Why Gibraltar’s 15% Transaction Tax Could Push Inflation Higher

Gibraltar’s forthcoming transaction tax on imported goods, set at 15%, will replace the current
import duty regime of 3% — 12%. Gibraltar imports most of the goods it consumes, so this change
is likely to place upward pressure on prices, at least as a one off adjustment in the short term.

At the same time, the treaty framework will also see excise duties on alcohol, tobacco and fuel
gradually increase to aligh more closely with EU and Spanish levels, which will also feed into
prices. Together, these changes will place additional upward pressure on Gibraltar’s inflation.

The extent of that impact will depend on how businesses adjust their pricing and how consumers
respond.

How Inflation Is Measured in Gibraltar

Inflation in Gibraltar is measured using the Index of Retail Prices (IRP), published quarterly by the
Gibraltar Statistics Office.

The IRP tracks price movements across several broad categories of household spending,
including:

e Food

e Alcoholic drink and tobacco
¢ Clothing and footwear

e Durable household goods

e Housing

e Services

e Other goods

e Transport and vehicles

Each category forms part of the overall inflation basket, which reflects typical household
spending patterns. Changes in the price of these goods and services collectively determine the
overall inflation rate.

Why the Transaction Tax Could Increase Prices

Because Gibraltar relies heavily on imports, any tax applied when goods enter the territory affects
the cost of those goods.

Under the current system, import duty generally ranges between 3% and 12%. The proposed 15%
transaction tax therefore represents a higher tax rate for many items.

Businesses importing goods will face higher costs. In competitive markets some of that cost may
be absorbed, butin most cases the larger portion is likely to be passed on to consumers through
higher prices.

The result is likely to be a one-off upward shift in the price level, which would be reflected in the
quarterly inflation figures in the first twelve months. This does not necessarily create permanent
inflation year after year, but it raises the base level of prices, which then feeds into the inflation
statistics.



Excise Duties on Alcohol and Fuel

Alongside the transaction tax, the treaty framework also envisages increases in excise duties on
alcohol, tobacco and fuel, gradually aligning Gibraltar more closely with Spanish and EU
minimum rates.

These increases will directly affect the price of items already included in the inflation basket,
particularly petrol, alcoholic beverages and tobacco products. Higher fuel prices may also have
wider knock-on effects across the economy, as transport and distribution costs influence the
price of many other goods and services.

As a result, excise duty changes could add additional inflationary pressure alongside the new
transaction tax.

Important Exemptions
Not all goods will be affected by the transaction tax.
Key categories exempted from transaction tax (and import duty) include:
e Food
e Medicines
e Baby products
e Educational materials

These exemptions are significant because they cover many everyday essentials and a large
portion of household spending. By excluding them, the policy may limit the overall inflationary
effect.

The Wider Economic Effects

If inflation rises because of the tax changes, the effects will ripple through different parts of the
Gibraltar economy.

Government revenue

Higher taxes on imports should increase government revenues, assuming consumption levels
remain broadly stable. This may strengthen public finances or help offset other fiscal changes
associated with the treaty framework, including the short term fiscal measures to support the
retail and wholesale sector already announced.

Pensions and public spending

Inflation also has direct fiscal consequences. Gibraltar state pensions and certain social benefits
are regularly uprated with reference to inflation, meaning higher prices can translate into higher
government expenditure.

Public sector wages and minimum wage

Higher inflation typically increases pressure in public sector pay negotiations and may influence
future minimum wage reviews, as workers seek to maintain purchasing power in the face of rising
living costs.

Utilities



Inflation can also feed indirectly into household utility costs. Electricity and water tariffs are not
legally indexed to inflation, but recent budgets have adjusted them periodically in line with cost
of living and operating cost pressures.

Government housing rents

Government housing rents may also rise over time. The Housing Act allows rents on Government
rental housing to be varied annually and, while increases are not automatically linked to inflation,
recent adjustments have broadly reflected rising costs.

Government fees and charges

Some government charges and administrative fees are periodically adjusted with reference to
inflation, which can further reinforce the upward movement in costs across the economy.

Business contracts and construction costs

Inflation also feeds into contract escalation clauses in the private sector. Long-term construction
contracts, service agreements and procurement arrangements often include inflation
adjustments, meaning higher inflation can gradually raise project and operating costs.

The Spain Effect
Gibraltar’s unique geography provides a natural counterbalance.

Residents can shop across the border in Spain, where prices for many goods are often lower. If
prices rise significantly in Gibraltar due to the transaction tax or higher excise duties, some
consumers may shift part of their spending across the frontier.

This cross-border competition acts as a natural constraint on price increases, meaning Gibraltar
retailers may absorb part of the tax rather than pass the full cost on to consumers.

The Bigger Picture

The new transaction tax represents a structural shift in how Gibraltar taxes imported goods.
Combined with excise duty increases on alcohol, tobacco and fuel, it will likely place some
upward pressure on inflation, particularly for goods previously subject to lower import duty rates.

However, exemptions for essential items and the competitive pressure created by cross-border
shopping may help moderate the overall impact on consumers.

For policymakers, the challenge will be balancing increased government revenue against the cost
of living effects that higher inflation can trigger through pensions, wages, utilities and wider
economic contracts.

Ultimately, the Index of Retail Prices will show how the economy responds once these changes
come into force.
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