Supermarkets warn of tax hikes pushing food inflation into 2026
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Britain’s leading supermarket chains have issued a stark warning that further tax hikes aimed at the retail sector could fuel additional rises in food prices, intensifying the cost of living pressures on households. In a joint letter to Chancellor Rachel Reeves ahead of her upcoming Autumn Budget, executives from major grocers including Tesco, Asda, Sainsbury’s, Morrisons, Lidl, Aldi, Iceland, Waitrose, and Marks & Spencer cautioned that imposing higher taxes—particularly increased business rates—would likely be passed on to consumers, prolonging high food inflation well into 2026.
The supermarkets highlighted their existing struggles, noting that recent tax increases, such as the substantial National Insurance Contributions hike, have already added significant costs. Tesco’s chief executive, Ken Murphy, described the current tax burden as excessive, citing an additional £235 million cost to the company this year alone. Despite these challenges, some retailers like Tesco and Lidl have reported strong profit growth, with Lidl’s pre-tax profits nearly tripling to £156.8 million for the year ending February 2025. Nevertheless, the broader retail sector faces escalating expenses—estimated at over £7 billion annually—that threaten their ability to keep prices in check.
The British Retail Consortium (BRC), representing the supermarkets, emphasised that a proposed business rates surtax targeting large retail premises with rateable values over £500,000 could imperil hundreds of stores. The BRC warns that up to 400 large stores might face closure if the government proceeds with the surtax, risking up to 100,000 jobs and significant local authority revenue losses. This tax is intended to fund ongoing discounts for smaller high street and hospitality businesses but could inadvertently worsen food price inflation and consumer hardship if applied to supermarkets and large retailers.
Data from the BRC’s latest survey shows the majority of retailers have already raised prices in response to the employer tax hikes and increased national minimum wage implemented earlier in the year, with 85% having increased prices and 65% anticipating further hikes. Food inflation stood at 3.6% in June and is projected to reach 6% by year-end, straining household budgets further. The BRC warns that continued tax rises could keep food inflation above 5% well into next year, detrimentally affecting affordability for shoppers nationwide.
Industry leaders like Ocado’s CEO Tim Steiner have echoed these concerns, linking successive tax increases on labour and business operations directly to unavoidable price rises in food retail. Steiner stated that increases in costs for food production, distribution, and retail due to national insurance and minimum wage hikes logically translate into higher prices for consumers. Meanwhile, the Treasury has asserted that tackling food price inflation remains a government priority, pledging targeted support for smaller shops such as butchers and bakers through lowered business rates, though it has not ruled out potential tax increases in broader sectors.
With economic forecasts bleak and the government faced with a significant shortfall in public finances, including an expected £22 billion gap as outlined by the Institute for Fiscal Studies, Chancellor Reeves is widely anticipated to announce further tax rises and possibly spending adjustments in her Budget. The retail sector urges a cautious approach to taxation, warning that additional financial burdens on supermarkets could not only increase food prices but also lead to job cuts and reduced investment in high street businesses.
In sum, while supermarkets report strong earnings in a challenging environment, they stress that further hikes in business rates and taxes threaten to pass costs onto consumers, risking prolonged high food inflation and undermining efforts to support families struggling with rising household expenses.
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