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Third report by the Commission

on the derogation accorded to tne Kingdom of ¢ uark

relating to the rules governing furnover tsi an.
excise duty applicable in international travel
(Council Directive No. 69/169/EEC {1} of 28 May 1969
amended by Directives Nos. 72/23C/EEC (2) of 12 June 19
-
i

78/1032/EEC (3) and 78/1033/EEC (3) of 19 December 19

I, Introduction

On 19 December 1977, the Council adopted a directive according to Denmark

a new derogation from the Community system of allowances.

On this occasion, the Commission undertook to draw up each year, starting
in 1978, a report on the evolution of the prices of alcoholic drinks and
tobacco products in Denmark and Germany, on the evelution of fares for
travellers in Denmark, and on the fiscal policy of the Danish Goverrment.

A Tirst report (COM(78) 774) covering the period td end-September 1978 was
submitted on 17 Jaruary 1979, and a second report (COM(80) 33) covering the
period from 1 October 1978 to end-September 1979 was submitted on

1 February 1980.

This third report fulfils the undertaking for the 12 months, 1 October 1979~
30 September 1980.

IT. e derogating provisions

1. Amex VII, Part V {Taxation) of the Act of Accession to the Buropean
Communities of the Kingdom of Denmark, Ireland and the United Kingdom of
Great Britain and Northern Ireland authorised Denmark, until 31 December

1975, to exclude from the tox alliowances relating fto twurnover taxes and

No. L 133 of 4 ,6.1969
Yoo L 139 of 17.641972
Yo, L 266 of 28,12,1978.
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excises applicable in intemmaticnal passenger travel, the following goods: »
- tobacco products;
-~ distilled beverages and spirits, of an alcoholic strength exceeding22ﬁvol;

- beer, only for quantities exceeding 2 litres.

. 2+ On the expiration of this period, in accordance with parégraph 1(c) of
part V of the Annex concerned, the Council prolonged theé authorisation on two
occasions (1), first until 31 December 1976 and then until 31 December 1977.

3¢ Tne Danish Government suBsequently requested\a further period in order
fully to apply the Community system of allowances. In contrast to the two
previous derogations, which were limited to one year, the Council adopted
on 19 December 1977, a Directive granting a derogation to Denmark from the
regime in question until 31 December 1982 (2). This derogation provides for

a progressive alignment of the Danish system with the Community rules.,

III. Quantities of the tax allowancessince 1 January 1978
Danish residents having Community residents
stayed in another Member staying in Denmark
Products State
less than more than less than | more than
72 h(3) 72 h (1)(3) | 24 h (2) | 24 b (1)
cigarettes 40 (4) 300 40 300
or
cigarillos 20 150 20 150
or _ _
cigars 20 15 20 , 5
or o '
smoking tobacco 100 400 100 400
(grans
distilled beverages - 1.5 - 1.5
(1litres) ,
beer (litres) 2 no quantity 2 no quantity
limit limit

(1) These quantities are those apiicable under the Community system.

(2) From 1.1,1980 the 24 hour condition no longer applies.
(3) From 1.1,1981 to 31,12,1982, the 72 hour condition will be reduced %o

48 hours.
(4) From-1.1.1982

the 40 cigarette allowance will be

increased from 40 to 60,

(1) Directive 76/134/EEC of 20.1. 1976 (0T No. L 21 of 29.1.1976);
Directive 77/72/EEC of 18,1.1977 (OJ No. L 23 of 27.1.1977).

(2) Directive 77/800/EEC of 19.12.1977 (OJ No. L 336 of 27.12.1977).
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Prom 1.1.1980 the spacisl 24 hour darogriion for Community residents staying
in Dermark was abolisbed. The Davish Goverwameut have noe' reported amy

negative offects resulting from sbolitior of this rule.

IVe Tax legislation

1. Denmark

The value added tax rate was increased from 20,25 % 10 22.0 % on 29 June 1984,
where it remained during tha‘rest - of the peried cnder examination. This
increase in the VAT rate weant that the average retail price level was
faised‘by about 1.5 %. As a consaquence of this increzsa in the VAT rate

the excise duiy on cigareiies was amended. The specific excise on

cigarettes went from 40,11 ﬁre to 41 ﬁfe per piece‘and the proportional
element was reduced from 23.4 % to 21.68 % of the retail price. The total
tax burden, inclusive of VAT, on a packet of 20 cigaréttes ruose from

14,60 Xr to 14.91 Kr.

On 27 February 1980 the European Court announced its decision in the case
brought by the Commission against Demmark for breach of Article 95 on
excises levied on alcoholic drinks. The Danish two-tier excise on spirits
waé condemned by the Court. The Danish Govermment proposed a new mixed
specifiC/ad valorem system Tor taxing spirits, This system was adopted by

the Folketing and came into force on 1 June 1980,

The excise duty on spirits in the mixed system is 5 95 Kr per litre 100 per
cent ethanol strength plus 37.5 per cent of the taxable value of the product
(including the specific and ad valorem duty)e

The excise duty on beer has not been changed during the period under report.

2. Germany
No changes in the rates of taxes relating to the products which are the

subject of the present report took place during the period under examination.
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V. Danish crogp/berman mark

As mentioned in %he second report, the German mérk was revalued by 2 % and
the Danish :-own ras devalﬁed by 3 % against the six other EMS-currencies
in the first irvalignment of parities within the EMS on 24 September 1979,
and the Davis» crown,was again devalued on 30 November 1979 by 5 %,

The average exchange rate in September 1980 (when the period under report
came %o an end) was'309.59 Dkr = 100 IM., In the price comparison on page 6
an exchange rate of 289 Dkr = 100 IM has been used for end-September 1979 and
309,59 Dkr = 100 DM for end-September 1980. During the period under report
the Danish crown had thus effectively depreciated by 7.1 % vis-h-vis the

German mark.

VI. Relative evolution of retail prices of the products in Denmark and in
Germany

Following the pattern established in the first itwo reports, the price
comparison has been made between end-September 1979 and end-September 1980,

The evolution in Denmark and in Germany of the prices of tobacco products
and of alcoholic drinks between end-September 1979 and end-September 1980
is summarised in Table I. The products used as the basis for comparison are

the same products as shown in the same table in the first and second reportse.

The prices shown ﬁave been furnished by the Danish Government . They
represent average prices in Denmark of the products concerned and an attempt
to establish tyﬁical prices for the same products on sale in Germany in the
region close to the Danish border. The German prices have been confirméd as

being broadly correct by the German authorities.

The VAT rate inérease'in Denmark meant that the retail price of cigarettes
on. the Danish market went up by 2.6 %. On the German market the prices

of Danish brands of cligarettes remain unchangéd, expressed in DM, but
expressed in Dkr they have been increased by 7 %. This means that the
total effect has been a minor reduction of the gap between prices of



‘oigarettes ’i'n Dennmark 'and Gevmany, and therefore aleo a reduction 1n the

’ absolute emount which the Danieh ‘cravellez will save by buy mg in Germa.ny.
As far as. smokingit'obacoo is concerned, prices in Denmark and Germany were .
gtill cio"s"e"to‘_e,e‘ch other at September 1980, T

‘2. Spdmits 70 L P §_< s |
In the period ‘under obeervation moet of the re‘ta.il prices on spirits were - '

: changed subeta.ntially on the Da.nish ma.rket. -For epirits of 'the more

' 'expensive quality and aqua.vit the reta.il prioes were. mcreaeed but for

other spirits the retail prices were in genera.l reduced. As . ehown in ' v

'I‘able 1 the Danish retail prices for cognao and a.qua.vit increased by 5 .8 %,,‘
whereae ‘branded whisk;y -and gin. were reduced in price 'by about 15 %.

the German market the retail priees of oognac and whislqy were reduced

whereas the re'tail prices of gin a.nd a.qua.vit increased. :

'l'he jl:otal consequences of the new ’ca.xation gystem in Denmark, the price
changee a.nd the devaluation ‘of the Danish orown, have been’ that " the gap
; 'between Da.nieh ‘and’ German spirits pricee has been wide_ned for expensive pro-
. "duc{:eouf'ne,rron'ed for' other prod\lotis’.} (_e'ee dlso Ghe,pt'ers;IV:. 'and' 1X),.. .
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- As mentioned in the second report, it wouid ‘be prefera.'ble to compare ‘the
g evolution of pricee for the same product in the 4wo countriee, instee.d of
' compermg the price of Da.nieh 'beer in Denmark and the price of Geriian Beer o
‘ in 'Germarw.' The Commission hae now o‘btained the necessary information in
| order to compare the evolution of prices of Da:nieh ‘beer in Denmark as well

- u'i',.u--l. s \ wa W ':-‘<.\_’,

) as in Germam'. '

LDur:Lng{;he period under report’ ythe figuree euppiied to the 'C'ommiesion
suggest that the price of Danish beer in Gemamr increa.sedt byxebout 15%
in DM(I) but has only been inoreased by about 6 % in Denmarke ' This, in
combination with the devalua.tion, means that the price advantage of buying
in Germany in September 1979 at 40 % hae L been reduced to about 31% by~
- Septenber 1980.‘_,,:‘_ Rt SERTAN

(I}Part of ’chis price increase could be that the Septem'oer 1980 price e
includes depos:.t on the bo’ctle. veo o o R /‘..
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.Evoluticn'of the retail prices of'typigal tobacco products and

alcoholic drinks in Denmark and German)

Change 1979-1980

. 11 2 3] 4
PRODI7S Date |Danish | German price | Diff.| 3 as
' 1 lprice’ in ©in
Sept.| in Dkr | Dkr#* M Dkr. | of 1~
Cigarettes (300) Danish brand | 1979 |247.50 [130.05 .45.00 | 117.45} 47.5 %
¢ | | 1980 }253.80 [139.32 45.00 | 114.48] 45.1 %
Change 1979-1980 2.6%1.7.1% 0.0 |- 2.5%] <2.4 %
Smoking tobacco, 50 g 1979 | 8.50 | 8.67 3.00|-0.17 | -2.0%
o 1980 | 8.90| 8.67 "2.80| 0.23 | 2.6%
Change 1979-1980 » 47%) o 6% - 4.6 %
Cognac*** 70 cl. 1979 {175.00 | 67.92 23,50 }107.08| 61,2%
| o ) 1980 |188.00 | 61.86 19.98 | 126.14| 67.1'%
Cha{xge 19791980 Td % | 8.9 =15.0 |17.8% | +5.9% |
ihisky (5 years) 70 cl. 1979 {135.00 | 49.10 16.99 85:90{ 63.6 %
B o |1980 |115.00 | 49.07 15.85 [65.93 | 57.3
Change 1979-1980 - |-24.8% |-0.1 % -6.75 ,-23 28| . 34
Gin, 70 ¢l 1979 |134.00 | 40.40 13.98 |93.60 | 69.9 % |
-, 1980 {113.00 | 55.60 17.96 |57.40 | 50.8 %
Change 1979-1980 © |-15.7 B 37.6% 28.5% |-38.7%| -19.1%
Aguavit, 70 cl (Danish 1979 | 80.00 | 45.60 15.78 | 34.40 | 43.0 %
] {1980 | 85.00 | 55.66 17.98 |29.34 | 34.5%
Change 1979-1980 6.3% | 22.1% 13.9%|-14.74 8.5%
Beer Pilsen 6 bottles of 1979 {19.30 | 11.50 3.98 | 7.80 | 40.4%
1980 [20.40 | 14.09 4.55 | 6.31 | 30.9 4
5. | 22.5% . 14.3%

9.5 %

*Exchange rate used:

end-September 1979 $ 100 IM = 289 Dkr
n . on 1980:1oom=30959.n1u-.'
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VII. Relative evolution of taxes on the products in Denmark and Germany

Chapter VI dealt with the evolution of retail prices in the period under
report. But as somé of the retail prices are affected by temporany‘or
atypical fluctuations, such as discount sales, special offers and the like,

a comparison of "™total tax" on each product category in the two countries is,

in the Commission's view, a more reliable guide.

The basic data arethe excise duty plus the VAT levied on that rate. The
"total tax" thus determined in Germany for each product category has been
converted from DM to Dkr on the basis of the average exchange rates
zpplying in the months referred to in Table 2. The total tax in Germany
eQuals 100 in each case. The figures shown in Table 2 are the total tax

in Denmark as a percentage of that in Germany.

Table 2

Index for the "total tax" in Denmark compared with Germany (Germany = 100)

Jan. 1978 Sept. 1978 Sept. 1979 Sept. 1980 : Sept. 1980
Cigarettes - 221 218 . 255 240 g 273
Cognac ' % 510 I 580
Whisky 511 502 486 ( 373 : 425
Gin (a1 422
Aquavit 333 327 316 315 1 358
Beer 833 818 792 750 : 1853

272 Kr

100 IM = 272 Xr 277 ¥r 289 Xr 309.59 Kr

P

As stressed in the second report, Takle 2 offers a useful additional
reference peint in indicating what changes in the differences between
Danish and German tax levels will be raquired in order that the present

large differemces in retail prices may be substaniially reduced.

The index shows that in Denmark in September 1980 the tax on cigareties
was relatively higher than at the beginning of the five year derogation
period, that the relative tax on beer had besen slightly reduced and that,

for spirits, the relative situation remained more or less unchanged.
¥
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_ The last colwm in Tablc 2 sbow how mhe s1tuat10n would have been, 1f the
'excha.nge ‘rate between UM and M had. remamed uncha.nged from January 1978
‘unt_:.l-September .,3.980. | "'n this gztue.t:.on, all three produot categories would
have been rela'ively higher %.+cld in Suptember 1980 than they were in Janvary
1978. In-isolation, the¢ affect of the fiscal policy followed in Denmark
since 1978 has thereforc heen to mden the gap, rather than to narrow ite

VIII. g‘g‘;@gom costs in Denmark
Table 3: Transpori costs

D:gai;’:ure | ?:'_s;af;;: .“Return prices in Dkr, ) ' gﬁgi’l
g"ﬁf"r by organised bus | by train costs by car*
Sept.  Septe gea:;: ProT Sept.  Sept.
1979 1980 |-SePts 919 1 1979° 1980
‘ Sept. 1980
falborg 2710 | 25 1 202 ~ 205 257
Aarhus 175 20 1 150 133 | 166
Odense 150 15 1 116 114 Uy
Fredericia 100 10 1 14 1 16 95
Vojens 50 10 1 34 38 48

*Based on a car using 11 petrol (3 80 Kr/l in Sept. 1979 and 4.75 Kr/l in
September 1980) per 10 km,

Table 3 shows that the "price" for organised day-trips or "shopping
excursions" by bus is virtually nil,’ 'I'he explanation lies in the pra,ctxce g
of German border supermarkets to pay the bus compa:nies ever higher subsidies
per passenger brought to the supemarket from Denmark. 'The Commission has
earlier drawn attention to the problem of the unrealistica.lly low costs

for bus passengers, and views their faotua.l abolition with concern,.

;n the period under report, the transport oos-l;e by private car ino:-eased‘
by 25 %, whereas the costs by train remained unchanged.
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IX. Conclusions

During the period under review there has been a negligible decrease in the
price gap between the price of cigarettes and beer in Demmark and Germany.
This effect is solely due to the depreciation of the Danish crown, relative

to the IM,

The new mixed system for taxing spirits maans that the price gap between

the cheaper spirite products mold in Denmark and in Germary has decre:

Cn the other hand, Ior the more eoxpensive nroducte T AT

the

the gap hag widensd. Nereover, the subgtantial ad

of maltiplying Aiffersnc
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by a factor of 2 or mcre idependivg on the size of the reitailer margin,

-

Consequently, hetween the more expensive produnts on 10

Denmark and Germany in future be such less

Ty 3 LRV Thrw e P . BTSN AR Y 3 e R L NP
devaiuation in the Danish crown relative to the TM. This price ssotor is

of course thne area where {he greatest savings cen be nads by buying in
Germanye, It fellows that the mixed system has aggravated the situsticn

for expensive spirits, a situation which only can be reverged Ly a

reduction of the ad valorem element of the spirits excise,

As regards the coming year, the Commission has no firm informaztion of
piammed changes in the excise duties covered in this report, whether in
Denmark or Germany, although the Danish Minister of Fisecal Affairs is
uriderstood to be congidering reducing the excise duly on wiung. Such a

step would undoubtedly ease the border trade problem,

In conclusion, +the Compission notes that in geweral ~ as in 1978 and 197G -

no significant progrsegs has heen achieved in 1980 in

wdusts concerned,. On the comirary, the

(> ;‘t,-‘.,i».«-y-
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