear how distribution patterns might evolve in such a system.

The results from Finland’s experiment with VAT rate reduction for
specific sectors suggest that hairdressers were able to cut their
prices by six per cent and increase their profits significantly. It is
possible that, had the VAT cut been permanent, firms would have
behaved differently as some firms were reluctant to change their
prices over the short-term. Further, the uncertainty over the future
of the lower tax rate could have discouraged more enftry.

Finland and Sweden have similar VAT systems and business tax
structures, which makes it a useful comparator for analysing the
growth effects of the Finnish threshold. In 2005-2013, the average
annual growth of firms under the threshold in Finland was zero,
whereas in Sweden it was ften to fifteen per cent.

Impact of the VAT reform on the price, profit, and
turnover of all and large hairdresser firms
Finland, 2008, per cent
20

All mLarge

Prices Profit Turnover
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Low VAT for Dutch labour-intensive services
The newly formed
Government of the Republic . . .
of Ireland has also p|edged A |Ong and intensive IObbY|ng process
its support for Irish SMEs in on the national and European stages
2025, with proposed Research showed low led to the Netherlands arriving at a low
c?ﬁ:?eetz i‘f’;:g N :‘sTp’if:ﬁt;” VAT rafe had positive VAT rate for labour-intensive services,
sectors among the key 1997 results on the hidden including the hairdressing industry.
measures. economy and on
employment. In 2000, the Netherlands lowered the VAT rate

for labour-intensive services, including the
hairdressing industry, for a trial period of three
years. The infroduction of the six per cent rate
2000-2003 (previously it had been 17.5 per cent) led to
the creation of 4,000 new jobs in the
hairdressing industry in the Netherlands. With

Infroduction of the low
tax experiment in the
Netherlands. 17.5 per

cent reduced 1o six per

cent. the intfroduction of the lowered rate,
Low VAT rate on hairdressers were able to lower their prices,
2009 hairdressing services benefiting the consumer.

gained permanent

status. The low VAT rate was extended throughout
the 2000s, with it gaining permanent status in
2009. Research indicated self-employed

New government workers in the hairdressing industry increased
formed and uncertainty 2022 by 5,000.
over the future of the
low VAT rate. With the change in government in 2022, there

are discussions of increasing the current low
VAT rate of nine per cent for labour-intfensive
services to the current standard rate of 21 per
cent. Though it would add 59 million Euros in
net revenue for the government, this increase
is predicted to cost 4,900 jolos.

Timeline of the low VAT rate for labour-intensive services
Netherlands, 1997-2022



+ Assumptions for different sized hair and beauty businesses
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We assessed impacts for different-sized businesses

*Size of Assumed Number of | Apprentice | Entry-level | Junior staff | Mid-level Manager /
business rateable employees staff staff owner
value

Small £13,163

) (1 6tol7
years old)
Medium £22,453 5 10 10 10 5
58 to 21
years old)

10 (16 1o
17 years
old)
£76,418 10 A0 20 20 10
10 (1 8 to
21 years
old)

*terms used for the size of businesses do not necessarily relate to official descriptors used for business sizes
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Survey respondents by business size Proportion of survey respondents that are VAT
January 2025, United Kingdom, per cent registered

January 2025, United Kingdom, per cent
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10 Gross profits
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100
Q0
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services staff 57
expenditure

mNo employees m1to4 5to 10 25

ml1to20 m21to 50 =51 1to 100

m 100+

45
Source; NHBF State of the Industry Survey January 2025



Respondents’ businesses

m Hairdressing
and barbering

m Beauty services

Combined hair
and beauty
services

Other

mTown cenfre

m Suburban shopping
parade/ local shops

Village

Edge of town centre

m City centre

u Other

m Out of town shopping

centre/ mall

Survey respondents by business type
January 2025, United Kingdom, per cent

Survey respondents by business location
January 2025, United Kingdom, per cent
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Survey respondents by business model

mSalon or barbersnop  January 2025, United Kingdom, per cent

owner

m Self-employed
individual
Chair or room renter
Other

m Home-based salon

= Mobile/freelonce

m Clinic

46
Source; NHBF State of the Industry Survey January 2025
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Proportion of survey respondents planning to absorb Proportion of survey respondents planning to reduce
costs and take lower profits due to changes business investments due to changes proposed in
proposed in budget budget
January 2025, United Kingdom, per cent January 2025, United Kingdom, per cent
45 60
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35 50
30 40
25
30
20 39
15 K 35 20 [ 39 39
10
5 10
0 0
Hairdressing Beauty Combined Other Al businesses Hairdressing Beauty Combined Other Al businesses
and services hair and and services hair and
barbering beauty barbering beauty
Proportion of survey respondents planning to Proportion of survey respondents planning to close
downsize their business permanently due to changes their business permanently due to changes
proposed in budget proposed in budget
January 2025, United Kingdom, per cent January 2025, United Kingdom, per cent
45 25
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35 20
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25 15
20 10
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5 Kl o
0 0
Hairdressing Beauty Combined Other Al businesses Hairdressing Beauty Combined Other Al businesses
and services hair and and services hair and
barbering beauty barbering beauty
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Businesses’ responses to budget

Proportion of survey respondents planning reduce
the number of premises they operate due to
changes proposed in budget

January 2025, United Kingdom, per cent
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Proportion of survey respondents who said that there
would be no impact on their business due to
changes proposed in budget
January 2025, United Kingdom, per cent
12
10
8
6
4
2 -
0
Hairdressing Beauty Combined Other Al businesses
and services hair and
barbering beauty

30
25
20
15
10

5

0

pragmatiu

advisory

Proportion of survey respondents planning to
increase wages of employees above minimum
wage as well as those on minimum wage due to
changes proposed in budget

January 2025, United Kingdom, per cent

Hairdressing Beauty Combined Other Al businesses
and services hair and
barbering beauty

48
Source; NHBF State of the Industry Survey January 2025



03 T r
Y _alllil nl%l ol ﬁ“

| number 12403422
146 New London Road, Che
\ber 340 8912 04

-

(
-
"

£ 5
—

P TR P

" _
r— =\ - - 7



