Supermarkets warn of rising food inflation if large store taxes are implemented
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UK supermarket leaders have united in a plea to the Chancellor, Rachel Reeves, urging her to exclude large grocery stores from a new business rates surtax planned for the next fiscal year. Organised by the British Retail Consortium (BRC), the collective letter warns that including supermarkets in this tax hike could exacerbate food inflation, ultimately passed on to consumers already grappling with rising living costs.
The proposed surtax targets commercial properties with a rateable value exceeding £500,000 and is designed to finance permanent business rates discounts for smaller high-street retailers and hospitality firms. However, the BRC highlights that large retail premises account for just a small fraction of stores but bear approximately a third of the sector’s total business rates bill. The consortium emphasises that an additional significant rise in these costs could push food inflation even higher, at a time when supermarkets are already under immense financial strain.
Industry executives from major chains including Tesco, Sainsbury’s, Aldi, Asda, Iceland, Lidl, Marks & Spencer, Morrisons, and Waitrose have collectively voiced concerns that their capacity to absorb further costs is "diminishing." The letter states that if more taxes are imposed, particularly through the new surtax, the industry’s ability to maintain competitive pricing will be severely challenged, with households eventually facing the consequences.
Helen Dickinson, chief executive of the BRC, corroborates these concerns, noting that supermarkets face more than £7 billion in additional costs projected for 2025 alone. These encompass increased employer National Insurance contributions, rises in the National Living Wage, new packaging taxes, and regulatory changes. The financial pressures have led many retailers to increase prices already; a BRC survey found that 85% of retailers had raised prices, with 65% planning further hikes, reflecting a wider trend of cost-push inflation in the sector.
Food price inflation is anticipated to remain elevated, with various forecasts suggesting increases in the range of 2.4% to nearly 5% in 2025. The Institute of Grocery Distribution (IGD) warns that many of the rising costs emanate not only from tax changes but also from post-Brexit import challenges adding to produce prices, and new packaging regulations. The IGD estimates that only around 20-40% of the additional costs can be absorbed by supermarkets, meaning the majority will fall on shoppers.
Compounding the situation, the BRC underscores the risk of a ripple effect on jobs and local economies if the surtax proceeds unchanged. A recent warning from the organisation suggested that up to 400 large stores might face closure, potentially leading to the loss of 100,000 jobs and depriving local councils of over £100 million in business rates revenue annually. These concerns come amid a broader environment of cautious retailer sentiment, with over half of surveyed finance chiefs expressing pessimism about future trading conditions due to inflation and rising operational costs.
The upcoming autumn Budget, expected to be announced next month, will clarify whether supermarkets will be included in this new surtax. The Treasury has yet to comment on these concerns publicly. Retailers hope that the government will recognise the disproportionate tax burden on large stores and amend its plans accordingly, signalling support to an industry critical both to employment and to managing household cost-of-living pressures.
In summary, UK supermarkets are at a crossroads where further tax burdens risk compounding inflationary pressures, threatening to push food prices upward at a time when consumers and the sector alike are already stretched. The government faces a delicate balancing act in its upcoming Budget to support small businesses without undermining the stability of larger retailers crucial for the national food supply chain.
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