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Ministerial Foreword

People across Scotland are struggling with the persistently high and rising cost of
living. The price of energy is going up. It is becoming more expensive to heat our
homes. Fuel costs more at petrol stations and some people are struggling to put food
on the table. Where possible, the Scottish Government must act to address these
pressures.

This consultation delivers on our commitment to explore further action to improve
food affordability. | am seeking your views on a cap on the price of essential food
items such as bread, milk and eggs with the aim of improving the affordability of food
for households facing cost of living pressures, particularly those on lower incomes. In
designing any intervention, we will also consider impacts on nutrition and health.

This action will complement the other steps that we are taking to address cost of
living pressures, including support for affordable childcare, the provision of free
school meals, and the removal of peak rail fares. No one measure will of itself
resolve household financial challenges or solve the cost-of-living crisis, but each
action will contribute to reducing pressures.

When addressing affordability, consideration must also be given to nutrition and
health, impacts on our food industry and food security, implications for regulators,
potential indirect impacts on the environment and climate, and how interventions
might affect existing societal inequalities.

The people who grow, produce, store, process, transport, sell and cook food are
critical to our food industry and to our society - getting food from farm to fork. The
farmers that work the land and our fishing communities are central to our way of life,
contribute to our food security and are a core part of Scotland’s economy. Therefore,
| am committed to taking action to address food affordability in a way that protects
them, and | intend to work directly with them to understand how best to do this.



| also recognise the importance of the competitive retail sector in Scotland, both in
the provision of food and as a significant employer. Retailers in Scotland face
challenges in the form of increased energy costs and other pressures, while working
to ensure that a range of produce is readily available. | value the work that many
responsible retailers already undertake to maintain low prices. Addressing the cost
of-living pressures faced by so many means that we must work together and go
further to support consumers.

This consultation seeks your views on the proposal of price caps on essential food
items as a means to addressing the challenge of food affordability, particularly for
those on lower incomes. It also seeks input on different choices for how a price cap
could be designed in future. | recognise the complexity of the challenge, and | invite
contributions to inform an approach that can deliver balanced outcomes.

We need your help to make those balanced judgements, so that we arrive at the best
possible solution, informed by your experience. Whether you are involved in the
food, retail or hospitality industries, work on a farm or fish in our seas, if you procure,
store, transport, package, prepare or serve food, campaign to improve our food
system, or are simply looking to put food on the table for you and your family, | want
to receive your views and input on this important work.

Tom Arthur MSP
Minister for Business and Fair Work



Introduction

The people of Scotland continue to express concern about the cost of living. Back-to-
back economic shocks have affected households over recent years. EU Exit, a
global pandemic and growing geopolitical instability have led to rising costs. These
affect the price of food, electricity, and fuel, alongside other goods and services.
The Scottish Government’s approach to tackling cost of living pressures focuses on
fair taxation, growing the economy and providing help with bills and income. This
includes:

e work to expand free childcare;

e continuing to provide free prescriptions;

e free university tuition for Scottish undergraduate students;

e additional support for young people looking to buy their first home.

As part of that wider package of support, this consultation seeks your views on the
proposed introduction of legal price caps on essential food items. This would include
a cap on the price of goods such as bread, milk and eggs sold by large
supermarkets chains in their stores or online. This consultation seeks your views on
the Scottish Government’s proposal. We also seek your views on the design of any
scheme introduced so that it delivers maximum benefit for people in Scotland.

Scottish food producers make vital contributions to rural life, the economy and our
food security. We are committed to supporting active farming and food production in
Scotland. We want to work with farmers and food producers to address any impacts
that could potentially arise for them.

We must also take forward this work in a way that meets our Good Food Nation
ambitions and outcomes. This means that whilst the main aim of this work is to
improve the affordability of food for households facing cost of living pressures, we
will also take into account how a food price cap could support or affect our health,
climate change, economic growth and child poverty, amongst other issues.

We benefit from a competitive retail market in Scotland. Many food retailers have
socially responsible practices which support people to make choices about their
food. But further collective action is required. Whilst food price inflation has eased
from recent peaks, many households continue to face challenges affording essential
food items, and it is possible we could face future high inflation.

We recognise that new regulation of this type can be complicated. We must balance
many different interests and ensure any new rules are easy to understand and can
be implemented in a way that is effective, proportionate and practical. We wish to
work with the retail sector to design a scheme which is informed by their practical
experience.

The way the proposed price cap could work includes decisions on some of the
following:

e How prices would be set and how capped prices should change;

e The shops or retailers in which price caps would apply;

e The goods that would have a price cap applied;



e How we can make sure the rules are followed (compliance) and what
penalties might exist for not following the rules (non-compliance).

To help support you in providing your views, we have proposed an example of how
this could look in law as part of this consultation.

To inform the further development of policy and future legislation, we invite evidence
and views from:

the general public;

poverty and equalities campaigners and representatives;
retailers and other businesses in the retail supply chain;
hospitality;

producers, processors and food manufacturers;

third sector organisations;

local authorities and other regulators;

academics;

any other interested parties.

Why are we consulting?

The Scottish Government is seeking views on the introduction of a statutory price
caps on essential food items sold by large supermarket chains. We also want to
gather evidence on how any scheme could be made to work effectively and
proportionately. We are seeking detailed feedback from all interested parties, to
arrive at the best possible outcome, balancing impacts for all those involved.

We appreciate that the introduction of controls on the price of goods is a direct
intervention in the market. The design of such a policy requires careful consideration.
We are therefore seeking views on:

e What types of Government interventions, including but not limited to price
caps, would be best to help with food affordability, particularly for those in low-
income households;

e How any caps on food prices could be made to work effectively and
proportionately; while balancing impacts for the public and others;

e What approaches to price capping could help us to achieve our aims;

e How a price cap scheme could work, for example in the choice of items that
would be capped or how prices are set;

e How to prevent or minimise any unintended effects of a price cap.

Consultation structure
The rest of this consultation paper is set out as follows:

Chapter 1: sets out more detail about our aims and intentions.

Chapter 2: sets out a proposed model for price caps and alternatives.

Chapter 3: considers which goods could be subject to a cap and how that might be
determined.

Chapter 4: deals with which businesses could be obliged to comply with price cap
requirements.

Chapter 5: considers how the level of price caps could be set.



Chapter 6: relates to support for primary producers.

Chapter 7: discusses compliance, and potential penalties that could apply in the
event of non-compliance.

Chapter 8: deals with issues of monitoring and evaluation.

Chapter 9: seeks views on the future operation of any scheme and wider
considerations that may inform ongoing policy development.

Annex A: contains illustrative draft legislative provisions for a price cap on essential
items. This annex should be read in conjunction with the issues and questions
discussed in relevant chapters.

Annex B: summarises some approaches to price caps on essential food items from
other countries for reference.

Each chapter contains a series of questions which will support future choices about
the proposed scheme. This paper should be referred to alongside the consultation
questions on Citizen Space.



Chapter 1: Aims and intentions
Why is intervention required?

In recent years, the people of Scotland have experienced significant levels of food
inflation. Food prices have risen by just under 40% over the last five years,
increasing faster than average incomes over the same period. Although recent food
inflation has eased from historic highs, food prices remain substantially higher than
they were prior to the cost-of-living crisis. Recent data from the Office of National
Statistics’ shows that cumulative food inflation since 2020 was 38.1% to July 2026,
compared to 32.1% for general inflation and 35.3% for average incomes (to June
2026) as shown in Figure 1. As a result, many households continue to experience
food affordability pressures. These pressures are particularly significant for lower-
income households, who typically spend a greater proportion of their income on
food.

Figure 1: Cumulative price and income growth since 2020
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Evidence from the Competition and Markets Authority indicates that food price
inflation in recent years has largely reflected increases in costs throughout domestic
and global supply chains rather than a weakening of competition in the grocery
sector. We know that for most food products, UK grocery retail markets continue to
operate competitively.

However, competitive markets can still produce outcomes which create significant
affordability challenges for households. Food differs from many other consumer
products because we cannot live without it and so households cannot avoid

1 Consumer price inflation tables - Office for National Statistics and Earnings and employment from
Pay As You Earn Real Time Information, seasonally adjusted - Office for National Statistics
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purchasing it. Food price inflation disproportionately impacts low-income households:
whilst the average UK household spends 10.9% of equivalised income on food and
non-alcoholic drinks, this rises to 15.2% for the poorest fifth of households, as shown
in Figure 2.

Figure 2: UK Average weekly household expenditure by category (as % of total
weekly expenditure), by quintile group, FYE 2025 where Income Quintile 1
represents those on lowest incomes and Quintile 5 the highest incomes.
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Looking ahead, there remains significant uncertainty regarding future food prices.
Recent experience demonstrates that food systems can be affected by a range of
global shocks, including our exit from the European Union, geopolitical conflict,
disruption to energy markets, a global pandemic, extreme weather events and
climate-related impacts on agricultural production. Therefore, putting in place
measures now to protect households from further price shocks is crucial.

The importance of food affordability extends beyond household budgets. Evidence
suggests that sustained affordability pressures can influence purchasing choices,
contribute to food insecurity and make it more difficult for households to afford
healthier diets.

Polling conducted by Obesity Action Scotland? indicated that 65% of those polled
reported that the cost-of-living crisis has made it harder to buy healthy food, rising to
78% in the most deprived communities. Further food price inflation could lead to
detrimental impacts on a wide range of health outcomes for all those impacted. In
children, food insecurity is associated with asthma, anaemia and poor behavioural

2 Public Support for Healthier Food Environments in Scotland - Obesity Action Scotland Briefing 2026
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and educational outcomes. Food insecurity in adults is associated with cardio-
metabolic disease, diabetes, obesity, insufficient nutrition and depression3.

Food insecurity is defined as “the full range of experiences from worry regarding
ability to afford food, through to compromising on quality and quantity of food and
experiencing hunger”. In 2023/2024 combined, 8% of adults worried about running
out of food due to a lack of money or other resources in the preceding 12 months.
This rises to just over a third (36%) of adults in single parent households, followed by
21% of single adult and 19% of large family households. According to Trussell*, one
million people across Scotland, including 210,000 children, lived in food insecure
households in 2024 with households in the most deprived areas of Scotland three
times as likely to be food insecure than households in the least deprived areas (26%
vs. 8%).

All of this combined, describes an increasingly difficult situation that many in
Scotland experience on a daily basis. The Scottish Government is of the view that
the consequences of food price inflation for household affordability cannot be
allowed to continue unchecked and that we must equip ourselves with the tools
needed to help ensure everyone in Scotland can afford the basic food necessities.

The policy proposal explored by this consultation is about capping the price of
essential food items.

The objective that we are seeking to achieve through this work is to improve the
affordability of a selection of essential food items, particularly for those on lower
incomes. Our approach should also support a healthy and balanced diet.

Food affordability is influenced both by the prices consumers pay and by the
financial resources available to households. This consultation focuses on food
prices. The proposed policy would place limits on the price of certain essential food
items but would not directly regulate the costs of producing, processing, transporting
or selling food. Those costs will, however, be important considerations in the design
of any intervention.

In addition to consulting on this proposal the Scottish Government is taking forward
work to address wider cost-of-living issues. We will increase the value of the Scottish
Child Payment for eligible households with children under one. To help with heating
bills, we will provide winter heating payments to pensioners, families with disabled
children and the households most in need. We will protect existing support around
free prescriptions and free tuition fees for undergraduate students.

As part of this work, we wish to ensure that any future approach addresses the issue
of food affordability in a way that protects Scotland’s primary producers in our
farming and fishing communities.

3 Public Health Scotland - Population health impacts of the rising cost of living in Scotland
4 Trussell - Hunger In Scotland - September 2025
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Consultation questions

1.

Do you agree or disagree that improving the affordability of essential food
items, particularly for low-income households, should be a policy priority for
the Scottish Government? [Agree. Disagree. Unsure]

. Do you agree or disagree that government intervention is required to improve

the affordability of essential food items? [Agree. Disagree. Unsure]

Do you agree or disagree with the proposal to introduce price caps on
selected essential food items? [Agree. Disagree. Unsure]

Please explain your answers to Questions 1 to 3, including any alternative
approaches or steps that should be taken to improve food affordability.

What do you consider to be the main benefits of food price caps? Please
provide evidence where possible.

What do you consider to be the main risks or unintended consequences of
food price caps? Please provide evidence where possible.



Chapter 2: Price caps on essential food items — the model

There is a number of potential models for introducing price caps on essential food
items. Design options for each element of a price cap could combine to produce
different impacts, risks and benefits. Other jurisdictions have applied various models
in recent years which are explored in further detail below and in Annex B, but these
are not the only possibilities.

In this chapter, we seek your views on the nature of the proposed price cap. It
considers the core principle of price capping and seeks your views on how a scheme
could be structured. Other important considerations, such as the choice of items to
be capped or the retailers to which any duty applies, are dealt with in subsequent
chapters.

Annex A contains the Scottish Government’s illustrative draft legislative proposals.
As we are seeking views and evidence for how price caps could be implemented,
some of the legislative detail can only be addressed after consultation. Any
legislation ultimately introduced would have to be adapted to reflect final proposals.
The draft provisions are provided at this early stage to support a discussion on the
detail, alongside consultation on the general principles.

The relevant parts of the illustrative draft provisions for this chapter are sections 1, 2,
and 3 in Part 1.

What is the proposal?

We are proposing the following model, with section 1 of the draft provisions at Annex
A demonstrating how that could be brought into effect in legislation.

We are proposing to set price caps for essential food items sold by qualifying
retailers (see Chapter 4). The food items that are price capped would be set out in
Regulations (see Chapter 3).

Where a retailer offers for sale one of those products in a store or online, they would
be under a duty to sell at least one type of that product at or below a maximum price
(the price cap).

The retailer could choose which particular product to use to meet the duty, as long as
it meets the description of the product as set out in Regulations.

If the product type selected by the retailer were to run out, the retailer would have to
substitute it with another type of that product at or under the price cap (if an
alternative is available and on sale to customers), otherwise they could be in breach
of the duty.

The retailer could also sell price capped products for a price which is lower than the
cap.

It would not be possible for a retailer to meet their duty by requiring a consumer to
buy multiple or associated promotional items before the price applies. For example,
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a retailer could not say that the price is only available under a “3 for the price of 2”
offer.

Notably, while a food item can be price capped this does not oblige the retailer to
stock that product. The duty would only apply to price capped products where they
are actually offered for sale.

This approach is intended to balance consumer access to lower priced essential
food items with operational flexibility for the retailer in determining how they meet the
obligation. We recognise that different approaches may place additional operational
burdens on retailers and may result in different outcomes for consumers.

Regulations would set out and describe the food products subject to a price cap —
these are sometimes referred to as “specified food products” in this consultation (see
Chapter 3) and the maximum price (see Chapter 5) for those products.

Further detail about the operation of the duty, including exemptions and compliance
arrangements could be set out in regulations. These issues are addressed in
subsequent Chapters.

The proposed approach has been selected as the illustrative model for consultation
because it is relatively straightforward for consumers to understand and for retailers
and regulators to monitor. However, we recognise that other models may offer
greater flexibility in responding to changing supply chain conditions and market
pressures. While we are seeking views on the benefits and drawbacks of the
illustrative model, we also welcome views on alternative models.

Alternative approaches could include:

Putting in place a temporary price freeze on food items.

Capping the profit that retailers could make on a specified product.
Introducing mandatory discounting on specified products.
Introducing a requirement for a whole basket of goods to be sold at a
maximum price (with the price of individual products at the retailer’s
discretion, provided within the total basket allowance).

Discussion Points relating to the price-capping duty
Core principle

Price capping is a form of market intervention that has over time been used in the
UK and in other countries in different contexts. For example, Ofgem's energy price
cap currently limits the maximum prices that suppliers can charge many domestic
consumers on default energy tariffs, including standard variable tariffs. The cap is
reviewed periodically and adjusted to reflect market conditions. The Scottish
Parliament implemented a freeze on private residential tenancy rents in October
2022 in response to the cost of living crisis, followed by a temporary cap on
increases of 3 %. The Scottish Parliament has now passed legislation that
introduces a long-term system of rent controls, which gives Scottish Ministers
powers to cap rents at CPl +1% in areas where rents are rising particularly steeply.
Countries in the EU and elsewhere have introduced price caps on essential food
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items (See Annex B for examples). The UK previously applied place price caps on
grocery items in the 1970s.

Each form of price cap intervention has different characteristics. But a common
factor is that there will be a difference between the market rate and the capped price
which is often redistributed. In the case of price capping of essential food items in
supermarkets, the potential effects include cost being borne elsewhere in the food
supply chain or being redistributed to other products sold by the retailer.

Price cap model

As outlined above, the proposed approach is an item-level price cap —i.e. each
individual product subject to the cap would have a price cap set for it. However,
alternative approaches could allow greater flexibility in how retailers meet the policy
objective. For example, instead of setting a maximum price for individual products, a
price limit could apply to a basket of goods, allowing retailers to offset higher prices
for some items with lower prices for others. Alternatively, a requirement could apply
at product category level, so that where a category includes several similar products,
such as fruits like apples, pears and bananas, a retailer would be required to offer at
least one item within that category at or below a capped price.

Greater flexibility may allow retailers to respond more easily to changing market
conditions, seasonal availability and supply chain pressures. It may also support
competition within categories of capped goods. However, these approaches may
reduce transparency for consumers, who might find it more difficult to identify the
intended benefit of the scheme. They may also increase complexity for retailers,
regulators and enforcement authorities, as compliance would require ongoing
assessment of a range of products rather than straightforward checks against
specified capped items.

We welcome views on the relative benefits and risks of alternative approaches.
Replacement Products

The proposed duty would effectively require that retailers that run out of an item sold
at a capped price must then sell another item of the same type (for example an
alternative variety of apples) at the capped price — if they have any available and on
sale. This is proposed to enhance compliance and to avoid a retailer not having price
capped goods for sale because one brand of the good sells out in-store. A form of
product replacement requirement operates in other price cap schemes, including for
example in Croatia. This would require a level of real-time adaptability to pricing in-
store if a price capped good sells out.

If Regulations describe the products by reference to features such as weight, size or
nutritional content, then the substituted product would also need to have those
features. However, if the store has no alternatives available for sale that are in line
with that description, then the duty would not apply.

We anticipate that price capped items would be described by weight, volume,
quantity etc. However, we recognise that situations may arise where a retailer has
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run out of stock of their usual price capped item and would prefer to substitute it, at
that price, with a larger size than those specified (for example to avoid having to
substitute in a premium product of the usual prescribed size). We are interested in
views on whether this type of flexibility would be beneficial and how it could operate
in practice.

Stocking

We are not proposing a duty to stock specific price capped items, only that if a
retailer does offer a specified food product for sale at a particular store or website,
then at least one type or variety of that product must be offered at or below the cap
at that store or website.

Whilst a requirement to stock price capped items could help increase availability of
price capped goods, this is not proposed as there may be circumstances beyond the
control of retailers such as supply chain disruption which would mean goods may not
be available. It also represents a more significant intervention in business
operations.

There is recognition that the proposed approach may simply mean that retailers
affected choose not to stock a specific item that is subject to a price cap.

We can mitigate this risk by ensuring that the products to which the cap applies are
those for which there is sufficient consumer demand, thereby retaining some
competition incentive in the system, and by ensuring that the list of specific products
is sufficiently broad to support seasonal flexibility.

Online and in-person sales

It is proposed that any price cap on essential food items should include online sales,
where a qualifying retailer (in any registered location) is offering the products for sale
on a website or app to a customer in Scotland.

It is proposed that this should include all forms of online sale including online
purchased deliveries, collection of items from retailers, and when third party online
platforms act as an intermediary for retailers. It is recognised that regulating online
sales can give rise to complexity regarding online marketplaces and cross-border
sales. It is proposed that Scottish Ministers should be able to provide for further
detail on how the duty applies to online sales in Regulations to ensure the duty
operates effectively and in a way that responds to emerging practice over time.

The draft provisions would not prevent an online retailer levying other charges to the
consumer such as delivery charges, service fees and small order fees.

Applying the price cap to both in-store and online sales would help maximise access
to price-capped products, reflect changing consumer shopping habits and ensure
that the benefits of the scheme are available consistently across different retail
channels. Including online sales could also support some consumers in remote,
rural, island and inner urban communities who may not have a qualifying retailer
nearby, helping to ensure that the benefits of the policy are accessible across
Scotland.

13



Packaging and Signage

Consumers already benefit from legal protections which ensure that they are clearly
made aware of the price of any item before purchase. However, we are interested in
views on whether retailers should take any particular steps to make clear which
foods are price capped - potentially by law or as a matter of guidance.

We do not propose any additional obligations in relation to packaging, promotion or
signage. We do not propose that retailers be required to indicate prices have been
set as a result of the statutory price cap and would propose leaving promotional
branding as a matter of retailer discretion.

Price cap schemes elsewhere, for example in Croatia, require specific signage
outlining that a good is available at a specific price due to the price cap scheme in
place. In larger stores there is a requirement that price capped items are displayed in
their own designated section of the store for visibility. These approaches could also
be considered for Scotland. Potential benefits include greater clarity for consumers
about which products are subject to a price-cap and easier identification of lower
priced items. However, there could also be drawbacks.

Low-priced goods that are labelled as such can lead to a form of stigma for people
who may rely upon them. While this effect is not universal, we believe that people
should be able to purchase food in a dignified way.

Additional display or signage costs may impose costs and operational burdens on
retailers, particularly where product ranges change seasonally and when displays
need to be regularly updated. On balance, our proposed approach is to retain retailer
discretion on signage and promotion, with reliance upon existing consumer
protections on pricing displays. Views are welcomed.

Consultation questions

7. Which model of price cap do you consider likely to be the most effective - An
item level price cap, a category-based price cap, a basket-based approach, or
an alternative? Please explain your answer, describing any proposed
alternatives and considering the costs and benefits of a preferred approach.

8. Do you agree or disagree with the proposal that if a price capped item sells
out, then the retailer should be required to sell an alternative at the capped
price (if available and on sale to customers)? [Agree. Disagree. Unsure].

9. The proposal is that retailers would not be required to stock price capped food
items. Do you agree or disagree with this approach? [Agree. Disagree.
Unsure].

10.Please explain your answers to Questions 8 and 9.

11.Do you agree or disagree that price caps should apply to relevant products
sold online? [Agree. Disagree. Unsure].

14



o Please explain your answer.

12.Do you agree or disagree that a retailer should be able to meet their obligation
to offer a food item at a capped price by offering a variety that exceeds the
minimum requirements specified in Regulation? (for example, if the
requirement related to 1 pint of milk, could the obligation be met by selling a 2
pint carton at the capped price?) [Agree. Disagree. Unsure].
o Please explain your answer.

13.Should price capped foods:

have specific branding [Yes. No. Unsure].

have specific signage, labelling [Yes. No. Unsure].

be located or grouped together in-store (and online) [Yes. No. Unsure].
Please explain your answer to a, b and ¢, including any views on how
this could be implemented.

00T
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Chapter 3: The goods which could be subject to price caps

The intention is to improve the affordability of some essential food items, particularly
for households most impacted by cost-of-living pressures. The selection of products
is central to the effectiveness of the policy. It engages a range of complexities. It
requires consideration of consumer preference to maximise benefit of the
intervention. It requires detailed regard for religious and other dietary needs.

We know that the choice of products could also have wider impacts. The introduction
of price controls may impact patterns of consumer demand. It may have direct
consequences for product availability, producer requirements and food supply
chains. There may be indirect consequences for production, including impacts on
supply chain resilience, animal welfare and net zero objectives.

This chapter discusses possible approaches to determining the items to which price
caps might apply, and how the qualities of those products might be identified. It
seeks your views on how items should be chosen and kept under review, and the
various factors that could go into making that decision.

The relevant sections of the illustrative draft provisions for this chapter are sections 4
and 8. Section 4 would provide powers to the Scottish Ministers to specify the food
items subject to the cap in Regulations. Section 8 proposes factors Scottish
Ministers would be required to have regard to when making those decisions.

What is the proposal?

We do not propose to set out the items that would be subject to price caps on the
face of primary legislation. Instead, we propose a power for Ministers to specify the
products in secondary legislation. This means that, if enacted, an Act of the Scottish
Parliament would give Scottish Ministers the power to decide, through subsequent
Regulations, which products are subject to price caps and how they should be
described. This approach would allow the list of products to be updated in response
to changing circumstances without the need for a further Act of the Scottish
Parliament.

Periodic review of the products to be included within scope is likely to be required as
consumer preferences and diets change, in response to changes in a dynamic food
supply chain, or to respond to emerging health and nutritional guidance. The
proposed approach would allow the Scottish Government to adjust the list as we
monitor implementation of the intervention to ensure that it continues to remain
effective.

The price cap would only include food and non-alcoholic drinks for human
consumption. It is not intended that caps would apply to other goods, such as
cleaning products, toiletries or pet food.

The price cap would apply to essential food items — those basic products which are
considered part of a nutritious and balanced diet.
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There is no universally recognised description of “essential” food, with concepts of
requirement, necessity and discretion engaging a range of subjective views.
Products could be described under reference to qualitative and quantitative
characteristics. The definition of the products to which price controls would apply
therefore requires sufficient precision to support effective implementation, balanced
with sufficient flexibility to support operational resilience. Different approaches may
be appropriate for different products, with reference to qualitative and quantitative
characteristics.

Products could be described in Regulations by reference to characteristics such as:

e size, weight or volume (for example, milk sold in a 2 litre container, or a loaf of
bread with a specified weight range);

e packaging format (for example, a pack of six free-range eggs);

e ingredients or composition (for example, wholemeal bread containing
specified ingredients);

e nutritional characteristics (for example, products meeting particular nutritional
criteria); or

e whether products are sold loose, pre-packed, fresh, frozen or tinned.

Regulations could refer to one or more of these characteristics in combination,
depending on the product concerned. This would allow products to be defined clearly
while providing flexibility to account for differences in how food is sold and
purchased. A non-exhaustive list of ways in which products could be described is set
out in section 4 of the illustrative draft provisions.

Discussion of the factors Scottish Ministers might consider when deciding
which food items should be subject to price controls

The Scottish Government has identified a number of factors that may be relevant
when deciding which items should be subject to a price cap.

These factors may also be relevant when considering at what level a cap should be
set, which is discussed further in Chapter 5. The factors are:

a. The general affordability of food (particularly as regards persons on low
incomes);

b. Scottish Minister’s policies or strategies relating to healthy eating;

c. Guidance on nutrition;

d. The impact of the proposals on producers, retailers and other businesses
Ministers consider may be impacted;

e. Consumer behaviour as regards the purchase of food;

f. Food security;

g. Any other matters the Scottish Ministers consider appropriate.

Affordability

Factor (a) relates to the affordability of food, particularly for low-income households.
Affordability is determined both by dynamic price and household income profiles. The
relative affordability of an essential food item may change over time in response to
those dynamic factors. In determining which items should be subject to price controls
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(or the price at which caps are set), Scottish Ministers could have regard to the
extent to which the cost of particular foods contributes to household food expenditure
and affordability pressures experienced by different groups.

From the consumer’s perspective it may also be important to consider how
frequently items are purchased and whether these items remain relatively low priced
even if price rises have taken place.

Ministers may consider it relevant to have regard to available evidence on the
affordability of food for different groups in society and the impact that food costs may
have on household budgets. Respondents may wish to consider what evidence
should inform decisions about affordability, such as purchasing patterns, expenditure
data or changes in prices over time.

Healthy Eating and Guidance on Nutrition

Factors (b) and (c) above are proposed because the Scottish Government considers
it important that where possible any affordability interventions complement wider
public health objectives.

Existing dietary guidance, such as the Eatwell Guide®, may be relevant when
considering how product selection aligns with wider health and nutrition policy. The
Eatwell Guide suggests the proportions of different types of food that should come
from each food group to achieve a healthy, balanced diet.

Diets across Scotland vary for a number of reasons. For example, some individuals
choose to eat a plant-based diet and others will have specific dietary requirements
for health reasons. There are a number of religious, cultural and social, reasons why
groups may or may not consume certain products.

Respondents may wish to consider how product selection should take account of
wider dietary guidance and nutritional objectives. We welcome views on the extent to
which such guidance should inform decisions about items in scope. One option could
be to take account of whether foods are high in fat, sugar and salt (HFSS) when
considering products for inclusion. We welcome views on whether this should be a
relevant consideration and, if so, how it should be applied.

Nutritional Quality

It is proposed that price capped products could be described by reference to their
nutritional characteristics. This could be used to ensure healthier versions of
products, or products that meet certain minimum nutritional standards, are subject to
price caps.

If products which have certain nutritional characteristics are subject to price caps, it
is recognised that retailers could potentially avoid the requirements by only stocking
products which do not meet those minimum standards. This possibility could be

present in premises with more limited selection. We are seeking views on this point

5 The Eatwell Guide - Food Standards Scotland
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and whether any further steps would be required to ensure standards are
maintained.

It has been raised by stakeholders that product quality could decrease more
generally the longer price caps are in place, as manufacturers switch to cheaper
ingredients for composite products like bread. We welcome views on whether there
should be a requirement to provide specific nutritional quality or minimum quality
within goods, particularly around the benefits of doing so but also the cost of doing
so and the potential impact on the food supply chain as a result.

Business Impacts

Factor (d) relates to the impact of any proposed price caps on business. This might
include (but is not limited to) the cost of producing, supplying and selling food and
wider impacts on the food supply chain. Costs can vary significantly between
products and may include agricultural inputs, manufacturing, processing, transport,
storage and distribution. It will also be important to recognise that the cost of
supplying an item will be borne by multiple businesses across the supply chain,
including, potentially, businesses based outside of the UK.

There may be reasons such as climate impacts, crop failures or animal or crop
disease outbreaks that result in particular items being subject to increased prices
that the Scottish Government would need to take into account when introducing a
cap on an item so as to not exacerbate problems in the supply chain. Consideration
may also need to be given to differential impacts on the various actors in the food
supply chain, in Scotland and elsewhere, including but not limited to primary
producers, abattoirs, processors, manufacturers, transportation, and retail.

Consumer behaviour

Factor (e) relates to consumer purchasing behaviour and preferences. It is intended
to capture whether products are widely purchased and therefore likely to contribute
meaningfully to the objectives of the scheme. This is distinct from consideration of
affordability, which focuses on the financial impact of food costs on households.

Food Security

Factor (f) is food security, an important holistic consideration. It would be important
for Ministers to consider the overall picture of food security in Scotland, particularly
the food availability aspect, when deciding to include specific foods in any price cap
scheme. In addition to specific impacts on supply chains for the products in question,
wider supply chains implications should be considered. Potential impacts are not
limited to domestic production but are also concerned with the import of inputs

and food from a variety of sources.

Balancing cost of supply and affordability
We have seen in recent years the sharp increase in price of particular goods, due to

a variety of factors including increased input costs like energy and fertiliser and also
due to global events impacting supply chains. It may be relevant to consider the
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price history of items and how this has impacted affordability when deciding whether
a particular item should be subject to a price cap — the consumer experience of
changing costs may be directly relevant to the choice of items. From the consumer’s
perspective it may also be important to consider how frequently items are purchased
and whether these items are relatively low priced compared to the total cost of their
shopping basket even if price rises have taken place.

However, price changes may reflect specific pressures affecting particular products
or supply chains. Some supply chains may be more vulnerable to disruption than
others, and it may therefore be relevant to consider how a price cap could affect the
businesses involved in producing and supplying a product.

Other factors

There are potentially other factors that could be important to consider when deciding
which items should be subject to a price cap. The above list is not intended to be
exhaustive. For example, where an item that is capped is also one that is frequently
used by other businesses such as hospitality this may create distortive effects that
may need to be factored into the inclusion of a particular item. We wish to invite
views on what those factors are. These could include but are not limited to:

¢ Practicality: Products would need to be described clearly in regulations, for
example by reference to size, weight, volume, packaging format, ingredients or
nutritional characteristics. The most practical approach may be different for
different types of products. We welcome views on whether there are additional
practical considerations, such as for products sold loose, weighed in-store or in
multipacks, that should be taken into account. The approach should be
manageable for retailers and regulators and minimise unnecessary complexity.

e Flexibility: We may require different approaches to how food products are
described in Regulations, which would affect how much flexibility is provided to
retailers to choose which particular item to sell at the price cap. For example,
regulations could define products narrowly by reference to specific
characteristics, or more broadly by reference to a product category. As an
example providing for a cap on “pasta” generally compared to specifying a
particular variety (such as wholemeal penne pasta). This flexibility in how to
describe products in Regulations would allow the approach taken to reflect the
circumstances, policy objectives and product concerned. As previously
mentioned, any future regulations specifying products in scope would be subject
to consultation.

¢ Environment and sustainability: Food production has an environmental impact
(e.g. biodiversity loss and carbon emissions) and price capping specific items
could encourage choices that result in a different impact on environmental
outcomes.

e Local food: Some foods widely consumed in Scotland are produced domestically
whereas others tend to come from overseas. Current proposals focus on
increasing affordability but there may be consequences for food produced in
Scotland. Consumers could switch from Scottish products to less expensive
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imported alternatives. Also, where products produced in Scotland are subject to
the price cap, the costs of meeting the cap could be passed back through the
domestic supply chain, potentially to processors and primary producers.

e Trade: Consideration may need to be given to the potential for trade impacts,
both internationally and within the UK.

Product Sizes

Many goods are sold in varying quantities — for example in different sized packages
with different weights or in a selection of volumes in the case of liquids. Some goods
may be weighed and be sold as a price per unit of weight either as part of a pre-
packed item or where the retailer enables the customer to choose the desired
quantity.

It is important to recognise, to benefit the widest possible range of people, that
shopping habits vary significantly with respect to package and product sizes. For
example the size of milk carton a single person is likely to buy compared with that
required for a large family. Seeking to cap only one size of an item may risk
undesirable consequences such as increased food waste for smaller households or
limiting the benefit to larger households. It may also reduce the effectiveness of a
cap where similar products are sold in package sizes that fall outside the
descriptions specified in regulations. This may mean that regulations may need to
account for a range of commonly purchased package sizes or size ranges where
appropriate. This approach increases the complexity of the regulations and therefore
the costs of implementation and compliance.

Seasonality

We would welcome views with respect to dealing with the issue of seasonality. While
consumers in large supermarkets tend to see year-round availability of most
products compared with smaller or specialist retailers, seasonality of particular
products (particularly fruits and vegetables) will mean that supply chains change
over the course of the year. We would welcome information that helps to inform how
seasonality factors into the price of essential goods.

Infant Formula

Babies, up to 12 months of age, have specific nutritional needs that support their
optimal growth, development and overall health. Infant formula is designed to meet
these needs and is an essential food product for many families with babies, as part
of their weekly shop, and is the only suitable alternative to breastmilk. The infant
formula market was recently investigated by Competition and Markets Authority®
which found that it has specific features which distinguish it from other consumer
goods market, including on regulation, information and consumer behaviours. The
difference in prices between brands leads to substantial differences in the cost over
a baby’s first year of life. Recommendations that were developed for this study
included an early exploration of price controls. We would welcome views on whether

6 |Infant formula and follow-on formula market study final report - Competition and Markets Authority
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the introduction of such an approach would be effective and what else needs to be in
place to increase affordability of infant formula.

Consultation questions

14.To what extent do you think the following factors should be taken into account
when selecting items that would be subject to a price cap? (0 — not important;

5—

very important):

general affordability (particularly as regards persons on low incomes)
012345.

healthy eating policies

012345.

nutrition guidance

012345.

impacts on producers, retailers and other impacted businesses
012345.

consumer preferences

012345

food security

012345.

o Please explain your answers.

15. Which food items or product types should be prioritised for inclusion in any
future price cap scheme?

16.Are there any food items or product types should that you think should not be
included in any future price cap scheme?

17.How should the Scottish Government take into account the seasonality of
food when applying price caps to essential food items?

18.How should the Scottish Government take into account the issue of applying
price caps to products that come in different sizes, weights, quantity, etc.?

19.How should the Scottish Government reflect the varying nutritional
requirements of the population for example due to health needs, religious
requirements, cultural, social or other preferences?
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Chapter 4: Businesses to whom the measures should apply

We benefit from a competitive grocery retail market in Scotland, across multiple
formats which include large supermarket chains, town centre convenience stores,
franchises operating in multiple locations, independent high street stores, farmers’
markets, speciality stockists, mobile and online retail platforms. The variety of retail
formats reflects different market catchment areas and demographics, geographic
variance and demand profiles for different products.

The supply chain requires complex and varied distribution models, reflected in a
mixture of aggregated purchasing and vertical supply chain integration, with
differences for each product line in each range in each store. It engages a range of
commercial models across production, storage and distribution. We know that
consumer access to different retail formats and products is influenced by geographic
location, transport connectivity and digital connectivity. Additionally, some people will
have accessibility requirements which further affect access to retailers.

This Chapter addresses the question of which retailers should be covered by price
cap obligations. The relevant part of the illustrative draft provisions in Annex A is Part
1, section 5. There are different ways of defining what is meant by a “large
supermarket” business, and we approach with care the question of the businesses to
which the price cap obligations should apply.

We are inviting responses on whether the principle of only applying the duty to large
supermarket chains achieves the best outcomes for the consumer, the retail sector
and the food supply chain and, if so, whether the definition within the draft legislative
provisions correctly captures that group of retailers. We would, in particular, welcome
views from retailer operators on any operational implications which might have
unintended consequences, or be prejudicial to our objective.

What is the proposal?

We are proposing that large supermarket chains supplying food to consumers in
Scotland would be required to comply with a price cap duty. These businesses are
referred to in the draft legislative provisions as a “qualifying business”.
It is proposed that a retailer could be a qualifying business if it meets the following
conditions for the business as a whole:
e more than 50% of its annual turnover is from the sale of grocery items (a
suggested definition of “groceries” is set out in section 5(3) of Annex A), and
¢ it has more than 250 employees, and
e it has a total annual turnover of more than £250 million per annum.

We also propose that a business would be exempt if it wholly or mainly offers food
for sale as part of a takeaway service, or for both takeaway and immediate
consumption on the premises. This is to make clear that out of home establishments,
such as cafes or takeaways, are not intended to be covered.

We are not currently proposing that the physical size of the retail unit determines
whether a business or store is in scope. This would mean, for example, that small
stores in a city centre location which are operated by a large business would be in
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scope, whereas an independent retailer operating in the same location would not
even if the premises had a larger retail unit floor space.

The definition of a qualifying business has been based upon employee numbers and
annual turnover. The employee criterion aligns with the established Companies
House definition of a ‘large’ business.” The additional turnover and grocery sales
criteria have been selected based upon analysis of the turnover and business
models of major supermarket chains. We welcome feedback on whether these
criteria are appropriate to capture large supermarket chains.

Discussion points relating to whom the measures should apply
Business purpose

The obligation would apply only to food sold in a retail format. It is not intended that
any price cap scheme would apply to food sold in other contexts such as catering,
out of home establishments like restaurants or cafes, hospitality or trade. While
some of those businesses may sell some items that are specified in regulations (as
discussed in Chapter 3) they are not proposed to be within scope. We nevertheless
are seeking views on how such businesses may be affected even if not subject to
price caps.

It is expected that exemptions would need to be set out in any legislation, to ensure
that any businesses that are not intended to be captured are clearly exempt. The
illustrative draft suggests a proposed exemption for takeaways at section 5(2). We
are also seeking views on whether any other specific exemptions would be required
for businesses who might be captured by the definition given above but not typically
considered a “large supermarket” chain.

Retail catchment, location and accessibility

Evidence indicates that around 90% of food consumed in the UK is from take-home
groceries®. According to analysis of Kantar data by NESTA, most food in GB
purchased from retailers is for in-home consumption (groceries) and over 90% of this
is purchased from just 11 retailers, which includes the major supermarkets.%'® While
differences exist between income groups, most people purchase groceries either
from large supermarket chain brands or from discounters.

Not all locations in Scotland fall within large format retail catchment areas, including
some remote, rural, island or inner-city areas. People without physical access to
large retail outlets, or outwith online retail delivery areas, may rely on local or
convenience stores, or specialist retailers for most of their grocery shopping. As the
volume of retail sales in large stores is one contributory factor in retailer pricing
strategies, it is often the case that lower priced products are more consistently
available in larger retail stores.

7 Preparing and filing Companies House accounts

8 National Diet and Nutrition Survey - 2019 to 2023

9 Nesta - Targeting the health of the nation: technical appendix
10 Grocery Market Share - Great Britain
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There is a tension between our desire to ensure that the benefits of a price cap are
made available to the maximum number of people in Scotland, and our suggested
approach to applying the obligation to larger retailers only. However, maximising the
impact of price caps must be balanced against wider considerations, such as
protecting smaller businesses who may struggle to implement such a scheme.

Store size and business structure

We do not consider the floor space of any retail unit, or the proportion of floor space
made available to food products with a retail unit, to be the most important factor in
deciding on the application of any requirements. Instead, the focus is on the overall
size of the business. This would mean for example that large supermarket chains
would be subject to price cap regulation, including where they are operating small
format convenience stores.

We welcome views on the extent to which there is a correlation between retail unit
floor space and the operational flexibility to effectively implement price caps. For
example, the ability to provide substitute price capped products in response to
generated demand, which may have unintended consequences for retailers,
producers or consumers.

Retailer Capacity to Implement Price Caps

Small and medium-size enterprises may find price cap regulations more challenging
to implement than larger businesses. We anticipate that smaller retailers holding
limited product ranges may have less opportunity than large supermarket chains to
redistribute the cost of price controlled items across its broader inventory, without the
unintended consequence of depriving the consumer of the benefit of the more
affordably priced item. We welcome feedback on these assumptions.

We recognise however that stakeholders have raised concerns around competitive
disadvantage for smaller retailers even if those businesses are not subject to the
price cap requirement. We understand that this could arise where a convenience
store retailer already competes with a branch of a large supermarket chain, and price
capping might increase the difference in price between the convenience store’s
products and items at the supermarket.

Franchises and symbol groups

In addition to the independent convenience stores and supermarkets, many
businesses operate as part of a franchise or as part of the so-called “symbol group”
model where an individual retailer retains ownership of the business, employs staff
and makes day-to-day decisions but operates under a larger brand. We recognise
this sector is complex with several differences between individual franchise and
symbol group operators in terms of supply chain, promotions, wholesale supply and
a number of other operational factors.

The inclusion of such retailers in a price cap scheme would widen the access of

consumers to price capped food items but would carry with it some of the risks
associated with small business’ ability to manage implementation and compliance.
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We are keen to understand the potential impacts on these retailers of being included
in any price cap and the consequences of including or excluding these retailers.

Smaller retailers with agreements to sell supermarket brand products

We are aware that some retailers who would not fall within the scope of the
proposed definition may have agreements in place with large supermarket chains to
sell their branded products within their stores. This may occur in locations where the
larger supermarket chain does not itself have a physical presence. We do not
currently have enough information about the operation of those agreements to be
able to determine the impact of including these retailers within a price cap scheme,
and welcome input on the potential consequences of including or excluding them.

Geographical Coverage

The proposal to exclude smaller retailers would not affect all consumers equally. As
outlined previously we are aware that many low-income households and those with
disabilities rely on smaller stores, including independent convenience stores. We
wish to explore how significant capturing online sales by retailers in scope could be
in mitigating this issue, and would welcome contributions from consultees on this
question.

Making a choice not to include any retailer in a price cap scheme necessarily
reduces the geographical and population coverage of the scheme. We would aim to
achieve the widest possible benefit to as many consumers as possible while
balancing this with applying price cap requirements on only those businesses that
are capable of operating such a scheme without unintended consequences for
consumers.

Application of Price Caps Across Retailers

The current policy proposal is that the same price cap would apply to a product
regardless of the qualifying retailer selling it. All qualifying retailers selling a product
that is subject to a price cap would therefore be required to comply with the same
maximum price. We recognise, however, that the impact of a price cap may differ
between retailers.

Businesses operate with different cost structures and pricing models, and retailers in
remote and island communities may face higher supply and distribution costs than
retailers elsewhere in Scotland. At this stage, we do not propose applying different
price caps based on factors such as business type, business size or geographical
location. However, we would welcome views on whether there are circumstances in
which such distinctions should be made and the reasons for doing so.

Consultation questions
20.Do you agree or disagree with the proposal that any price cap scheme would

apply to large supermarket chains only? [Agree. Disagree. Unsure]
o Please explain your answer.
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21.Do you agree or disagree with the proposed definition of qualifying retailers
that would be in scope, as outlined in the consultation? [Agree. Disagree.
Unsure]

©)

Please explain your answer, particularly with reference to any
alternative definitions you may wish to provide .

22.Should the price cap policy be applied to any of the following :

©)
@)
©)
@)
@)

@)
®)

o

Independent convenience stores.

franchise convenience stores.

symbol group convenience stores.

specialist retailers (e.g. bakeries, butchers, greengrocers,
fishmongers).

locations that do not sell groceries as their primary purpose (e.g. coffee

shops, petrol stations).

Smaller retailers selling supermarket brand goods.
other (please state).

[Yes. No. Unsure] for all of the above.

Please explain your answers.

23.What exemptions, if any, should apply?

(@]

Please explain your answer.
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Chapter 5: Setting a Price Cap

The Scottish Government considers that any future price cap scheme would involve
the setting of prices in an open and transparent way. How prices are set should be
clearly understood by both consumers and businesses. Consideration is being given
to how best to set the maximum price that would apply to a food item and how that
price should change over time.

We recognise that determining the maximum price is not straightforward. There are a
number of possible approaches to determining an appropriate level of price cap, and
each involves balancing the benefit for consumers, responsiveness to market
conditions and impacts on producers, retailers and other parts of the supply chain.
The level at which prices for individual items are set may vary between the different
models available to us and would need to be considered on a case-by-case basis
depending on the food item.

This chapter explores the question of how a price cap ceiling might be set and
alternative models that could be used. The relevant illustrative provisions from Annex
A are sections 6 and 8 in Part 1.

What is the proposal?

We are proposing an item-level price cap, under which retailers that sell a specified
food product would be required to offer at least one qualifying variety at or below a
maximum price. It is proposed that the maximum prices be set in Regulations.

Before making any Regulations to set prices, it is proposed that Ministers must have
regard to the matters set out in section 8 of the illustrative provisions. These are the
same matters that are suggested be taken into account when making Regulations
about the items that are to be subject to a cap (see Chapter 3). As a brief reminder
these are outlined in section 8 of the illustrative provisions and concern healthy
eating policies, nutrition guidance, general affordability, impacts on producers,
retailers and other impacted businesses, consumer preferences and food security.

Linked to the question of price, are questions of how price caps should change over
time and at what frequency. One option is that Regulations would be laid every time
maximum prices are changed. However, the illustrative provisions also include a
power for Ministers to set out how maximum prices are calculated in Regulations and
to provide that any prices caps set out in legislation automatically increase annually
(or at another interval). This would allow Ministers to make provision for price caps to
automatically keep pace with inflation or another measure — should that be
considered desirable. Regardless of how prices are set, they would be kept under
active review to ensure they remain proportionate and effective.

Discussion points relating to setting a price cap
Factors taken into account when setting food prices

We are proposing the factors that Ministers must have regard to when setting the
price of specific food items would be the same as those set out in Chapter 3, when
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selecting the items that would be subject to a cap (see section 8 of draft provisions).
However, if you believe that is not the case and that the list of relevant factors should
be different, we would like to understand why. The list is not intended to be
exhaustive, and all relevant factors would be taken into account.

Dependency on price cap model

The setting of price caps on essential goods is linked directly to how any price cap
model is applied to affected retailers. The draft proposal outlined in Chapter 2
proposes applying a cap to individual items which can, for example, be specified by
reference to condition, weight, etc.

Chapter 2 also explored and asked for feedback on alternative options such as
setting the price of a basket of goods instead, whereby a number of goods are
specified and a total price for those goods is set, leaving flexibility for the retailer in
setting individual item prices. The choice of price cap model will have a direct
bearing on how prices are set.

Current prices and baselining

Prices in supermarkets arise from the ongoing interactions between the consumer
and the retailer, largely owing to supply and demand. Prices are set by retailers
based on a number of factors including competition, cost of production and supply,
target profit margins and other running costs. An individual item price can be set
below these levels in order to attract customers — so called “loss leaders”.

Prices are also influenced by the “price elasticity of demand” where consumer
purchasing habits vary in the face of increasing prices depending on the type of item
they are buying, as well as the price of alternative items. This means for some
products consumers will be likely to continue to buy a product or be unwilling to shift
to cheaper alternatives even when prices rise sharply, whereas for other products
consumers may expect a certain price and will be unwilling to spend more even if the
cost of production is increasing.

In fixing any price through a price cap it would be important to develop an
understanding of a “baseline price” for each item under consideration, which gives
an indication of the average “current price” across the market for a specific food
product. Identifying baseline prices for products would help aid decision-making
regarding how maximum prices will be determined and the likely impact of setting
maximum prices at different levels. This is needed to assess both the affordability
and benefit to the consumer of those products and to understand the impact on
businesses. The price of a specific item can vary between retailers for a number of
reasons, even where an identical product is being sold, and prices clearly vary
between lower-end and premium versions of the same product.

We expect that in order to address affordability of food, particularly for low-income
households, a baseline price would need to be calculated by observing the recent
price history of a product based on the lower end of the market and not for higher
end retailers or premium products. Other factors we expect to need to consider when
identifying relevant baseline prices for products include:
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* Product quality: how can product quality be taken into account when
comparing lower-priced products across retailers;

* Brands: How differences between branded and “own-brand” products should
be treated, if at all;

+ Sizes: whether prices should be assessed on a per-unit basis or by reference
to specific product sizes or quantities;

* Reductions: how should temporary promotions, loyalty card discounts and
other price reductions be reflected when estimating baseline prices.

Setting prices relative to the baseline

Once a baseline for a specific product is established a price cap could be put in
place that is at, below or above this baseline price, which acts as a proxy for the
“current price”. Setting the cap below the baseline price clearly delivers immediate
benefit to the consumer in terms of the affordability of that specific item. Setting the
price at or above the baseline price delivers no immediate benefit but can insulate
the consumer from price increases over time.

While the illustrative draft provisions would see a broad ability for a price to be fixed
it would be important for Government to be transparent as to how prices are initially
set regardless of how they compare with a baseline price. Options for approaches to
initial price setting are outlined below and we invite views on the relative merits of
these and any other options.

e Market price: This involves setting the price cap at or near the baseline price.
The benefit is that it clearly reflects current market conditions when the cap is set.
The benefits of the cap would be visible to consumers as prices on non-capped
items rise due to inflation. As the baseline is calculated in reference to lower end
items there would likely be a smaller number of items already at or below that
price and a number of more premium brands above this level.

o Affordability assessment: This approach would see prices initially set through
consideration of the desired cost of an “average shop” of essential items for those
on low-incomes. Or put another way, the price of capped items would be set at a
level that ensures people on low incomes have the option for a selection of items
that would allow them to only spend a certain percentage of their income to meet
their basic food needs.

e Market plus: Alternatively, an initial price could be set at, for example, some
percentage above the baseline rate. While this has no immediate benéefit for the
consumer it would be intended as a “backstop” to future periods of high
inflationary pressures and particularly sharp rises to specified products.

e Cost-based: An alternative methodology to establishing appropriate price levels
for a cap would be to link price caps to the underlying costs of producing and
supplying food. For example, the price of eggs could be linked to livestock prices,
energy prices, feed prices, packaging costs, transport costs and other inputs.
This would be unique to each item and would be administratively resource
intensive to pursue.
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e Averaging: Another approach would be to set the price based on the running
average of a product over a fixed period of time (for example a year). The reason
this approach would be considered is to, again, insulate consumers from
temporary spikes in prices over time.

Uprating

Over time, it is the case that prices and incomes will rise due to economy-wide
inflation. Even at modest levels of annual inflation (i.e. in line with the Bank of
England’s 2% inflation target), over time it would be the case that a fixed price cap
would gradually move further away from the otherwise market-determined price of
the food item. The cost burden associated with this will increase, regardless of who
ultimately bears that cost. For this reason, the level of the cap, or the rate at which it
can increase, would need to be reviewed periodically.

Regardless of whether the caps were linked to an inflation measure or another index,
it is likely that the price caps become less aligned with prevailing market conditions
for the supply of particular food items over time. This would be due to the cap being
anchored to historical prices, while the costs of producing and supplying different
foods can change at different rates and may not be fully reflected.

This could lead to the price cap becoming either too restrictive or too generous,
potentially undermining the objective of the policy. This suggests that periodic review
would be required to align prices with prevailing market conditions.

The rate chosen for any specific food product and the effect of that choice would
depend on how the initial price of that food product is set, but some outline ways in
which prices could be uprated include:

e Consumer Price Index: The Consumer Price Index (CPI) tracks the price of a
selection of goods over time to give an indication of how overall prices change
over time. While it may seem ineffectual to uprate a food price with CPI, it
includes the cost of other goods and services such as transport, clothing and
recreation. Given food prices have risen more sharply than other goods in recent
years this would limit the impact of food inflation specifically. However, this may
not always be the case.

e Wages: Linking the growth in food prices to overall wage growth, or perhaps
growth in wages of those on low-incomes, specifically links any uprating of prices
with the issue of affordability. Once a price is set the affordability remains
constant relative to people’s incomes. As outlined in Chapter 1 the growth in
wages in recent years is lower than food price rises.

e Hybrid indexation: A bespoke combination of ratings could be selected that are
responsive to a variety of changes over time, for example both wage growth and
food production input cost increases.

The methods outlined above for initial price setting and uprating are by no means

exhaustive. Whatever approach is taken to setting and increasing prices in future
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there would be a need to consider the particular circumstances faced by individual
products, and different approaches may need to be taken for products as a result.
For any price cap scheme the choices of goods, the initial price set and uprating
combine in very different ways for the consumer and industry. We would like to hear
from you about the opportunities and risks associated with these approaches,
including any preferred options.

Alternative Models

The provisions outlined in Annex A illustrate a model that would involve setting price
caps for each specific food product described in the Regulations, with the potential
for those prices to be uprated. Those maximum prices would be kept under review
and updated over time.

Nevertheless, we are aware this is not the only model for price cap setting and we
would welcome views on any alternatives you might wish the Scottish Government to
consider. Some of these are outlined here for your consideration.

e Profit Limitation: Recognising that input costs for food producers and suppliers
change over time it could be an approach for the market to continue to set the
price arising from costs but to limit the total profit allowable for a retailer on
specified essential items. It is unclear how much benefit this would derive for the
consumer however given the scale of competition in the Scottish retail market.
This also does not limit profits prior to the retailer in other parts of the food supply
chain. It would also require a full understanding of the input costs for the retailer
including but not limited to taxes and business rates, labour and energy.

o Trigger Based: Instead of setting a price we could examine whether it is possible
to implement a scheme that would see Ministers able to put in place caps on
price rises in response to predefined triggers. This would mean that if price rises
exceeded a benchmark, then a price cap for the good concerned could be put in
place. There are a variety of measures that could be used as a benchmark — for
example specifying a percentage above CPI and if price rises for a given product
were to increase past that point the Scottish Government would have the ability
to intervene. This would require significant price monitoring to implement.

e Retailer based: While the details above relate to the grocery market as a whole,
an approach could be taken to fix the price of the lowest priced item (say the
lowest priced variety of bread) sold by a retailer from a point in time and only
allow that price to rise at a particular rate (which is less than the rate of food
inflation for a set period of time). The effect of this is that different retailers would
sell their “essential items” at different prices as the price cap is made by
reference to the individual retailer’s market price. Issues with this approach
include anti-avoidance behaviour or selecting a date which coincides with
promotions. However, this approach may be administratively less complicated.

o Basket based: By setting the total price of a basket of certain goods this allows a
retailer to have flexibility in setting individual item prices. While this approach
allows for competition and flexibility, it becomes more difficult to monitor and
ensure compliance, and it becomes complicated for retailers who may not stock
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specific items. This approach may only be possible in the context of an obligation
to stock specific items that make up the basket, which is not included in the draft
proposals.

e Standardised calculation and periodic review: Alternatively, the capped price
could be calculated by some standardised method for a fixed period of time,
which would then be subject to recalculation at specific intervals. This is similar to
the approach of Ofgem’s UK-wide electricity price cap. While this prevents
extreme price fluctuations in the short term, the price paid by the consumer over
a much longer period of time may not differ significantly from the price that would
be paid if a cap was not in place.

Cost of implementation

There would be costs associated with the implementation of the duty. These include
ensuring adherence of pricing to that set out in regulation, compliance and other
associated costs. It is further recognised that a price cap would have differing
impacts on different retailers depending on the price at which the retailer had sold
specific products before a cap is put in place. It is proposed that the price of each
product set in Regulations would be the same across Scotland and not vary by
retailer. We would welcome views on the potential consequences of this approach.

While it could be the case that the cost difference between the normal market price
for an item and the capped price could result in a direct cost to the retailer this may
instead result in the cost burden being distributed elsewhere, for example through
the increased cost of non-capped items sold by the retailer or passed along to one or
many of the actors within the supply chain for that product.

Consultation questions

24 \What factors do you think the Scottish Government should take into account
when deciding the level at which a price cap is set for any essential food
item?

25.Should Ministers set initial price caps below observed market prices in order
to deliver an immediate affordability benefit? [Yes. No. Unsure]
o Please explain your answer, considering any benefits or risks to this
approach.

26.What approach do you think Ministers should take when setting the initial
capped price of a food product? Please consider the benefits and risks to any
approaches detailed.

27.How should the price of a price capped item change over time? Please
consider the benefits and risks to any approaches detailed.

28.Do you agree or disagree that the level of price caps should be the same for
all businesses in scope and across all parts of Scotland? [Agree. Disagree.
Unsure]
o Please explain your answer.
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Chapter 6: Protection for primary producers

While the overall policy is intended to improve the affordability of essential foods for
consumers, it is important to understand whether the introduction of price controls
could have unintended consequences for our primary producers as well as
elsewhere in the supply chain.

Implementing price caps may have implications for businesses throughout the food
supply chain, including farmers, fishers, food manufacturers, processors,
wholesalers, distributors and others. These impacts could affect operating costs,
investment decisions, product availability or business viability.

The Scottish Government recognises that food producers work tirelessly to grow,
catch, cultivate and provide high quality, nutritious food for the people of Scotland
and further afield. Scotland’s food, fishing and farming sectors have a critical role to
play in Scotland’s food security and economy, producing food for consumption in
Scotland, and increasing our economic resilience through exports of food and drink.

Unlike other areas of the UK, the Scottish Government continues to provide direct
support to our farmers and crofters, recognising the work they do to support rural life,
care for the environment and provide and connect us with our food. Our commitment
to continue to invest in their resilience, as set out in our Rural Support Plan, provides
the confidence they need to plan ahead and deliver their essential role.

This critical role of producing food and supporting rural economies is why the
potential impact of any food price caps on our primary producers is an important
consideration.

As noted previously, the selection of food items that would be subject to a price cap
is central to the implementation of the policy. This is also a key consideration when
assessing impacts on primary producers. The consequences for Scottish producers
will depend on decisions made at various stages of the supply chain beyond the farm
gate, meaning that the scale and nature of any effects are likely to vary considerably
between products.

What is the proposal?

The government is committed to working closely with farmers, crofters, fishers and
other primary producers to explore approaches that support a resilient and
sustainable food sector while achieving the policy's objectives.

In addressing the question of protecting primary producers from impacts arising from
taking forward price caps of essential foods it is proposed that the impact on primary
producers is best dealt with by means of policy interventions, rather than creating
specific legislative provisions in any future Bill.

The illustrative draft provisions include a proposed requirement for Scottish Ministers

to consider the impacts on producers, food retailers and other businesses the
Scottish Ministers consider may be impacted when setting a price cap.
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There are a number of identified challenges which we are seeking to more fully
understand through this consultation. There are also different ways we can look to
address any impacts arising from price caps and to help inform that work, we have
outlined potential mitigation measures below and welcome your views on them. In
particular, further evidence from those operating across the supply chain will help us
better understand the scale and nature of any impacts in practice.

Discussion points relating to protecting primary producers
Data availability and profit margins

Designing measures that mitigate impacts on primary producers requires careful
consideration of the complexity of modern food supply chains. Primary producers
typically operate within interconnected supply networks and often sell their products
through processors, packers, manufacturers or other intermediaries before goods
reach retailers and consumers.

Consequently, farm-gate prices are shaped by a range of interconnected factors,
including domestic and international market conditions, input and production costs,
contractual arrangements and wider supply chain dynamics. This of course makes it
challenging to directly identify the extent to which any changes in prices received by
producers are attributable to a price cap, rather than to broader market
developments occurring across the food system.

While information on farm-gate prices and point of sale pricing is often readily
available, it becomes decidedly more complex to track how individual ingredients,
costs and profits within composite food products move through supply chains. Even
for more “simple” products made up of a single ingredient, the number of
intermediaries means no one actor in the food supply chain typically has visibility of
costs and prices paid.

We would welcome insights from stakeholders on the practicalities of tracing profits
and margin throughout the supply chain for a variety of goods. In particular, we seek
input on the practicalities of obtaining the information necessary, from across the
supply chain, to trace any cost displacement from price capped sales through to
primary production.

As the policy development progresses, we will examine what powers may be
available or may be necessary to achieve such an outcome. As an example, section
14 of the Agriculture (Retained EU Law and Data) (Scotland) Act 2020"" provides
Ministers with powers to impose requirements on a person or persons in, or closely
connected with, an agri-food supply chain to provide information about matters
connected with any of the person's activities connected with the supply chain so far
as the activities take place in Scotland.

11 Agriculture (Retained EU Law and Data) (Scotland) Act 2020
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Top-down and bottom-up approaches

We propose to examine “bottom-up” approaches as outlined above whereby costs
are filtered through the supply chain from the retailer and potentially to the primary
producer, but also a “top-down” approach where the impact of price caps on primary
producers are estimated or measured generally and any protections put in place are
based on this. A combination of approaches could also be considered.

Effect on domestic products

Scotland produces food that is recognised around the world for its quality,
underpinned by high standards of environmental stewardship and animal health and
welfare. The costs associated with labour, energy, feed, fertiliser and other inputs are
significant factors in food production

At the same time, strong trading relationships are also vital as imports ensure a wide
choice of food throughout the year and that we are not reliant on any one country of
origin for our food security.

Concerns have been raised that the introduction of price controls on certain products
could influence sourcing decisions within the supply chain. Depending on how any
price cap is designed and implemented, there may be circumstances in which
retailers or suppliers seek to source lower-cost alternatives to maintain margins or
manage costs. This could affect demand for some domestically produced goods and
potentially increase reliance on imported products.

This may have implications for Scottish producers and could raise wider questions
around economic impacts, environmental outcomes, production standards and food
security. To help us understand any potential impacts, we are exploring the effects of
price capping on primary production in countries where similar policies were
advanced. As part of this consultation, we are seeking evidence on the form and
scale of anticipated impacts, and on how they may vary across different products
and sectors. We recognise that views may need to be general at this stage given a
number of design models remain available.

Perceptions of value of food

In considering the impacts of any price control measures, it is also important to
understand how they may influence consumer perceptions of the value of food.
While the overall policy objective is to improve the affordability of food for
households facing cost of living pressures, any changes in retail pricing could affect
how consumers perceive intrinsic value of those products.

It is important to recognise that the retail price paid by consumers does not always
fully reflect the full range of costs and activities involved throughout the supply chain
- the costs involved in producing, processing, distributing and preparing food are
often viewed as ‘hidden costs’.

Equally we are aware that the perception of the value of food impacts how people
react to the price of food in the out of home setting where additional overheads mean
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that meals made from essential food items (for example a gourmet sandwich made
at a restaurant) are at a higher price point.

We are therefore interested in receiving evidence on whether price controls could
influence perceptions of the value of food, consumer purchasing behaviour, or the
viability of businesses operating in different parts of the food system.

Business relationships

The balance of power between food producers, manufacturers, retailers and other
actors in the food and drink supply chain has been well documented and discussed
in recent years, with some improvements driven by the establishment of the
Groceries Supply Code of Practice (GSCOP) and later the Groceries Code
Adjudicator (GCA). It is recognised that retailers operate within a highly competitive
market however the power is unevenly distributed throughout the supply chain, with
primary producers often having fewer options for negotiating prices and terms than
larger downstream businesses.

In instances where primary producers have limited influence over pricing or contract
terms, there may be concerns that commercial pressures could be felt
disproportionately at the production stage. We are interested in understanding
whether the introduction of price controls could influence these dynamics, including
whether businesses in different parts of the supply chain would have differing
abilities to absorb costs, adapt to change, or negotiate preferential commercial
terms.

We are also interested in understanding whether certain sectors, products or types
of producers may be more affected than others.

We recognise that there may be measures which could help mitigate adverse
impacts where they arise. These could include changes to existing scheme designs,
monitoring arrangements, or other forms of support.

Potential Mitigations

We are interested in views on whether, and if so what, additional safeguards could
be incorporated into protection for primary producers, including:

e periodic impact assessments.

« monitoring of farmgate and wholesale prices.

e monitoring of cost and value margins through domestic supply chains.

e temporary exemptions during major supply disruptions.

e regular consultation with producers and manufacturers.

« mechanisms allowing Ministers to amend or suspend price controls where

significant adverse impacts are identified.

Consultation questions
29.What impacts, if any, do you think a food price cap scheme could have on

producers and other businesses within the food supply chain? Please provide
any evidence or examples to support your answer.
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30. What mitigation measures should be considered to minimise any potential
adverse impacts on primary producers and other actors across the food
supply chain?

31.To what extent do you think it is possible to trace profits and margins
throughout the supply chain for a variety of goods? Please provide any
evidence or examples to support your answer.

32.Please detail any other issues you want the Scottish Government to take into

account for primary production when considering a price cap scheme and how
risks could be mitigated.
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Chapter 7: Compliance and enforcement

Any price cap scheme would require effective, proportionate and cost-effective
monitoring and enforcement. We are seeking views on the methods of ensuring
compliance and enforcement of any regulatory regime. The proposed core duty of a
price cap scheme relates to selling specific food products at or below a set price, and
so monitoring those products sold in store and online will be necessary. There are a
variety of ways this could be done, for example through direct inspection, regular
reporting and/or data collection.

The requirements of any future price cap scheme will directly impact what is needed
to ensure compliance and what action would be required by those carrying out the
enforcement. For example, as discussed in previous Chapters, an alternative
scheme could involve providing flexibility to the retailer by applying a cap on a basket
of items. This could allow for greater competition and allows retailers to adapt to
supply chain issues, but monitoring compliance would become significantly more
complex, with a direct visual inspection no longer a viable approach.

Who carries out enforcement, how this is done and what is an appropriate penalty for
any non-compliance are critical questions for any scheme.

These issues are explored in this Chapter. The relevant part of the illustrative draft
provisions in Annex A is Part 2, titled ‘Enforcement’.

What is the proposal?

The Scottish Government considers that any price cap scheme would require a
proportionate and effective system for monitoring compliance and addressing
instances where qualifying businesses fail to meet their obligations.

It is proposed that local authorities would be responsible for enforcement and they
would appoint authorised officers to undertake day-to-day enforcement. The principal
enforcement tool would be a compliance notice, issued by authorised officers where
they have reasonable grounds to believe that the qualifying business is failing or has
failed to comply with the price cap duty. Failure to comply with a compliance notice
would be an offence and a fine may be imposed.

It is also proposed that further detail about the enforcement system would be set out
in Regulations. This would be expected to include provision of information and
keeping of records, the content and form of compliance notices, the powers of
authorised officers, any additional offences or penalties in connection with failure to
comply with the price cap duty and the creation of defences to any offences.

The proposed approach is intended to encourage compliance in the first instance
rather than immediately creating criminal liability for isolated failures. If a qualifying
business is found not to be complying with the duty, a compliance notice would be
issued, providing an opportunity to rectify the issue before any offence is committed.
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Discussion points relating to support for compliance and enforcement
Responsible Parties

In the case of other legislation, such as the sale of alcohol to minors, it is the
responsibility of the person carrying out the sale (i.e. individual employee) to ensure
that the person they are selling alcohol to is at least 18 years old. However, in this
context we assess that it is more appropriate to put in place a regime that ensures a
qualifying business as a whole is taking steps to carry out compliance with any price
cap scheme.

While complying with a price cap on an individual food item could feasibly be
conducted by a store manager, or any other employee on site, the undertaking
becomes more complicated for individual stores when multiple food items are subject
to a price cap. Monitoring stock availability at this scale, particularly where reference
must be made to prices prescribed in regulations, may be a considerable burden for
individual stores. In our view, responsibility for compliance would be more
appropriately managed at a business level, with the qualifying business as a whole
ensuring the appropriate procedures, training and systems would be in place to
ensure compliance with the price cap duty rather than placing this obligation on an
individual within a premises.

This is likely to be an even more important factor in the case of alternative scheme
designs such as the capping of a basket of goods. This more flexible option would
likely require a relatively complicated calculation that would shift over time within that
basket of goods.

However, we would welcome views on whether you believe this should be the case
and where responsibility for compliance should sit.

Compliance notices and consequences of failure to comply

Complying with the price cap duty will require a level of undertaking by the qualifying
businesses concerned. We understand that there may be administrative errors which
result in accidental incorrect pricing and complications, including delayed re-pricing,
when the price cap range of a particular food item runs out and an alternative range
of the same food item needs to be re-priced at the capped price. As such, we
appreciate that there may be circumstances in which businesses temporarily fail to
sell items at the required price, and do not believe it would be right to prosecute a
qualifying business for inadvertent or isolated errors. What is important to the
success of the policy is that qualifying businesses generally comply with any price
cap requirements put in place.

For that reason, we have suggested a compliance notice process as the first stage in
enforcing the duty to sell certain products at a capped price. This model would allow
a period of time for the qualifying business to address the issues highlighted in the
compliance notice. We invite views on this proposal, as we recognise that allowing a
period of time for compliance has potential to undermine the advantage to the
consumer of the requirement to substitute.
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It is proposed that compliance notices would be issued by an authorised officer, who
has reasonable grounds to believe that a qualifying business is failing or has failed to
comply with the price cap duty, requesting that any breach of the duty be rectified
within a specified time period. Where the qualifying business rectifies the issue and
complies with the notice, no offence would have been committed, and no penalty
would therefore be applied.

However, should the qualifying business fail to do what is required by the compliance
notice within the specified time period, an offence would be committed. At that point,
the local authority could pass the matter to the Procurator Fiscal. The draft
provisions provide for two types of penalty; (1) a fine under summary procedure up
to the statutory maximum (currently set at £10,000), and (2) an unlimited fine
prosecuted under solemn procedure. The decision about the most appropriate
penalty would be decided by the court, taking into account all relevant circumstances
of the offence.

Issuing of fixed penalty notices is an alternative form of penalty for consideration. By
issuing a fixed penalty notice the recipient would be provided the opportunity of
discharging any liability to conviction for an offence by paying a fixed sum of money
within a particular period. The issuing of a fixed penalty notice by an authorised
officer would be an alternative to prosecution. However, if it was not paid, the option
of prosecution would remain open. We would be interested to hear your views on the
benefits or disadvantages of the option of a fixed penalty as an alternative to
prosecuting offences by way of a fine as currently provided for in the draft provisions.

It is envisaged that the compliance notice process would include an appeals
process. The appeals process would allow a qualifying business to challenge a
compliance notice, and an appeal would suspend the compliance period while an
appeal is pursued. Provision for this would be made in regulations.

Regulations could provide further detail about enforcement, including about
defences, and ancillary offences, for example an offence of the obstruction of, or
misleading, authorised officers by providing incorrect information, may be specified
in regulations.

Overall, we anticipate that most cases of non-compliance would be dealt with by
rectifying errors following the issuing of a compliance notice. The illustrative model
does not currently outline how instances of repeated non-compliance could be
managed. We welcome feedback on how best repeated breaches of the price cap
duty could reasonably and proportionally be dealt with.

Enforcement

As noted, we propose that responsibility for monitoring compliance and enforcing a
price cap duty would fall to authorised officers within local authorities. We would
welcome views on the expected benefits or issues associated with that approach.
We are also interested to hear about whether you believe any other regulator or
body (existing or new) should have responsibilities in the context of compliance and
enforcement. In the case of local authority enforcement, we would welcome views on
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preferred cost recovery models to ensure that enforcement can be appropriately
resourced.

The question of how to ensure compliance and carry out enforcement in the context
of online sales of price capped essential food items is an important one. We
recognise that enforcement of online sales could present challenges, especially
where retailers, websites or supply arrangements operate across border. We are
seeking views on how these issues could be addressed.

Reporting requirements

The illustrative draft provisions would not impose a requirement on qualifying
businesses to submit pricing or compliance information on a routine basis. We are
interested in views on whether regular reporting obligations would be desirable, and
what information would be necessary and proportionate for that purpose. Although
likely to add to administrative costs for retailers, this could be helpful in the context of
monitoring compliance where sales take place online and a visual inspection by
enforcement officers at physical premises is not possible.

Costs associated with compliance

The detail of the specific scheme taken forward would have a direct impact on the
costs for qualifying businesses in ensuring compliance with their obligations. As such
we expect to make more detailed assessment of the costs of complying as this policy
proposal evolves. We would nevertheless welcome views on the likely burdens that
would arise with respect to price capping to help with that assessment.

Consultation questions

33.Do you believe local authorities are best placed to deal with the issue of
compliance and enforcement for any price cap scheme? [Yes. No. Unsure].
o Please explain your answer, detailing any alternatives you wish us to
consider.

34.Do you believe the approach to offences outlined in the consultation is the
correct one? [Yes. No. Unsure].
o Please explain your answer, detailing any alternatives you wish us to
consider.

35.Do you believe a fine imposed by the courts is the most appropriate penalty
for the offence of failure to comply with a compliance notice? [Yes. No.
Unsure].
o Please explain your answer, detailing any alternatives (including fixed
penalty notices) you wish us to consider.

36.What information, if any, should qualifying businesses be required to provide
or retain to demonstrate compliance with a food price cap scheme?

37.What are likely to be the burdens, costs or practical implications of ensuring
compliance with a food price cap scheme for:
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o Qualifying businesses
o Local authorities

38.What other issues should be taken into account when considering the
question of compliance and enforcement of sales taking place online?
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Chapter 8: Monitoring and review

Capping the price of essential food items would be a novel approach for Scotland. As
such we recognise that if a price cap scheme were to be put in place, then it will be
vital that there is a robust framework to monitor the effects of the policy. Equally it
would not be sensible to put in place a scheme without later assessing whether it is
still necessary or whether any improvements are needed. This chapter briefly sets
out our consideration of these issues and invites views on how scheme efficacy
could be monitored and what reviews and evaluations would need to be put in place.

The relevant section of the illustrative draft provisions in Annex A is the entirety of
Part 3 relating to review and expiry.

What is the proposal?

We propose a requirement for Scottish Ministers to carry out a review of how the
legislation is operating after it has been in place for a period of time, prepare a report
and for that report to be published and laid before the Scottish Parliament. Our initial
suggestion is that these steps must be taken as soon as practicable after the end of
a reporting period of no less than 4 years and no more than 6 years, starting on the
date that the first price cap Regulations come fully into force. This is outlined in
section 14 of the illustrative provisions.

The draft provisions also provide that the legislation would expire after a set period of
time, unless Regulations were made by Scottish Ministers to continue its effect. This
is commonly referred to as a ‘sunset clause’ and is contained in section 15 of the
illustrative provisions. This is similar to the approach taken in legislation providing for
minimum unit pricing, where there was a requirement to review the Act and a sunset
clause. However we propose that this expiry be set at either one year after the
publication of the statutory review report or eight years after the price cap provisions
first take effect, whichever is earliest. This decouples the review process from any
decision regarding continuation, ensuring that that decision can fully take into
account the findings of the review report.

The proposal means that Ministers would have a year following publication of the
report to decide whether to propose whether the legislation should continue, and if
so, to lay Regulations to provide for that before expiry. However, the period of 8
years would act as a backstop expiry date to reassure that price caps could not
continue in effect as a result of a failure to report timeously.

Discussion points relating to monitoring and review

Monitoring

While not necessarily part of any future legislation taken forward on price caps, we
would be interested to hear about what should be monitored to evaluate any future
scheme. This information would help assess whether a scheme is achieving the

stated aims and objectives, and what consequences it might be having for
consumers, business, the supply chain or any other groups or factors.
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A set of core indicators linked to any price cap intervention would need to be created
particularly around affordability of food for those on low-incomes and nutrition. It
would also be important to be able to identify any problems that could arise in the
supply chain for businesses or for particular goods, or any issues arising from cross-
border trade. Wider outcomes could be assessed through periodic evaluation.

A baselining exercise could take place for any such measures along with an
assessment of any desired performance target against them.

Evaluation

In evaluating any price cap ultimately put in place it would be necessary to consider
the extent to which affordability of food, particularly for those on low-incomes, has
changed and delivered a measurable benefit.

A secondary consideration would be the impact on the health of the population,
particularly for those that purchase the price capped items — whilst this policy is not
necessarily intended to result in improved measures for health it has the potential to
have a beneficial impact and it would certainly not be desirable to have any
unwanted effects resulting in poorer diets for example.

It is also considered desirable to evaluate any scheme in light of performance of the
primary production sector in particular, taking into account other factors that are
affecting this sector.

However, these cannot be the only measures of success. To ensure the benefit of a
price cap scheme is proportionate, it would be important to consider any measure of
the affordability of food against a number of other factors. These include the effect on
retailers and the wider supply chain, how domestic food sales are impacted,
environmental effects, and the animal welfare standards of commonly purchased
items. Other relevant impacts would also need to be examined. Only a whole-system
approach to evaluating a price cap scheme will ensure that it supports our Good
Food Nation ambitions.

We would also welcome any views on the approach to reporting and review.
Consultation Questions
39.1s no fewer than 4 years, no more than 6 a suitable length of time for a
statutory review period? [Yes. No].
o Please explain your answer.
40.What should Scottish Ministers consider when reviewing the effect of the
legislation, and what evidence would be required to support the review?

o Please explain your answer.

41.Should interim reviews be conducted before the statutory review? [Yes. No].
o Please explain your answer.
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42.Do you agree with the proposal to include a sunset clause in any future
legislation? [Yes. NOJ.
o Please explain your answer.
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Chapter 9: Future operation of any scheme and wider
considerations

The Scottish Government believes that a food price cap scheme has the potential to
improve the affordability of essential food items and help reduce some of the
pressures facing households. These benefits may be more significant for low income
households, who typically spend a greater proportion of their income on food and
other essentials.

Throughout this consultation and the draft legislative provisions, we have
demonstrated one potential model to deliver a food price cap, while recognising
there are different models which could be followed. We have invited views on the key
components of a potential food price cap scheme including the products in scope,
the businesses to whom any requirements may apply, possible approaches to setting
price caps and arrangements for monitoring and enforcement.

We recognise that further development of this policy and intervention will require,
and be strengthened by, ongoing engagement with a range of stakeholders. Wider
input will help ensure that consideration of the full range of social, economic,
practical and regulatory issues is as robust and comprehensive as possible.

Draft Bill provisions have been included in this consultation, but it is proposed that
many aspects of any future scheme would be specified in regulations, following
further policy development, consultation and parliamentary scrutiny. It is therefore
important that any future framework remains capable of responding to changing
circumstances and is informed by evidence gathered through continued engagement
with those affected.

This chapter seeks views on broader issues relevant to future decision making.
Future consultation and engagement

The draft legislative provisions (Part 1 section 9) would require Scottish Ministers to
consult such persons as they consider appropriate before making regulations under
key parts of the proposed framework. This reflects the Scottish Government's view
that future decisions should continue to be informed by evidence and stakeholder
engagement.

Future decisions that would be consulted upon could include:
the food products subject to a price cap.

modifications to businesses to whom requirements apply.
the level of any price cap.

other changes to the operation of the scheme.

It would be expected that updates to a scheme might be required, which could
include adding or removing products subject to a price cap, changing which
businesses are covered by the scheme as the retail market evolves, revising set
prices, or responding to changes in consumer behaviour, food supply chains or wider
economic conditions.
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We welcome views on how any future consultation and engagement should be
undertaken and which interests should be represented.

Responding to changing circumstances

Food prices and food supply chains can be affected by a wide range of factors
including inflation, changes in consumer behaviour, global economic conditions,
supply chain disruption, and geopolitical events.

Any future scheme would need to adapt to changing circumstances. The draft
legislative provisions include powers which would allow aspects of any scheme to be
updated through regulations where necessary.

It is also proposed that Scottish Ministers should have the ability to suspend and
revive the operation of price caps by way of Regulations — either altogether, or for a
specific food. See section 7 of the draft legislative provisions at Annex A. This is to
ensure that fast action can be taken to stop or pause the effect of the legislation
where circumstances require it. This would also ensure that price caps do not remain
in place any longer than is necessary.

It is also recognised that there could be urgent circumstances where Regulations
need to be made swiftly. For that reason, it is proposed that a separate procedure
may be necessary for urgent Regulations which would usually be subject to the
affirmative procedure but the timescales for that procedure cannot be followed. This
would only be used where it is considered necessary due to urgency. See section 17
of the draft illustrative provisions.

We welcome views on how future flexibility should be balanced against certainty and
predictability for consumers, businesses and other affected parties.

Wider considerations

The Scottish Government recognises that food affordability, particularly for low
income households, is influenced by a wide range of factors and that any
intervention may have effects beyond consumers, food businesses, producers and
retailers.

We are therefore interested in evidence or views on wider considerations that should
inform future policy development as the Scottish Government considers how best to
improve food affordability and support households experiencing cost of living
pressures. These may include household access to affordable food, food supply
chain resilience, consumer behaviour, business impacts, market operation or other
practical considerations not addressed elsewhere in this consultation.

Regulatory considerations
As recognised throughout this consultation, there are many different models and
ways the Scottish Government can take forward the price cap proposal. Each design

choice may give rise to different interactions with various regulatory regimes: these
may include reference to the World Trade Organisation, the Competition and
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Markets authority or the application of the United Kingdom Internal Market Act
(UKIMA) 2020.

Legislation that sets limits on the price at which goods are sold, such as a price cap,
is a “manner of sale” requirement in terms of the United Kingdom Internal Market Act
2020. This means that the mutual recognition principle, which can nullify devolved
policies, is unlikely to apply to legislative provisions setting price caps but the non-
discrimination principle will be relevant. The final design of any scheme would take
into account potential impacts on trade within the UK and information about trade
impacts is sought as part of this consultation. The extent to which UKIMA may
impact final proposals depends on the final design of any scheme.

The consultation questions contained in this document will support future choices
about the scheme, which could in turn determine how the proposals interact with
different regulatory regimes.

Impact assessments

The Scottish Government undertakes impact assessments as an essential part of
policy development. These impact assessments help ensure that policies, legislation
and interventions are developed with a clear understanding of their likely effects on
individuals, businesses, communities and the wider economy. They help us to
identify potential benefits, risks and unintended consequences and support us
meeting our commitment to evidence-based decision making. The impact
assessment process is deliberately iterative, and they develop and evolve alongside
the policy, strategy or intervention whilst it is being developed.

Throughout this consultation, we have set out draft legislative provisions to illustrate
one way in which legislation could support the delivery of a price cap on essential
food items. Whilst there are a number of design choices and implementation options
that could result in different versions of a future scheme, impact assessments have
been initiated to support the development of the evidence base and to consider the
potential impacts of the proposal. This ongoing work has informed the development
of the consultation and will underpin further analysis as the policy evolves. Whilst it is
not possible to fully assess all potential impacts with certainty a partial Business and
Regulatory Impact Assessment (BRIA) has been published alongside this
consultation.

The responses received from this consultation will provide important evidence to
better understand the potential impacts of different approaches. This evidence will
inform any updates to the partial BRIA and the other relevant assessments that may
be required to support the design of a final scheme to effectively deliver its objective
while minimising unintended impacts.

Consultation questions
43.Should Ministers have flexibility to amend elements of a food price cap

scheme in response to changing circumstances? [Agree. Disagree. Unsure].
o Please explain your answer.
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44.Please outline the detail of any other groups, communities or businesses that
might be affected by a price cap scheme that is not considered elsewhere in
this consultation.

45. Are there any wider social, economic, practical, regulatory or supply chain
considerations that should inform future development of this policy?

46.Do you foresee any impacts on the ability of businesses to trade either within
the UK market or internationally from any of the proposed measures?

47.Please provide any comment here about the partial Business and Regulatory
Impact Assessment referred to above and published separately to this
document.

48.Please provide any comments on this proposal not covered elsewhere in this
consultation.
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Annex A: Draft Legislative Provisions

Food Price Cap (Scotland) Bill

[PRE-INTRODUCTION]

An Act of the Scottish Parliament to make provision about the maximum price at which certain
food products may be sold by certain retailers, and for connected purposes.

1

(1

2

3)

“4)

)

(6)

(7

PARrT 1
KEY CONCEPTS

Duty to sell certain foods at or below price cap

Duty to sell specified food products at or below price cap

A qualifying business offering for sale a food product of a specified description to
consumers in Scotland at particular premises must comply with the duty in subsection (2).

The duty is to offer for sale at the premises at least one type of food product falling within
that description at or below the applicable price cap.

The duty in subsection (2) applies at all times during which the qualifying business is
offering for sale a food product of that description at those premises.

But the obligation to comply with the duty in subsection (2) does not apply—
(a) in circumstances prescribed by the Scottish Ministers in regulations,

(b) during any period in which the operation of subsection (1) and (2) is suspended in
accordance with section 7.

In this section, “premises” means any place and, in relation to food products offered for
sale online, includes a website or an application.
In this Act—

“applicable price cap” in relation to a food product of a specified description means
the price cap relating to that description of food product by virtue of regulations made
under section 6,

“food” has the meaning given in section 1(1) of the Food Safety Act 1990,

“food product of a specified description” means a food product of a description
specified in accordance with section 4,

“qualifying business” has the meaning given in section 5,

“sale” means sale by retail.

References in this Act—
(a) to offering a food product for sale include exposing it for sale,

(b) to a qualifying business offering a food product for sale include a qualifying
business offering it for sale online on a website or application.
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2 Non-compliance with duty: volume promotions

(1) Unless subsection (2) applies, a qualifying business does not comply with the duty in
section 1(2) as regards a particular food product of a specified description by offering a
food product of that description for sale together with other items at a composite price.

(2) This subsection applies if the composite price is at or below the applicable price cap.

(3) In this section, “composite price” means the total price at which two or more items are
offered together for sale (whether or not any of the items are offered at no cost).

3 Price cap duty: further provision

(1) The Scottish Ministers may by regulations make further provision about, or in connection
with, the duty in section 1(2).

(2) Regulations under subsection (1) may, in particular, make provision for or about—

(a)
(b)
(©)

the circumstances in which the duty in section 1(2) is, or is not, to be treated as
having been complied with,

the application of the duty in section 1(2) in circumstances where food of a
specified description is offered for sale online on a website or application,

the definition of "premises" in section 1(5).

(3) Regulations under subsection (1) may modify this Part.

Power to specify food products

4 Specified food products

(1) The Scottish Ministers may by regulations specify descriptions of food products for the
purposes of section 1.

(2) Those regulations may describe food products by reference to particular features (or a range
or combination of features) which the Scottish Ministers consider appropriate, including—

(a)
(b)
(c)
(d)
(e)

quantity (for example, number, volume or weight),

packaging (for example, size or the number of items in a pack),
ingredients,

nutritional content,

condition (for example, fresh or frozen).

Meaning of qualifying business

5 Qualifying business

(1) For the purposes of this Act, a business is a qualifying business during a financial year in
which the business offers for sale a food product of a specified description if—

(a)

(b)

at the end of the previous financial year—
(i) the business had more than 250 employees,
(i1) the business had a turnover of more than £250 million, and
(iii)) more than 50% of that turnover related to the sale of groceries, and
the business is not an exempt business.
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(2) A business is an exempt business if it wholly or mainly offers food for sale—
(a) as part of a takeaway food service, or

b both as part of a takeaway food service and for immediate consumption on the
pI‘CllliSCS of sale.

(3) In this section—
(a) “groceries” means one or more of the following—

(1) food, other than food sold exclusively for consumption on the premises of
sale,

(i1)  drinks (alcoholic and non-alcoholic), other than drinks sold exclusively for
consumption on the premises of sale,

(iii)) pet food,
(iv)  cleaning products,

(v) toiletries and household goods, other than petrol, clothing, DIY products,
financial services, pharmaceuticals, newspapers, magazines and books,
greetings cards, CDs, DVDs, videos and audio tapes, toys, plants, flowers,
perfumes, cosmetics, electrical appliances, kitchen hardware, gardening
equipment, books, tobacco and tobacco products,

(b) areference to a financial year, in relation to a business, is a reference to a financial
year of the business.

(4) The Scottish Ministers may by regulations modify this section.
Power to set price cap
6 Price cap

(1) The price cap applicable to a particular specified description of food product is the
maximum price relating to a food product of that description as set out in regulations made
by the Scottish Ministers.

(2) The power in subsection (1) includes power to—

(a) specify the manner in which the price cap is to be calculated in relation to the
specified description of food product,

(b) provide for the uprating of the price cap at prescribed intervals in line with—
(1) inflation, or
(i) arate set out in the regulations.

Power to suspend and revive duty
7 Power to suspend and revive duty

(1)  The Scottish Ministers may by regulations—
(a) suspend the operation of—
(1) section 1(1) and (2), or
(i) section 1(1) and (2) in relation to a food product of a specified description,
(b) revive the operation of provisions that are suspended under paragraph (a).
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(2) Sections 15 to 17 of the Interpretation and Legislative Reform (Scotland) Act 2010 (effect
of repeals) apply to the suspension of a provision by regulations under subsection (1)(a) as
if the provision had been repealed by an Act.

(3) The powers in subsection (1) may be exercised more than once in relation to the same
provision.

(4) Regulations under subsection (1) may modify any enactment (including this Act).
Further provision about the exercise of powers under this Part
8 Requirement to have regard to certain matters

(1)  When exercising powers under section 4 or 6 the Scottish Ministers must have regard to
the matters listed in subsection (2).

(2) Those matters are—
(a) the general affordability of food (particularly as regards persons on low incomes),
(b) the Scottish Ministers’ policies or strategies relating to healthy eating,
(c) guidance on nutrition,
(d) the impact of the exercise of the power on—
(i) producers and retailers of food, and

(i1) such other businesses as the Scottish Ministers consider may be impacted
by the exercise of the power,

(e) consumer behaviour as regards the purchase of food,
(f) food security, and
(g) such other matters as the Scottish Ministers consider appropriate.

(3) But the duty in subsection (1) applies to the matters listed in paragraphs (a) to (f) of
subsection (2) only to the extent that they are relevant to the particular exercise of the
powers.

9 Requirement to consult before making regulations

Before laying a draft of a Scottish statutory instrument containing regulations under this Part,
the Scottish Ministers must consult such persons as they consider appropriate.

PART 2
ENFORCEMENT
10 Enforcement of price cap duty

(1) A local authority must enforce the duty in section 1(2) within its area in accordance with
this Part.

(2) In this Act, “authorised officer”, in relation to a local authority, means an individual
authorised by the authority to exercise functions conferred on authorised officers under or
by virtue of this Part.

(3) An authorised officer carrying out functions under or by virtue of this Part must, if
requested to do so, produce evidence of the officer’s authority.
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11  Compliance notices

(1) An authorised officer may give to a qualifying business a compliance notice in relation to
compliance with the duty in section 1(2).

(2) A “compliance notice” is a notice requiring the qualifying business to which it is given to
take steps to ensure that the qualifying business complies with the duty.

(3) An authorised officer may give a compliance notice to a qualifying business only if the
officer has reasonable grounds to believe that the qualifying business is failing, or has
failed, to comply with the duty.

12 Failure to comply with compliance notice
(1) A qualifying business that fails to comply with a compliance notice commits an offence.

2) A qualifying business that commits an offence under subsection (1) is liable—
qualitying
(a) on summary conviction, to a fine not exceeding the statutory maximum,
(b) on conviction on indictment, to a fine.

13  Power to make further provision about enforcement

(1) The Scottish Ministers may by regulations make further provision about enforcement of
the duty in section 1(2).

(2) Regulations under subsection (1) may in particular include provision—
(a) about the provision of information,
(b) about record keeping,
(c) prescribing the form of a compliance notice to be given under section 11,
(d) conferring powers of entry on authorised officers,
(e) conferring powers of inspection, search and seizure on authorised officers,

(f) conferring functions (including functions involving the exercise of a discretion) on
a person,

(g) creating or applying offences or penalties in connection with—
(i) a failure to comply with the duty in section 1(2),
(i) enforcement of that duty,

(h) creating defences to an offence under this Act, and

(i) appeals.

(3) The maximum penalty that may be provided for in regulations creating or applying an
offence under subsection (1) is—

(a) on summary conviction, a fine not exceeding the statutory maximum,
(b) on conviction on indictment, a fine.

(4) Regulations under subsection (1) may modify this Part.
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PART 3
REVIEW AND EXPIRY
14 Review of operation of Act

(1) The Scottish Ministers must, as soon as practicable after the end of the reporting period—
(a) carry out a review of the operation of this Act,
(b) prepare a report on the findings of the review, and
(c) publish the report.

(2) The Scottish Ministers may delegate any or all of their functions under subsection (1) to
such person as they consider appropriate.

(3) When carrying out the review, the Scottish Ministers (or, if applicable, the delegatee) must
consult such persons as the Scottish Ministers (or, if applicable, the delegatee) consider
appropriate.

(4) The Scottish Ministers must, as soon as practicable after a report on the findings of the
review is prepared, lay the report before the Scottish Parliament.

(5) In this section—

“the delegatee” means the person to whom the Scottish Ministers have delegated their
functions under subsection (2),

“the reporting period” means such period as the Scottish Ministers consider
appropriate being a period of not less than 4 years, nor more than 6 years, beginning
with the day on which the first regulations made under section 6 come into force.

15 Expiry

(1) Sections 1 to 14 expire on the proposed expiry date unless regulations are made under
subsection (2).

(2) The Scottish Ministers may by regulations, after the end of the reporting period but before
the proposed expiry date, provide that those provisions continue in effect despite subsection

(1.

(3) The Scottish Ministers may by regulations make such provision (including provision
modifying any enactment) as may be necessary or expedient in consequence of the expiry
of sections 1 to 14.

(4) In this section—

“the proposed expiry date” means the earlier of—

(a) the last day of the period of one year beginning with the day on which the
report under section 14(1)(c) is published, or

(b) the last day of the period of 8 years beginning with the day on which the
first regulations made under section 6 come into force,

“the reporting period” has the meaning given in section 14(5).
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(5) Before laying a draft of a Scottish statutory instrument containing regulations under
subsection (2), the Scottish Ministers must consult such persons as they consider
appropriate.

PART 4
FINAL PROVISIONS
16 Regulation-making powers

(1) Any power to make regulations under this Act includes the power to make—
(a) different provision for different purposes or areas,

(b) incidental, supplementary, consequential, transitional, transitory or saving
provision.

(2) Regulations under Part 1 are subject to the affirmative procedure unless section 17(1)
applies to them.

(3) Regulations under section 13 or 15 are subject to the affirmative procedure.

(4) Regulations under section 18—

(a) which add to, replace or omit any part of the text of an Act are subject to the
affirmative procedure,

(b) otherwise, are subject to the negative procedure.
(5) This section does not apply to regulations under section 19.
17  Procedure for urgent regulations

(1) This subsection applies to regulations if the Scottish statutory instrument containing the
regulations includes a declaration that the Scottish Ministers are of the opinion that, by
reason of urgency, it is necessary to make the regulations without their being subject to the
affirmative procedure.

(2)  Where subsection (1) applies—

(a) section 30 of the Interpretation and Legislative Reform (Scotland) Act 2010 does
not apply to the regulations,

(b) the Scottish statutory instrument containing the regulations must be laid before the
Scottish Parliament as soon as practicable after they are made, and

(c) the regulations cease to have effect at the end of the period of 28 days beginning
with the day on which they are made unless, during that period, the Scottish
statutory instrument containing them is approved by a resolution of the Scottish
Parliament.

(3) In calculating the period of 28 days mentioned in subsection (2)(c), no account is to be
taken of any time during which the Scottish Parliament is—

(a) inrecess for more than 4 days, or
(b) dissolved.

(4) Regulations ceasing to have effect by virtue of subsection (2)(c) neither—
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(a) affects anything previously done under the regulations before they ceased to have
effect, nor

(b) prevents new regulations being made.

(5) Where subsection (1) applies to regulations made under Part 1, the Scottish Ministers must
explain why they are of the opinion that, by reason of urgency, it is necessary to make the
regulations without their being subject to the affirmative procedure.

(6) Where subsection (1) applies to regulations made under Part 1, the regulations must include
provision for them to expire on a day specified in the regulations.

(7) Subsection (6) does not apply where the regulations amend regulations in which the
provision mentioned in subsection (6) has already been included.

(8) Where subsection (1) applies but the regulations—
(a) revoke (in whole or in part) previous regulations made under this Act, and
(b) do—
(i) nothing else, or
(i) nothing else except make transitional, transitory or saving provision related
to the revocation,

the Scottish statutory instrument containing the regulations must be laid before the Scottish
Parliament as soon as practicable after they are made (and subsection (2)(b) and (c) do not
apply to the regulations).

18 Ancillary provision
(1) The Scottish Ministers may by regulations make any incidental, supplementary,
consequential, transitional, transitory or saving provision they consider appropriate for the

purposes of, in connection with or for giving full effect to this Act or any provision made
under it.

(2) Regulations under this section may modify any enactment (including this Act).
19 Commencement
(1) This Part comes into force on the day after Royal Assent.

(2) The other provisions of this Act come into force on such day as the Scottish Ministers may
by regulations appoint.

(3) Regulations under subsection (2) may—
(a) include transitional, transitory or saving provision,
(b) make different provision for different purposes.

20 Short title

The short title of this Act is the Food Price Cap (Scotland) Act 2026.
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Annex B: International Examples

The impact of food inflation is not an issue unique to Scotland: it is a recognised and
persistent problem that governments across the world are seeking ways to tackle.
There are a number of international examples of price control measures to consider
as comparators. These examples are not intended to represent preferred models.
They are included to illustrate the different ways in which governments have
attempted to improve food affordability through interventions in retail food pricing.

Croatia

Price caps for a number of food items were introduced in Croatia in 2022. The list of
qualifying items was expanded in 2023 and 2025 and now comprises 29 products
and 71 categories of product and includes some hygiene items as well as foodstuffs.
A Government decision set a maximum retail price. For capped products (e.g.
sunflower oil), retailers are required to sell all products matching the product
specification to be sold at or below the capped price. For category caps, retailers are
to ensure that at least one item within the category was sold below the regulated
price. If the designated item is unavailable, another product in the category must be
substituted. This is similar to the replacement product approach discussed in
Chapter 2.

This measure was introduced as part of a package of measures to combat rising
food inflation, including a reduction in VAT for food items. Public concern about food
prices and consumer campaigns directed at supermarkets also contributed to
political pressure for intervention.

The stated aim of the Croatian intervention was to provide immediate relief to
households faced with rising living costs. As the policy evolved, the list of products
and categories included has increasingly been based on goods that consumers
commonly purchase.

A report by the Institute of Economics in Zagreb on retail caps in Croatia stated that
when the September 2023 expansion was introduced, the caps for newly added
products were generally set substantially below prevailing market prices. Across the
newly added products, the sum of the caps was approximately 23.6% lower than the
sum of equivalent prices observed on 31 December 2022. Most individual caps were
set between 10% and 53% below those prices.

The available evidence from the report suggests the policy reduced measured
inflation and provided some relief to consumers, particularly lower-income
households'?. The report finds that lower-income households were potentially more
affected by the policy because they spend a greater share of their budgets on food
and other frequently purchased essentials covered by the caps.

The Croatian measures do not include a statutory review mechanism, expiry date or
sunset clause. The measures remain in force until amended or repealed by the
Croatian Government.

2 www.eizg.hr
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Hungary

The Hungarian Government has also sought to tackle the issue of food inflation
through the use of retail price caps; mandatory discounting; and profit margin caps.

A retail price cap was introduced in February 2022. This scheme fixed the retail
prices of a small number of staple foods (sugar; flour; sunflower cooking oil; milk;
some types of chicken meat; and some types of pork meat) at their October 2021
levels, and also required retailers to maintain minimum stock levels. Fines were
levied for non-compliance. In November 2022 the policy was expanded to cover
eggs and potatoes.

The price cap was removed in August 2023 after 17 months in operation. It was
replaced with a system of mandatory discounting, which required retailers to offer
10% discounts on the price of around 20 selected product categories. This
discounting requirement was later increased to 15%.

In Spring 2025, with food inflation again accelerating in Hungary, the Government
introduced a cap on retail profit margins. Rather than directly fixing final consumer
prices, this policy stipulates that the profit margin retailers can apply to selected
products may not exceed 10 percent or be higher than the average margin applied to
the product in January 2025. The policy applies to around 30 categories of basic
food products (around 1000 individual products). Retailers are expected to ensure
continuous availability of the selected categories, providing at least the average daily
quantity that was sold in 2024. There are also restrictions on the proportion of
“private label” or own brand products that can be offered. These requirements only
apply to large retailers (defined as those with an annual turnover above 1 billion
Hungarian Forints). Compliance is subject to inspection, and fines can be levied for
exceeding the allowed margins or for product availability violations. This policy is still
in effect.

Both the retail price cap and the profit margin cap have been subject to legal
challenge. SPAR Magyarorszag (SPAR Hungary) were fined for failing to comply with
the minimum stocking requirements associated with the retail price cap. Their legal
challenge to the Hungarian court was subsequently referred to the Court of Justice of
the European Union (CJEU). In September 2024, the CJEU issued a preliminary
ruling that the retail price cap policy was incompatible with EU law. Whilst they
acknowledged that the stated aim of combating inflation was legitimate, they found
that the market distorting effects of the measures were disproportionate to achieving
that objective.

In July 2026, the European Commission referred Hungary to the CJEU' for the
decision to impose profit margin restrictions, on the grounds that the limit is of such a
low level that it would compel retailers to sell their products at a loss. They argue that
the policy does not take account of the full range of costs incurred by traders, which
are wider than simply the costs of purchasing their products.

13 European Commission Decision on referring Hungary to CJEU - 8 June 2026
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The Commission also noted that, due to the minimum turnover requirement, the
profit margin cap predominantly applies to foreign retailers operating in Hungary. The
Commission considers that this constitutes a violation of the Services Directive and
of Article 49 of the Treaty on the Functioning of the European Union (TFEU). These
instruments require public authorities to ensure the equal treatment and non-
discrimination of economic operators and to refrain from restricting economic
activities unless such restrictions are justified to attain certain public interest
considerations. The Commission is of the view that the profit margin cap breaches
these rules by making it less attractive for foreign retailers to operate in Hungary.

Mexico

Mexico adopted a voluntary, negotiated approach to food affordability through the
Paquete Contra la Inflacion y la Carestia (PACIC). Under the scheme, the federal
government reached agreements with major food manufacturers, distributors and
retailers to limit the total cost of a basket of 24 staple food products. Rather than
imposing maximum prices for individual items, the policy established a maximum
total price for the basket, allowing retailers flexibility to determine the prices of
individual products provided that the overall basket remained below the agreed
threshold.

To support implementation and limit cost pressures, the government temporarily
reduced regulatory requirements and removed import duties on a range of food
products and inputs. The scheme was subsequently renewed and modified on
several occasions. As inflationary pressures continued, the government negotiated a
lower basket-wide price ceiling and introduced a specific price cap for beans, which
are a politically and culturally significant staple food. At the same time, some import
measures were revised or withdrawn to support domestic agricultural producers.
More recently, the scheme was further extended with a greater focus on accessibility
in rural and remote areas, reflecting concerns that the benefits were concentrated in
larger supermarket chains and were not always reaching consumers who relied on
smaller retailers and local stores.

France

France adopted a voluntary rather than statutory approach to food affordability
through the Trimestre Anti-Inflation ("Anti-Inflation Quarter"), launched in 2023
following a period of elevated food inflation. Under the scheme, retailers committed
to offering a basket of products at particularly low prices for a three-month period.
The government did not prescribe which products were included or the prices that
should be charged, instead allowing retailers discretion in designing their offers.

Following the conclusion of the scheme, the French Government continued
discussions with major retailers and food manufacturers to secure price reductions
on a broader range of products. As part of these negotiations, approximately 75 food
manufacturers agreed to reduce prices on around 5,000 products, with reported
reductions ranging from 2% to 10%. The French approach therefore relied heavily on
negotiation and voluntary agreement throughout the food supply chain rather than
direct regulation of retail prices.
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France also introduced measures to improve price transparency, including legislation
aimed at tackling so-called "shrinkflation". Retailers became required to provide
information where the size or quantity of a product had been reduced while the unit
price had increased or remained unchanged. The intention was to help consumers
identify hidden price increases and improve transparency in retail pricing.
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Responding to this Consultation

We are inviting responses to this consultation by 24 November 2026. Please
respond to this consultation using the Scottish Government’s consultation hub,
Citizen Space (http://consult.gov.scot). Access and respond to this consultation
online here. You can save and return to your responses while the consultation is still
open. Please ensure that consultation responses are submitted before the closing
date of 24 November 2026.

If you are unable to respond using our consultation hub, please complete the
Respondent Information Form and return to:

B1 Spur

Saughton House

Broomhouse Drive

Edinburgh

EH11 3XD

We are also accepting responses by email to: foodprices@gov.scot

Handling your response

If you respond using the consultation hub, you will be directed to the About You page
before submitting your response. Please indicate how you wish your response to be
handled and, in particular, whether you are content for your response to be
published. If you ask for your response not to be published, we will regard it as
confidential, and we will treat it accordingly. All respondents should be aware that the
Scottish Government is subject to the provisions of the Freedom of Information
(Scotland) Act 2002 and would therefore have to consider any request made to it
under the Act for information relating to responses made to this consultation
exercise. If you are unable to respond via Citizen Space, please complete and return
the Respondent Information Form. To find out how we handle your personal data,
please see our privacy policy: https://www.gov.scot/privacy/

Next steps in the process

Where respondents have given permission for their response to be made public, and
after we have checked that they contain no potentially defamatory material,
responses will be made available to the public at http://consult.gov.scot. If you use
the consultation hub to respond, you will receive a copy of your response via email.
Following the closing date, all responses will be analysed and considered along with
any other available evidence to help us. Responses will be published where we have
been given permission to do so. An analysis report will also be made available.

Comments and complaints

If you have any comments about how this consultation exercise has been conducted,
please send them to the contact address above or at foodprices@gov.scot.
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Scottish Government consultation process

Consultation is an essential part of the policymaking process. It gives us the
opportunity to consider your opinion and expertise on a proposed area of work. You
can find all our consultations online: http://consult.gov.scot.

Each consultation details the issues under consideration, as well as a way for you to
give us your views, either online, by email or by post. Responses will be analysed
and used as part of the decision making process, along with a range of other
available information and evidence. We will publish a report of this analysis for every
consultation.

Depending on the nature of the consultation exercise the responses received may:
indicate the need for policy development or review; inform the development of a
particular policy; help decisions to be made between alternative policy proposals; or
be used to finalise legislation before it is implemented.

While details of particular circumstances described in a response to a consultation
exercise may usefully inform the policy process, consultation exercises cannot
address individual concerns and comments, which should be directed to the relevant
public body.
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