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 The beer and pub sector is hugely important to the UK economy and 
society, both nationally and locally, contributing £19 billion per annum in 
terms of Gross Value Added and £10 billion in taxation 

 Beer and pubs in Britain are over-taxed, at levels that are generally far in 
excess of those in other European countries.  This has led to thousands of 
pub closures and brewing in the UK becoming an increasingly marginal 
business 

 With a fair tax and regulatory burden the sector can and should be a key 
engine for growth and jobs. Each job in brewing creates 21 additional jobs 
across the supply chain and retail. The sector is also one of the largest 
employers of young people, accounting for one in twelve jobs for under-25s   

 
Under the Government’s beer duty escalator policy, HM Treasury forecasts show 
that less will be raised from beer duty in 2013/14 compared with the previous year. 
This is despite Government plans to again increase the duty rate by over 5%.  It is 
vital that the wider economic and social impact of duty increases is considered at 
Budget time.  We urge the Government to undertake the following measures to 
reduce, rather than increase, the overall tax burden on pubs and pub goers and the 
35p in every £1 spent in the pub currently accounted for by taxes and regulatory 
costs.  
 

 Ending the beer duty escalator now. This will cost little, and could actually 
lead to a boost in Government revenues as an increase in other tax revenues 
offset the slight fall in duty revenue and would sustain thousands of jobs that 
will otherwise be lost. Oxford Economics estimates that a freeze in beer duty 
would raise an additional £5 million in revenue for the Government across the 
whole tax base 

 Seriously consider the opportunity of reducing VAT for food and drink in 
the hospitality sector which could generate hundreds of thousands of new 
jobs over the next few years 

 No new costly and disproportionate regulation such as fiscal marks or 
supply chain legislation  

 Consider reducing Machines Games Duty to 15% to more accurately 
reflect the cost of the new regime to the pub trade 

 Extend Small Business Rate Relief to the end of the current Parliament 
 

We believe these measures would significantly boost growth, jobs and investment. 
They would send a clear signal that this is a pub-friendly Government that is 
standing behind manufacturing in the UK and wants to provide some welcome relief 
for hard-pressed consumers at this challenging time. 
 

 

http://www.youtube.com/watch?v=95Sw_HEfKLo&feature=youtu.be
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The UK brewing and pub industry is a significant contributor to the UK economy. 
Oxford Economics updated their study of the impact of the sector in January 20121. 
This found that beer and pubs supported 949,000 jobs throughout the UK, paying 
close to £13 billion in wages.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Of these employees 46% were aged between 16 and 24, the age group that is 
currently suffering the highest level of unemployment. This means that one in every 
twelve young people employed works in this sector.  Overall, the sector added £19 
billion to the UK economy and paid around £10 billion in tax. 
 

Overall beer and 
pub sector 

UK 

GVA (£m) Employment Wages (£m) 

Direct 10,066  652,614  6,027  

Indirect 6,311  177,084  4,664  

Induced 3,107  118,817  2,194  

Total 19,484  948,514  12,885  

Source: Oxford Economics 
 
The beer and pub sector is liable for a wide range of taxes, excise duty and VAT 
being the largest, accounting for over 81% between them. The sector also 
contributes significant revenue in the form of corporation tax, employment taxes and 
business rates.  

                                            
1
 Oxford Economics (2012), Local impact of the beer and pub sector 2010/11 
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Source: Oxford Economics 
 

The modern-day pub sells a wide range of products. However, beer generally 
remains the defining product of the British pub and accounts for seven in every ten 
alcoholic drinks sold. Increasing taxation on beer inevitably has a hugely negative 
impact on the prospects of the great British pub.  
 

 
Source: CGA, BBPA 
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There has been very little additional duty revenue raised through increasing the 
excise duty rate since 2008. Oxford Economics has examined the wider implications 
of the beer duty escalator policy for Government revenue.  
 
If beer duty were frozen in the Budget, this would, save over 5,000 jobs, increasing 
to nearly 10,000 by 2014/15 (the final year of the escalator) that would otherwise be 
lost.  
 
The forecast predicts that Government would see a decline of £87 million in duty 
revenue in 2013/14 from freezing beer duty but would gain an additional £43 million 
from other taxes, including VAT, corporation tax and employment tax.  
 
In addition to the avoidance of job losses this would mean that Government would 
not need to pay out an additional £47 million in social security payments. These 
figures therefore show that the Government would be £5 million better off in 
2013/14 by freezing beer duty, compared to the current policy of the beer duty 
escalator, whilst also saving 5,000 jobs. 
 

 
Units 

Year 
13/14 

Year 
14/15 

On-trade sales ‘000 barrels 250 483 

Off-trade sales ‘000 barrels 243 554 

All sales ‘000 barrels 493 1,037 

Employment people 5,035 9,891 

Duty £m -87 -168 

VAT £m 8 21 

Corporation tax £m 22 44 

Employment tax £m 14 28 

Total tax £m -43 -75 
Social security saving (one year 

only) £m 47 46 

    Net effect £m 5 -29 

Source: Oxford Economics (Dec 2012) 
 
Furthermore, the Treasury now states that duty revenue from beer will fall in 2013/14 
despite the planned increase in duty in March. The table below is based on a 5.1% 
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duty increase in 2013/14 and a 4.7% increase in 2014/15 for all drinks followed by 
RPI increases in the subsequent years and is indicative of forecast changes in 
consumption patterns – i.e. that beer and cider will experience the largest declines. 
 

 
Source: HM Treasury (Dec 2012) 
 
The slowdown in beer duty revenues has been evident for a number of years. Since 
2008 beer duty has risen by 42%, with revenues increasing by just 14%. In this 
period consumption has fallen by 17% with the consequent loss of thousands of 
jobs, revenues from other taxes and inevitable pub closures. The rate of increase in 
duty revenues for the Treasury has slowed significantly, making the beer duty 
escalator an increasingly inefficient tax policy.

The UK beer duty excise rate remains the second highest across the European 
Union, behind only Finland. Other EU countries with an important and traditional 
brewing industry, such as Germany, the Czech Republic and the Netherlands, 
operate a tax regime that supports this element of their manufacturing industry. 
Additionally the UK has a much higher duty rate than all of its closest neighbours 
(25% higher than Ireland, 233% higher than France, 268% higher than the 
Netherlands and 485% higher than Belgium) which offers an incentive to both fraud 
and smuggling. 

Source: European Commission, BBPA  
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The differential in the excise duty rate means that regions of the UK end up paying 
more each year in beer tax than entire nations. For example, Yorkshire pays more in 
beer tax than either Italy or the Netherlands, and residents of the North East of 
England pay more than the biggest beer drinking nation in the world, the Czech 
Republic. 
 
The very high levels of beer duty in the UK severely limit profitability in the brewing 
sector, with nearly 50 per of turnover being paid to the Treasury in duty. The level of 
profit works out to be just one to two pence across the industry, whereas the 
Treasury receives over £1 per pint. An operating margin of 1.5% is not sustainable 
for long term investment. 

 
Source: BBPA 
 
In the pub sector it is estimated that approximately 35% of turnover is taken up by 
some form of taxation and regulation – whether it is alcohol duties (passed on by 
suppliers), VAT, employment and environmental taxes or business rates. This is an 
unsustainable burden for small businesses and is directly leading to the closure of 
many hundreds of pubs across the country.  
 

Cost of regulation 1.6% 

Business Rates 3.9% 

Employment taxes 1.4% 

Corporation tax 2.3% 

Beer & other duties 9.2% 

VAT 16.7% 

Total cost of tax and 
regulation 35.1% 

Source: BBPA, Oxford Economics 
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The list of regulations with which pubs need to comply also continues to grow. 
Continuing changes to the licensing regime, for example, impose increasing costs on 
pubs.

Forecasts from the Office for Budget Responsibility (OBR) have shown that 
Government expects beer and cider sales to fall by a further 13% by 2017/18, whilst 
wine sales are expected to increase by 17% and spirits by 1%. Of all alcoholic 
beverages sold in the UK beer generates by far the most jobs. Over 85% of all beer 
consumed in the UK is produced here, using a predominantly British supply chain 
and is sold in labour-intensive pubs. However the continued decline of beer, partly 
due to the growth of other drinks, means that there will be far lower employment and 
economic activity from the overall alcoholic drinks industry.  

 
Source: Oxford Economics, BBPA 
 
As a lower-strength drink, beer also faces greater production, distribution and 
retailing costs per unit of alcohol delivered to the consumer.   
 
We do not believe taxation is an appropriate tool to tackle alcohol misuse and indeed 
taxation across all drinks in the UK is already high compared to most other countries.  
 
However, the tax system should encourage the production and consumption of 
lower-strength drinks. The introduction of 50% duty reduction for beers up to 2.8% 
abv was a welcome incentive in this area but the current UK duty regime remains 
unbalanced and does not sufficiently account for the higher production costs and 
wider economic impact of beer. Beer therefore remains the most expensive drink, 
per unit of alcohol, available to consumers. 
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The Treasury has repeatedly claimed that the beer duty escalator is simply a 
continuation of a policy introduced by the previous Government. However this 
misunderstands the purpose and the effect of the policy when it was introduced. The 
beer duty escalator was introduced in 2008 to ensure that prices kept pace with 
disposable income. Since then real disposable income has fallen whilst beer duty 
has continued to increase dramatically.  
 
Furthermore, the duty escalator was introduced when inflation was lower (and 
forecast to be lower) and at a time of lower VAT. As the chart below illustrates the 
current level of duty (combined with the VAT increase) is already much higher than 
had been intended at this point. The beer duty escalator has therefore already 
achieved its aim and should be discontinued. 
 
UK beer drinkers pay 40% of the beer tax across the EU, but only consume 13% of 
its beer. 
 

 
Source: HMRC 
 

The BBPA remains supportive of a Progressive Beer Duty (PBD) regime which has 
provided a real boost to the micro-brewing sector. This has generated hundreds of 
new jobs and supported the resurgence of interest in craft beers as seen in a 
number of beer markets around the world, particularly in the USA. In 2002 there 
were around 300 micro-brewers. Today there are over 900 with consumers 
benefitting from a wider choice of brands than ever before. 
 
However we believe it is now critical that the current structure is revisited to ensure a 
fair and sustainable system for the long term. When PBD was introduced in the UK 
the amount of relief was already much greater than elsewhere due to the high duty 
rates in the UK and 50% relief up to 5,000 hectolitres.
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The duty escalator has significantly increased the competitive distortion faced by 
brewers just above the PBD threshold. These companies, already being squeezed in 
a hugely challenging market, are now substantially disadvantaged in their local 
market. The structure of PBD also provides a disincentive to grow beyond the initial 
threshold and can also inhibit important export opportunities. Very few brewers who 
have started since 2002 have grown beyond 5,000 hectolitres. 
 
As a result, and despite the overall fall in beer consumption in the country there has 
been a substantial increase in the number of breweries in operation. By the end of 
2011 there were more breweries in operation than at any time since the 1930s.  
 

The brewing industry is committed to working with Government and wider 
stakeholders to tackle duty fraud.  As set out in our recent consultation response2, 
we believe that there are a number of key areas where further action could have a 
significant impact on fraud, building on the 2010 strategy and we would welcome the 
establishment of an anti-fraud taskforce to move this forward as soon as possible.   
However brewers remain extremely concerned that fiscal marks and supply chain 
legislation remain under consideration for beer.  As highlighted in our consultation 
response, these could have an extremely costly and damaging impact on a key 
manufacturing sector, hitting exports and reducing consumer choice at a very 
challenging time for the industry with little guarantee of any significant impact on 
fraud.  
 
We would also urge the Government to continue to work with the industry to improve 
the robustness of beer fraud estimates before considering such significant and costly 
new regulations.   In a recent in-depth study by KPMG, they noted that “we do not 
consider that the estimates of illicit trade are currently sufficiently robust to be used 
for policy-making. Further research will be required to substantiate some of the 
assumptions used and, more importantly, to reduce the margin of error around the 
existing calculations.”3 
 
And we were disappointed that, despite the KPMG work,  the tax gap estimates 
published in 2012 were produced with the same flaws and without the strong caveats 
that should be placed on the these numbers from a statistical perspective and which 
are potentially extremely misleading.  The HMRC “mid-point” for beer fraud is 10% of 
the market; significantly higher than what industry believes to be a more realistic 
figure (industry initial estimate 3%-4%).  Quoted revenue losses are also amplified 
by a further 30% by assuming all VAT is also lost, yet it is believed the vast majority 
of beer fraud is sold through retail outlets where in many instances VAT will be 
collected. 
 
The BBPA also believes that there is more that HMRC could be doing to prevent 
fraud. This includes wider enforcement of current law, particularly around borders, 
and to take stronger action against those who have committed duty fraud. The 

                                            
2
 BBPA, Response to HMRC Alcohol Fraud Consultation 

3
 KPMG, An economic review of HMRC’s beer tax gap estimates 

http://s3.amazonaws.com/bbpa-prod/attachments/documents/uploads/21636/original/BBPA%20Response%20to%20HMRC%20Alcohol%20Fraud%20Consultation.pdf?1342430429
http://s3.amazonaws.com/bbpa-prod/attachments/documents/uploads/21638/original/not-st-Review%20of%20HMRC%20Beer%20Tax%20Gap-FINAL%20REPORT-11-05-2012.pdf?1342431470
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brewing industry has already provided HMRC with a wide range of data to bolster 
their intelligence and will continue to support their actions against criminals.  
 
Clearly a major factor in the incentive for duty fraud is the increasing profitability 
available to fraudsters. We endorse the recommendation by the All Party 
Parliamentary Beer Group Inquiry that requested; “the Treasury to make public its 
modelling of the effect of relative duty levels on fraud, and the costs of that fraud, so 
that assessments can be made of how tax changes can impact on levels of fraud 
and how close UK beer duty rates are to the tipping point where extra revenue raised 
is offset by increased fraud.”4 The 160% duty increases in France from January may 
reduce this issue for a time but about half of this narrowing of the differential 
between the UK will be offset by the duty escalator over the next two years.  

With more and more pubs now depending on food sales (nearly one billion pub 
meals are sold each year) for their profitability, the rate of VAT on food and drink 
sales in pubs has a marked impact on our sector’s competitive position. In a number 
of countries across Europe Governments have reduced the rate of VAT on food and 
/or alcohol sold in the hospitality sector. The table below illustrates the reduced rates 
currently in place (in italics). 
 
BBPA has commissioned Oxford Economics to examine the impact of a VAT 
reduction on job creation and the net benefit to the UK economy.  Some provisional 
analysis is shown below and looks at three different VAT reductions, to 5%, 10% and 
15% VAT. The table shows that a VAT reduction to 5% on food in the hospitality 
sector would create around 470,000 new jobs, and even a smaller cut to 15% would 
generate 140,000 new jobs. There is clearly going to be an initial loss in VAT 
revenue to the Treasury of such a reduction but much of this will be recovered 
through other taxes and provide a huge boost to the hospitality trade in the UK. 
 
As a means to boost the UK hospitality sector, of which pubs are such a large part, 
the BBPA would urge HM Treasury to consider reducing the rate of VAT charged on 
food and alcohol. As discussed earlier, the tax burden on pubs is a real constraint on 
growth and puts pubs at a huge disadvantage compared to supermarkets which 
enjoy a much lighter tax and regulatory burden, paying no VAT at all on meals sold 
or indeed the majority of food items.

                                            
4
 All Party Parliamentary Beer Group, Beer Tax Fraud Inquiry 

http://www.beertaxinquiry.co.uk/media/7900e09b1ed9d4cbffff823fd4355564.pdf
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Country 
Standard VAT 

rate (%) 
Bar & cafe 

alcohol rate (%) 
Bar & cafe 
food rate (%) 

Austria 20.0  20.0  10.0  

Belgium 21.0  21.0  12.0  

Cyprus 17.0  8.0  8.0  

Finland 23.0  23.0  13.0  

France 19.6  19.6  7.0  

Ireland 23.0  23.0  9.0  

Italy 21.0  10.0  10.0  

Luxembourg 15.0  3.0  3.0  

Netherlands 19.0  19.0  6.0  

Poland 23.0  23.0  8.0  

Slovenia 20.0  20.0  8.5  

Spain 18.0  8.0  8.0  

Sweden 25.0  25.0  12.0  

UK 20.0  20.0  20.0  

Source: HOTREC, European Commission 
 

Gaming machines provide a valued source of entertainment to pub customers as 
well as a much-needed source of income for pubs. 
 
There are some 55,000 gaming machines in pubs, mostly Category C machines and 
Skill with Prize machines (SWP).  For those pubs operating machines, such income 
represents a significant contribution to their income and investment opportunities. 
However, pub machine income has been declining for a number of years in part due 
to the legislative restrictions on the stakes and prizes that such machines can offer 
which have prevented manufacturers from being able to keep up with consumer 
expectations. 
 
The current system for machine taxation (namely Amusement Machine Licence Duty 
and VAT) will be replaced from 1st February 2013 with Machine Games Duty (MGD). 
The rate of MGD was announced in the 2012 Budget, at 20% at the standard rate 
(which covers pub Category C machines and SWPs) and 5% at the reduced rate.  
 
During the consultation on the structure and rates of MGD, BBPA called for a rate of 
15% for Category C machines and an exemption for SWP machines as this is the 
rate that would be revenue neutral for the pub sector, once compliance and 
administration costs (around £200 a year on average per pub) are taken into 
account. We estimate that the 20% rate for Category C and SWP machines will 
leave the pub sector £15 million worse off compared to a 15% rate, although we 
recognise there are winners and losers within this.  
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Source: BBPA 
 
The transition and registration process for MGD has proved to be time-consuming 
and an extra administrative burden for licensees over the busy Christmas period. We 
urge the Treasury to ensure there is no change in the upcoming Budget to the 
announced rate coming into effect in 2013. 
 
Furthermore we would ask Treasury to consider reducing the standard rate to 15% 
to take into account administration and compliance costs, ensuring the tax is 
revenue neutral for the sector. Consideration should be given to removing SWP 
machines from MGD altogether.   
 

Pubs are rated according to turnover. Business rates represent a large proportion of 
cost to a business, and these remain fixed until a period of revaluation (or appeal). 
When turnover starts to fall it takes time for business rates to reflect this. 
The Government recently announced that the revaluation scheduled for 2015 has 
been postponed until 2017. As a result pub business rates are based on 2008 
turnover, which came into effect in 2010.  
 
As set out above there have been a large number of changes that have affected the 
UK pub sector over this period, mostly leading to a fall in turnover, or at least 
turnover net of excise duty and VAT. We therefore believe that there are strong 
grounds for reconsidering the decision to postpone the rating revaluation. 
 
Small Business Rate Relief has provided some respite for smaller pubs, and the 
BBPA welcomes the decision to extend the Small Business Rate Relief5 holiday to 
31 March 2014 in the recent Autumn Statement. We would welcome a commitment 
to extending this rate relief through to the end of the current Parliament and would 
also urge Government to consider extending the definition of ‘small business’. 
 

*** 

                                            
5
 Applicable to businesses with a rateable value under £18,000 (or below £25,500 in London) 
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For more details on beer, pubs and the Budget, visit the BBPA website: 
www.beerandpub.com/thebeerstory. 
 
A short film produced by the BBPA with the support of CAMRA (Campaign for Real 
Ale) and SIBA (Society of Independent Brewers) can be viewed here 
 
A new BBPA leaflet – ‘The Beer Story – Facts on Tap’ is available on line here 

To support the campaign for a duty freeze in Budget 2013, please write to your local 
MP. You can do this very easily via this page on the CAMRA website. 
 
 
 
 
 
 
British Beer & Pub Association 
February 2013 
 
Ground Floor 
Brewers’ Hall 
Aldermanbury Square 
London 
EC2V 7HR 

http://www.beerandpub.com/thebeerstory
http://www.youtube.com/watch?v=95Sw_HEfKLo&feature=youtu.be
http://s3.amazonaws.com/bbpa-prod/attachments/documents/uploads/21792/original/Beer%20Story%202013.pdf?1359980886
http://campaign.publicaffairsbriefing.co.uk/emailsupport.aspx?cid=12291af3-dc86-4061-ac80-9feb7294bd90

