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A growth strategy for pubs 
 
 

Executive Summary  
 
There are 52,000 public houses in the UK, contributing over £19bn to the economy, 
representing 2% of GDP and employing almost 600,000 people in full and part-time 
jobs. 
 
Pubs are vital to our economy, at the heart of our communities, and are central to the 
Big Society. 
 
We are an industry with the potential to create many more much-needed jobs and 
investment throughout the country. However to do this we need a tax and regulatory 
regime that supports our sector. Beer represents  68% of all alcoholic drinks sold in 
pubs and the impact of the minimum 2% above inflation tax increases on beer duty is 
severe.  
 
The potential impact of current Government proposals on Machine Games Duty are 
also cause for concern. 
 
We welcome the red tape challenge but more could be done to reduce the regulatory 
burden on the pub sector. The introduction of a Late Night Levy and Early Morning 
Restriction Orders will significantly increase costs and burdens for pubs. 
 
This submission sets out a growth strategy for pubs. We are calling for; 
 
 The abolition of the duty escalator; 

 
 A Machine Games Duty rate of no higher than 15% to ensure it is fiscally 

neutral and does not impose additional tax burdens on pubs and the removal 
of SWP machines from MGD; 
 

 Further substantial reductions in the regulatory burden on the sector; 
 

 Serious consideration to be given to the potential for a reduced VAT rate on 
food and alcohol served in pubs; 
 

 Positive action to assist small pub businesses; 
 

 Discounted business rates for pubs which diversify and offer additional 
services to their local communities;  

 
 The retention of the current National Planning Policy Framework presumption 

in favour of sustainable development, which helps fuel business growth and 
diversification, particularly in rural areas. 

 
We are urging Ministers to respond to the proposals we outline ahead of Budget 
2012 
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1. Introduction 
 

Britain‟s pubs have faced a harsh economic climate in recent years which, when 
coupled with changing social habits, has presented the industry with significant 
challenges.  Despite the prevailing conditions the pub sector is adapting and has 
shown resilience by rising to those challenges, investing where it can and creating 
new job opportunities.  In the last few months alone the sector has announced the 
creation of 5,000 new jobs and 2012 presents enormous opportunities for our sector 
to grow further. 
 
This submission calls on the Government to help create a policy regime which 
incentivises growth in the pubs sector. While conscious of the constraints imposed 
by the current economic conditions and the national debt in particular, we believe 
that Government can help without damaging its fiscal stance.  The pub sector 
already makes a large and significant contribution to the country‟s tax take, and the 
Government should not seek to increase that burden.  Any such increase would be 
counter-productive, damaging further the sustainability and profitability of the sector, 
while simultaneously seriously damaging the prospects for growth and recovery. 
 
 

2. Economic position of UK pubs 
 
There are 52,000 pubs and bars in the UK, mostly made up of thousands of small 
businesses located across the length and breadth of the country.  Over 80% of pubs 
(i.e. around 40,000 outlets) are small businesses which are independently managed 
or run by self-employed licensees.  The provision of food has become increasingly 
important to pub businesses over the last decade, and the pub food market is 
currently estimated to be worth in the region of £6 billion per annum.  The pub sector 
contributes over £19 billion to the economy, over 2% of GDP, and employs almost 
600,000 people in full and part-time jobs. 
 
Pubs are an important and integral part of the tourism offer in England and the rest 
of the UK, but first and foremost, they are businesses which serve their local 
communities and contribute much to the social life of each and every community.  
The pub sector has enormous potential to generate economic growth and create 
jobs.  It can also play an important part in local regeneration projects, and has been 
at the heart of the regeneration of many of our key towns and cities over the last 
fifteen years. 
 
A major study undertaken by Oxford Economics in 2011 clearly identifies the 
significant local impact of the pub sector, and concludes that the pub sector is a 
major employer across the UK. In total, the pub sector is estimated to sustain nearly 
900,000 jobs across the UK and almost £12bn of wages (Table 1).   
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Table 1: GVA, employment and wages generated by the pub sector 
 
UK  GVA (£) Employment Wages (£m) 

Direct 9.6 596,000 4.9 
Indirect 6.7 189,000 4.8 
Induced 3.0 114,000 2.0 
Total 19.3 899,000 11.7 

 
The local value of the employment generated by the pub sector should not be 
underestimated. For example, approximately 35% of pubs are located in rural 
England, which equates to just under 300,000 jobs in the rural economy, and £4.1bn 
of wages, with a GVA of almost £6.5bn. The average pub will inject around £80,000 
a year into the local economy, providing additional employment for machine and 
equipment suppliers, musicians and disc jockeys, painters, decorators and others. 
The symbiotic relationship between pubs and brewing is also crucial.  There are 
around 15,000 jobs in the brewing sector and as 68% of beer is still sold through 
pubs we estimate that pubs support around 7,500 jobs in what is one of our most 
important manufacturing industries. 
 
Chart 1: Direct employment in pubs by age (UK) 
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3. Social importance of pubs 

In addition to its economic significance, but no less important, the pub is a unique 
part of British culture and serves the population in rural, urban and city centre areas.  
The vast majority of pubs (88%) are located at the heart of communities in small 
towns, villages or suburban areas, with only 12% in town centres. 
 
The public house is central to any community, and a key part of our national and built 
heritage.  It is a focus for leisure activities ranging from sports teams to fund-raising 
for charities, with over £120M raised each year for a range of worthwhile causes. 
The Government recognises the importance of pubs as the hubs of their 
communities. The Royal Wedding in April 2011 was a case in point, with the 
Government extending licensing hours as part of the national celebrations.  The 
Home Office has announced a similar relaxation for the Queen‟s Golden Jubilee 
weekend. 
 
We believe that there are a number of areas where we could work with 
Government to support pubs and ensure that this potent symbol of the British 
way of life continues to thrive and grow.  Action in the following areas would 
be particularly welcomed and would have a very positive impact on thousands 
of small pub businesses. 

 

4. Smarter taxation of pubs 

Given the range of taxes which are faced by the pub sector we are urging the 
Treasury to adopt a holistic approach to the cumulative impact of tax changes 
and to assess the growth potential of specific measures we set out here.  Just 
as the red tape challenge will only see positive benefits if the cumulative effect 
of reductions is properly understood, so should the Government assess the 
overall effect of Budget measures on pub retailers. 
 

Alcohol Duties 
The fortunes of UK brewers and the pub sector are inextricably linked. Seven of 
every ten drinks bought in a pub is a beer and decisions around beer duty have a 
major impact on Britain‟s pubs. In a separate submission BBPA calls for a freeze on 
beer duty and the end of the damaging beer duty escalator altogether.  
 
One of the key rationales for the introduction of the duty escalator was to ensure 
alcohol duties kept pace with rising incomes.  It was also introduced at a time when 
inflation was considerably lower. However, real disposable income has fallen, 
inflation is now much higher, and VAT has also risen to 20%. The punitive impact of 
this policy on pub businesses should not be under-estimated. The duty escalator 
imposes a minimum 2% above indexation increase, across all alcoholic products 
sold in pubs. Beer duty has risen by 35% since March 2008, and any above-inflation 
tax increases in the Budget will be unsustainable.  Most alcohol (70%) is now bought 
in supermarkets and off licences, with only 30% being bought in on-licensed 
premises.  In pubs, however, 68% of the alcohol sold is beer, and so the higher 
taxation of beer, in particular, has a major impact. In 2011, pubs had to absorb the 
cost of a 2.5 increase in VAT, as well as a 7.2% (2% above inflation) rise in beer 
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duty.  The most recent BBPA Beer Barometer shows that beer sales continue to fall 
by 3.4% in pubs.  Since 2004, beer duty has risen by 52% but has only increased 
revenue for the Treasury by 7%. Meanwhile sales of beer in pubs are down by 25%.   
 
The Treasury have acknowledged that pubs have to pass on taxation costs to their 
customers. However, small businesses simply cannot absorb taxation in the same 
way as large supermarkets. The duty pass-through rates for beer in the on-trade 
have fallen since the duty escalator was introduced in 2008, as businesses have felt 
unable to increase prices to fully accommodate the higher levels of taxation. The 
result has been squeezed margins in the on-trade, with ensuing consequences. The 
continued increase in beer taxation, along with the wider impact of the duty escalator 
across other alcoholic drinks categories, is further widening the gap between prices 
for beer in the off-trade and prices for beer in pubs and further accelerating the shift 
from on-trade to off-trade consumption. Oxford Economics have calculated that over 
5,000 vital jobs would be saved in the next twelve months alone if the duty escalator 
was to be removed. The vast majority of these jobs would be in pubs. 
 
BBPA believes that the beer taxation escalator must be relinquished if we are to 
retain our world class brewing industry and stop further closures of community pubs.  
We cannot provide good employment opportunities if one of our major products 
continually suffers from above inflation increases resulting from Government action.  
Alcohol duties are already too high to sustain the market and at a minimum the 
Government should abandon the beer duty escalator now. 
 

VAT 
With more and more pubs now depending on food sales for their profitability the rate 
of VAT on beer and food sales in pubs has a marked impact on our sector‟s 
competitive position. 
 
We recognise this is a complex area to change. However, the EU Directive of 2009 
recognised the importance of the service sector to European economics and 
heralded a departure from the strict imposition of VAT rates on those industries.  As 
a result, as of last year 23 European countries had lower rates of VAT on 
accommodation and 14 lower rates on food services while four countries had lower 
VAT rates on alcoholic drinks. There exist a number of authoritative reports that such 
reductions have resulted in regenerating growth in the hospitality businesses where 
they apply.  The European experience has shown that the most jobs are created 
through the introduction of VAT reductions for food and alcohol. 
 
France was amongst the first EU member states to implement the Directive for 
restaurant meals.  VAT rate was cut from 19.6% to 5.5% in January 2009.  This 
reduction has created 29,500 jobs in the first year alone – making the hospitality 
sector in France a key driver of new jobs. 
 
 
 
 
 
 
 



7 
British Beer & Pub Association, Brewers‟ Hall, Aldermanbury Square, London, EC2V 7HR  

 
Chart 2: Employment in French hospitality sector (thousands) 

 
Q2 2008 – Q2 2010 
Red indicates quarter where VAT was reduced 
 
In 2010 Germany reduced the VAT for hotel accommodation from 19% to 7% 
reporting that 89% of hotel businesses had increased their capital investment and 
35% had continued to recruit full-time staff against a backdrop of job losses in almost 
all other sectors. 
 
Other European states, like Ireland and Sweden have also reduced their rates 
recognising that lower rates of VAT in the service sector and the hospitality sector in 
particular can provide a boost to consumption and employment in a sector that, by its 
nature, is heavily labour intensive. 
 
Fifteen EU countries now have a reduced rate for food, and 4 have a reduced rate 
for alcohol sold in hospitality businesses. Indeed only the UK, Denmark, Slovakia 
and Lithuania do not operate any form of reduced VAT for hospitality businesses.  
This places the UK hospitality sector at a distinct commercial disadvantage to other 
EU member states, and diminishes attractiveness of the UK to foreign visitors, 
leaving us in a poorer competitive position. 
To date, the UK Government has chosen not to take advantage of this relaxation and 
indeed increased the rate of VAT from 17.5% 20% as from January 2011.   
 
Nevertheless, we would welcome the opportunity to explore two options in particular:  
 
A reduced rate of VAT on Food Service 
The increased VAT rate is particularly damaging to the food offer from hospitality 
venues such as pubs, giving more space to the retailers who pay no VAT on food in 
the UK.  Given the value added to such food by the chefs, waiters and service 
providers in pubs, adding 20% to the cost of such service, which is of no value to the 
provider and places  a direct impact on the customer, puts the pub at a severe 
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disadvantage in relation to the retailer.  A decrease in VAT on food service would 
greatly enhance the competitive position of pubs and other hospitality businesses, 
generating jobs, investment and profit to the sector.  We believe that it would be 
possible to apply such a reduction in a way that would not damage Treasury income 
through a staged downward reduction.  Taking a progressive approach would allow 
the impact on the industry and the Treasury to be assessed in a controlled process 
with minimum risk. 
 
A reduced rate of VAT on alcoholic drinks 
We also believe that there is a good case for reducing VAT on alcoholic drinks, 
which would be a far better way of addressing the price differential on alcohol in the 
off and on-trade, than introducing a ban on below cost selling or minimum pricing. In 
addition to its potential impact on the alcohol responsibility agenda, there would be 
positive knock-on effects in the shape of more jobs and further support for the UK 
brewing industry.   
 
BBPA would like to work closely with the Treasury to give serious 
consideration to the options for reducing VAT in such a way that would boost 
job creation and higher levels of business investment, which would be of 
enormous economic benefit to the Treasury, outweighing any linear cost of 
such a reduction.   
 

Machine Games Duty 
Gaming machines provide a valued source of entertainment to the pub-going public 
as well as a much-needed source of income for cash-strapped pubs. 
 
There are some 55,000 Category C „fruit machines‟ in pubs, down by 17,000 since 
2009, and a further 25,000 Skills with Prizes (SWP) machines. For those pubs 
operating Category C machines the income represents a significant contribution to 
their income and investment opportunities. Many of these pubs are small community 
and rural pubs and they have been affected by the increasing competition from more 
attractive gambling products. 
 
In responding to the Treasury and HMRC we have explained that the introduction of 
MGD really needs to be tax neutral for the pub sector and that neutrality across the 
sector may result in seriously disadvantaging the pub sector still further. Our 
evidence shows that within the pub sector an MGD rate of anything above 15% 
would create real hardship and the complication of partial exemption from VAT will 
cause huge confusion and cost to 52,000 small businesses.  
The Treasury has already announced the move away from Amusement Machine 
Licence Duty (AMLD) to a Machine Games Duty (MGD). While we understand the 
motivation in making this change we remain concerned about the increase in 
administrative burdens  involved in the change and, just as importantly, about the tax 
rate to be applied.   
 
Gaming revenues from Category “C” machines in pubs have fallen dramatically, 
declining by over 40% in the last decade (58% in real terms). 
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Chart 3: Category C Machines Sector Income 

Britain used to lead the world in gaming machine manufacturing, particularly for reel-
based machines used in pubs. Now there is only one British company left 
manufacturing these machines for pubs, demonstrating the fragility of the gaming 
market in pubs and threaten what still remains an important source of revenue for 
the sector.   
 
Chart 4: Category C Machines Sector Taxation 
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15%. This figure is arrived through calculating the loss incurred through VAT rules on 
partial exemption and includes the cost of additional administration and accountancy 
services which accounts for around 1% of the tax rate: (Category C and Skills with 
Prizes). 
 
Should the overall tax neutral rate arrived at by the Treasury be higher than 15% we 
would request that serious consideration of an additional tax tier be reviewed to take 
account of the lower earning machines.  
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The situation is exacerbated further by the decision to include Skill With Prize 
Machines (SWPs) within the MGD regime.  Pub businesses benefit from SWPs by 
attracting customers to the premises on the basis of the entertainment factor 
afforded by the machine. Just as important is the „linger factor‟ of SWP machines 
which increases the likelihood of driving trade, as customers remain in the pub, 
potentially spending money on food and drink. These factors give SWPs an 
important part to play in the economic model of the pub which goes beyond the 
direct financial income from the machine. 
 
SWPs have not previously been subject to AMLD and will therefore attract a higher 
rate of tax. The effective tax rate will also increase as a result of the partial 
exemption of VAT. The change of taxation of these machines to any appreciable 
extent will see the removal of them from premises, since they will simply be 
uneconomical to operate.  We cannot believe that this is outcome that is either 
intended ,or desirable, but we are assured that this precisely the outcome that will 
happen, resulting in further manufacturing and service company job losses. 
 
The Treasury is urged to look carefully at the rate of MGD to ensure it does not 
disadvantage pubs and ultimately end both the manufacture and use of 
amusement machines in pubs.  Consideration should be given to removing 
SWP machines from the scope of MGD and retaining the VAT charge as at 
present.   
 

Business Rates   
Pubs are rated according to turnover.  If turnover increases, so business rates 
increase.  Business rates represent a large proportion of fixed costs to a business, 
and these remain fixed even in times of recession.  Although business rates can be 
appealed in the event of economic difficulties, the five year rate revaluation cycle, the 
time required to achieve a reduction in rates is such that businesses can sometimes 
be forced to close before a resolution has been reached.  
 
BBPA is engaged in and supports the work of „Pub is the Hub‟, which seeks to help 
communities run local pubs and pubs in rural areas to diversify.  Post Offices, shops, 
cash machines, meals-on-wheels, school meals and tourist information centres, are 
just a few of the services offered by some pubs.  Often there are considerable costs 
for pubs in offering such services and a major disincentive is the increase in rates 
which occurs if their turnover increases as a result of diversification.  
  
Pubs which diversify and offer additional services to their local communities should 
be able to apply for discounted business rates as an incentive to offer local services 
 

5. Removing pub red tape to create jobs  
 
The BBPA welcomes the Government‟s recognition of the competitive drag afforded 
by the burden of legislation on pub businesses. This has built up over many years to 
a point where it has been it has raised costs unnecessarily and stifled investment 
damaging the prospects for jobs and growth. The need for a rapid reversal of this 
trend has never been more apparent. We are pleased to see the beginning of real 
change that will open up more business opportunities. At the same we feel bound to 
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point out that new regulatory burdens are still being introduced that are not 
outweighed by those being removed. The faster and more radical the changes that 
are introduced, the quicker the pub sector will regain the confidence to invest and 
provide the economic growth that is locked up as potential within pub businesses. 
BBPA has welcomed the Government‟s recent Red Tape Challenge, and responded 
positively to it, identifying a number of areas where the removal of unnecessary 
legislation would be of benefit to the pub sector. The Association has also been part 
of the Regulation Task Force established by the Tourism Minister, John Penrose 
MP, which has just published its recommendations.1   
 
We very much welcome a number of the commitments that have already been made 
by Government to tackle red tape, for example:  
 Licensing 

Application forms to be made more user-friendly for applicants, more flexibility 
around Temporary Event Notices at local level, relaxation of the requirements 
around regulated entertainment; the „Live Music‟ relaxation is particularly 
welcome. 

 Food  
Rationalisation of food labelling and composition regulations and a new “food 
labelling map” making it easier for businesses to know the rules they need to 
follow, streamlining of food safety regulations, reducing the number of 
regulations overall. 

 Weights and Measures  
Rationalisation of existing rules around weights and measures for intoxicating 
liquor. 
 

There is more, however, that could be done since forthcoming legislation 
implementing the Police Reform and Social Responsibility Act 2011, the potential 
introduction of tax stamps on packaged beer and the increased administrative 
burdens associated with the change to gaming machine taxation, have not been 
considered as part of the review of red tape and yet would impose further costs and 
burdens on the pub sector that will be difficult to bear.  
 

6. Police  Reform & Social Responsibility Act  
 
The current Home Office consultation on Early Morning Restriction Orders (EMROs) 
and the Late Night Levy proposes an exemption from the latter should only apply to 
country village pubs, defined as being within designated rural settlements with a 
population of less than 3,000 (which already qualify for rural rate relief). The Home 
Office do not give an estimated number of pubs that would fall into this category, 
other than that it is likely to be small.  BBPA estimates that a maximum of 1,000 
pubs could qualify for an exemption from the Late Night Levy under this proposal 
and yet the same consultation proposes that all restaurants are exempted from 
paying the Levy. With pubs now serving over one billion meals a year and more 

                                            
1 Smart Regulation and Economic Growth: Seizing the Tourism Opportunity 
A Report from the Tourism Regulation Taskforce to John Penrose MP, Minister for Tourism, Department for 
Culture Media and Sport  http://www.culture.gov.uk/news/media_releases/8806.aspx  
 

http://www.culture.gov.uk/news/media_releases/8806.aspx
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meals than restaurants, this policy is misguided, with well run community pubs facing 
increased fees and costs when they play no part in town or city centre disorder. 
 
Town and city centre premises will be penalised by virtue of their location, since 
regardless of how well run they are, they could be subject to the Levy and an Early 
Morning Restriction Order, which would reduce their trading hours where they 
operate after midnight, consequently removing hours which have legitimately been 
granted by the local licensing authority, with significant economic consequences for 
pub businesses and local jobs.  A consultation on increases to Premises Licence 
Fees is also expected shortly, which will affect all pubs and could add further cost 
burdens on business.  The ability of these businesses to absorb these cost increases 
is limited and businesses failures and job losses are a likely consequence.  
 
We have discussed the very real alternatives to these regulations that are already 
proving more effective in reducing crime and disorder than these measures.  The 
real solution lies in partnership working and initiatives at a local level with proven 
outcomes such as Best Bar None, Pubwatches, Purple Flag, BIDs and similar 
projects, co-ordinated with the police, local government and other agencies.  
  
BBPA would welcome the opportunity to work with all Government 
Departments to take a more holistic approach to helping pubs survive in the 
current economic climate, since any progress that may be made under the Red 
Tape Challenge is likely to be undermined by the introduction of EMROs and 
the Late Night Levy, which will place significant costs on pub businesses, and 
place them at a direct competitive disadvantage to other hospitality 
businesses such as restaurants, hotels and members’ clubs. 
 

7. National Policy Planning Framework 
 

We welcomed the chance to respond to the recent consultation on the Draft NPPF.  
We believe that the current presumption in favour of sustainable development should 
be retained in order to maintain business growth and diversification particularly in 
rural areas.   
 
Again, the industry‟s involvement in Pub is the Hub initiatives is a good example of 
where a positive approach to planning has delivered real benefits to local 
communities.     
 

8. Duty fraud 
 
We would take this opportunity to support the concerns expressed by our brewing 
members in our separate Budget Submission 2012 on beer with regard to HMRC‟s 
proposals for tax stamps to tackle duty fraud. HMRC estimates duty fraud to be up to 
£8000 million or 14% of total beer consumption. This estimate does not stand up to 
scrutiny and the cost of implementing tax stamps on beer bottles and cans would be 
substantial.  BBPA believes that HMRC could be more pro-active in enforcing the 
existing law and has also suggested a number of additional more proportionate and 
cost-effective measures to tackle this issue and enhance the current fraud strategy, 
which was only implemented in 2010.  The introduction of compulsory registration for 
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wholesalers would make this easier and much more likely to result in a reduction in 
duty fraud. 
 
The HMRC proposals to introduce tax stamps will result in yet further increases in 
the cost of beer in pubs, particularly for beer sold in bottles.  The proposals from 
HMRC also suggest that only larger companies would be required to have tax 
stamps, but unless pub operators have encyclopaedic knowledge of the beer sector, 
they are unlikely to be able to differentiate between bottles requiring tax stamps and 
those not requiring them.  This would be an unfair and disproportionate burden on 
licensees and their staff. 
 

9.  Conclusion 
 
The pub sector continues to invest and create jobs and with Government support, we 
could create yet more employment opportunities, particularly for young people.  The 
flexibility offered by jobs in the pub sector across the country is a positive factor 
when job opportunities are scarce and progression through the sector has always 
been attractive particularly to those who might face barriers in other professions.   
These pub growth proposals by alleviating the burden of regulation and taxation, 
recognising their vital role in local communities, tourism and the economy overall 
would be very much welcomed by the pub-supporting public and create much-
needed employment. 
 
Government can work with us and help us to invest in our pubs through tackling 
regulatory burdens, taking a positive approach to taxation that encourages growth, 
promoting the employment opportunities in pubs and public recognition of the social 
contribution they make. 

*** 
 

 


