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Overview 
 Evidence from Northern Ireland suggests that devolution of poundage rates to local

councils could lead to business rates being increased for hard-pressed retailers.

 This runs the risk of exacerbating the unfair playing field that exists between
property-intensive or ‘bricks and mortar’ retailers which already bear high fixed costs,
and the digital-only players, widening the gap in terms of tax paid. This, in turn, could
further accelerate the decline of town centres.

 Fundamental reform of business taxation is needed to address this unfair playing
field. However, in the short-term, the absolute priority must be to avoid further
changes or ‘add-ons’ to the current system that inadvertently make the situation
worse.  That is the risk posed by devolving poundage rates.

About Sainsbury’s 
Sainsbury’s comprises Sainsbury’s Supermarkets, the second largest grocery retailer in the 
UK, Argos, Habitat and Sainsbury’s Bank. In Scotland we employ over 10,000 colleagues 
and operate 169 stores, including supermarkets, Argos stores and 62 Sainsbury’s Locals or 
convenience stores – many of which are on high streets that support town centres in 
Scotland.  

We are one of the highest paying major retailers in the UK, and last year invested over 
£100m in store colleagues’ pay. On average, this provided them with a significantly above 
inflation pay rise of 9.3 per cent, taking their base rate to £9.20 per hour.  

In 2018/19 we paid £2.3bn in taxes to the UK Government of which £988m was borne by 
Sainsbury’s and the remaining £1.3bn was collected on behalf of our colleagues, customers 
and suppliers. 

In PwC’s Total Tax Contribution 2018 Survey for the 100 Group, our market capitalisation 
made us the 95th largest firm in the FTSE 100 and the 7th largest payer of UK tax. In 2019 
we paid £567 million in business rates, representing our largest source of taxation. In 2008 
business rates made up 42 per cent of our tax contribution to the Treasury; today that figure 
is over 57 per cent.  

We would encourage members of the Scottish Parliament's Local Government and 
Communities Committee to read this submission in conjunction with our response to the 
Scottish Government’s consultation on the Barclay Review into non-domestic rates (2018). 

Introduction 
Sainsbury’s welcomes the opportunity to provide evidence to the Local Government and 
Communities Committee on the implications of devolving rates-setting powers to local 
councils, after an amendment to the Non-Domestic Rates (Scotland) Bill was agreed to at 
Stage 2. 

We are encouraged by progress the Scottish Government has made in trying to introduce a 
simpler, more competitive tax regime; from the more frequent rates revaluations being 
proposed in this Bill to the decision to index future rates rises against the lower CPI (rather 
than RPI) rate of inflation.  



 

 

However, we were concerned to read that the members of the Committee voted in favour of 
Amendment 9 which will devolve poundage rates to individual councils. While it is not for 
Sainsbury’s to question the philosophy behind fiscal devolution or the impulse towards giving 
communities more control, it is important to note that, as the Scottish Retail Consortium 
(SRC) has already set out, business rates are on average 20 per cent higher in Northern 
Ireland where the poundage rate is set locally.1  
 
As one of the largest taxpayers and retailers in the UK, it is appropriate for us to illustrate not 
only the opportunity cost posed by persistent increases in rates bills but, crucially, to explain 
the implications to a sector which is undergoing profound structural transformation and 
already having to withstand among the toughest trading conditions on record.  
 
Retail context and the need for a fair and level playing field 
The traditional or ‘bricks and mortar’ retail sector is undergoing significant change driven by 
intense competition from discounters and digital-only players. This has led to an excess of 
supply in the market which is reducing sales. As traditional retailers’ fixed costs rise faster 
than their volumes, many household names, such as Toys R Us, have gone to the wall. The 
UK-wide retail sector’s profitability has fallen from a net margin of 4 per cent in 2013 to 
around 2.5 per cent today.2  
 
Increased competition in the marketplace is good and the introduction of online only retailers 
has forced Sainsbury’s to raise our game and offer customers better value and more 
convenience. Nonetheless, we believe that maintaining a mix of physical and online retail is 
important for society and that the purpose of physical stores extends beyond just selling 
products to consumers; our stores also provide an important source of employment and 
support charities and local communities for whom we have so far raised over £30m this year.  
 
It is within this context that we must address the unfair playing field that currently exists 
between traditional or multi-channel retailers and the online only players, the latter whom 
bear nowhere near the same fixed costs as we do. The £567m we paid in business rates this 
year presents a huge opportunity cost for our business that these firms simply do not have to 
pay, making it more difficult for us to stay competitive by investing in either our colleague or 
customer offer.  
 
In short, Sainsbury’s, along with many other bricks and mortar retailers, is impeded by 
several policies and costs, one of which is business rates, which prevent a level playing field, 
or fair competition, between digital-only retailers and the rest of the sector.  The current 
business rates system disproportionately impacts property-intensive businesses, accelerates 
the decline of high streets and town centres and distorts the balance that would otherwise 
exist if digital-only retailers had to bear at least some of the same fixed costs as we do. 
 
We recognise that reform to business rates is a complex issue and that it is not easy to 
identify an alternative, fairer system. Nevertheless, for a sector already in a heightened state 
of flux, it is imperative that, at an absolute minimum, further changes or ‘add-ons’ not make 
the system worse by widening the gap in terms of tax paid. The evidence from Northern 
Ireland, where the poundage rate is set locally, suggests that rates, and therefore fixed 
costs, could go up for physical retailers already facing shrinking margins.   
 
 
 
 
 

                                                           
1 ‘Rates system needs repair,’ David Lonsdale, The Times, 28 November 2019 
2 BRC’s submission to House of Commons Treasury Select Committee inquiry into business rates (2019). 



 

 

Comparisons with the Out of Town Levy 
Last year the Scottish Parliament and industry brought welcome scrutiny to an idea, in the 
Out of Town Levy, which proposed to apply an additional tax on all buildings located out of 
town regardless of whether private, public or third sector; ring-fencing the revenues 
generated in order to boost high streets. Inadvertently, this proposal risked making the 
uneven playing field worse.  
 
By their very nature, the property footprints of ‘bricks and mortar’ and multi-channel retailers 
are typically larger than those of online-only players; and so it was felt that applying a 
surcharge, in the form of an Out of Town Levy, on their estates would be disproportionately 
impactful, and widen the gap in terms of tax paid.  
 
Such is the risk posed by making ‘add-ons’ to the existing business rates system, and we 
are concerned that, were Scottish local councils to follow Northern Ireland and business 
rates were to rise by 20 per cent across the board over time, a similar situation could arise; 
with the unintended consequence being that property-intensive businesses would bear the 
brunt. 
 
It has been suggested that devolving poundage rates to individual councils would enable 
them to cut taxes, helping to differentiate communities as places for inward investment. 
However, this claim is not substantiated by the record in Scotland, where all 32 councils 
already have the power to cut taxes and only three have exercised this right. We also 
understand that, owing to State Aid Rules, it would be very difficult for any newly empowered 
local councils, cognisant of the current climate, to try and ‘insulate’ specific sectors such as 
‘bricks and mortar’ retail from any increases in the poundage rate – which means they would 
be adding a new layer of reliefs to a system already complicated to navigate and, based on 
Scottish Government figures, facing a significant backlog of appeals. 
 
Cumulative burden facing retailers 
Any tax increases arising from devolution of the poundage rate must be viewed within the 
context of the cumulative burden already facing bricks and mortar retailers. This means 
important trade-offs for future investment decisions. For example, retailers already pay into 
Business Improvement Districts (BIDs) across the UK, thereby incurring a surcharge on their 
rateable value (RV) and making contributions to the upkeep of town centres over and above 
what they already pay in rates to support local services. For Sainsbury’s, this is in addition to 
the hundreds of millions of pounds of extra regulatory cost we are facing into as a business 
(and which we fully accept) owing to the introduction of a range of new measures such as 
Deposit Return Schemes (DRS), reform of the Packaging Recovery Note (PRN system) and 
increases to the National Living Wage (NLW).  
 
BIDs help differentiate individual town centres by pooling investment among firms to pay for 
supplementary measures designed to improve the public realm and drive footfall. It would be 
a perverse side effect of attempts to drive localism, through localising rates, if the trade-off 
for businesses trying to protect falling margins meant they had to reconsider their support for 
BIDs. This in itself would hamper existing, business-led efforts to drive investment into 
communities.  
 
Sainsbury’s is a responsible business and fully committed to our role in respecting the 
environment and being a great place to work for colleagues. It is therefore absolutely right 
that we face into the new regulatory costs described above and play an active role in 
partnering the Scottish Government to reduce plastic waste, tackle climate change and 
ensure colleagues are paid a decent wage.  
 
It is also fair to point out that, in the context of eroding profit margins, the structural changes 
underway in the retail sector and the uneven playing field in place with digital-only firms, any 



new regulations must be proportionate and evidence-based – and considered in the context 
of this cumulative burden. Certainly, poorly conceived or disproportionate regulations could 
have a material impact on traditional retailers’ ability to invest in their customer offer and/or 
colleagues going forward. Even if it was introduced with the best of intentions, the devolution 
of business rates to councils risks incurring undesirable consequences. 

To reiterate, Sainsbury’s is absolutely committed to playing its part in addressing the big 
challenges we face as a country, including those which may require further regulation. To 
this end, we are proud to work with both Scottish Government and parliamentarians across 
the party spectrum.  

On the matter of fiscal devolution, we would ask all parties and parliamentarians, in 
considering the issue, to consider the context of current market conditions, and to pursue a 
strategy which will protect the retail sector’s competitiveness and strike an appropriate 
balance between physical and digital channels.  

Finally, we are concerned that a proposal to devolve poundage rates, which could have 
major consequences for business investment, is being put forward without adequate 
consultation or an economic impact assessment.  
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