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Executive Summary 

Objective 

The objective of this study is to provide an evaluation of the current Small Breweries’ Relief (SBR) scheme 

and consider whether, and if so how, the SBR scheme should be reformed. 

Methodological approach 

This study draws on the following evidence bases:  

• A theoretical development of cost typologies undertaken in the study (for different size brewers). 

• The analysis of the previous 2006 BBPA and SIBA survey data. 

• A new survey of over 100 brewers of varying size. 

Assessment of economies of scale 

One of the key rationales for SBR is to compensate for economies of scale in the brewing industry. We find 

evidence of significant economies of scale in the beer industry, which are most pronounced at lower levels 

of production (particularly between 1,000hl and 20,000hl per annum). 

Evaluation of current SBR scheme 

Based on in-house quantitative analysis and responses to the new brewer survey, the key findings of the 

evaluation of the existing SBR scheme are: 

• Consumer impacts: 

           – Choice for the end consumer has improved. 

           – Perceptions of the impact on end quality and price for the consumer are mixed. 

• Cost differences and competition impacts: 

           – Smaller brewers are overcompensated for economies of scale in the industry. 

           – Small to mid-sized brewers not receiving full SBR may find it difficult to compete. 

• Market entry and other dynamic impacts: 

           – Market entry has increased significantly in the lower end of the market. 

           – Small brewers have weaker incentives for growth under SBR. 

           – There is a detrimental impact on exports and M&A, but the impact on investment is unclear. 

Appraisal of options for SBR scheme reform 

This report appraises six possible options for reform. These have been informed through a combination of 

in-house quantitate analysis and brewer responses to the new survey. The six appraised options are: 

1. Retain the upper threshold at 60,000hl and reform the SBR to match economies of scale below this. 

2. Increase the upper threshold to 200,000hl and reform the SBR to match economies of scale below this. 

3. Partially correct for economies of scale up to 200,000hl. 

4. Apply a linear decrease in SBR between existing thresholds of 5,000hl and 60,000hl. 

5. Adopt a progressive duty relief scheme, with different duty rates applied to different production bands. 

6. Extend the current SBR to 200,000hl, with more gradual withdrawal of SBR beyond 5,000hl. 

Conclusions 

The options have shown that the current situation can be improved in terms of the ability to: compensate 

for economies of scale; minimise other market distortions, and not materially affect Government revenues. 

However, there is not a clear dominating option in terms of these three aspects.  



 Introduction                                                                    Private & Confidential 

- 2 - 

1 Introduction 

1.1 Aims of the study 

The rationale for this study is to evaluate the success of Small Breweries’ Relief (SBR) scheme and to 

consider whether, and if so how, the SBR should be reformed moving forwards. An important element 

which underlies both of these objectives is understanding the way in which the current structure of the 

SBR influences firms’ cost structures and, in turn, their behaviour.  

This will help both in reconciling the performance of the SBR to date (against metrics like industry 

competition and growth), as well as in understanding how changes to the structure of the SBR may alter 

future performance against such metrics.  

1.2 Policy objectives of SBR 

SBR was introduced in the 2002 Budget (and revised in 2004) with the objective of supporting Britain’s 

small breweries to invest in the growth of their businesses and compete on price with larger brewers when 

selling their products to pubs and other retailers. The scheme applied throughout the UK and was 

introduced to “level the playing field for the smallest breweries” by actively providing support so as to 

achieve a fairer balance of the burden of taxation on different drinks and different types of producer while 

raising the revenue required to fund essential public services.1   

The Treasury’s decision was particularly motivated by three factors:2  

• Economies of scale: larger firms benefit from economies of scale, making small breweries poorly 

profitable relative to them; 

• Market access: small breweries encounter difficulties in bringing their goods to market as well as 

competing with larger breweries who can offer bigger discounts to wholesalers; 

• Diversity: the importance of investing in product development in order to maintain and improve 

diversity within the beer industry and preserve choice for consumers.  

Treasury estimated that 9 out of every 10 brewers in the UK would have benefitted, including all micro 

brewers and local brewers, the majority of which are based in rural areas. Some of the eligible brewers 

were expected to already own their own village pubs, and many more were expected to use the savings 

from the scheme to buy one. 

1.3 How SBR works 

SBR, sometimes referred to as Progressive Beer Duty (PBD), changes an otherwise flat rate of beer duty 

per unit of production (the General Beer Duty Rate) to a tiered rate of duty which depends on the volume 

of beer produced. The SBR scheme is based on European legislation, specifically EU Directive 92/83/EEC, 

which allows reduced rates of duty, of no more than 50 per cent below the standard rate, which can be 

applied to brewers producing up to 200,000hl per year. 

                                                
1  Explanatory memorandum: the beer from small breweries (extension of reduced rates of excise duty) – Order 

2004, No.1296. 
2  See: A submission from the British Beer and Pub Association (BBPA) to HM Treasury in advance of the Autumn 

Statement 2016. 
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Currently, the General Beer Duty Rate (applying to beer of strength 2.8-7.5% abv) is £19.08 per hectolitre 

per cent of alcohol in the beer. This means, for example, that the full duty charged on one hectolitre of 

4.2% abv beer is £80.14 (i.e. 4.2 x £19.08).  

With the SBR, smaller brewers only pay a percentage of this General Beer Duty Rate. Hence, the SBR 

changes what would otherwise be a flat rate of duty per unit across all brewers, to a tiered rate of duty 

which depends on the volume of beer produced by the brewer. The same percentage duty relief applies 

across a brewer’s entire production volume and is solely determined by the final volume of beer 

produced in a given year. The table below shows the percentage duty paid at different production levels. 

Table 1.1: Percentage of General Beer Duty Rate paid at different volumes under the SBR3 

Final production volume (hectolitres) Percentage of General Beer Duty Rate paid 

Less than 5,000 50% 

5,000 to 30,000 
𝑉𝑜𝑙𝑢𝑚𝑒 − 2,500

𝑉𝑜𝑙𝑢𝑚𝑒
 

30,000 to 60,000 
𝑉𝑜𝑙𝑢𝑚𝑒 − (2,500 − (𝑉𝑜𝑙𝑢𝑚𝑒 − 30,000) ∗ 0.0833)

𝑉𝑜𝑙𝑢𝑚𝑒
 

Above 60,000 100% 

Thus, for brewers producing less than 5,000hl, only 50% of the General Beer Duty Rate must be paid (on 

one hectolitre of 4% abv beer this would equate to £38.16/hl (i.e. 0.5 x £76.32)). For brewers producing 

5,000-30,000hl or 30,000-60,000hl, the percentage of General Beer Duty Rate paid is dependent on the 

precise volume of beer produced and can be calculated using the relevant formula above. All brewers 

producing above 60,000hl pay the full General Beer Duty Rate (i.e. 100%). 

The diagram below illustrates the percentage saving on the General Beer Duty Rate at different 

production volumes. It can be seen that, the rate of duty relief declines sharply after the 5,000hl threshold 

and then more gradually towards the upper limit for duty relief of 60,000hl. In other words, the tax relief is 

‘front-loaded’ (Figure 1.1). 

Figure 1.1: Alcohol duty per hectolitre with and without SBR 

 

Source: own elaboration; assumes abv 4.2 per cent. 

                                                
3  Initially the upper threshold was set at 30,000 hl and was subsequently increased to 60,000 hl in 2004.  
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2 Methodological Approach 

Our methodological approach for evaluating the performance of SBR comprises three key steps: 

• The development of cost typologies for different size brewers (ranging from 500hl annual production 

up to 1,000,000hl), for use in assessing economies of scale and analysing potential competitive and 

behavioural impacts. 

• A review of existing data provided by the BBPA, CAMRA and SIBA, in particular the analysis of cost 

data provided by the 2006 BBPA and SIBA survey of 27 breweries, again to support the assessment of 

economies of scale and the implications thereof. 

• The execution and analysis of a new industry questionnaire covering 105 breweries to understand a 

range of brewers’ views on the purpose, impacts and unintended consequences of the SBR as currently 

structured, and preferences on possible options for reform. 

The practicalities of each element of the methodological approach is described in turn. The actual findings 

from each are discussed in Chapters 3 and 4. 

2.1 Development of cost typologies 

In order to show the effects of the SBR on brewers’ costs, we developed twelve stylized brewery 

typologies corresponding to the following production volumes: 500hl; 1,000hl; 2,500hl; 5,000hl; 10,000hl; 

20,000hl; 30,000hl; 60,000hl; 100,000hl; 200,000hl; 500,000hl; and 1,000,000hl. The aim of the exercise was 

to model unit costs pre duty for the “average” brewery within each volume band and, therefore, estimate 

the impact of the SBR scheme on total unit costs post duty.  

This exercise was undertaken in collaboration with the SBDRC and BBPA and then validated, and amended 

where necessary, using feedback from a number of different sized breweries. These breweries were asked 

to review the cost typology (or typologies) that most closely reflected their own production volume. At 

each production volume, we modelled the cost components shown in the table below.4 

Table 2.1 Categories of production costs included in the model (£/hl) 

Materials costs: 

 
- Malt  

- Hops  

- Other (adjuncts, sugars, yeast, gases etc.)  

Other direct costs: 

 

- Energy 

- Water and effluent 

- Other consumables 

- Labour 

Fixed / semi-fixed costs: 

 
- Rent and rates 

- Depreciation 

- Repairs and maintenance 

 

                                                
4  More details on the cost typologies can be found in the Appendix. 
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Production costs, as shown in Table 2.1, include the cost of raw inputs such as malt, sugars and hops. The 

fermentation process requires energy (mostly electricity), water and treatment of waste products 

(effluent), as well as other consumables, such as, carbon dioxide, detergents etc. Along with these 

processing costs, brewers must also cover the cost of equipment repairs and maintenance, the wages of 

employees, and the cost of premises (both rent and rates). Capital investments are annualised as 

depreciation costs. 

By necessity, there are some assumptions built into the calculations. For each volume band, modelled unit 

costs are meant to represent a theoretical average, while acknowledging that specific cost components like 

rent and distribution costs may vary significantly with geography and type of brewer (cask vs small pack, 

deliveries to individual pubs versus wholesalers or supermarkets etc.). 

For the purpose of this study, the focus is on the costs and economies of scale present in the production of 

beer. However, as sensitivity and robustness checks, cost curves have also been estimated to include 

distribution and warehousing, sales and administration, and packaging costs, both individually and in 

aggregate.5 It is important to recognise, however, that the inclusion of these additional costs in the analysis 

is a complex issue, as they are highly dependent on the specific business strategy of each brewer (e.g. a 

brewer gearing up for further growth may exhibit atypical sales (e.g. marketing) costs).  

2.2 Analysis of cost data from 2006 survey 

The second key evidence base for this study comes from the analysis of cost data collected through a 

survey that BBPA and SIBA undertook in 2006. This survey includes 27 small and medium sized brewers, 

where all but one produced under 250,000hl per year. This survey provides a detailed breakdown of costs 

which are clearly attributed to either the costs of brewing (i.e. production) or to brewers’ wider 

distribution activities, such as running a chain of pubs. 

These cost data are used to statistically estimate the relationship between unit costs and brewer scale, and 

the implications of this for economies of scale in the brewing industry. As such, this second evidence base 

provides a cross-check of the findings from the analysis of cost typologies (accounting for the fact that sales 

and administration and packaging costs were not included in the original 2006 survey data). 

                                                
5  The non-production costs are defined as follows: 

• Distribution and warehousing costs cover the cost of storing the final product and moving it to the end 

retailer. These can vary considerably with some brewers choosing to sell their beer exclusively through 

their own chain of pubs, while others focus on free-trade, wholesalers and potentially supermarkets. 

Smaller brewers tend to sell to local pubs, or to local farmers markets (and sometimes through shops at 

their brewery), while larger brewers sell more to the off-trade and will deliver to supermarket depots, with 

the distances over which they market their beer typically increasing as they expand. 

• Sales and administration costs include the costs of marketing (advertising, PR, customer support etc.) and 

selling their product. Administration costs are any remaining costs not directly tied to specific function, e.g. 

accounting costs. 

• Packaging costs are the costs of transferring the brewed product into some form of container for onward 

sale, be it in returnable packaging (cask and keg) or non-returnable, small pack (bottle and can). Brewer may 

choose to outsource this to some degree. Typically, the volume of small pack as a percentage of total 

volume increases with the size of the brewer. 
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2.3 Execution of new industry survey 

The final component of the methodological approach was a new industry survey. This survey was executed 

as a written questionnaire, consisting of 17 short answer questions that brewers could complete 

electronically. It was primarily devised to capture the qualitative views of different brewers on the impact 

and unintended consequences of the SBR as currently structured to date, as well as to understand their 

views on the desired purpose of SBR and preferred options for reform (if any). 

The responses to this questionnaire have been analysed to understand the extent to which the perceptions 

about the SBR’s impact are consistent with the findings of earlier microeconomic analysis, i.e. the Oxford 

Economics report, as well as the additional microeconomic analysis of this paper (described above). 

Although the use of the BBPA’s 2006 survey data in the Oxford Economics report was a good starting 

point, this new questionnaire aimed to collect the data necessary for a more comprehensive assessment of 

the success of SBR. 

Given the nature of the study, and the potential for response bias, it was critical to speak to a range of 

different brewers: with different business models; at different stages of development; and of different sizes. 

The industry questionnaire was therefore shared through each of the BBPA, SBDRC and SIBA to maximise 

its exposure to the industry and, in particular, to as diverse a range of brewers as possible.6 As a result, a 

total of 105 breweries responded, including: 

• Newly formed small brewers with annual production of less than 5,000hl. 

• Long-standing small brewers with annual production of less than 5,000hl. 

• Small brewers that have recently expanded production above the 5,000hl threshold. 

• Brewers receiving a receiving a reduced rate of SBR, i.e. producing between 5,000hl and 60,000hl. 

• Mid-sized brewers receiving no SBR, i.e. producing above 60,000hl. 

• Brewers with tied estates. 

• Brewers that are exclusively manufacturers, i.e. no tied estate. 

Survey responses were primarily analysed by aggregating and averaging responses according to the 

following size categories:  

• SBR brewers (<60,000hl) and non-SBR brewers (>60,000hl). 

• Further disaggregation reflecting relevant thresholds in the context of SBR: <1,000hl; 1,000-5,000hl; 

5,000-30,000hl; 30,000-60,000hl; and >60,000hl. 

The table below shows the number of respondents and median production by size category. 

Table 2.2 Number of survey respondents by size 

Size 
Number of 

respondents 

Median 

production (hl) 

<1,000 hl 14 538 

1,000-5,000 hl 31 2,596 

5,000-30,000 hl 37 11,939 

30,000-60,000 hl 5 50,000 

>60,000 hl 17 200,000 

Source: Europe Economics’ survey. 

                                                
6  As well as targeting specific respondents who were deemed likely to respond, we also used the membership 

networks of the BBPA, SBDRC and SIBA to send an open invitation to any other brewers who may wish to 

participate in the questionnaire. This greatly enhanced the coverage of the survey. 
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3 Estimating Economies of Scale 

Chapter 3 – key messages 

Economies of scale are cost advantages accrued by larger firms which enable them to produce at lower unit 

cost than smaller firms. Compensation for such economies of scale was the one of the key rationales for 

originally introducing the SBR scheme and, therefore, a thorough understanding of these economies of scale 

is central to any assessment of the scheme. 

Two key sources of evidence were used to estimate the economies of scale in the UK beer market:  

• The theoretical development of cost typologies for different size brewers. 

• The analysis of 2006 BBPA survey data. 

The results show significant economies of scale in the beer industry. Economies of scale are found to be 

most significant at lower levels of production, and particularly pronounced between 1,000hl and 20,000hl. 

The results of this stage are taken forward in evaluating the impact of the current scheme (Chapter 4) and 

assessing possible options for reform (Chapter 5). 

3.1 Introduction 

Economies of scale are the cost advantages that enterprises obtain due to size, output, or scale of 

operation. This is reflected as the cost per unit of output generally decreasing with increasing scale. 

Economies of scale can typically be explained by the presence of fixed costs, as these are spread out over 

more units when output increases. 

An assessment of the economies of scale present in the brewing industry forms a key part of the analysis 

for evaluating the effectiveness of the SBR as currently structured. By understanding more accurately the 

economies of scale present, we can assess to what extent the SBR fulfils its purpose of compensating 

smaller brewers for the economies of scale enjoyed by larger brewers. 

The analysis of economies of scale (and the industry’s cost function) can also be used to simulate how 

changes in costs, revenues and profits can change with the scale of production. This is useful to show the 

incentives brewers may face as a result of size and in their desire to grow, export and engage in M&A 

activity. 

Given the critical nature of the economies of scale in determining the suitability of the current SBR 

structure, we have used two separate methodologies based on: 

• The development of cost typologies for different size brewers. 

• The econometric analysis of 2006 survey data. 

We discuss the results of each in turn. 
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3.2 Analysis of cost typologies for different size brewers 

As described in Section 2.1, cost typologies were developed for 11 different size categories of brewer. The 

results of this analysis are presented in Figure 3.1 below. The results represent the final cost typologies 

developed following sense-checks with a number of different size brewers. 

The chart shows a significant fall in unit costs between 1,000hl and 20,000hl annual production, after which 

unit costs fall much more gradually with increases in production volume. Thus economies of scale are 

strongest over a relatively short range of production volume (1,000 to 20,000hl), after which they become 

significantly less material.  

Figure 3.1: Change in costs per hectolitre as scale of production increases 

(a) 0-500,000hl     (b) Close up of 0-60,000hl 

 
Source: Europe Economics’ analysis. 

Sensitivity analysis 

The above cost typologies were checked against a number of brewers in the industry, across the different 

size categories. The cost typologies were cross-checked at the individual component level (labour, raw 

materials, energy etc.). This allowed us to identify, where cost differences did arise, whether this was due 

to a specific feature of that brewer, or else a common feature of brewers across the market (that the 

original cost typologies were not capturing). For example, if a brewer suggested that their rental costs were 

higher than those estimated in the cost typologies, we investigated whether this is (say) because the brewer 

is located in an area with much higher rentals than the national average. 

It was clear from the sensitivity analysis that different brewers can operate significantly different business 

models which can in turn have material implications for costs and different cost components (particularly so 

at the lower end of the market). The history of the brewer, its location, its sales channels (proportion 

wholesale v resale), its packaging and distribution strategy, as well as many other factors, play a role in 

individual brewer costs. The cost typologies, therefore, should only be seen as an attempt to reflect the 

costs of a typical brewer at each stage of production, bearing in mind that any given brewer is unlikely to fit 

that ‘typical’ definition perfectly. 

Figure 3.2 below presents the sensitivity analysis for these cost typologies based on the discussions held 

with various sized brewers. It shows that, once taking into account feedback from brewer interviews, the 

cost function and the implications for economies of scale are relatively unchanged. 
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Figure 3.2: Sensitivity analysis of costs per hectolitre as scale of production increases 

(a) 0-500,000hl     (b) Close up of 0-60,000hl 

Source: Europe Economics’ analysis. 

3.3 Analysis of 2006 survey data 

In addition to the cost typologies, we also looked at survey data on 27 small and medium-sized brewers’ 

costs of production collected in the BBPA’s 2006 survey.  

While it must be acknowledged that the data is more than 10 years old and, therefore, that the absolute 

cost values are no longer representative, the relative costs of different size brewers should still be 

informative of the evolution of costs as a brewer expands and thus the prevalence of economies of scale. 

In 2015 Oxford Economics estimated economies of scale in the brewing industry, using cost data from the 

same 2006 BBPA survey. They concluded that “a clear pattern of economies of scale in brewing can be 

seen”. Using the same data, we have been able to replicate the analysis, as shown in Figure 3.3.  

Figure 3.3: Plot of 2006 survey data 

 

Source: Europe Economics’ analysis. 

The 2006 survey data corroborate the earlier finding that there is more marked variation in production 

costs at the lower end of production (with some smaller brewers reporting unit production costs almost 

£20/hl while others report unit production costs of over £80/hl). This wide dispersion of costs is also 

something that Oxford Economics observed. Possible reasons for this include regional differences affecting 

in particular the costs of wages and rents, or the use of high-cost raw materials as some smaller brewers 

may be targeting a niche market. Again, however, the emphasis is on abstracting from such variation and 

focusing on the costs of a typical brewer.  

0

10

20

30

40

50

60

70

80

0 50,000 100,000 150,000 200,000

P
ro

d
u
ct

io
n
 c

o
st

s 
(£

 /
 h

l)

Production (hl)

Core Analysis Sensitivity Analysis

0

10

20

30

40

50

60

70

80

0 20,000 40,000 60,000

P
ro

d
u
ct

io
n
 c

o
st

s 
(£

 /
 h

l)

Production (hl)

Core Analysis Sensitivity Analysis

0

20

40

60

80

100

0 50,000 100,000 150,000 200,000 250,000

U
n
it
 p

ro
d
u
ct

io
n
 c

o
st

s 
(£

/h
l)

Production (hl)



 Estimating Economies of Scale                                                                    Private & Confidential 

- 10 - 

3.4 Reconciling the evidence on economies of scale 

The results of the previous two subsections (cost typology analysis Section 3.2 and econometric analysis 

Section 3.3) present very similar findings in terms of the evolution of economies of scale in the brewing 

industry. Both approaches find that significant economies of scale do exist, that these economies of scale 

are most pronounced at the lower levels of production and continually decrease with increasing levels of 

production. 

Based on the very similar findings from these different exercises, the view has been taken to use the 

developed cost typologies as the benchmark for evaluating the success of the existing scheme and assessing 

possible options for reform.  

Preference for use of the cost typologies over actual data is in part because one of the criticisms levelled 

against the current SBR scheme is that it has had the unintended consequence of encouraging inefficient 

entry (as we shall come onto assess in further detail). The implication is that cost estimates based on actual 

brewer data since the scheme has been in place may have an upward bias (due to inefficient entry), in effect 

overestimating the economies of scale at the lower end of the industry. As a result, the 2006 survey data 

and feedback from recent interviews with the brewery industry must be treated with an element of 

caution. Therefore, while recognising the considerable similarities in results of the different approaches, it is 

the cost typologies that are used as the core basis for further analysis of economies of scale in Chapter 4 

and 5. 

 



 Evaluation of the Current SBR Scheme                                                                    Private & Confidential 

- 11 - 

4 Evaluation of the Current SBR Scheme 

Chapter 4 – key messages 

This evaluation of the current SBR scheme is based on the development and analysis of brewer cost 

typologies, analysis of previous BBPA survey data and analysis of the results of a new industry survey. The 

key findings from this assessment are the following: 

• Consumer impacts: 

           – Choice for the end consumer has improved. 

           – Perceptions of the impact on end quality and price for the consumer are mixed. 

• Cost differences and competition impacts: 

           – Smaller brewers are overcompensated for economies of scale in the industry. 

           – Small to mid-sized brewers not receiving full SBR may find it difficult to compete. 

• Market entry and other dynamic impacts: 

           – Market entry has increased significantly in the lower end of the market. 

           – Small brewers have weaker incentives for growth under SBR. 

           – There is a detrimental impact on exports and M&A, but the impact on investment is unclear. 

This chapter presents the analysis of impacts of the current SBR scheme. This draws on the findings of 

Chapter 3 on Economies of Scale, as well as on the findings of our industry survey and other evidence 

streams. We first contextualise our analysis by setting out existing thinking and themes of analysis regarding 

the impact of SBR. 

4.1 Existing industry views on the impacts of SBR 

According to SIBA’s 2017 Budget Submission,7 the introduction of SBR has had very positive impacts on the 

industry, including growth in the number of brewers, the number of jobs supported by the sector, 

investment levels and the choice of beers available for consumers. In its submission SIBA evidences the 

success of SBR in terms of promoting:  

• Investment in people and skills training. 

• Investment in equipment and business infrastructure. 

• Growth of an extensive goods and services supply network.  

• Growth of distinctive high-quality local craft-brewed beers. 

The BBPA also recognises several successes of SBR in its 2016 Treasury submission,8 including: 

• A phenomenal rise in the number of breweries (particularly small breweries). 

• An increase in consumer choice and innovation. 

• A greater presence of small brewers (in terms of market share). 

• An increase in employment growth (particularly in areas where brewing not traditionally present). 

The BBPA note that such beneficial impacts had taken place in the context of considerable strain over the 

last decade, due to large increases in duty, the long-term decline in consumption of beer and a sustained 

trend in pub closures. 

                                                
7  SIBA, Budget Submission 2017, Society of Independent Brewers 
8  “A submission from the British Beer & Pub Association (BBPA) to HM Treasury in advance of the Autumn 

Statement 2016”. 
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However, despite the aforementioned successes, the BBPA also contends that there have been a number of 

unintended detrimental consequences. Specifically, the BBPA allege that SBR as currently structured: 

• Over-compensates smaller brewers for economies of scale in the industry. 

• Creates a significant barrier to growth (with brewers having little incentive to increase production or 

exports, and even incentives to decrease in size). 

• Has resulted in a bottom-heavy beer market where middle-sized companies are being squeezed.  

The BBPA recognises that the SBR was introduced to meet certain objectives at a specific point in time. 

However, the rationale for intervention may have changed, especially given the dramatic shift in consumer 

preferences towards locally-produced artisanal products which has arguably placed a price premium on 

such products and has led to a growth in small brewers. That said, the BBPA also recognises that the rapid 

decline in public houses (in part attributable to wider market conditions and the beer duty escalator) means 

that brewers now have much greater competition in accessing those outlets that remain.  

This chapter presents our analysis of the impacts of the SBR in the context of the claimed successes and 

unintended consequences as set out above. 

4.2 Analysis of impacts of the current SBR scheme 

The analysis which follows draws on our survey of 105 breweries, as well as our analysis of economies of 

scale. In particular this section evaluates the following: 

• Impacts on consumers. 

• Impacts on brewer cost differences and competition. 

• Impacts on market entry and other market dynamics. 

4.2.1 Impacts on consumers 

Choice for the end consumer has improved… 

Preserving and improving the choice for end-consumers by expanding diversity within the beer industry is 

one of the key policy objectives of the SBR. Existing evidence suggests that the scheme contributed to the 

consumer enjoying a wider variety than ever before, in part through improvements in innovation and 

diversity among all brewers.  

Respondents to our survey strongly validate this result: more than 93 per cent agree that SBR has 

contributed to the consumer enjoying a wider variety. This was a consistent message across different size 

brewers, with 94 per cent of SBR brewers and 87 per cent of non-SBR brewers stating that SBR has 

delivered greater choice to end consumers. Many respondents attributed this to the increasing number of 

brewers in the market (particularly due to the number of new entrants).  

The increased choice for consumers is further evidenced by the large increase in brewery numbers in 

recent years, primarily driven by the growth in microbreweries (as analysed later). 

… but perceptions of the impact on quality are mixed… 

Better quality was not explicitly stated as one of the main purposes of the SBR, but some may argue that it 

is implicitly linked with the call for better variety and diversity that encourages brewers to continue to 

innovate and develop quality beers.  

The survey evidence shows mixed views regarding the impact on quality. Of those who disagree that quality 

has improved, some were of the view that the amount of low quality beer on the market had increased and 

that some smaller brewers struggled to deliver good quality consistently. One rationale provided for this is 

that SBR has attracted small brewers to the market with limited access to the correct training, facilities or 

quality assurance processes, ultimately to the detriment of beer quality.  
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Other respondents said there had been a positive impact on quality, with small brewers not taking 

advantage of SBR to undercut larger brewers on price, but instead by improving quality (e.g. through 

purchasing good quality ingredients). Moreover, some argued that the increased number of brewers in the 

market had driven greater competition and as a result improvements in quality. 

It is, of course, conceivable that the two opposing arguments above are not mutually exclusive. In other 

words, while beer quality on average may have improved (e.g. due to greater competitive pressure), there 

may also have been an increase in the volume of lower quality beer in the market. Evidence from 

consumers would be helpful in investigating these matters further. 

Overall, there is no clear consensus among survey respondents about the impact of SBR on the quality of 

beer to end consumers. Interestingly, impacts on quality seem to be perceived differently depending on 

firms’ size, with 48 per cent of SBR brewers agreeing that better quality has been delivered compared to 

only 1 per cent of non-SBR brewers.  

… and so too are perceptions of the impact on price 

As with quality, there is no common view on whether the SBR has delivered lower prices: about 30 per 

cent of respondents agreed that it had, 25 per cent were neutral and 45 per cent disagreed. More 

specifically, 46 per cent of SBR brewers and 32 per cent of non-SBR brewers disagreed with the notion that 

SBR had delivered lower prices for end consumers. 

There is generally a consistent view that wholesale prices are lower, with some claims that SBR has allowed 

smaller brewers to offer considerable discounts which have to be matched by larger brewers who do not 

benefit from such duty relief. Others argue that it is not a decision of the brewer, but rather pressure from 

the retailer to ensure that any duty savings are passed on (as retailers exploit greater upstream 

competition). 

However, despite the balance of views suggesting lower wholesale prices, many claimed that consumers 

were not seeing this benefit in terms of lower end prices, with retailers increasing their own margins rather 

than passing on savings to consumers. Indeed, 56 per cent of respondents agree that SBR has benefitted 

retailers more than brewers, as the former have been able to demand lower wholesale prices (22 per cent 

of respondents were neutral). This finding holds across all sizes of respondent, albeit it is more pronounced 

among larger brewers, with 80 per cent of those producing more than 60,000hl in agreement. 

A number of survey respondents said that local craft beers command a premium price. This may in part 

reflect higher raw material costs, e.g. the use of more expensive hop varieties, but may also reflect 

consumer preference for local products. However, such a differential is not observed in the survey data on 

wholesale prices. Table 4.1 below shows various wholesale price statistics by size of brewer. The difference 

in average wholesale prices between SBR and non-SBR brewers is found to be only marginally statistically 

significant. 

Table 4.1 Differences in wholesale prices (£/hl) 

Size Average price 25th percentile 50th percentile  75th percentile 

<60,000 hl £178 £150 £170 £190 

>60,000 hl £213 £162 £188 £201 

All £183 £155 £171 £193 
Source: Europe Economics’ survey. 

Note: small samples sizes mean that figures are indicative only. 
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It was investigated whether the higher average price among larger brewers was due in part to such brewers 

selling a higher proportion of their product in small-pack. However, econometric analysis found that 

percentage small-pack explained very little of the observed variation in prices, with no statistically significant 

relationship found. 

Overall, therefore, the two key findings from the survey evidence are that: 

• Although wholesale prices have fallen, retail prices have seen little knock-on reductions to the benefit 

of end consumers. 

• Despite claims of local craft beers commanding a price premium, there are found only to be marginal 

statistical differences in price across different size brewers. 

4.2.2 Impacts on brewer cost differences and the implications for competition 

Drawing on the Chapter 3 analysis of economies of scale, we can investigate the impact of SBR on brewers’ 

production costs and the expected implications for market competition. 

Based on our estimated economies of scale, smaller brewers are overcompensated by SBR 

As described in Chapter 3, a key rationale for SBR was to help compensate smaller brewers for the 

economies of scale, and hence lower unit production costs, achieved by larger brewers. However, it has 

been suggested that the current SBR scheme provides smaller brewers with duty relief which 

overcompensates for these economies of scale, putting them at a competitive advantage to larger brewers 

not benefiting from duty relief.  

With regard to the ability of SBR to compensate for economies of scale, our survey highlights that:   

• SBR brewers largely agree that the duty relief they receive fairly reflects the higher production costs 

faced by them while non-SBR brewers mainly disagree. 

• More than 40 per cent of all respondents agree that SBR over-subsidises some brewers, with over 60 

per cent of brewers producing more than 5,000hl of this view, but only 11 per cent of brewers 

producing less than 5,000hl. 

There are therefore mixed views as to whether some brewers are unfairly benefiting from the current SBR 

scheme. The Chapter 3 analysis of economies of scale can be applied here to assess whether some brewers 

may be over subsidised. To investigate we plot unit production costs (excluding duty), duty and unit 

production costs + duty, both with and without the SBR scheme in place. Figure 4.1 shows this.  

Figure 4.1: Unit production costs, duty relief and total unit costs under the current SBR scheme 

(a) Brewer cost profile without SBR   (b) Brewer cost profile with SBR 

 

Source: Europe Economics’ analysis.     
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Figure 4.1(a) shows that absent the SBR total unit production costs, inclusive of duty, are continually 

decreasing as production volume increases, i.e. there are economies of scale. However, Figure 4.1(b) shows 

that in the presence of SBR this relationship no longer holds. More specifically, we see that total unit 

production costs: 

• Decrease with volume up to 5,000hl (i.e. the curve is downward-sloping). 

• Increase with volume between 5,000hl and 60,000hl (i.e. the curve is upward-sloping). 

• Decrease with volume beyond 60,000hl (i.e. the curve is downward-sloping again (not shown on 

chart)). 

Thus, despite maintaining economies of scale up to 5,000hl (as all brewers producing less than 5,000hl 

receive the same flat rate of duty relief), the SBR introduces diseconomies of scale between 5,000hl and 

60,000hl. These diseconomies of scale are most pronounced after the 5,000hl threshold, with a brewer 

producing at 10,000hl having higher unit costs (duty inclusive) than a brewer producing at 1,000hl.  

Another point to note is that, although economies of scale are achieved beyond 60,000hl (once the SBR is 

fully phased out), these are accrued at much more gradual rate than the diseconomies of scale between 

5,000hl and 60,000hl. One implication is that a brewer producing 200,000hl has total unit production costs 

(duty inclusive) comparable to that of a brewer producing around 18,000hl (and still higher than that of 

brewer producing 1,000hl (not shown on chart)). 

On the simplifying assumption that firms price equal to the total unit production cost, then it can be seen in 

Figure 4.1(b) that SBR places smaller brewers at a competitive advantage. In the absence of SBR, total unit 

production costs are continually decreasing with volume such that larger brewers had a competitive 

advantage by having the ability to undercut smaller brewers on price. However, the SBR more than 

compensates for this, such that smaller brewers have the potential to undercut larger market participants. 

In particular, we find that: 

• 5,000hl brewers have the lowest total unit production costs (benefiting from 50 per cent duty relief on 

their entire production volume) and thus the strongest position competitively. 

• 1,000hl brewers have total unit production costs comparable to that of a firm producing at 10,000hl. 

• Brewers producing 10,000hl or more have higher total unit production costs than brewers producing 

less than 10,000hl. 

Small to mid-sized brewers not receiving full duty relief struggle to compete as a result  

As aforementioned, there have been claims that small to mid-sized brewers not receiving full SBR are those 

that have suffered most from SBR. This is because, even if they do receive some duty relief as a result of 

SBR, the relief is significantly less than the smallest brewers who benefit competitively as a result. 

Respondents to our survey generally support the claim that SBR makes it difficult for small to mid-sized 

brewers not receiving full SBR to compete with smaller brewers receiving full SBR, with more than 60 per 

cent of brewers supporting this view. Almost 90 per cent of brewers producing over 60,000hl and 70 per 

cent of brewers producing between 5,000hl and 60,000hl agree, although brewers producing less than 

5,000hl tend to disagree. 

The analysis in Figure 4.1 showed that the SBR places smaller brewers at a competitive advantage in terms 

of having lower total unit production costs once duty is accounted for. In particular, it was found that 

brewers producing in excess of 10,000hl have higher total unit production costs than any brewers 

producing less than 10,000hl. Thus, although these brewers are benefiting in absolute terms from the SBR 

(i.e. the total unit production costs are lower), in relative terms they are losing out to smaller brewers who 

benefit more from the SBR. Figure 4.2 demonstrates how those brewers not receiving full duty relief lose 

out in relative terms by comparing total unit production costs with and without SBR. 



 Evaluation of the Current SBR Scheme                                                                    Private & Confidential 

- 16 - 

Figure 4.2: Comparison of unit production costs plus duty with and without SBR 

 

Source: Europe Economics’ analysis. 

Based on unit production costs (duty inclusive) shown above, the competitive implications for different size 

brewers relative to their competitive position in absence of the SBR is summarised in the table below. We 

emphasise 5,000hl brewers as the biggest winners and 60,000hl brewers as the biggest losers of the 

scheme. 

Table 4.2: Competitiveness of different size brewers with and without SBR 

Brewer Competitiveness (without SBR) Competitiveness (with SBR) 

Winner or 

loser with 

SBR? 

1,000hl • Least competitive in market. 
• Less competitive than 1,000-10,000hl brewers. 

• More competitive than 10,000hl + brewers. 
Winner 

5,000hl • Less competitive than larger brewers. 

• More competitive than smaller brewers. 
• Most competitive brewers. WINNER 

10,000hl • Less competitive than larger brewers. 

• More competitive than smaller brewers. 

• Less competitive than smaller brewers. 

• More competitive than larger brewers. 

 

Winner 

& 

loser 

30,000hl • Less competitive than larger brewers. 

• More competitive than smaller brewers. 

• Less competitive than smaller brewers. 

• More competitive than larger brewers. 

 

Winner 

& 

loser 

60,000hl • Less competitive than larger brewers. 

• More competitive than smaller brewers. 

• Less competitive than smaller and larger 

brewers. 
LOSER 

Source: Europe Economics analysis. 

It can be seen from Table 4.2 that brewers producing at 1,000hl and 5,000hl are outright winners under 

this scheme. This is because they are more competitive relative to some groups of brewers than they are in 

the absence of SBR, and not made less competitive relative to other groups of brewers. Brewers producing 

at 60,000hl are outright losers, as they remain less competitive than larger producers (due to larger 

brewers benefiting from economies of scale), while at the same time becoming less competitive than 

smaller brewers (due to smaller brewers benefiting from SBR). 
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The impact on brewers between 5,000hl and 60,000hl (i.e. those receiving some fraction of the full SBR 

rate) is mixed:  

• On the one hand they are ‘losers’, as they typically become less competitive relative to smaller brewers 

(who they were previously more competitive than) as a result of receiving less SBR than their smaller 

counterparts. 

• On the other hand they are ‘winners’, as they typically become more competitive relative to larger 

brewers (who they were previously less competitive than) as a result of receiving more SBR than their 

larger counterparts.  

The net impact of these two effects is not immediately clear. Although there are considerably more small 

brewers, they also account for a much smaller proportion of the total market in volume terms. That said, 

as we will come onto show, the number and market share of smaller brewers has grown increasingly in 

recent years which should mean that the ‘losers’ effect is growing relative to the ‘winners’ effect. The 

impact will of course also be dependent on the precise situation of the brewer; in particular, whether the 

brewer sells its product in an area(s) with considerable numbers of small local brewers. 

4.2.3 Impacts on market entry and other market dynamics 

In order to understand the impact of SBR on individual brewer’s decision-making we must first understand 

what influences a brewer’s decision-making. For this purpose, we assume that the aim of each brewer is to 

maximise profits. While this may not be true for some brewers, profit maximisation serves as the most 

accurate indicator of brewer (and business in general) incentives and behaviours. With this assumption in 

place, by understanding the profile and expected evolution of brewer profits we can start to make more 

robust inferences about a brewer’s dynamic incentives, e.g. to increase production, to invest and to export.  

Market entry has increased significantly under SBR 

Since SBR was introduced, there has been a substantial rise in the number of brewers. This is in spite of a 

marked decline in the number of pubs and total beer consumption. According to BBPA data, there were 

504 brewers in 2004 but 1,880 by the end of 2015, the vast majority of which receive SBR. It is important 

to note however that the EU beer market as a whole has been characterised by a steady increase in the 

number of breweries (especially microbreweries) over this time period (Figure 4.3). 

Figure 4.3 Number of breweries and microbreweries in the UK and EU 

(a) UK breweries    (b) EU28 breweries 

 

Source: Europe Economics’ elaboration of Brewers of Europe data9. 

                                                
9  The Contribution made by Beer to the European Economy: http://www.brewersofeurope.org/uploads/mycms-

files/documents/publications/2016/EU_economic_report_2016_web.pdfv  
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Figure 4.4 shows that over time the UK beer market has become increasingly bottom heavy. The number 

of brewers producing >500,000hl has remained constant, while the number producing between 60,000hl 

and 500,000hl has fallen by 32 per cent (19 to 13). In that same time, the number of brewers producing 

<60,000hl has increased by 236 per cent (according to BBPA 2016 submission to HM Treasury). These 

findings are not consistent with other sources: SIBA analysis of Brewery Manual data for 2016 shows very 

few net additional brewers (entries less closures) in the market. 

Figure 4.4: Change in market composition over time 

 

Key:      = brewers producing >500,000hl;      = brewers producing between 60,000hl and 500,000hl;      = brewers producing <60,000hl. 

Source: BBPA submission to HM Treasury (2016).  

Despite the growing number of brewers since SBR’s introduction, it is difficult to robustly attribute what 

fraction, if any, of the increase in brewer numbers is attributable to SBR and what fraction is attributable to 

other factors. One of the key other factors at play is the general consumer trend towards localism, i.e. 

growing consumer preferences towards locally-produced artisanal products.  

Survey evidence strongly supports the role of SBR in the growth of brewer numbers, with over 80 per cent 

of respondents agreeing that SBR makes it easier for prospective brewers to enter the market. This may in 

part have contributed to greater choice for the consumer. It may also have helped protect an otherwise 

declining market, with more than 60 per cent of survey respondents supporting the assertion that SBR has 

helped lessen the rate of decline of the UK beer market. 

Profitability analysis can be used to show how SBR has encouraged greater market entry. For this analysis 

we assume a constant market price of £170/hl, consistent with the average price quoted in survey 

responses. Gross incomes are calculated as market price less total unit costs (inclusive of production, 

distribution and warehousing, and sales and administration)10 at each production level. Packaging costs have 

been excluded from the analysis due to their marked variation.11 As such, gross incomes would need to 

cover packaging costs, with any remainder being brewer profits. 

Figure 4.5 plots gross incomes for the lower end of the market (brewers producing up to 5,000hl). The 

SBR results in a parallel upward shift of the gross income curve for brewers producing up to 5,000hl equal 

to the value of duty relief. There is no change in the relative slope up to 5,000hl of production since all 

brewers receive the same flat rate of duty relief at such production levels (i.e. 50 per cent). The chart 

shows that the gross incomes of small brewers are significantly higher in the presence of SBR. In particular, 

                                                
10  Estimates of distribution and warehousing costs and administration costs were made concurrently with the 

production cost typologies. These cost components are not included as part of the core analysis in this study, as it 

was clear from conversations with industry that these are inherently more variable, being highly dependent on the 

specific business strategy of each brewer (for example a brewer gearing up for further growth may exhibit atypical 

sales (e.g. marketing) costs). 
11   Packaging costs have been excluded from this analysis due to the marked variation found across different interview 

respondents. Inclusion of packaging costs, would result in a downward shift of both curves, making production at 

any given level less feasible. 
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it can be seen in Figure 4.5 that for an average brewer producing less than around 2,700hl it is unlikely to 

be viable (at least from a profitability perspective) to enter the market in absence of SBR.12 

This profitability analysis therefore provides a strong rationale for the marked increase in the number of 

brewers (particularly smaller brewers) in the UK beer market since the introduction of SBR. While we still 

cannot attribute an exact proportion of the observed increase to SBR, the profitability analysis suggests that 

SBR is likely to have played a significant role.  

Figure 4.5: Gross incomes with and without SBR 

 

Source: Europe Economics’ analysis. 

But this is likely to have resulted in some inefficient market entry, which is not sustainable 

While we have demonstrated above that SBR has played a crucial role in making market entry more viable, 

an inherent flipside of this is that it is also likely to have encouraged inefficient entry. Inefficient entry can be 

recognised as entry by firms for who unit costs are significantly above the typical level we would expect 

them to be given their volume of output.  

Inefficient entry is to some degree simply evidenced by the fact that, even prior to SBR coming into force in 

2002, there were already some 400 brewers producing less than 5,000hl in the market. These brewers 

were able to survive in the market in spite of no duty relief. 

It can be seen in Figure 4.5 above that in the presence of SBR any given entrant has the ability to earn a 

greater gross income per unit. However, by extension this means that the market will also be attractive to 

entrants with costs exceeding typical levels. In other words, SBR can act as a buffer that allows less efficient 

firms to be profitable, despite costs in excess of what is expected for a typical firm of their size.  

Taking, for example, a brewer producing at 5,000hl. SBR reduces that brewer’s cost, post-duty by 

£40.07/hl. For more efficient 5,000hl brewers some of this additional margin could be reinvested to help 

expand the business. However, this structure may also attract less efficient brewers whose costs would not 

be sustainable in absence of SBR. The modelled unit total costs at this level are £80.07/hl, so the additional 

£40.07 buffer provided by SBR could enable entry of a brewer that is almost 50 per cent less efficient than 

expected at that size.  

The problem is likely exacerbated by the fact that less efficient brewers are likely to achieve lower profit 

margins such that they have fewer funds to reinvest and expand the business. As such, less efficient brewers 

                                                
12   It should be noted that the 2,700hl figure is for illustrative purposes only, as this analysis excludes packaging costs. 

The inclusion of packaging costs would reduce unit profits further meaning that the production level below which 

negative profits are earned would be higher (i.e. above 2,700hl).  
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are more likely to remain small (compared to the average brewer) and so continue to receive full SBR. This 

seems inconsistent with a competitive market. 

This raises a concern about the long-term sustainability of the current SBR scheme, as an increasing 

number of inefficient entrants can be artificially supported by the scheme, with a lack of incentives and/or 

funds necessary to grow and move off the scheme. This problem could become particularly acute if current 

downward trends in pub numbers and beer consumption continue. Indeed, over 60 per cent of survey 

respondents agree that SBR has contributed to more brewers than the market can sustain in the long term. 

There are weaker incentives to grow at the margin, but not necessarily disincentives… 

It has been claimed that SBR creates an artificial barrier to growth, as marginal increases in production are 

not sufficiently rewarded (and perhaps even penalised). This assertion is typically made with respect to the 

sharp decline in duty relief beyond 5,000hl that may disincentivise increases in production beyond this level.  

Indeed, over 70 per cent of survey respondents agree that SBR reduces the incentive for smaller brewers 

to increase production above 5,000hl, including more than 60 per cent of SBR brewers and 80 per cent of 

non-SBR brewers. 

The profitability analysis presented in Figure 4.6 provides evidence that such a disincentive does exist. The 

chart shows the evolution of gross incomes (as defined earlier) with and without SBR. The focus should be 

on the relative shapes of these two curves rather than the absolute values. 

It can be seen that the ‘No SBR’ curve, depicted in purple, is continually increasing in the volume of 

production. As such, there is an incentive to increase production in order to achieve these higher gross 

incomes per unit. In contrast, the ‘SBR’ curve, depicted in pink, shows a distinct kink at 5,000l:13 

• Up to this kink, gross income per unit increases with production volume, thus incentivising growth. 

• Beyond this kink, gross income per unit decreases with production volume, particularly sharply to begin 

with, thus disincentivising growth. 

Figure 4.6: Comparison of gross incomes per unit at different levels of production 

 

Source: Europe Economics’ analysis. 

                                                
13  There is also a slight kink at 30,000hl, due to the increased rate of SBR removal beyond 30,000hl. This, however, is 

far less marked and thus we would not expect any material impact on brewer incentives. 
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However, although we predict that gross incomes per unit would fall, a given brewer may still have the 

incentive to expand production if this fall in gross incomes per unit is more than offset by the increase in 

volume, such that total gross incomes still rise. The analysis of this can be decomposed into two effects: 

• The fall in gross incomes on the first 5,000hl of production due to incurring higher duties on these 

units. 

• The increase in gross incomes generated by the additional sales volume. 

The worked example below looks at how gross incomes before overheads would change for a 5,000hl 

brewer if production was expanded to 6,000hl, based on our modelled unit production costs. It shows that 

although the brewer makes lower gross incomes on the original 5,000hl of production (a loss of £26,000, 

i.e. £422,300 compared with originally £448,300) this is more than offset by the additional gross income 

earned on the extra 1,000hl produced (£84,500). Thus gross incomes before overheads rise by expanding 

production. Again it should be noted here that the figures represent gross incomes before overheads 

(including distribution costs, packaging costs and sales and administration costs), not profits. As such, the 

figures only show how the breakeven point for the brewer shifts under the two scenarios (rather than 

providing any indication of the profits that a brewer at this level should earn). 

Worked example of brewer incentive to increase production above 5,000hl 
      

     5,000hl brewer 

     Unit production costs: £40.26 

     Duty (with SBR): £40.07 

     Unit production costs + duty: £120.14  

     Total production costs: £401,700 

     Total revenues: £850,000 

     Gross incomes before overheads: £448,300 

 

 

 

 

Source: Europe Economics’ analysis. 

However, while our worked example shows that there are still incentives to expand beyond 5,000hl under 

SBR, it must be made clear that this incentive is still much lower than it would be in the absence of SBR. 

An additional point to note is that the incentive to expand will depend on the efficiency of the brewer in 

question (as alluded to earlier). Specifically, a more inefficient brewer is likely to have less incentive to 

expand beyond the 5,000hl threshold than a more efficient brewer. This is because an inefficient brewer 

would receive a lower gross income margin per unit, such that the lost gross income on the original 5,000hl 

is more likely to outweigh any gain in gross income from additional production beyond 5,000hl. 

6,000hl brewer 

Unit production costs: £38.79 

Duty (with SBR): £46.75 

Unit production costs + duty: £85.53  

For original 5,000hl: 

- Total costs: £427,700 

- Total revenues: £850,000 

- Gross incomes before overheads: £422,300 

For additional 1,000hl: 

- Total production costs: £85,500 

- Total production revenues: £170,000 

- Gross incomes before overheads: £84,500 

In total: 

- Gross incomes before overheads: £506,800 

(a £58,500 increase) 
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There are two other factors that would affect the likelihood of expansion: 

• Price – (by the same logic as the efficiency argument made above) the lower the price, the less likely it 

is that an expansion in production beyond 5,000hl will be profitable. 

• Extent of production increase – the greater the incremental increase in production above 5,000hl, the 

more likely it is that profits will increase.  

Overall, our analysis finds that there are weaker incentives to expand production than in the absence of 

SBR. Whether this is enough to constitute a disincentive (rather than just weaker incentives) to expand 

production however is less clear-cut. What can be concluded is that disincentives to expand are more likely 

for inefficient new entrants. This raises concern about the sustainability of SBR, insofar as inefficient firms 

find it easier to enter to the industry (as evidenced earlier), but more difficult to expand beyond 5,000hl 

once in the industry. As such, there is the risk that firms become ‘trapped’ at low levels of production, with 

their relative inefficiency subsidised by SBR. 

… and incentives to decrease in size are weak, though downsizing may still occur 

In parallel with disincentives to increase production, it has been posited that incentives to decrease 

production also exist. This is most likely to be applicable to brewers producing just beyond the 5,000hl 

threshold on the steepest part of the SBR curve. For these brewers, the profits gained due to reduced duty 

at their new level of production may exceed the profits lost from the reduction in volume of sales.  

More than 60 per cent of survey respondents supported the notion that the current SBR scheme 

encourages some brewers to decrease production. Coupled with that, there are existing cases where 

brewers have indeed made the conscious decision to downsize because of SBR.14 

That said, our earlier conclusion is that there are weaker incentives to expand, not disincentives. As such the 

incentive to decrease production, based on our modelled costs, appears weak. Indeed, based on our 

modelled cost typologies, despite gross incomes per unit initially falling beyond 5,000hl, total gross incomes 

still rise as the gross income generated by the extra volume of sales offsets the fall in gross incomes on 

existing units. Therefore, while there have already been cases of brewers downsizing, the analysis suggests 

that this may be the exception rather than the rule. 

There are disincentives to grow through M&A 

While the above analysis has focused on natural production growth, the same theory can be applied to 

production growth through M&A. Table 4.3 below illustrates how SBR influences the incentives to merge. 

It shows that with 50 per cent duty relief for production of 5,000hl or less, two brewers each producing 

5,000hl would each pay duty of £200,350. If these firms were to merge such that their joint production was 

then 10,000hl, this would imply only 25 per cent duty relief and thus a total of £601,000 in duty for the 

merged firm. 

Table 4.3: Illustration of the impact of SBR on the incentives for M&A 

 
Duty paid under SBR 

Two separate brewers producing 5,000hl each £400,700 
(£200,350 per firm) 

One merged brewer producing 10,000hl £601,000 

Increase in duty burden if merger goes ahead? 50% 

Source: Europe Economics’ analysis. 

                                                
14   This may be driven by the potential to reduce significant overheads associated with low-margin business, such as 

sales to supermarkets and big PubCos. 
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In the above example, only in the event that the merged entity expects to make efficiency savings in excess 

of £200,000 is the merger likely to go ahead. Based on our modelled costs for representative 5,000hl and 

10,000hl brewers such a saving may not be possible. 

The impact of SBR in discouraging M&A may be of particular concern, as it effectively discourages actions 

which could have significant benefits for productive efficiency (e.g. by rationalising overhead costs, labour 

and distribution), as well as other beneficial impacts (e.g. knowledge sharing and innovation). 

The impact on investment levels is unclear 

While not an explicit objective of SBR when introduced, it has been asserted that SBR allows smaller 

brewers to achieve surpluses that can be reinvested in the business and in doing so support growth. While 

the earlier analysis has focused on incentives for growth, having the funds available to actually drive 

investment and thus growth is the other important part of the picture. The profitability analysis has already 

shown that the smaller brewers are better off in absolute terms under SBR (see, for example, Figure 4.6), 

but an outstanding question is how these cost savings are utilised by smaller brewers. 

According to SIBA’s 2016 members’ survey,15 brewers top two priorities for use of their duty savings were 

investment in additional equipment and increased capacity. This evidence suggests that SBR plays a critical 

role in investment and expansion. 

There is, however, no clear view emerging from our survey on whether SBR has allowed small brewers to 

achieve higher surpluses that can be re-invested in the industry: 42 per cent of SBR brewers agreed that 

SBR allows small brewers to achieve higher surpluses (with 28 per cent neutral), while 66 per cent of non-

SBR brewers disagreed with this statement.  

Looking at investment ratios as the share of investment to total revenue, survey results show only slight 

differences between SBR and non-SBR brewers. Table 4.4 suggests that SBR brewers have, on average, 

higher investment ratios than non-SBR brewers. Investment ratios are found to be highest for those 

producing less than 1,000hl, and lowest for those producing beyond 60,000hl. This offers some support to 

the claim that SBR has helped smaller brewers fund greater investment. However, we do not see as high an 

investment ratio for 1,000-5,000hl brewers, despite these brewers also receiving the full rate of duty relief. 

More broadly, the differences in investment ratios are not found to be statistically significant. Thus, it is 

difficult to reach a definitive conclusion on the role played by SBR in investment. 

Table 4.4 Differences in investment 

Size 
Average 

investment ratio 

Median 

investment ratio 

<1,000 hl 0.16 0.08 

1,000-5,000 hl 0.11 0.05 

5,000-30,000 hl 0.10 0.06 

30,000-60,000 hl 0.16 0.08 

>60,000 hl 0.09 0.05 

All 0.11 0.06 

Source: Europe Economics survey. 

Growth through exports are discouraged 

Under the current scheme the duty rate is calculated on whole production volume irrespective of where it 

is sold. As a result, production for export is treated the same as production for domestic sale. Therefore, 

for the same logic that there are weaker incentives to grow at the margin, there are also weaker incentives 

to export. The effect may be particularly pronounced with exports (relative to production for domestic 

sale), as the upfront costs and risks of establishing an export network are likely to be much greater than 

                                                
15  SIBA (2016) “British Beer: the report on the 2016 members’ survey of the Society of Independent Brewers”. 
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the costs of growth through increased domestic sales. Thus, incentives to export are likely to be weaker 

than incentives to grow more broadly. 

The survey evidence finds that 53 per cent of respondents disagree with the statement that SBR promotes 

greater exports by small brewers (and a further 32 per cent neutral). 

The average export share (calculated as export volume as a percentage of total production volume) for 

SBR brewers is 4.2 per cent compared with 4.9 per cent for non-SBR brewers. Table 4.5 below shows both 

average and median export shares for different categories of brewer. The results show that the typical 

brewer in our sample does not export (i.e. the median export share across all respondents is zero). It can 

also be seen that generally export shares increase with production volume. A typical brewer below 5,000hl 

does not export (i.e. median export share is zero), with brewers between 5,000-6,000hl typically exporting 

one per cent of production and >60,000hl brewers around 2.5 per cent. 

Table 4.5 Export shares 

Size 
Median export 

share (%) 

Average export 

share (%) 

<1,000 hl 0 0 

1,000-5,000 hl 0 4.1 

5,000-30,000 hl 1 6.5 

30,000-60,000 hl 1 1.2 

>60,000 hl 2.5 5.2 

All 0 4.4 

Source: Europe Economics survey. 

The findings suggest that brewers may only start exporting beyond 5,000hl of production. This, coupled 

with the earlier finding of weak incentives to expand production beyond 5,000hl, suggests that the current 

SBR scheme could be limiting potential export growth. Therefore, by providing more incentives to expand 

production beyond 5,000hl, the evidence suggests that we would expect greater exports as a result.  

4.3 Summary of impacts 

The key findings from our assessment of the current SBR scheme are as follows: 

• Consumer impacts: 

           – Choice for the end consumer has improved. 

           – Perceptions of the impact on end quality and price for the consumer are mixed. 

• Cost differences and competition impacts: 

           – Smaller brewers are overcompensated for economies of scale in the industry. 

           – Small to mid-sized brewers not receiving full SBR may find it difficult to compete. 

• Market entry and other dynamic impacts: 

           – Market entry has increased significantly in the lower end of the market. 

           – Small brewers have weaker incentives for growth under SBR. 

           – There is a detrimental impact on exports and M&A, but the impact on investment is unclear. 

Therefore, while SBR has undoubtedly provided key benefits to the UK beer market, its current structure 

has resulted in some unintended, detrimental market impacts. As such, there is a case for a reformed SBR 

structure that continues to deliver similar successes, while helping to correct for the detrimental market 

impacts observed. It is to this issue which the report now turns. 
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5 Assessment of Options for Reform 

Chapter 5 – key messages 

Having established the success and deficiencies of the current SBR scheme in Chapter 4, this chapter sets 

out and assesses six possible options for reform. It does not seek to make a final recommendation, but 

instead to set out potential options for reform and objectively assess the successes and shortcomings of 

each. These options have been informed through in-house quantitate analysis and through the feedback of 

brewers to the new survey. The six proposed options for reform are: 

1. Retain the upper threshold at 60,000hl and reform the SBR to match economies of scale below this. 

2. Increase the upper threshold to 200,000hl and reform the SBR to match economies of scale below this. 

3. Partially correct for economies of scale up to 200,000hl. 

4. Apply a linear decrease in SBR between existing thresholds of 5,000hl and 60,000hl. 

5. Adopt a progressive duty relief scheme, with different duty rates applied to different production bands. 

6. Extend the current SBR to 200,000hl, with more gradual withdrawal of SBR beyond 5,000hl. 

The analysis in Chapter 4 provided an assessment of the successes and failures of the current SBR scheme. 

The objective of this chapter is to build on these findings in order to propose possible options for reform.  

5.1 Determining the core policy objectives of SBR 

Before presenting possible options for reform, we first take a step back to consider what should be the 

core policy objectives of SBR. This is because understanding the priorities of SBR should help guide the 

development of any reforms. 

Government perspective 

As set out in the Introduction, the Treasury’s original decision to implement SBR was in particular 

motivated by three factors: the need to in some way address the implications of significant economies of 

scale in the brewing industry; the need to improve access to market for small breweries; and the desire to 

maintain and improve product diversity and consumer choice. 

In the Explanatory Memorandum, the scheme was justified in terms of the need to “level the playing field 

for the smallest breweries by actively providing support for them”.16 The Memorandum goes onto explain 

that small breweries face difficulties in bringing their products to market because “they have to compete 

with larger breweries that enjoy better economies of scale and are able to offer bigger discounts to 

wholesalers”. SBR therefore aims to help small breweries invest in “product development and market 

penetration, compete better with their larger competitors on price and so maintain the diversity of 

products available to the consumer”. 

                                                
16  Explanatory Memorandum: The beer from small breweries (Extension of Reduced Rates of Excise Duty), ORDER 

2004 No.1296. 
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In addition to the core (market-specific) objectives outlined above, two other key factors that government 

typically evaluates in determining whether or not to adopt a given intervention are: 

• Impact on tax revenues – the impact on government finances through tax revenues, and the fairness 

with which such tax revenues are raised, are crucial factors in government decision-making. Indeed, the 

Memorandum referred to earlier explicitly acknowledges that “the objective of SBR stemmed from the 

Government’s aim for alcohol duties which is to achieve a fairer balance of the burden of taxation 

falling on different drinks and different types of producer while raising the revenue required to fund 

essential public services”. 

• Creation of other market distortions – government policy intervention is to correct for the market 

failure in question while at the same time minimising further distortions to the market. If government 

intervention is successful in addressing a particular market failure, but this is at the expense of creating 

other market distortions and costs, then overall the intervention may not be judged worthwhile. 

Industry perspective 

As part of the Europe Economics’ survey, respondents were asked to indicate what in their view should be 

the primary purpose of SBR. In particular, they were asked to rank from 1 (most important) to 4 (least 

important), four commonly cited purposes of SBR. These objectives were ranked in the following order of 

importance: 

1. To compensate small brewers for the economies of scale in production and thus allow them to 

compete with larger brewers; 

2. To compensate small brewers for constraints, other than price, in access to market; 

3. To allow smaller brewers to match the wholesale prices of larger brewers; 

4. To encourage new brewers to enter the market. 

Table 4.4 below shows that the overwhelming majority of respondents see the compensation of economies 

of scale as the main purpose of SBR, with a weighted average ranking of 1.44 across all respondents and 

two-thirds of respondents ranking it most important. This compares with a weighted average ranking of 

3.14 for encouraging market entry, which just over half of respondents saw as the least important objective. 

This would suggest, therefore, that there is no strong need for SBR to encourage new brewers to enter the 

market, over and above that already created by compensating for economies of scale. 

Compensating small brewers for constraints, other than price, in access to market was the second most 

common chosen purpose of SBR. SIBA are also of the view that market access should be a consideration in 

determining the structure of SBR. However, we consider access to market a competition issue that should 

be dealt with by the Competition and Markets Authority (CMA) rather than through the SBR. We 

therefore do not use it as one of our core assessment criteria when considering possible options for 

reform. 

Table 5.1 Ranking the main purposes of SBR 

Main Purpose of SBR 
Weighted 

ranking 
% ranked 1st % ranked 2nd % ranked 3rd % ranked 4th 

Compensate economies of scale 1.44 66% 21% 11% 1% 

Non-price relief 2.37 15% 44% 22% 16% 

Price relief 2.91 5% 25% 41% 29% 

Encourage entry 3.14 13% 10% 26% 54% 
Source: Europe Economics survey. 

Overall, bringing together government and industry perspectives as well as the key findings of Chapter 4, 

the proposed options for reform should look to fulfil, and be assessed against, the following three criteria: 

• Compensate smaller brewers for economies of scale in production. 

• Minimise the creation of other market distortions (e.g. inefficient entry and disincentives for growth). 
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• Ensure government duty revenues are not materially compromised and are raised fairly. 

5.2 Industry views on options for reform 

As part of our survey, brewers were asked for their views on the potential need for reforms to the current 

SBR scheme. The survey also sought brewers’ opinions on a preferred option, or combination of options, 

for reform.   

When asked if the current SBR should be reformed, most respondents were in favour (76 per cent). This 

includes almost all brewers producing above 5,000hl and more than 50 per cent of brewers producing 

below 5,000hl. Table 5.2 shows brewers’ responses disaggregated by size.  

Table 5.2: Should the SBR be reformed? 

 <1,000hl 1,000-5,000hl 5,000-30,000hl 30,000-60,000hl >60,000hl Total 

No 5 13 5 0 2 25 

Yes 9 18 32 5 15 79 

Total 14 31 37 5 17 104 

Source: Europe Economics survey. 

With respect to the type of intervention, respondents were explicitly asked for their preferences on the 

following reform options: 

1. Change in slope (rate of withdrawal). 

2. Change in the lower threshold (currently set at 5,000hl). 

3. Change in the upper threshold (currently set at 60,000hl). 

4. Change in the maximum duty of relief (currently set at 50 per cent). 

These reform options can be visualised as in Figure 5.1 

Figure 5.1: Options for SBR reform 

 

Table 5.3 below shows the total number of respondents asking for change in each potential policy options.  

Table 5.3: Number of brewers suggesting changes by policy options 

 Increase Decrease Not specified Total 

Withdrawal rate 9 27 9 45 

Lower threshold 22 19 8 49 

Upper threshold 35 4 7 46 

Max duty relief 10 21 6 37 

Source: Europe Economics survey. 
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It can be seen from the above table that the most popular options for reform are: 

• A decrease in withdrawal rate. 

• An increase in the lower threshold (marginally). 

• An increase in the upper threshold. 

• A decrease in the maximum duty relief.   

The following sections present, in more detail, the recommendations provided by respondents with respect 

to each of these four categories, in particular disaggregating preferences by respondent size. 

Change in slope  

Almost half of the surveyed brewers recommend a change in the slope of the curve currently defining the 

SBR duty relief. Of the 45 respondents that recommend a change, 27 suggest a decrease in the slope (i.e. a 

more gradual withdrawal of duty relief). Table 5.4 provides a disaggregation of responses according to the 

size of brewers. The table shows that most of the brewers asking for a decrease are those producing more 

than 5,000hl, i.e. those affected by the steep increase in duty after the lower threshold. 

Table 5.4: Suggested changes in withdrawal rate by size 

 <1,000hl 1,000-5,000hl 5,000-30,000hl 30,000-60,000hl >60,000hl Total 

Increase 0 4 3 1 1 9 

Decrease 1 7 11 3 5 27 

Not specified 1 0 5 0 3 9 

Total 2 11 19 4 9 45 

Source: Europe Economics survey. 

When looking at the additional free text responses to this section of the survey, the number of brewers 

expressing concerns over “too steep” duty relief withdrawal rises to 37. Brewers specifically recommend a 

smoother/gradual/more gentle change in the duty relief, especially beyond the lower threshold of 5,000hl. 

Many stress that this “cliff-edge” needs to be altered, so as to prevent “businesses clinging to a band”.  

In the survey, three commonly proposed options for reform to address this problem are: 

• A linear decrease in the duty relief. 

• A decrease in duty relief that is “closer to the rate of increase in economies of scale of operating at a 

higher volume”. 

• A progressive solution, akin to income tax, where everyone receives “incremental” duty relief until a 

certain maximum threshold.   

Change in lower threshold 

Our survey shows that there is an almost even split between brewers wanting an increase or decrease in 

the threshold below which maximum duty relief is received. Most of the respondents calling for an increase 

are brewers producing below 30,000hl (90 per cent), while most brewers producing above 30,000hl would 

like to see a decrease (Table 5.5).  

Table 5.5: Suggested changes in lower threshold by size 

 <1,000hl 1,000-5,000hl 5,000-30,000hl 30,000-60,000hl >60,000hl Total 

Increase 3 8 9 1 1 22 

Decrease 2 2 7 4 4 19 

Not specified 1 1 5 0 1 8 

Total 6 11 21 5 6 49 

Source: Europe Economics survey. 

On analysing qualitative responses we find that brewers calling for a decrease, typically call for a lower 

threshold in the range of 1,000-4,000hl (so as to be directed more precisely at young and local brewers). 

The 1,000hl threshold is especially popular, being seen for example as a better reflection of “local trading as 
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opposed to supplying major customers/large scale wholesalers”, as well as “encouraging local activity, 

rather than regional or national activity”. 

Brewers supporting an increase mainly propose a 10,000hl threshold, with one respondent claiming that 

such a threshold “would encourage mergers leading to improved quality”.  

Change in upper threshold 

A significant majority of respondents asking for a change in the upper threshold would like to see an 

increase (76 per cent). This corresponds to one third of the whole sample of surveyed breweries (Table 

5.6). Suggestions for the upper threshold lie in the range of 100,000-250,000hl, with the most popular 

suggestion being a threshold of 200,000hl.   

Table 5.6: Suggested changes in upper threshold by size 

 <1,000hl 1,000-5,000hl 5,000-30,000hl 30,000-60,000hl >60,000hl Total 

Increase 1 7 16 4 7 35 

Decrease 0 1 1 1 1 4 

Not specified 1 3 3 0 0 7 

Total 2 11 20 5 8 46 

Source: Europe Economics survey. 

A 200,000hl threshold would also coincide with the upper bound set by EU legislation for provision of duty 

relief. The arguments presented by respondents to justify an increase in the upper threshold are: 

• supporting all small and medium sized brewers; 

• leading to “a more level playing field” by removing the artificial barriers which currently appear to 

discourage growth or incentivise brewers to reduce their production levels; and 

• allowing for improved M&A activity.    

Change in maximum duty relief 

A further policy option relates to a possible change in the maximum rate of duty relief currently set at 50 

per cent. Table 5.7 shows that most of the respondents calling for a change recommend a decrease in this 

maximum rate (21 out of 37 respondents). In contrast, 10 brewers suggest an increase in the maximum 

relief (7 of which produce below 5,000hl). An increase in the maximum duty rate (above its existing rate of 

50 per cent) is not currently permissible due to EU legislation, but may become viable following UK exit 

from the EU. 

Table 5.7: Suggested changes in maximum duty relief by size 

 <1,000hl 1,000-5,000hl 5,000-30,000hl 30,000-60,000hl >60,000hl Total 

Increase 4 3 2 1 0 10 

Decrease 1 4 8 2 6 21 

Not specified 0 1 3 0 2 6 

Total 5 8 13 3 8 37 

Source: Europe Economics survey. 

Respondents specifically recommend to lower the maximum relief rate to in the range of 30-40 per cent as 

this would “better reflect the actual costs of production between small and large breweries”.  

Other suggested options for reform 

Respondents were also asked to suggest any alternative options for reform. Notably the most popular 

response was support for the exclusion of exports from the calculation of SBR (an issue raised by 13 

respondents). 

A small number of respondents suggested ‘sunset clause’ type approach, whereby a given brewer would 

stop being eligible for SBR duty relief a given number of years after entering the market. 
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5.3 Options for reform 

5.3.1 Option 1: Correct for economies of scale within existing 60,000hl threshold 

Our first proposed option is to maintain the existing 60,000hl threshold, but to alter the evolution of SBR 

below this threshold so that it more closely corrects for the economies of scale experienced up to that 

point in the industry. In effect, this option equates to three simultaneous changes to the current structure 

of SBR: 

• A decrease in the maximum rate of duty relief to 40 per cent. 

• A decrease in the lower threshold to 1,000hl. 

• A more gradual tapering away of duty relief. 

It should be noted that the above three changes that comprise Option 1 were all strong recommendations 

of our survey respondents (albeit views on a lower threshold were more mixed).  

The value of SBR under this new scheme at key production levels is presented in Table 5.8. The current 

SBR rates and corresponding duty levels (in £s) are shown for point of comparison. 

Table 5.8: Structure of new SBR correcting for economies of scale up to existing 60,000hl threshold 

Production 
Current SBR 

rate 
Current duty 

(£/hl) 
New SBR rate 

New duty 
(£/hl) 

Duty change 
(£/hl) 

1,000 50% 40.1 40% 48.3 8.3 

5,000 50% 40.1 20% 64.1 24.0 

10,000 25% 60.1 13% 69.4 9.3 

20,000 13% 70.1 8% 74.0 3.9 

30,000 8% 73.5 5% 76.4 3.0 

60,000 0% 80.1 0% 80.1 0.0 

100,000 0% 80.1 0% 80.1 0.0 

200,000 0% 80.1 0% 80.1 0.0 
Source: Europe Economics’ analysis. Assumes abv of 4.2 per cent. 

Graphically, the change in the duty rate would be as shown in Figure 5.2. 

Figure 5.2: Comparison of percentage of full duty rate paid under current and new SBR  

(a) 0hl to 200,000hl       (b) Close-up of 0hl to 60,000hl 

Source: Europe Economics’ analysis. 
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By applying the same analysis as in Chapter 4, we can consider how unit production costs and unit gross 

incomes are expected to evolve with production volume. This can allow us to make important inferences 

about the competitive implications and market dynamics under the new scheme. Figure 5.3 below shows 

the evolution of unit production costs and unit gross incomes with volume comparing three scenarios: no 

SBR scheme (light pink); current SBR scheme (dark pink); and new proposed SBR scheme (purple). 

Figure 5.3: Unit production costs + duty and unit gross incomes with volume under different schemes 

(a) Unit production costs + duty        (b) Unit gross income before overheads* 

Source: Europe Economics’ analysis. *Gross incomes before overheads is calculated as wholesale revenues less production costs. 

The above charts show that Option 1 has some desirable properties: 

• Economies of scale are more closely aligned up to 60,000hl, such that unit production costs are 

constant. This means that small (entrant) brewers are better equipped to compete than in the no SBR 

scenario, but equally that small to mid-sized brewers receiving little, or no, SBR are not put at a 

competitive disadvantage as they are found to be in under the current scheme. 

• Greater incentives to increase production beyond 5,000hl, as unit gross incomes are constant and so 

brewers will benefit from an increased volume of sales. This can be seen in Figure 5.3(b), as the kink in 

the dark pink curve (current SBR) is no longer present in the purple curve (new SBR).  

• Less inefficient market entry. The lower maximum duty rate, coupled with the reduction in the lower 

threshold to 1,000hl, should reduce the number of inefficient market entrants. 

• Mixed impacts on exports. Exports may increase by the same logic that production growth in general is 

more attractive (i.e. because there is no longer a sharp drop in unit gross incomes beyond 5,000hl). 

That said, there is no additional incentive to export relative to that to increase production more 

generally. Higher duty rates for the smallest brewers may make exports more difficult for this group. 

• Mixed impacts on M&A. For two 5,000hl brewers, the duty increase on merging to form a 10,000hl 

brewer would be just over £50,000 compared with £200,000 under current SBR. However, M&A 

activity below 5,000hl would become less attractive (e.g. between two 1,000hl brewers), as the duty 

rate is no longer flat from 1,000-5,000hl. To reach judgement on the net impact of these two effects 

would require data on the relative frequency of M&A activity across different size brewers, as well as a 

view on which types of M&A are more valuable to the industry. 

• Government duty revenues unambiguously rise (i.e. the cost of the SBR scheme would fall), as SBR 

relief at a given production volume is now lower (as seen in Table 5.8 the duty changes are all positive 

or zero). 

We conclude by assessing Option 1 against the three criteria defined at the end of Section 5.1: 

• Compensate for economies of scale:  yes, 0-60,000hl. 

• Minimise other market distortions:   partially, but mixed impacts on exports and M&A. 

• Duty revenues not materially compromised:  yes, duty revenues unambiguously rise. 
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5.3.2 Option 2: Correct for economies of scale up to new 200,000hl threshold 

Our second proposed option for reform is to more closely correct for economies of scale, as in Option 1, 

but to extend the upper threshold to 200,000hl. This is line with the findings of our survey (as presented in 

Section 5.2), where a significant number of respondents called for an increase in the upper threshold. 

200,000hl was the most commonly suggested choice for this and is also the maximum upper threshold that 

is compliant with current EU legislation. 

By virtue of a higher upper threshold, the tapering of duty relief is also more gradual. The maximum duty 

relief under this scenario would be 46 per cent for brewers producing less than 1,000hl, lower than the 

current 50 per cent rate. The duty changes are summarised in the table below. 

Table 5.9: Structure of new SBR correcting for economies of scale up to new 200,000hl threshold 

Production 
Current SBR 

rate 
Current duty 

(£/hl) 
New SBR rate 

New duty 
(£/hl) 

Duty change 
(£/hl) 

1,000 50% 40.1 46% 43.0 3.0 

5,000 50% 40.1 27% 58.8 18.7 

10,000 25% 60.1 20% 64.1 4.0 

20,000 13% 70.1 14% 68.7 -1.4 

30,000 8% 73.5 11% 71.2 -2.3 

60,000 0% 80.1 7% 74.8 -5.3 

100,000 0% 80.1 4% 77.3 -2.9 

200,000 0% 80.1 0% 80.1 0.0 
Source: Europe Economics’ analysis. Assumes abv of 4.2 per cent. 

With this option there are both winners and losers in terms of the duty they will pay under the new 

scheme relative to the old scheme. Specifically, those brewers currently producing 15,000hl or less would 

pay higher duty (most pronounced for 5,000hl brewers), while those producing above 15,000hl would pay 

less duty. The final column in Table 5.9 shows the change in duty relative to the current scheme. 

The charts below present the duty changes graphically, allowing one to observe the absolute winners and 

losers in terms of changes in duty rate. 

Figure 5.4: Comparison of percentage of full duty rate paid under current and new SBR  

(a) 0hl to 200,000hl       (b) Close-up of 0hl to 60,000hl 

Source: Europe Economics’ analysis. 
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Again, we plot the impact of the proposed SBR scheme on unit production costs (inclusive of duty) and unit 

gross incomes. In this scenario unit production costs are closely aligned right up to 200,000hl. (This 

compares with Option 1, where unit production costs were closely aligned up to 60,000hl but then 

decrease beyond that in line with economies of scale.) 

Figure 5.5: Unit production costs + duty and unit gross incomes with volume under different schemes 

(a) Unit production costs + duty        (b) Unit gross income before overheads* 

Source: Europe Economics’ analysis. *Gross incomes before overheads is calculated as wholesale revenues less production costs. 

The key properties of Option 2 are the following: 

• Economies of scale are closely aligned up to 200,000hl, such that unit production costs are constant. 

This means that small (entrant) brewers are better equipped to compete than in the no SBR scenario, 

not only with larger brewers up to 60,000hl but also with brewers as large as 200,000hl. Again, small to 

mid-sized brewers receiving little, or no, SBR are not put at a competitive disadvantage.  

• Greater incentives to increase production beyond 5,000hl, since constant unit gross incomes means 

that a brewer’s total gross incomes increase as sales volume expands. Again this can be seen as the 

removal of the ‘kink’ from the unit production and unit gross income curves under the current SBR 

scheme.  

• Less inefficient market entry, for the same reasons as described in Option 1. 

• Mixed impacts on exports, again for the same reasons as set out in Option 1. 

• Mixed impacts on M&A, as in Option 1. M&A for two 5,000hl brewers would become more attractive, 

but M&A activity among smaller brewers (e.g. two 1,000hl brewers) would become less attractive. 

Again the net impact of these two opposing effects would require further investigation. 

• Government duty revenue impact uncertain. Duty revenues for smaller brewers (below 15,000hl) 

would rise, while duty revenues for larger brewers (above 15,000hl) would fall.  

Overall assessment of Option 2 against the objectives set out at the end of Section 5.1: 

• Compensate for economies of scale:  yes, 0-60,000hl and 60,000-200,000hl. 

• Minimise other market distortions:   partially, but mixed impacts on exports and M&A. 

• Duty revenues not materially compromised:  uncertain. 

Whether this is preferable to Option 1 requires judgement on how much smaller brewers stand to benefit 

from having unit production costs in line with brewers producing 60,000-200,000hl. This is of course 

dependent on the extent to which smaller (entrant) brewers actually compete with 60,000-200,000hl in 

terms of access to market. 
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5.3.3 Option 3: Partially correct for economies of scale up to 200,000hl threshold 

It may be considered desirable to retain some economies of scale in the industry, such that brewers have 

incentives to expand production to achieve these economies of scale and thus increase unit profits. This 

also reflects the fact that small brewers enjoy some non-cost advantages over large brewers (e.g. localism), 

which partially compensates the small brewers for their lack of economies of scale.  

In order to determine the extent to which economies of scale should be allowed, we estimated a cost 

curve for production volumes of 200,000hl and more. This relationship was then extrapolated back from 

200,000hl, in order to estimate what unit production costs would be if the post-200,000hl relationship 

between unit cost and production held across the entire industry. The new SBR was then calculated as the 

difference between brewers’ modelled costs and the costs extrapolated back from 200,000hl. 

Table 5.11 below shows the new SBR rates and duty using this approach. Based on this approach, all 

brewers up to 47,000hl would see an absolute increase in their duty rate, with brewers from 47,000-

200,000hl seeing a reduction. The most pronounced increases relative to the current scheme would be for 

brewers producing 5,000hl or less, with brewers producing beyond this seeing experiencing a lowering of 

the duty burden in relative terms. 

Table 5.10: Structure of new SBR partially correcting for economies of scale up to 200,000hl threshold 

Production 
Current SBR 

rate 
Current duty 

(£/hl) 
New SBR rate 

New duty 
(£/hl) 

Duty change 
(£/hl) 

1,000 50% 40.1 24% 60.5 20.5 

5,000 50% 40.1 11% 70.9 30.9 

10,000 25% 60.1 8% 74.0 13.9 

20,000 13% 70.1 5% 76.3 6.2 

30,000 8% 73.5 3% 77.4 3.9 

60,000 0% 80.1 2% 78.8 -1.4 

100,000 0% 80.1 1% 79.5 -0.7 

200,000 0% 80.1 0% 80.1 -0.1 
Source: Europe Economics’ analysis. Assumes abv of 4.2 per cent. 

Figure 5.8 below shows how the shape of the SBR curve would change under this proposed scheme. It can 

be seen that the tapering of SBR relief under this scheme is much more gradual (specifically SBR tapers 

away at a slower rate than economies of scale are accrued). 

Figure 5.6: Comparison of percentage of full duty rate paid under current and new SBR  

(a) 0hl to 200,000hl       (b) Close-up of 0hl to 60,000hl 

Source: Europe Economics’ analysis. 
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Analysis of unit production costs + duty and unit gross incomes is shown in Figure 5.9. It can be seen that 

under the new scheme unit production costs (inclusive of duty) fall with production volume, but at a more 

gradual rate than in absence of any SBR. This is in contrast to the current scheme where unit costs 

(inclusive of duty) rise as production volume increase beyond 5,000hl. A similar picture is seen for unit 

gross incomes. This ensures that brewers still have incentives to increase production, in order to achieve 

economies of scale and lower unit costs. 

Figure 5.7: Unit production costs + duty and unit gross incomes with volume under different schemes 

(a) Unit production costs + duty        (b) Unit gross income before overheads* 

Source: Europe Economics’ analysis. *Gross incomes before overheads is calculated as wholesale revenues less production costs. 

The key properties of Option 3 are the following: 

• Economies of scale are partially aligned up to 200,000hl, with unit production costs falling more 

gradually as production increases. Smaller brewers will find it harder to compete (in price terms) than 

under the current SBR scheme, but still significantly easier than in absence of SBR.  

• Incentives to increase production at all levels as unit gross incomes continue to increase with 

production volume. The new SBR structure removes the ‘kink’ at 5,000hl which discourages brewers 

to expand. This scenario should be more conducive to incentivising growth than either Options 1 or 2. 

• Less inefficient market entry, as SBR for smaller brewers is lower under this scheme. Smaller brewers 

would face higher unit production costs than larger brewers (as economies of scale are only partially 

offset), such that only the more efficient would survive and be attracted into the industry. This option 

would see less inefficient market entry than either Options 1 or 2. 

• Mixed impact on exports. More exports may be encouraged at the margin as brewers have greater 

incentives to expand production volume, some fraction of which are likely to be exported. Again this 

effect, is likely to be more pronounced than in Option 1 or 2, as the incentives to increase production 

are greater. However, tighter margins at the lower levels of production (due to higher duty rates) may 

inhibit exports amongst the smallest brewers. 

• Beneficial impact on M&A activity at all levels of production, due to the more gradual tapering away of 

duty relief. As such, efficiency gains through M&A activity are likely to offset any additional duty burden. 

• Government duty revenue impact uncertain. Duty revenues for smaller brewers (below 47,000hl) 

would rise, while duty revenues for larger brewers (above 47,000hl) would fall.  

Overall assessment of Option 3 against the objectives set out at the end of Section 5.1: 

• Compensate for economies of scale:  yes, partially offset 0-60,000hl and 60,000-200,000hl. 

• Minimise other market distortions:   largely, except mixed impacts on exports. 

• Duty revenues not materially compromised:  uncertain. 
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5.3.4 Option 4: Linear decrease of SBR. 

Among respondents who raised concern about the cost ‘cliff-edge’ facing 5,000hl brewers, one proposed 

option for reform is linear decrease of SBR from the lower to the upper threshold. In other words, for 

every fixed increase in volume, SBR would fall by a fixed monetary amount (e.g. for every 1,000hl increase 

in production, SBR could fall by £1). Two possibilities were considered: 

• A linear decrease of SBR between existing thresholds of 5,000hl and 60,000hl. 

• A linear decrease of SBR between new thresholds of 1,000hl and 200,000hl. 

We consider the latter option (linear decrease from 1,000hl to 200,000hl) less desirable, because a linear 

decrease of SBR over a much larger range of production: captures less accurately the industry economies 

of scale; and could significantly reduce government duty revenues. Therefore, for Option 4, we take 

forward the case of a linear decrease of SBR between the existing thresholds of 5,000hl and 60,000hl. 

Table 5.11 compares this new scheme with the current scheme in terms of SBR rate and duty paid. It can 

be seen that under this scheme, the duty paid by brewers producing 5,000hl or less, or 60,000hl or more, is 

unchanged. In contrast, those brewers producing between 5,000hl and 60,000hl would pay less in duty, with 

every 1,000hl increase in production resulting in a £0.73 reduction in duty. 

Table 5.11: Structure of new SBR with a linear decrease of SBR between 5,000hl and 60,000hl 

Production 
Current SBR 

rate 
Current duty 

(£/hl) 
New SBR rate 

New duty 
(£/hl) 

Duty change 
(£/hl) 

1,000 50% 40.1 50% 40.1 0.0 

5,000 50% 40.1 50% 40.1 0.0 

10,000 25% 60.1 45% 43.7 -16.4 

20,000 13% 70.1 36% 51.0 -19.1 

30,000 8% 73.5 27% 58.3 -15.2 

60,000 0% 80.1 0% 80.1 0.0 

100,000 0% 80.1 0% 80.1 0.0 

200,000 0% 80.1 0% 80.1 0.0 
Source: Europe Economics’ analysis. Assumes abv of 4.2 per cent. 

Figure 5.8 below compares this new SBR scheme with the current scheme graphically. 

Figure 5.8: Comparison of percentage duty rate paid under current and new SBR 

  

Source: Europe Economics’ analysis. 

Figure 5.9 on the next page plots out unit production costs + duty and unit gross incomes at different 

scales of production. The implications of this are considered in detail below. 
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Figure 5.9: Unit production costs + duty and unit gross incomes with volume under different schemes 

(a) Unit production costs + duty          (b) Unit gross income before overheads* 

Source: Europe Economics’ analysis. *Gross incomes before overheads is calculated as wholesale revenues less production costs. 

The key outcomes of Option 4 are: 

• Overcompensation for economies of scale below 60,000hl is exacerbated. The impacts of this in terms 

of the implications for competitiveness of different size brewers are mixed, as shown in Table 5.12. 

 Table 5.12: Structure of new SBR with a linear decrease of SBR between 5,000hl and 60,000hl 

Brewer size Implications for competitiveness Overall? 

<5,000hl 
Continue to benefit competitively from overcompensation for economies 

of scale, albeit less so in relative terms to current SBR scheme. 
 

5,000-17,000hl Become the most competitive brewers in the market.  

17,000-60,000hl 

Remain less competitive than smaller brewers (albeit by a smaller margin 

than with current SBR), but become even more competitive relative to 

largest brewers (>60,000hl) 

 

>60,000hl Loss of competitiveness to smaller brewers producing below 60,000hl.  

Source: Europe Economics’ analysis. 

• Greater incentives to increase production beyond 5,000hl, since unit costs initially continue to fall up to 

10,000hl (as economies of scale exceed the rate of withdrawal of duty), before then rising much more 

gradually beyond 10,000hl. The current ‘kink’ becomes a smoother inverted-U shape in Figure 5.9(b). 

• No material impact on market entry, as the lower threshold and maximum duty rate are unchanged. 

That said, the improved competitive position of 5,000-60,000hl (due to greater duty relief) may see 

some marginal reduction in entry of smaller brewers, as they would now face stronger competition. 

• Beneficial impact on exports, due to the greater incentives to increase production, some fraction of 

which is expected to be exported. 

• M&A would become more desirable. This is true of all M&A activity that results in a combined entity 

with production greater than 5,000hl, due to the lower marginal duty rates. 

• Government duty revenues fall, as brewers producing between 5,000hl and 60,000hl would pay less 

duty, while other brewers would continue to pay the same. However, this would not be material fall, as 

there are relatively few brewers in the portions of the market that will see duty fall. 

Overall, therefore, assessing this scheme against the objectives set out at the end of Section 5.1: 

• Compensate for economies of scale:  no, overcompensation below 60,000hl exacerbated. 

• Minimise other market distortions:   partially, as no material impact on market entry. 

• Duty revenues not materially compromised:  no, duty revenues fall but not significantly. 
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5.3.5 Option 5: Introduce an ‘income tax style’ progressive beer duty system 

Several survey respondents were of the view that the current rate of SBR withdrawal is too sharp, such 

that 5,000hl brewers face a “cliff-edge” of increasing costs. Of those respondents, a number proposed the 

use of a progressive ‘income tax style’ system of duty relief as a solution to this problem.  

This is a system with different bands of production for which different marginal rates of duty relief (tax) are 

applied. Thus, as production increases from one band to the next, only the incremental production is taxed 

at the higher marginal rate (while production in the lower band continues to have the lower marginal tax 

rate applied). As such, the average tax rate increases more gradually than the marginal tax rate. In 

determining a progressive system of duty relief, decisions must be made about: 

• The number and level of thresholds at which different marginal rates of duty relief are applied. 

• The marginal rates of duty relief applied between these different thresholds. 

For this option we considered marginal rates of duty relief that could operate between existing thresholds 

so as to develop a duty profile that more closely matches economies of scale. This is achieved by marginal 

rates of: 40 per cent to 5,000hl; 20 per cent to 30,000hl; and 5 per cent to 60,000hl. Variants of this that 

introduce additional thresholds to more closely align with economies of scale could also be considered. 

Table 5.13 below compares SBR rates under this scheme to the current scheme. It also illustrates how, 

under this proposed scheme, the average SBR rate is higher than the marginal rate. Under this proposal, 

brewers up to 7,000hl would face duty increases, while those beyond 7,000hl would see decreases. 

Table 5.13: Structure of new SBR with a linear decrease of SBR between 5,000hl and 60,000hl 

Production 
Current SBR 

rate 
Current duty 

(£/hl) 

New SBR 
rate 

(marginal) 

New SBR 
rate 

(average) 

New duty 
(£/hl) 

Duty change 
(£/hl) 

1,000 50% 40.1 40% 40% 48.1 8.0 

5,000 50% 40.1 20% 40% 48.1 8.0 

10,000 25% 60.1 20% 30% 56.1 -4.0 

20,000 13% 70.1 20% 25% 60.1 -10.0 

30,000 8% 73.5 5% 23% 61.4 -12.0 

60,000 0% 80.1 0% 14% 68.8 -11.4 

100,000 0% 80.1 0% 9% 73.3 -6.8 

200,000 0% 80.1 0% 4% 76.7 -3.4 
Source: Europe Economics’ analysis. Assumes abv of 4.2 per cent. 

Figure 5.10: Comparison of percentage duty rate paid under current and new SBR

 

Source: Europe Economics’ analysis. 
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The evolution of unit production costs + duty and unit gross incomes is shown in Figure 5.11. It can be 

seen that this new scheme produces a more aligned profile of unit gross incomes across different size 

brewers than current SBR. There is still a kink at 5,000hl beyond which the marginal duty relief drops from 

40 per cent to 20 per cent, but it can be seen that this is a less dramatic kink than under the current 

scheme. This is because the lower rate of duty relief only applies to incremental units of output beyond 

5,000hl. 

Figure 5.11: Unit production costs + duty and unit gross incomes with volume under different schemes 

(a) Unit production costs + duty           (b) Unit gross income before overheads* 

Source: Europe Economics’ analysis. *Gross incomes before overheads is calculated as wholesale revenues less production costs. 

The key outcomes of Option 5 are: 

• Economies of scale compensated for brewers above 5,000hl, as can be seen by the approximate 

flattening of unit gross incomes beyond 5,000hl. However, since unit gross incomes do not fall beyond 

5,000hl (as in the current scheme), brewers producing less than 5,000hl are now undercompensated 

for economies of scale, as they see their relative duty relief fall. 

• Stronger incentives to increase production beyond 5,000hl than under the current SBR scheme (as 

observed by the less severe kink), though weaker incentives in comparison to other proposed options 

for reform. The increase in marginal duty rate beyond 5,000hl would deter more inefficient brewers 

from increasing production (as the increased duty rate may entirely erode away their margin).  

• Mixed impacts on market entry. Brewers producing <5,000hl receive lower duty relief and thus less 

efficient brewers would find it more difficult to enter. However, higher unit production costs (inclusive 

of duty) relative to larger brewers could see more efficient entrants struggling to enter also. 

• Mixed impacts on exports. Greater incentives to expand production beyond 5,000hl some of which 

may be exported, but higher duty amongst the smallest brewers may limit their exports. 

• Increased M&A activity, as the more gradual increases in duty rate should mean that efficiency savings 

are more likely to offset the increased duty burden. 

• Impact on government duty unclear. On the one hand, smaller brewers will receive less duty relief 

hence higher government revenues. On the other hand, larger brewers will receive higher duty relief, 

as all brewers are eligible for duty relief on their first 60,000hl of production. It is unclear which affect 

would dominate. An additional complication of this scheme is that under EU law no duty relief can be 

earned by brewers over 200,000hl, so the progressive system could not apply beyond 200,000hl. 

Overall, therefore, assessing this scheme against the objectives set out at the end of Section 5.1: 

• Compensate for economies of scale:  partially, <5,000hl brewers not sufficiently compensated. 

• Minimise other market distortions:   partially, mixed impacts on market entry and exports. 

• Duty revenues not materially compromised:  uncertain. 
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5.3.6 Option 6: Extend SBR to 200,000hl, with more gradual withdrawal 

This option, whilst not one that we originally considered, was undertaken following a request from SIBA to 

consider an option that would maintain the existing 50 per cent duty relief up to 5,000hl and then involve a 

more gradual reduction in SBR up to a new upper threshold of 200,000hl. 

It is a slight variant of Option 4, with the upper threshold placed at 200,000hl, rather than remaining at 

60,000hl. Under this option, in terms of the duty relief received, no party would be worse off relative to 

the current scheme – at least in absolute terms. Brewers up to 5,000hl would continue to receive the same 

duty relief, while those producing above 5,000hl (and below 200,000hl) would see their duty relief rise (as 

illustrated in Table 5.14). 

In this Option we consider a linear rate of withdrawal of SBR up to the new 200,000hl threshold. 

Table 5.14: Structure of new SBR with a linear decrease of SBR between 5,000hl and 60,000hl 

Production 
Current SBR 

rate 
Current duty 

(£/hl) 
New SBR rate 

New duty 
(£/hl) 

Duty change 
(£/hl) 

1,000 50% 40.1 50% 40.1 0.0 

5,000 50% 40.1 50% 40.1 0.0 

10,000 25% 60.1 49% 41.1 -19.0 

20,000 13% 70.1 46% 43.2 -27.0 

30,000 8% 73.5 44% 45.2 -28.3 

60,000 0% 80.1 36% 51.4 -28.8 

100,000 0% 80.1 26% 59.6 -20.5 

200,000 0% 80.1 0% 80.1 0.0 
Source: Europe Economics’ analysis. Assumes abv of 4.2 per cent. 

Figure 5.12: Comparison of percentage duty rate paid under current and new SBR 

 

Source: Europe Economics’ analysis. 

In terms of the objectives of SBR set out at the end of Section 5.1, we consider this option less desirable 

than some of the alternatives set out above, as it maps less closely the evolution of economies of scale. It 

would also lead to an unambiguous fall in duty revenues, as all brewers between 5,000hl and 200,000hl 

would receive greater duty relief. In terms of other market distortions, while the more gradual duty relief 

should have benefits for exports, M&A and production growth, it would fail to have any impact on market 

entry (as with Option 4). 

That said, given the current structure of SBR, this option has the advantage of having less transitional 

impact on the market – as all brewers would be at least as well off under the new scheme in absolute 

terms.  
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5.4 Summary of proposed options 

We summarise below the six proposed options for reform in terms of three key objectives of: 

compensating for economies of scale; minimising other market distortions; and not materially 

compromising duty revenues. 

Table 5.15: Summary of proposed options for reform 

 
Compensate for 

economies of scale 

Minimise other 

market distortions 

Duty revenues not 

materially 

compromised 

Option 1: 

Correct for economies of scale up 

to 60,000hl 

Yes, 0-60,000hl. 

Partially, but mixed 

impacts on exports and 

M&A. 

Yes, duty revenues 

unambiguously rise. 

Option 2: 

Correct for economies of scale up 

to 200,000hl 

Yes, 0-60,000hl and 

60,000-200,000hl. 

Partially, but mixed 

impacts on exports and 

M&A. 

Uncertain. 

Option 3: 

Partially correct for economies of 

scale up to 200,000hl 

Yes, partially offset 0-

60,000hl and 60,000-

200,000hl. 

Largely, except mixed 

impacts on exports. 
Uncertain. 

Option 4: 

Linear decrease of SBR 

No, overcompensation 

below 60,000hl 

exacerbated. 

Partially, as no 

material impact on 

market entry. 

No, duty revenues fall 

but not significantly. 

Option 5: 

Income tax style progressive 

system 

Partially, <5,000hl 

brewers not sufficiently 

compensated. 

Partially, but mixed 

impacts on market 

entry and exports. 

Uncertain. 

Option 6: 

Extend scheme to 200,000hl, with 

more gradual duty withdrawal 

No, overcompensation 

for smaller brewers 

remains. 

Partially, as no 

material impact on 

market entry. 

No, duty revenues fall. 

Source: Europe Economics’ analysis. 

The options analysed in this chapter represent six possible options for reform of the current SBR scheme, 

the choice of which has been guided by a combination of economic analysis and the survey responses. In 

reality, there is a continuum of different options, as changes can be made to any of the upper and lower 

thresholds, the maximum rate of duty relief and the rate of withdrawal, and in any combination. For 

example, one could revise the current Option 3, which partially corrects for economies of scale, by 

introducing a new upper threshold of, say, 15,000hl. 

There are other factors which could form part of the assessment of options for reform which fall beyond 

the scope of this study. This includes, for example, the impact on jobs and growth in the beer market (in 

different regions of the UK) and the impact on choice for the end consumer. That said, the findings of this 

study could be used to help infer, and as a starting point for assessment of, these additional effects.  
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5.4.1 Supplementary reforms 

Along with the six core options for reform which each fundamentally change the structure of SBR, there 

are a small number of supplementary reforms that could be enacted in order to address particular failings 

of the current system. 

Exclusion of exports from SBR calculation 

One further refinement that could be made in conjunction with any of the above options is the exclusion of 

exports from production volume when calculating SBR. Indeed, when surveyed brewers were asked to 

propose other options for reform not explicitly mentioned, the most common suggestion was the 

exclusion of exports from the calculation of duty relief. 

Excluding exports would encourage producers to seek new markets without concern for the impact this 

would have on domestic margins (due to an increase in duty). This would be beneficial for production 

growth and employment in the UK beer industry.  

The risk of such an approach in isolation is that it subsidises production growth for export but fails to 

address the broader problem of weak incentives to increase production for domestic sale. In extremis, a 

brewer could choose to only produce 5,000hl for domestic consumption so that it still qualifies for 50 per 

cent duty relief, while significantly increasing production for export. This is likely to be perceived as unfair 

by other members of the industry if, say, a brewer producing at 50,000hl could claim 50 per cent duty relief 

on the basis that 45,000hl of its output are exported. This problem could be overcome by limiting the 

volume of exports which a brewer can exclude from the calculation of SBR. In any case this option risks 

decoupling duty relief from the size of the brewer with detrimental effects for the industry (large exporters 

may benefit from the relief if their domestic sales are below the threshold). 

A further difficulty of this reform is ensuring that brewers reporting of export and domestic sales volumes 

is accurate and truthful, and that the system is not open to being gamed by brewers over-reporting their 

exports to claim higher duty relief. This issue would need to be explored in greater detail if this reform was 

selected. 

Gradual phasing in of new duty rate following M&A activity 

It was shown in Chapter 3 that the current SBR scheme may deter M&A activity, particularly where the 

merged entity had a combined production exceeding 5,000hl. In such cases, the increased duty burden may 

offset any expected efficiency savings. 

In order to prevent such a detrimental impact on M&A, one possibility would be to phase in the new duty 

rate gradually over a number of years. For example, the merged entity could continue to pay the existing 

duty rates of the two separate brewers in Year 1, then gradually increase its duty burden over a number of 

years until it reached the new required duty rate. This should increase the likelihood that a merged entity 

can achieve sufficient efficiency savings before being hit with the full increase in duty. As a result, M&A 

should become more financially attractive.   

Better monitoring of compliance 

Aside from the SBR structure, a further complaint levelled in the industry survey is that some brewers may 

not be fully declaring their volume for the purpose of calculating duty (and VAT). This could make it more 

difficult for compliant brewers to compete. 

Improved monitoring of compliance could help to reduce this problem, both by catching and penalising 

non-compliant brewers and by incentivising more accurate reporting in the first place. This reform could 

also be key to ensuring that any changes to the current SBR structure have the desired effect (and do not 

encourage more non-compliant behaviour among the potential ‘losers’ of any scheme change). 
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5.4.2 Transitional arrangements 

If any of the proposed options for reform described above were implemented, one must consider not only 

the market impacts once the new scheme is fully embedded but also the market impacts in transitioning 

from the existing scheme to the new one. When the SBR was first introduced, the transition was from a 

market with no duty to relief to a market with duty relief in place. Any potential future transition would be 

from a market that has evolved as a result of the SBR being in place to a market with a different SBR 

structure. The implications of this, in terms of the transitional impact, could be quite different.   

Therefore, in assessing different options of reform, an important consideration is how significant a change it 

represents relative to the status quo. While the end result of a given option may be the most attractive, the 

transitional impacts may be such that some compromise on this option is desirable. It may be, for example, 

that while a scheme possesses favourable properties overall, it imposes particularly pronounced costs on a 

specific group of brewers that could risk their ongoing sustainability and the employment they create. As a 

result, adjusting that option such that it limits the ‘shock’ on this group of brewers is likely desirable. 

For the same reasons, it would also be important to consider how to transition from the current scheme 

to a new scheme. It is likely that any sudden overnight scheme change would create a big shock to the 

industry. As such, some degree of phase-in of any new system is usually warranted. 
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Appendix 1: Brewer Survey 

Questionnaire on Small Breweries Relief 

As you may know, Europe Economics (www.europe-economics.com) is conducting a study on behalf of the 

Small Brewers Duty Reform Coalition supported by the British Beer and Pub Association to evaluate the 

success of Small Breweries Relief (SBR) and consider possible options for reform (if any). The SBR may be 

known to you as Progressive Beer Duty (PBD).  

The SBR works by changing what would otherwise be a flat rate of beer duty per unit of production across 

all brewers, to a tiered rate of duty which depends on the volume of beer produced by the brewer. Under 

this scheme, smaller brewers are charged a reduced rate of duty on the beer they produce. If interested, 

further details on how the SBR works can be found in the Annex. 

The questionnaire comprises four sections:  

• I – Brewer profile (page 2). 

• II – Purpose of SBR (page 2). 

• III – Impact of current SBR structure (page 3-5). 

• IV – Options for reform (page 6). 

Please be assured that the information you provide will be treated as strictly confidential by Europe 

Economics and will not be shared with commissioning parties, except in summarised and anonymised form. 

There are 17 questions in total and it should take no more than 40 minutes to complete. We are seeking 

a breadth of insight into SBR, as opposed to just a poll of opinions, so your explanations for answers will be 

particularly valuable. 

The questionnaire can be completed electronically, by marking and filling in boxes as appropriate. Please 

send the completed electronic questionnaire to sam.winward@europe-economics.com. 

We would appreciate if you could answer this questionnaire by Friday 9th June. 

We thank you in advance for your cooperation. 

  

http://www.europe-economics.com/
mailto:sam.winward@europe-economics.com
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I - Brewer profile 

We would first like to know a bit of background about your brewery. In this study we are seeking 

responses from a broad range of brewers to understand the full scope of views on the SBR and, therefore, 

it is important that we have some information on the underlying characteristics of each brewer. 

1. Please could you provide approximate values for the following (please provide data for 

Jan – Dec 2016 or please provide year if this is different): 

Total volume of own beer production (hectolitres):       hl  

Volume share by product type: 

- Non-Lager (Ale, Bitter, Stout, …)         % 

- Lager             % 

Volume share by packaging: 

- Large pack/returnable (kegs/casks)        % 

- Small pack (bottles/cans)         % 

Share of own beer volume exported:         % 

Share of own beer volume sold through own pubs:       % (managed or tenanted) 

 

Brewery operated since (please provide year):            

Annual investment (average over last 5 years):   £       

 

Total revenue from own beer production:  £       

Average wholesale price received (£ per hectolitre): £       /hl 

 

II - Purpose of SBR 

2. What do you think the primary purpose of SBR should be: 

a) To encourage new brewers to enter the market. 

b) To compensate small brewers for their diseconomies of scale in production and allow them to 

compete with larger brewers. 

c) To allow smaller brewers to match the wholesale prices of larger brewers. 

d) To compensate small brewers for constraints, other than price, in access to market. 

 

Please rank (a) to (d) in order of importance (1 = most important; 4 = least important):  

(a)       (b)       (c)       (d)       

Please explain:       
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III - Impact of current SBR structure 

The current SBR structure is as follows: 

• Below 5,000hl/year there is 50% duty relief. 

• From 5,000-60,000hl/year the rate of duty relief is tapered, tapering more quickly beyond 30,000hl/year. 

• Above 60,000hl/year there is no duty relief. 

We would like to understand your views on this current structure of SBR. For each hypothesis in Q3 

to Q14 please indicate the extent to which you agree (using the scale provided), and explain your answer in 

each case. 

 

3. a) The SBR has delivered greater (regional) choice to end consumers. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

b) The SBR has delivered higher quality to end consumers. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

c) The SBR has delivered lower prices to end consumers.  

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

4. The SBR has helped to lessen the rate of decline of the UK beer market. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

5. The SBR makes it easier for prospective brewers to enter the market. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       
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6. The SBR has contributed to more brewers than the market can sustain in the long term. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

7. a) The SBR fairly reflects the higher production costs faced by smaller brewers. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

b) The SBR over-subsidises some brewers who may otherwise be unable to survive in 

the market (e.g. those whose primary business activity is not brewing). 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

8. The SBR has benefitted retailers more than brewers as they have been able to demand 

lower prices for their beer purchases. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

9. The SBR reduces the incentive for smaller brewers to increase production above 5,000hl 

per annum (either through natural sales growth or through mergers and acquisitions). 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

10. The SBR encourages some brewers to decrease production. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       
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11. The SBR makes it difficult for small to mid-sized brewers receiving no or limited SBR to 

compete with smaller brewers receiving full SBR. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

12. The SBR allows small brewers to achieve higher surpluses which are primarily re-invested 

in the industry (contributing to higher productivity and innovation in the sector). 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       

 

 

13. The SBR promotes greater exports by small brewers. 

Select: Strongly agree ☐ Agree ☐ Neutral ☐ Disagree ☐ Strongly disagree ☐     No opinion ☐ 

Please explain:       
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IV - Options for reform 

We are interested to understand your views on whether the current structure of the SBR should be 

reformed and, if so, how it should be reformed. 

There are four main ways in which the SBR could be reformed: 

1) Changing the maximum rate of duty relief (currently 50%). 

2) Changing the threshold below which maximum duty relief is received (currently 5,000hl). 

3) Changing the level of production at which duty relief is completely phased out (currently 60,000hl). 

4) Changing the rate of withdrawal of duty relief. 

 

We would like your view on how, if at all, the SBR should be reformed in terms of these options or 

combinations of options (e.g. 1 and 3). If you do propose a reform(s), please consider why this represents 

an improvement on the current system and supports a sustainable brewing sector for the long-term. 

 

14. Do you think the SBR should be reformed? Yes ☐ No ☐ 

If ‘yes’, please select your preferred option, or combination of options, for reform. To do, please 

select the relevant boxes (where an ‘x’ will appear) and then adjust the word ‘changing’ for either 

‘increasing’ or ‘decreasing’ using the drop-down list. 

☐ Changing the maximum rate of duty relief.  

☐ Changing the threshold below which maximum duty relief is received. 

☐ Changing the level of production at which duty relief is completely phased out. 

☐ Changing the rate of withdrawal of duty relief. 

Please explain (including if ‘no’ reform preferred):       

 

 

15. Do you believe any of the options for reform listed above could have detrimental effects 

on the UK brewing market? 

Please describe:       

 

 

16. Are there any alternative options for reform of SBR that you think should be considered? 

Please describe:       

 

 

17. What do you think the consequences will be to the UK brewing sector if there is no 

change in the structure of SBR? 

Please describe:       
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V - Annex - How the SBR works 

The Small Breweries Relief (SBR), sometimes referred to as Progressive Beer Duty (PBD), changes an 

otherwise flat rate of beer duty per unit of production (the General Beer Duty Rate) to a tiered rate of 

duty which depends on the volume of beer produced. 

Currently, the General Beer Duty Rate (applying to beer of strength 2.8-7.5% abv) is £19.08 per hectolitre 

per cent of alcohol in the beer. This means, for example, that the full duty charged on one hectolitre of 4% 

abv beer is £76.32 (i.e. 4 x £19.08).  

With the SBR, smaller brewers only pay a percentage of this General Beer Duty Rate. The same percentage 

duty relief applies across a brewer’s entire production volume and is solely determined by the final 

volume of beer produced. The table below shows the percentage duty paid at different production levels. 

Final production volume (hectolitres) Percentage of General Beer Duty Rate paid 

Less than 5,000 50% 

5,000 to 30,000 
𝑉𝑜𝑙𝑢𝑚𝑒 − 2,500

𝑉𝑜𝑙𝑢𝑚𝑒
 

30,000 to 60,000 
𝑉𝑜𝑙𝑢𝑚𝑒 − (2,500 − (𝑉𝑜𝑙𝑢𝑚𝑒 − 30,000) ∗ 0.0833)

𝑉𝑜𝑙𝑢𝑚𝑒
 

Above 60,000 100% 

Thus, for brewers producing less than 5,000hl, only 50% of the General Beer Duty Rate must be paid (on 

one hectolitre of 4% abv beer this would equate to £38.16/hl (i.e. 0.5 x £76.32)). For brewers producing 

5,000-30,000hl or 30,000-60,000hl, the percentage of General Beer Duty Rate paid is dependent on the 

precise volume of beer produced and can be calculated using the relevant formula above. All brewers 

producing above 60,000hl pay the full General Beer Duty Rate (i.e. 100%). 

The diagram below illustrates the percentage saving on the General Beer Duty Rate at different 

production volumes. 
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Appendix 2: Summary of Responses 

Here we set out brewer responses, by size band, to the statements about the current structure of SBR 

(Questions 3 to 13). A summary of brewer responses by size band on whether, and if so how, they think 

SBR should be reformed (Question 14) are included in Chapter 5 of the main report. 

                  |                          size 

       Q3a Choice |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |        10         25         21          2         12 |        70  

            Agree |         3          4         14          3          3 |        27  

          Neutral |         1          1          2          0          2 |         6  

Strongly Disagree |         0          1          0          0          0 |         1  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104   

 

 

                  |                          size 

      Q3b Quality |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         4         16          3          0          0 |        23  

            Agree |         4          4         11          0          1 |        20  

          Neutral |         3          6          9          1          9 |        28  

         Disagree |         2          1          6          3          3 |        15  

Strongly Disagree |         1          4          8          1          4 |        18  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

 

                  |                          size 

 Q3c Lower prices |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         3          4          5          1          2 |        15  

            Agree |         0          8          3          3          2 |        16  

          Neutral |         3          5         11          0          7 |        26  

         Disagree |         2          7          8          1          2 |        20  

Strongly Disagree |         6          7         10          0          4 |        27  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

                  |     42.86      22.58      27.03       0.00      23.53 |     25.96  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

                  |    100.00     100.00     100.00     100.00     100.00 |    100.00  

 

                  |                          size 

 Q4a Less decline |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         4         20          7          1          1 |        33  

            Agree |         7          6         18          0          9 |        40  

          Neutral |         0          3          6          3          5 |        17  

         Disagree |         2          2          3          1          1 |         9  

Strongly Disagree |         1          0          3          0          1 |         5  

------------------+-------------------------------------------------------+---------- 
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            Total |        14         31         37          5         17 |       104  

 

 

 

                  |                          size 

 Q5a Easier entry |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         4          9         22          5         14 |        54  

            Agree |         9         13         14          0          3 |        39  

          Neutral |         0          7          1          0          0 |         8  

         Disagree |         1          1          0          0          0 |         2  

Strongly Disagree |         0          1          0          0          0 |         1  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

  

              Q6a | 

         Too many |                          size 

        breweries |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         0          9         20          5          9 |        43  

            Agree |         3          5         11          0          4 |        23  

          Neutral |         4         11          3          0          3 |        21  

         Disagree |         4          4          1          0          1 |        10  

Strongly Disagree |         3          2          2          0          0 |         7  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

 

              Q7a |  

  Fair reflection |                          size 

         of costs |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         5         10          5          1          0 |        21  

            Agree |         3          9         11          1          0 |        24  

          Neutral |         1          5          8          0          4 |        18  

         Disagree |         4          5          7          2          5 |        23  

Strongly Disagree |         1          2          4          1          8 |        16  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         35          5         17 |       102  

 

 

              Q7b |                          size 

Oversubsidisation |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         0          2         11          3          8 |        24  

            Agree |         1          2         12          1          2 |        18  

          Neutral |         3         16         13          1          6 |        39  

         Disagree |         2          5          0          0          0 |         7  

Strongly Disagree |         8          6          1          0          1 |        16  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104   
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              Q8a | 

     Benefits for |                          size 

        retailers |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         2          6         14          3          7 |        32  

            Agree |         4          4         13          0          6 |        27  

          Neutral |         2          8          7          1          4 |        22  

         Disagree |         3          7          2          1          0 |        13  

Strongly Disagree |         3          6          1          0          0 |        10  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

 

              Q9a | 

 Reduce incentive |                          size 

       production |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         2         11         18          5         12 |        48  

            Agree |         5          7         13          0          3 |        28  

          Neutral |         4          6          5          0          2 |        17  

         Disagree |         1          5          1          0          0 |         7  

Strongly Disagree |         2          2          0          0          0 |         4  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

             Q10a | 

     Incentive to | 

         decrease |                          size 

       production |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         2          8         14          4         10 |        38  

            Agree |         3          4         17          1          3 |        28  

          Neutral |         5         11          5          0          2 |        23  

         Disagree |         2          6          1          0          1 |        10  

Strongly Disagree |         2          2          0          0          1 |         5  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

             Q11a | 

    Difficult for | 

         mid-size |                          size 

        breweries |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         0          6         14          5         14 |        39  

            Agree |         2          6         11          0          1 |        20  

          Neutral |         3          1          7          0          2 |        13  

         Disagree |         6          8          4          0          0 |        18  

Strongly Disagree |         3         10          1          0          0 |        14  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  
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             Q12a |                          size 

 Higher surpluses |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         3          1          6          0          0 |        10  

            Agree |         3         10         14          0          0 |        27  

          Neutral |         5          8          9          1          6 |        29  

         Disagree |         3          7          2          2          7 |        21  

Strongly Disagree |         0          5          6          2          4 |        17  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  

 

              

             Q13a |                          size 

  Greater exports |       <1k       1-5k      5-30k     30-60k       >60k |     Total 

------------------+-------------------------------------------------------+---------- 

   Strongly Agree |         1          0          1          0          0 |         2  

            Agree |         2          5          2          2          2 |        13  

          Neutral |         7          8         12          1          5 |        33  

         Disagree |         2          6          9          2          6 |        25  

Strongly Disagree |         2         12         13          0          4 |        31  

------------------+-------------------------------------------------------+---------- 

            Total |        14         31         37          5         17 |       104  
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Appendix 3: Cost Typologies 

The cost typologies represent a standardised set of costs for a typical efficient brewer at each scale of production. The purpose of these cost typologies is 

to build up a notional industry cost model and measure variances against it. The modelling is used to determine what economies of scale look like (in 

comparison with the results of a previous industry survey) and thus assess the ability of the current SBR scheme to address such economies of scale. 

Below we set out the key cost typologies developed for this analysis, following sense-checking with industry. 

Production volume (hl) 500 1,000 2,500 5,000 10,000 20,000 30,000 60,000 100,000 200,000 500,000 1,000,000 

Material costs 

(malt, hops and other) 

£20.40 £19.20 £18.50 £16.20 £11.10 £10.70 £10.40 £9.84 £9.28 £8.80 £8.42 £7.90 

Other direct costs 

(labour, energy, water and 

effluent, other consumables) 

£24.98 £21.48 £18.65 £15.46 £12.51 £9.94 £8.68 £7.77 £7.35 £6.91 £6.48 £6.05 

Fixed / semi-fixed costs 

(rent, rates, depreciation, 

maintenance and repairs) 

£11.62 £22.10 £13.20 £10.30 £8.29 £6.28 £6.08 £5.03 £4.18 £3.05 £1.93 £1.43 

Total production costs £57.00 £62.78 £50.35 £41.96 £31.90 £26.92 £25.16 £22.64 £20.81 £18.76 £16.83 £15.38 

 

  



Appendix 3: Cost typologies                                          Private & Confidential 

- 56 - 

Below we set out the key assumptions applied in the cost typologies: 

Production Cost Category Assumptions 

ABV  4.2 per cent ABV assumed at all production volumes. 

Materials costs:  

 - Malt  At all levels assume 90% good quality barley malt, 10% coloureds/organic, and average grist. 

 - Hops  At all levels assume same hop regime, and average grist. 

 - Other (adjuncts, sugars, yeast, gases etc.)  At all levels assume standard mix. 

Other direct costs:  

 - Energy  Imputed values for different size brewers. 

 - Water and effluent  Imputed values for different size brewers. 

 - Other consumables  Costs include bungs, shires, labels, O2 and/or compressed air, and safety clothing. 

 - Labour   Annual labour costs (national average) varied by mix of manual operator, semi-skilled, skilled and qualified brewer related to scale 

and brew lengths, plus 25% average for national insurance, pension, bonuses, overtime, training etc.  

 Labour and management demand based on number of brews per week and standard holiday arrangements. 

Fixed / semi-fixed costs:  

 - Rent and rates  Assume site rented not owned. 

 Based on assumptions on average square feet business space split 50% production, 30% warehousing and 20% office. 

 Rental rate is based on average rate rental outside London, in an industrial area outside city centre. 

 30 per cent uplift applied for business rates. 

 - Depreciation  Assume build of plant to standard capacity using 75 per cent new equipment and 25 per cent good quality second hand 

equipment. 

 Assume depreciation over 15 years. 

 - Repairs and maintenance  Assumed to be 20 per cent of cost of depreciation at all production levels. 

 


