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Preface

Europe’s increasing obesity prevalence is of growing concern to EU policy makers given its
detrimental health effects and associated burden on public health systems. In recent years there
has been interest, both within the EU and globally, in the use of taxes on high in fat, sugar or salt
foods (this definition of food includes non-alcoholic beverages) to reduce their consumption, and
address obesity. Over the last few years, several governments of EU Member States have
introduced taxes on specific food categories and food ingredients such as confectionery, ice cream,
soft drinks, sugar, fat, artificial sweeteners and salt. The effectiveness of such taxes in discouraging
consumption of the targeted foods or ingredients, however, is uncertain. In addition, these taxes
can have complex social, economic and environmental consequences for individuals, companies
and sectors. The desire to undertake the present study originates in the discussions held among
stakeholders participating in the High Level Forum for a Better Functioning Food Supply Chain.

This study Food taxes and their impact on competitiveness in the agri-food sector was granted to
the ECSIP consortium with Ecorys Netherlands as lead partner. Responsible for the management
of the project and overall analysis are Robert Haffner, Patrick de Bas and Eszter Kantor with Jan-
Maarten de Vet providing quality control. Key support staff includes Katelyn Price (literature review
and coordination support) and Maarten van der Wagt (quantitative analysis). Other Ecorys
contributors are Lilian Tilburgs and Anastasia Yagafarova.

For the case studies, the project team drew on the services of Janne Sylvest & Benita Kidmose
Rytz (DTI; case study Denmark), Karen Thorsted Hamann (IFAU; case study Finland), Pierre
Padilla (IDEA, case study France), Pasztor Zsolt (Eufund Consultants; case study Hungary),
Katelyn Price (Ecorys Netherlands; case study Ireland) and Valentina Patrini (Ecorys Brussels;
case study ltaly).

The project team was advised by a team of experts. The advisory panel consisted of: Professor Dr
Xavier Gellynck and Dr Bianka Kiihne (University of Ghent), Dr Fabian Zuleeg (European Policy
Centre) and Professor Dr Sijbren Cnossen (CPB Netherlands Bureau for Economic Policy
Analysis).

We would like to thank the steering group of the European Commission for its constructive
comments and excellent guidance and advice throughout the entire period of this study. We also
thank the numerous stakeholders that actively supported the study, either through the provision of
information and/or participation in the stakeholder meetings organised in Brussels.

The opinions expressed in this Study are those of the authors and do not necessarily reflect
the views of the European Commission.
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Executive Summary

Background, aim and approach

Industry representatives at the High Level Forum for a Better Functioning Food Supply Chain raised
concerns about taxes levied or envisaged on food and drink products by several Member States in
recent years. No conclusive analysis of the effect of food taxes on competitiveness of the agri-food
sector was available, while also the effect of food taxes on employment, investments and trade
flows within the European internal market have not yet been researched in-depth.

Against this background, the European Commission has engaged the ECSIP consortium to conduct

a detailed analysis of the impact of food taxes. The aim of the study is to assess the impact that

taxes levied on food and beverages would have on the competitiveness of the agri-food sector. The

research questions of this study are:

1. How do food taxes impact the consumption of foods with a high percentage in fat, salt and
sugar? What qualitative and quantitative results support a public health or fiscal objective?

2. How do food taxes impact competitiveness of the agri-food sector on the Member State level (in
terms of costs, profitability and investments)?

3. How do food taxes impact employment and trade flows within the Member States as well as the
EU Internal market?

While health effects of food taxes are not the primary focus of this study, we note that health effects
are critically important as improved nutrition and health are the driving motivations for many of the
implemented food taxes. Additionally, while the main focus of the study is on the food taxes as a
policy instrument, we also provide a discussion on food taxes in a broader context of alternative
policy measures aimed at improving public health.

In order to provide an answer to the study research questions, we have conducted the following

tasks:

e Literature review on the impact of food taxes;

e Quantitative analysis on product prices and consumption changes, as well as competitiveness
indicators such as margins, investment and employment. The analysis is based on data from
the Euromonitor Passport system, at detailed product level per Member State and from 1999
onwards. Relevant stakeholders also provided market data;

e Interviews conducted with 14 European stakeholders, representing all stakeholder groups
impacted by the introduction of food taxes including producers, retailers, public health
authorities as well as consumers;

e Case studies on the impact of introduced food taxes, in Denmark (saturated fat), Finland
(confectionery, ice-cream and soft drinksl), France (sugared and non-sugar-sweetened soft
drinks) and Hungary (confectionery, chocolate, sugar-sweetened beverages, energy drinks,
salty snacks and condiments). Case studies on proposed but not introduced food taxes in
Ireland (sugar sweetened drinks tax) and Italy (soft drinks with added sugar/sweeteners).

The interim results of the study have been reviewed by a wide group of stakeholders, including
industry, health and consumer representatives, as well as peer-reviewed by independent experts
from University Ghent (Professor Dr Xavier Gellynck and Dr Bianka Kiihne), the Netherlands

! Drinks affected by the tax include soft drinks (carbonated drinks, syrup), mineral water, and fruit based drinks (e.g. fruit

juice, syrups, and nectars), as well as some alcoholic beverages.

Food taxes and their impact on competitiveness in the agri-food sector ECORYS A



Bureau for Economic Policy Analysis (Professor Dr Sijbren Cnossen) and the European Policy
Centre (Dr Fabian Zuleeg).

Impact of food taxes on consumption

How do food taxes impact the consumption of foods with a high percentage in fat, salt and sugar?

This section of the study is primarily interested in determining whether a tax on a certain product or

nutrient generates a response by consumers to reduce their consumption of that good and by how

much. Directly related to this is the question of whether consumers purchase other products to
compensate for their reduced consumption of the taxed good, and which products are purchased.

To examine consumer behaviour effects of food taxes, the relationship between tax, price and

demand changes was analysed through the four basic relations below:

1. Introduction of a tax increases the cost of the product2 which in turn may lead to a price
increase:

- Mostly, higher product prices occurred in conjunction with profit margins remaining stable,
indicating full pass-through of the tax. However, there is evidence of over-shifting in the
sugar-sweetened beverage (SSB) sector in all non-alcoholic beverage taxes studied;

- For a number of taxes we examined, prices increased by significantly more than what can
be directly attributed to the tax (with margins remaining stable), clearly showing that factors
other than the tax (and other than over-shifting) influenced prices in the same period the tax
was introduced. In some cases, prices showed no effect following the tax changes, equally
demonstrating that existing trends and factors other than the tax can have a stronger
influence on price.

2. Product reformulation, where possible and feasible, is one of the options to reduce the impact of
the tax on the cost of the product:

- Product reformulation is more likely where the design of the tax is based on the level of
certain ingredients (sugar, salt etc.) in the final product. As such, a specific tax provides a
stronger incentive (compared to an ad valorem tax) to reformulate products as
manufacturers may be able to lower the impact a tax has on their cost by reducing or
removing the taxed ingredient;

- However there are limitations to product reformulation depending on the importance of the
taxed ingredient to the taste expectations of consumers® and composition of the product4, as
well as the cost and complexity of reformulation.

3. A price increase leads to a reduction in demand, with demand effects potentially different
among various groups of consumers e.g. low-income groups or users consuming a high amount
of the taxed products:

- Generally, an increase in the price of a good, resulting from the introduction or increase of a
tax, is associated with a reduction in the consumption of the taxed product. Conversely, a
tax reduction or abolishment is associated with lower product prices, and more consumption
of the taxed products;

- Decreases in demand following the introduction of food taxes are generally proportionally
smaller than the price increase, which is evidence of inelastic food demand,;

- The exact size of demand responses due to food taxes is difficult to establish, because of
difficulty in establishing causal links between tax changes, price changes and demand, as
well as the presence of external factors such as the cost of raw materials which may also
influence price and demand;

We refer to the direct effect of the tax as the monetary impact of the tax on prices (tax base times tax rate), thereby
excluding any additional costs of the tax (administrative costs, product reformulation costs) which might also have an
impact on prices.

Some products have key features that identify them both in terms of texture and taste, making them unique, and therefore
ingredients cannot be reduced or replaced without negatively impacting consumer demand.

Some products require a certain level of a particular ingredient in order to exist, for example chocolate needs certain levels
of cocoa and sugar, butter requires a certain level of fat etc.
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- ltis important to add that the results for consumption discussed in this report relate to
increases or decreases in average consumption, meaning the average across all
consumers. In order to draw more meaningful conclusions on economic and health impacts,
segmentation should go further and for instance analyse risky populations (mainly children
and obese people). However, such segmentation is largely under researched and as such
changes in demand for different groups of consumers, which may have stronger or weaker
preferences for certain products and brands, is unknown;

- A common criticism of food taxes is that they are regressive, meaning that low-income
households pay a greater proportion of their income on food taxes than high-income
households. A consistent finding in the literature is that food taxes are regressive but the
actual income impact is predicted to be very low. There is some evidence in the literature
that food taxes will benefit the low-income population the most in terms of improving nutrition
and hence be progressive from a health perspective, but too little quantitative research has
been done in this area to reach firm conclusions.

4. In the case of a decline in demand, consumers may move to cheaper versions of the taxed
product (brand substitution), to non-taxed products or to less heavily taxed products (product
substitution). Substitution to products outside the product category upon which the tax is levied
have been identified but remain hard to evaluate:

- Product substitution occurs where less-taxed or non-taxed substitutes are readily available.
Tax design, in terms of the scope of products which the tax is levied upon, therefore greatly
influence consumer product preferences;

- Brand substitution in the form of moving to cheaper brands is found to occur, more so in
product categories where the brand of the product is less connected to the perceived taste
of the product.

5. Health outcomes of food taxes: any alterations in consumption patterns, taking into
consideration industry responses and the impact of product substitution, may potentially have
an impact on public health:

- To what extent changes in consumption resulting from a food tax actually lead to public
health improvements is still widely debated and evidence from academic literature is
inconclusive and sometimes contradictory:

e The key reasons for the diversity in results of studies are the uncertainties around
product substitution and the calculation methods used to translate consumption changes
into particular health effects (weight loss and disease prevalence).

- As health motivated food taxes are a relatively recent policy initiative and public health
studies require long-term data to assess effects on diet, obesity and non-communicable
diseases, impacts of food taxes on public health will need to be further researched and
assessed over the longer term.

Impact of food taxes on competitiveness and the internal market

How do food taxes impact the competitiveness of the agri-food sector?

This section of the study is primarily interested in determining how food taxes impact firms active in
the agri-food sector. In particular, we focus on cost, profitability and investments as these are
important elements for a strong competitive position. To examine the impact of food taxes on
competitiveness, we investigated the following basic relations as set out below:

1. Introduction of food taxes increases costs for the firm, most notably administrative costs:

- The products upon which a tax is levied (either specific or ad valorem tax), and the ways
these are classified and defined, can have significant implications for the administrative
burden of the tax. Food taxes in Denmark and Finland provide clear examples. Also, the
calculation method has an important influence on administrative burdens, notably if the tax is
charged on ingredients;

Food taxes and their impact on competitiveness in the agri-food sector ECORYS A



All taxes investigated in this study are levied on producers, or the first domestic seller for
imported products. The lack of comparable food taxes levied on other parts of the supply
chain make it impossible to assess the impact of this choice on administrative burdens;
As administrative burdens have a fixed cost character to a certain extend, the impact of
these burdens on SMEs is relatively larger than the impact on larger producers.

2. Food taxes may negatively impact firm profitability:

Interviews, case studies and other market data sources provided examples of firms facing
significant declines in profitability. These declines were not confirmed in the analysis of our
sector data which showed hardly any development in sector profitability. However, the lack
of developments apparent in our data can not be relied upon as a true representation given
the limitations of the data;

External factors, such as the prices of raw materials, are likely to at least partly influence
developments in profitability;

The profit margin for the taxed product is negatively affected which, together with the decline
in demand for the taxed product, negatively impacts firm profitability. This may be somewhat
offset by increases in profit on product substitutes of the same firm;

It may be more difficult for SMEs to mitigate the impact of food taxes on profitability by
means of product reformulation or increased profitability on substitute products due to their
smaller product line.

3. The impact of food taxes on investments levels is unclear:

The industry is divided on the impacts that food taxes might have on investments and
innovation. While some stakeholders report that there has been a reduction of innovation in
food simply as a result of less capital available due to taxation, another source suggests that
product reformulation has increased in response to the introduction of taxes;

There is no clear pattern between introduction of a food tax and investment levels at sector
level. We observe a strong decline in one case and a strong increases in another, with also
a couple of cases with unchanged trends in investment levels. However, as investments
often concern long-term plans, the short-term data available does not allow to test for multi-
year effects;

The analysis is restricted due to the relatively small number of observations. As various food
taxes were only recently introduced, no data was available for some of the taxes.

Impact of food taxes on competitiveness and the internal market

How do food taxes impact employment and trade flows within the Member States as well as the EU

internal market?

This section of the study is primarily interested in determining how taxes impact the internal market.

We explore the impact on employment, labour productivity, cross-border effects and trade flows

within the EU. To examine the impact of food taxes on the internal market, we investigated the

basic relations as set out below:

4. Food taxes may lead to a decline in the need for labour inputs and thus employment, especially

at local level:

10 ECORYS A

The industry indicates loss of employment due to introduction of food taxes. Production of
foodstuffs often occurs in the Member States using local employment. In particular, there are
large numbers of local SMEs that manufacturers work with, mostly active in bottling,
packaging, advertising and retail. Therefore food taxes may have a direct effect on local
employment, as well as a trickle down effect on employment through the value chain;
Figures on changes in employment give mixed results, including a few examples where an
increase of employment was observed in the year of introduction of the food tax. This result
is a strong indication that other factors play a more important role in the development of
employment than the food taxes;
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- The loss of sales for producers and retailers in tax-affected products, and the loss in
employment resulting from this decline in sales, may be compensated by growth in other
product lines. However, this is not always the case, not only for multinational companies
which produce only one category of products (for example sweet foodstuffs) but especially
for SMEs, which do not have as much flexibility to offset the loss of profit margins on other
products.

5. No clear impact of food taxes on labour productivity within a firm is observed:

- The sector data analysis on labour productivity shows a mixed picture with productivity
decreasing in two cases, but also an increase of productivity observed in another case. On
the basis of the small number of observations, no conclusion can be drawn;

- No solid information from case studies or interviews are available to shed light on the
observations.

6. The competitiveness between firms within a Member State where a food tax is levied may be
negatively impacted:

- As food taxes may cause consumers to favour cheaper brands of the taxed products in
order to maintain consumption of the product but at a lower cost, the competiveness of
premium brand producers reduces compared to the to non-premium brand producers.
Likewise, substitution from taxed products to non-taxed products reduces competitiveness of
producers of the taxed products compared to producers of the non-taxed products;

- The precise product substitution that occurs, and therefore the competitiveness effects, is
highly influenced by the design and scope of the tax, as well as the nature of the product
that is being taxed.

7. Food taxes seem not to lead to strong increases in cross-border purchases:

- A common argument against food taxes is that they raise the price of goods in comparison
to the prices of the same goods in neighbouring countries where no such tax exists and
thereby promote cross border shopping;

- An often cited example for the negative impact of non-harmonised food taxation is the
increase in cross border shopping following the introduction of the Danish fat. Close
investigation of the case study shows that the degree of cross-border shopping resulting
from the introduction of the tax is limited. Other factors, in particular other taxes on food, are
more important drivers for the cross-border shopping effect;

- No firm conclusions can be drawn on the basis of data analysis of international trade flows
due to the limited number of cases.” In two cases we observe the expected changes, but
two other cases do not show the expected change in import/export patterns, with one of
those cases actually showing an opposite reaction than expected.

Alternative policy measures
Food taxes are not the only options available to policy makers to impact on the consumption of
foods with a high percentage in fat, salt and sugar. Various alternative measures exist:
1. Traditional regulation (legislation, contracts or agreements):
- Traditional regulation prescribes what is permitted and what is illegal;
- Traditional regulation with respect to the food sector comes in two main forms: food
regulation and marketing regulation;
- Food regulation helps people eat a balanced diet by making it impossible or restricting the
possibilities to purchase products that are high in sugar, salt and fat. Food regulation
potentially also has drawbacks, such as high informational requirements to design an

In case of strong cross-border effects, one should expect a strong reduction in demand in the country where the tax is
levied, lead to reduced import (less demand for taxed products). At the same time, an increase of export of taxes products
(in order to allow the neighbouring country to meet the increase in demand) should be expected.

Food taxes and their impact on competitiveness in the agri-food sector ECORYS A
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effective and balanced food regulation, enforcement costs of regulations, and welfare losses
for consumers who like to enjoy the products as part of a balanced diet;

- Regulation of marketing by the food industry has aimed to restrict the marketing of food
products which are dense in calories and low in nutrition, especially towards children, as well
as to promote the marketing of food products like fruit and vegetables.

2. Market-based instruments:

- Market-based instruments target financial incentives of consumers. In addition to food taxes,
discussed in the previous chapters, the other main market-based instrument for the food
sector is the provision of subsidies;

- Subsidies with respect to the food sector concern the food products low in calories and with
high levels of nutrition. The most common example is subsidies for fruit, with subsidies on
high fibre products or milk as other examples;

- One consequence of subsidies is that low income households may benefit if they choose for
the subsidised products. However, subsidies are difficult to “target” as people who would
have bought a low fat alternative in the absence of a subsidy also benefit from it. Moreover,
people who receive a subsidy may still use the (actual or perceived) additional income on
products high in salt, fat or sugar.

3. Self-regulation and co-regulation approaches:

- Self-regulation and co-regulation refers to situation where the industries set standards
themselves. The degree of government involvement and legislative backing determines the
difference between the two;

- Self -regulation in industry is mainly used by industry groups to promote ethical conduct,
product standards and fair trading. With respect to the food sector, this may be used for
setting standards on the use of ingredients;

- A consequence of self-regulatory measures is that optimal use is made of the available
information within industry. However, while self-regulation may lead to a reduction in the
amount of salt, sugar and fat used in products, it does not in general incentivise consumers
to change consumptions pattern and focus on a balanced and healthy diet, although it
should be noted this depends on the specific self regulatory measures chosen.

4. Information and education schemes:

- Policy instruments focused on information and education aim to change behaviour by
making more information available to allow consumers to make more informed decisions;

- The main tools for the provision of information and education are information campaigns,
education and point-of-purchasing information;

- Campaigns refers to the use of mass media, such as websites, flyers, television
commercials, physical advertisement and events, to promote and encourage certain
behaviour by providing consumers with information and raising awareness.;

- Education aims to inform consumers and increase awareness of the nutritional quality of
different food products and the possible consequences of eating too much salt, sugar or fat.
A way of implementing education is to include cooking or gardening classes in school
curricula. Some studies test this and find that cooking and gardening classes indeed could
increase the consumption of fruit and vegetables. Stakeholders across the board agree that
education, raising awareness and community-based programs are good, helpful and more
should be done;

- Point-of-purchase information refers to specific information about the ingredients and
nutrition levels of the product provided to consumers at the point of purchase. Labels are a
commonly known example of this measure. Standardised labels create an easy to access
way to compare different products and make informed choices. An important factor that
plays a role with product labels is that it gives consumers immediate feedback about the
choices they are about to make. Due to this feedback the consumer might reconsider his or
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her action and choose an option with lower levels of sugar, salt and fat and higher levels of
nutrition.

Overall summary of conclusions

Overall, this study on the impact of food taxes on competitiveness of the agri-food sector generally
finds that food taxes achieve a reduction in the consumption of the taxed products and, in some
cases, product reformulation aimed at reducing the sugar, salt and fat levels of the product. It is
also found that product substitution takes place, both through an increase in the consumption of
taxed products from cheaper brands and non-taxed or less-taxed product substitutes.

On sector competitiveness, we observe food taxes leading to an increase in administrative burdens,
notably if the tax is levied on ingredients (specific tax) or the tax base is highly differentiated and
complicated. Food taxes may negatively impact profitability, although changes in net profitability are
dependent on a wide range of factors, including the impact of food taxes on substitute products and
factors that are not influenced by food taxes. The impact of food taxes on investment is unclear.

On the impact of food taxes on the internal market, employment may be negatively impacted.
Meanwhile, there is no clear indication on the impact on labour productivity. Cross border shopping
effects were limited and other factors, in particular other taxes on food/drinks, are found to be more
important drivers for the cross-border shopping effect. Competitiveness of individual firms within a
member state can be impacted by food taxes.

To what extent changes in consumption resulting from a food tax actually lead to public health
improvements is still widely debated and evidence from academic literature is inconclusive and
sometimes contradictory. More research is needed as empirical health data becomes available over
time. Additional availability of empirical data over time will also allow improved research on the
impact of food taxes on competitiveness of the agri-food sector.

Food taxes and their impact on competitiveness in the agri-food sector ECORYS A
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1.1.1

About this study

Purpose and scope of the study

The European Commission, specifically DG Enterprise and Industry, have engaged the ECSIP
consortium to conduct a detailed analysis of the impact of food taxes on competitiveness in the
agri-food sector. The study took place between November 2013 and June 2014.

We answer the following key questions in this study:

1. How do food taxes impact the consumption of foods® with a high percentage in fat, salt and
sugar? What qualitative and quantitative results support a public health or fiscal objective?

2. How do food taxes impact the competitiveness7 of the agri-food sector on the Member State
level (in terms of costs, profitability and investments)?

3. How do food taxes impact employment and trade flows within the Member States as well as the
EU Internal market?

Scope of the study

The sectorial scope of this study is the European food industry, including all the main economic
actors along the food supply chain. Although, within the context of the European level interviews the
study takes notice of the impacts that non-harmonised food-taxes may have on alcohol, wider and
more detailed implications of these taxes on alcohol have not been studied. Furthermore, specific
taxes on coffee or tea are also not included in our analysis. They have been introduced prior to the
temporal scope of this study and have been motivated by fiscal revenue gains rather than health
objectives.

The study focuses on non-harmonised taxes introduced by EU Member States on food and non-
alcoholic drinks. In terms of implementation of food taxes, the study focuses on those food taxes
that are currently in place, have been recently introduced or recently withdrawn. We have identified
the following recent, health motivated EU food taxes (see Table 1.1).

For the purpose of this study, food’ is defined in accordance with the definition provided in Regulation (EC) 178/2002,
article 2: “(...) ‘food’ (or ‘foodstuff’) means any substance or product, whether processed, partially processed or
unprocessed, intended to be, or reasonably expected to be ingested by humans. ‘Food’ includes drink, chewing gum and
any substance, including water, intentionally incorporated into the food during its manufacture, preparation or treatment. It
includes water (...)."

For the purpose of this study, ‘competitiveness’ is defined as: The ability of a firm or a nation to offer products and services
that meet the quality standards of the local and world markets at prices that are competitive in relation to the offers of other
firms of nations. Competitiveness is the result of a wide range of drivers and framework conditions, as identified also in the
proposal for the framework contract Industrial Competitiveness and Market Performance, that forms the basis for this
request for services. These framework conditions include, among others like institutional arrangements in terms of
available skillset and R&D infrastructure, labour market flexibility and access to finance.

Food taxes and their impact on competitiveness in the agri-food sector ECORYS A
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Table 1.1 Summary of recent, health motivated food taxes

Country Tax(es)

Denmark e Excise duty on saturated fat;

e Excise duty on chocolate and sweets;
e Excise duty on ice cream;

e Excise duty on soft drinks.

Finland Excise duty on confectionery, ice cream and soft drinks®.

France Excise duty on sugared and non-sugar-sweetened drinks;
Energy drink tax.

Hungary e Public health product tax covering;

- salty snacks;

- confectionery;

- sugar-sweetened beverages;

- syrups or concentrates for soft drinks;
- energy drinks;

- flavoured beers/alcopops;

- condiments®;

- fruit jam.

1.1.2 Rationale for the study
Industry representatives at the High Level Forum for a Better Functioning Food Supply Chain raised
concerns about taxes levied or envisaged on food and drink products by several Member States in
recent years. No conclusive analysis of the effect of food taxes on competitiveness of the agri-food
sector was available, while also the effect of food taxes on employment, investments and trade
flows within the European internal market have not been researched in-depth.

By providing answers to the research questions, the study aims to support policy making by way of
collating information on the impacts and effectiveness of the food tax measures, as well as partially
illustrating public health and social impacts.

1.2 Food taxes

Table 1.2 (below) provides an overview of the various non-harmonised tax measures that have
been analysed within the scope of this current study. Information on the tax measures are
presented according to their current status and applicability as observed during the course of this
study. A more detailed description of the individual tax measures and their mechanisms can be
found in the case study annexes.

8 Drinks affected by the tax include soft drinks (carbonated drinks, syrup), mineral water, and fruit based drinks (e.g. fruit

juice, syrups, and nectars), as well as some alcoholic beverages.
Due to data problems, we had to exclude condiments from the data analysis.
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Table 1.2 Detailed information on recent, health motivated food taxes

Description of
Tax

Denmark

Date

introduced

Date

abolished

Tax Rate

Tax base

Chargeability

Excise duty on

Meat, dairy products, animal fats and
vegetable oils which contain more than

Applies to food producers with a
yearly turnover of more than DKK

Oct 2011 Jan 2013 DKK 16 / kg of saturated fat™ ) o 50,000 of the corresponding food
saturated fat 2.3% saturated fat. Standardised liquid milk )
) ) products in Denmark.
is not subject to the tax. . )
Applies to imports.
2010 . Ice cream or ice cream mix with a content
] ] DKK 6.61/ L of ice cream
Excise duty on increased of sugar above 0.5 g per 100ml.
ice cream In place since ) Ice cream or ice cream mix with a content
DKK 5.29 / L of ice cream
1946. of sugar below 0.5 g per 100ml.
. 2013 reduced DKK 0.82/IL standard rate;
Excise duty on Standard rate for sugar content
) by 50% DKK 0.295/IL reduced rate;
soft drink and . Jan 2014 . . >0.5¢g/100ml and reduced rate for sugar Standard
o In place since *note: various rate increases
juice . content <0.5/100ml. rate 25%
1930’'s and decreases prior to 2013.
Chocolate and chocolate products,
DKK 24.61 /kg o _
_ liquorice products, marzipan, sweets,
(In 2010 increased from DKK .
effervescent products, chewing gum, cakes
14.20 to DKK 17.75/kg and a . .
2013 with a certain sugar, cacao or chocolate
Excise duty on reduced rate of DKK 14.20 for i
increased . content etc. Certain products that can be
chocolate and . - low sugar products. 2012 raised .
1 In place since . used for the production of chocolate and
sweets again to DKK 23.75 and 20.2 for
1968. sweets, such as almonds, nuts and cocoa
low-sugar products. ) )
nuts, are subject to raw materials tax.
Products, as per above, containing less
DKK 20.93 / kg.
than 5 grams of sugar /kg.
1 Pplease see the case study on Denmark for a detailed description on the tax base.
™ Further tax increases — via indexation - in this product category are expected.
Food taxes and their impact on competitiveness in the agri-food sector ECORYS A
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Description of
Tax

Finland

Date

introduced

Date

abolished

Tax Rate

Tax base

Chargeability

Excise duty on
sweets 1926

2014:

“energy drinks”

caffeine content >2220mg/I.

to 2000. Soft EUR 95/kg or Sweets, chocolate, ice-cream and soft Paid by producer when products Standard
drink excise EUR 0.220/L (sugar-sweetened drinks (including sugar- and non-sugar- enter into the market. Imported ate 24%
Excise duty on since 1940. beverages & juices) sweetened soft drinks, juices and waters). products are taxed. Exported
confectionery, Sweet tax ) EUR 0.11/L (sweetener-based products are not taxed. Reduced
ice cream and reintroduced soft drinks and waters) Exemptions: Sweets, ice-cream and soft Exempt: Producers with an annual ate 14%
soft drinks. in 2011 and 2012: drinks used in the manufacture of other production volume of less than for
combined with EUR 0.95 /kg or EUR 0.11 /L products; Goods transported by travellers 10,000 kg or 50,000 litres are foodstuffs
existing soft 2011: and acquired for their own use. exempted from the tax.
drink tax, ice EUR 0.75 /kg or EUR 0.075 /L
cream added.
France
Adjusted every 1st of January in Tax is paid by producers,
Excise duty on order to be in line with the All beverages with added sugar or importers and those in France Standard
sugared and growth rate of the consumption’s | sweetener (whatever the quantity), packed | acquiring the drinks from other EU | rate 20%
price index of the second year into containers aimed to the retail market countries. Exoneration applies to
non-sugar- 1 Jan 2012 -
preceding the levy. (direct or with an intermediary) and with an | exports (in and outside EU). Reduced
Z\r/:/:s;ened 2012: EUR 7.16 / hectolitre alcohol strength equal or below 1,2%vol. rate
2013: €7.31 (0,5% vol. in the case of beers. 5.5/10%
2014: €7.45 for
Excise duty on "Energy drinks" defined as beverages with foodstuffs.
1 Jan 2014 EUR 1/ litre
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Description of

Tax

Hungary

Date

introduced

Date

abolished

Tax base

Chargeability

Public health
product tax
(NETA)

2011

7 HUF/litre

Soft drinks: Added sugar: more than 8g/100ml.
Exempt: Drinks with more than 25% fruit or
vegetable content and products prepared with
the use of at least 50% of milk.

200 HUF/litre

Syrups or concentrates for soft drinks. Exempt:
Syrups with more than 25% fruit or vegetable

content.

250 HUF/litre

Energy drinks: Methylxanthines content: more
than 1mg/100ml Taurine: more than
100mg/100ml.

Or: Methylxanthines content alone of more than
15 mg/100ml.

70 HUF/kg for sweetened
coca powder or 130 HUF/kg
for other pre-packaged

sugared products

Confectionery: Added and total sugar: more than
25g/100g Chocolate: added and total sugar
more than 40g/100g and cocoa content less
than 40g/100g. Exempt: Products prepared with

the use of at least 50% of milk.

250 HUF/kg

Salty snacks: Salt: more than 1g/100g.

250 HUF/kg

Condiments: Salt: more than 5g/100g
(exemptions for mustard and ketchup and some
other salted flavouring vegetable products under
15g/100 g salt content).

20 HUF/kg

Flavoured beers/alcopops: Beer or any other
alcohol with added sugar that has a total sugar

content of more than 5g/100ml.

500 HUF/kg

Fruit jam: All fruit flavours except extra jam,
extra jelly, marmalade and special quality jams.

Based on the weight or volume
(kg or litres) of the product.
Applicable for products sold over
50 kg or 50 litres. The tax is
payable by the first domestic
distributor or the producer of the

own brand product.

Standard
rate 27%

Reduced
rate 18%
for milk

and milk

products

Food taxes and their impact on competitiveness in the agri-food sector
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1.3

1.4

Conceptual framework

To structure the analysis, a conceptual framework was developed based on the results of the
literature review. The outline of the framework is presented in Figure 1.1 below.

Figure 1.1 Conceptual framework for the study

Food Taxes Conceptual Framework

Shift in
: consumption:
Fiscal revenue reduced
consumption Competitiveness
and substitution Employment
¢ Investment
Trade
Industry
Public health response:
product
Other food ifi i
| g rinodlfu.:atu.)n, Public Health
|—> policy | | diversification,
instruments innovation

Source: Ecorys analysis.

As pointed out above the introduction of non-harmonised food tax measures are driven by various
objectives that can include public health concerns as well as fiscal revenue targets. A potential
direct effect of food taxes (and other policy instruments) can be a change in consumption patterns,
which may also include substitution effects.

Implementation of a food tax may necessitate a response by industry — such as product
reformulation for example -, which in turn may influence consumption. The combined impacts
arising from the shift in consumption patterns and the correlating industry response can lead to
further implications for the wider industry supply chain as well as consumers. With regard to the
industry, these implications may potentially relate to changes in the sector’'s competitiveness,
employment, investment and trade, both on the national and on the EU level. In the case of
consumers, any alterations in consumption patterns — taking into consideration industry responses
and the impact of product substitution — may potentially have an impact on public health. It should
be noted that all these effects need time to materialise, some effects can potentially occur relatively
quickly after the introduction of a tax (e.g. effects on prices), while others (e.g. effects on
consumption and public health) would potentially need more time.

In Chapter 2, we more closely review the linkage between the various elements of the conceptual
framework.

Activities conducted

In order to assess the particular areas referenced in the research questions as shown in Chapter
1.1, we have carried out a comprehensive desk-based research supported by an EU-wide
consultation — composed of face-to-face meetings, telephone interviews and country case studies -
taking on board the views and opinions of a large number of stakeholder groups. The following
table presents an overview of the individual tasks carried out within our study.

ECORYS A Food taxes and their impact on competitiveness in the agri-food sector
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Table 1.3 Overview of tasks and activities

Task Activity

Literature review Literature review on the impact of food taxes and other measures.

Data collection and analysis Quantitative analysis on consumption patterns and industry
competitiveness.

Assessment of competitiveness Interviews conducted with European stakeholders.

Assessment of the regulatory Case studies on the impact of the introduction of food taxes.

framework

Scenario analysis Overview of other policy measures aimed at improving population
health.

Limitations of the study

Some limitations during the data analysis have been observed. As noted above alcohol taxes were
not part of this study even though interviews with industry associations in the sector have been
carried out and their views had been taken into consideration. Moreover, while health aspects are in
some cases an important part of the rationale for food taxes, this present study has not focused on
public health implications as a primary objective.

Furthermore, limitations for the case studies arise from the fact that their coverage extended to only
four taxes in four different countries. Additional limitations were observed in relation to the literature
review which in some cases relies solely on modelling results and suffers from a lack of analysis of
real-life data. Our own data analysis is limited by the aggregated nature of some types of data (e.qg.
on investment), limiting the possibility to draw conclusions on firm level competitiveness. Moreover,
most food taxes are only in place relatively recently, which restricts our ability to measure any long-
term effects of the tax increases.

Nonetheless, combining information from the various research activities allows us to provide a
comprehensive insight into the impact of food taxes. When interpreting our findings, the reader
should be aware of the aforementioned limitations, which we will reiterate where appropriate and
relevant.

Reading guide

The remainder of this report is organised as follows:

e Chapter 2 presents our key findings on the impacts of non-harmonised food taxes on
consumption;

e Chapter 3 presents our key findings on the impacts of non-harmonised food taxes on
competitiveness;

e Chapter 4 presents potential alternatives for food taxes, the so-called non-tax policy
measures.

e Annex 1 provides a detailed look at the literary review carried out in the study;

e Annex 2 sets out detailed information on the quantitative (data) analysis for the countries and
the various product categories;

e Annex 3 presents the country case studies; and

e Annex 4 contains the findings of the EU level interviews.

Food taxes and their impact on competitiveness in the agri-food sector ECORYS A
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2

Impact of food taxes on consumption

In this chapter, we aim to answer the first research question of the study: How do food taxes impact
the consumption of foods with a high percentage in fat, salt and sugar?

In general terms, a study on consumer behaviour is primarily interested in finding out whether a tax
on a certain product or nutrient generates a response by consumers to reduce their consumption of
that good and by how much. Directly related to this is the question of whether consumers purchase
other products to compensate for their reduced consumption of the taxed good, and which products
are purchased (product substitution).

For the analysis of such changes in consumption, we draw upon the following framework for
analysis.

Figure 2.1 Framework for analysis: Consumption changes

Product
substitution

per socio-
economic group

Demand

Product Brand
Reformulation substitution

The basic relations to be tested in the study are as follows:

1. Introduction of a tax increases the cost of the product™® which in turn may