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SOFT DRINK TAXES

Why Consider Them?

Sugar-sweetened beverages with little

or no nutrition are staples of today’s
American diet. These beverages are inex-
pensive, in abundant supply, and appeal
to our taste for sugar. They are heavily
marketed, especially to children, often
using celebrities, sports stars, and cartoon
characters. More than for any category

of foods, rigorous scientific studies have
shown that consumption of soft drinks is
associated with poor diet, increasing rates
of obesity, and risk for diabetes. These
links are strong for children.

Chronic diseases related to poor diet cost
the country billions of health care dollars
each year and are complex problems
which must be addressed with multi-
faceted strategies. Taxing certain classes
of products to reduce consumption has
been proposed as one such strategy.

Policy makers across the country who are
concerned about nutrition are consider-
ing the implementation of soft drink
taxes to complement other public health
initiatives.

REVENUE POTENTIAL

As of 2007, 40 states imposed small sales
taxes on soft drinks and/or snacks. The
rates are highest for soft drinks and for
items purchased in vending machines.!

This Rudd Report gives policy makers
and interested citizens key information
to determine whether such taxes are a
viable alternative for their constituents
and communities.

It provides:

® a summary of research which addresses
concerns of policy makers and citizens;

m policy recommendations;

m arguments used by proponents and
opponents of taxes.

What Would These
Taxes Accomplish?

Taxes on soft drinks that contribute to

poor nutrition and obesity can be con-
ceived with two goals: raising revenue
and changing consumption. They can:

m raise considerable funds to be
earmarked for nutrition initiatives
such as subsidies of healthy foods or
programs in schools;

m A very small national tax, 1 cent per 12-ounce soft drink,

would generate at least $1.5 billion annually.? Placing this in

context, this is triple the amount the nation’s largest funder

of work on childhood obesity is spending in five years. A

steeper tax of 7 cents per 12 ounces could generate about

$10 billion per year.?

A proposed sales tax of 18% on soft drinks in New York

State was projected to bring in $400 million in the first year

and close to $540 million thereafter.*

m raise the relative price of unhealthy
beverages thereby discouraging their
consumption;

m decrease sales of those beverages,
and influence demand for healthier
alternatives, which may encourage
beverage manufacturers to
reformulate their products;

® convey a message that government
and policy makers are concerned about
nutrition and the public’s health.

Issues Concerning
Soft Drink Taxes and
Synopses of Scientific
Research

ISSUE: CONSUMPTION AND
HEALTH EFFECTS

A substantial increase has occurred in
the consumption of soft drinks since
the 1970s.

FINDINGS

Consumption

m A 2004 study found that soft drinks
are the single largest contributor of
energy intake in the United States.®

m U.S. per capita daily consumption
of calories from sugar-sweetened
beverages rose by nearly 30% in the
past decade alone. Further, traditional
carbonated drinks are losing market
share, while beverages like sports
drinks, energy drinks, and sweetened
waters and teas are showing significant
growth in the marketplace.”
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Percentage of Beverage Calories from Sweetened
Beverages and Milk, for Children Ages 2-18
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m The percentage of beverage calories
from sweetened beverages consumed
by 2-18 year olds has increased,
while the percentage from milk has
decreased. In the mid-1990s the
intake of sugared beverages began
surpassing that of milk.2

m Sugar-sweetened beverage
consumption is highest among
groups that are at greatest risk of
obesity and type 2 diabetes.’

m Research suggests that people
compensate less well for calories
that come in beverages compared to
calories in solid food; hence the large
increase in calories from beverages is
a matter of great concern.™

Effects on Health

m For children, each extra can or glass of
sugar-sweetened beverage consumed
per day increases their chance of
becoming obese by 60%.

m A 2009 study found a reduction of
sugar-sweetened beverage intake was
significantly associated with weight
change. One fewer serving per day
resulted in the loss of more than one

1989-1991

pound of weight at 6 months, and 1.4
pounds at 18 months.™

= Women who regularly consume

sugar-sweetened beverages have a
higher risk of coronary heart disease."

m Systematic reviews of evidence

conclude that greater consumption
of sugar-sweetened beverages is
associated with increased calorie
intake, weight gain, diabetes, and
obesity." Papers not showing this
effect are generally funded by the
beverage or sugar industries.

ISSUE: PRICE

Price changes affect purchases and
consumption.

FINDINGS
Effect on Purchase and Consumption

m Based on the best estimates to date of
the responsiveness of demand for soft
drinks to changes in price,”® a 10% tax
could result in about an 8% reduction
in consumption. The effects could be
higher for heavy users of soft drinks."®

1994-1996

1999-2001

m Based on November 2008 price
increase and volume sales information
on Coca Cola and Pepsi sales in the
U.S.,” demand for soda is “elastic”
(-1.15) meaning that a 10% tax would
reduce consumption by 11.5%.

m Price interventions can be effective
in curtailing at-home soft drink
consumption, and promoting milk
consumption.'

m Experiments show that decreasing
the cost of healthy foods relative to
that of less-healthy foods is effective
in promoting the purchase of healthy
items."

ISSUE: TAXING

Taxing alcohol and cigarettes has
proven to be highly successful in
reducing consumption.

FINDINGS

m Numerous economic studies
conclude that every 10% increase in
the real price of cigarettes reduces
consumption by:
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m 3 to 5% overall;
m 3.5% among young adult smokers;
m 6 to 7% among children.?

m A 2009 systematic review of 112

studies of alcohol taxes or price effects

establishes that increasing prices
of alcohol is an effective means to
reduce drinking.?'

ISSUE: PUBLIC SUPPORT

Will the public support soft drink
taxes?

FINDINGS

m Taxes whose revenue is clearly
earmarked to promote the health of

key groups (such as children) are most

likely to receive public support.?

m Public support varies significantly
depending on how the poll questions
are phrased.
= A December 2008 poll of New
Yorkers found lower support (31%)
for an “obesity” or “fat” tax.?

= In contrast, another December
2008 poll found that 52% of New
Yorkers supported a “soft drink”
tax. That number rose to 72%
when respondents were informed
that the revenue raised would be
earmarked for obesity prevention
among children and adults.**

m A 2008 study found that New York
State residents would be willing to
pay $690.6 million per year if it meant
a 50% reduction in childhood obesity.
When applied to the entire U.S., the
number increases to $10.6 billion.?

m Support has increased over time: a
2003 national survey found that 41%
percent supported a special tax on
“junk food."?

Policy Recommendations

TAX CONSIDERATIONS

inconvenienced by having to charge taxes on some beverages and not others.
This may motivate them to become spokespersons for opposition or repeal.

In states where sales taxes are lower for groceries than for other goods, soft drinks
should be taxed just like other consumer goods and not given a special lower rate
reserved for food necessities.?”

m Exempting diet beverages from taxes
m Advantage
> may encourage consumers to switch to diet or “light” beverages. This may be
beneficial in combating weight gain, although there is inconclusive evidence
about the role that artificial sweeteners play in obesity prevention? or overall
health.
m Disadvantages
> may make administering the tax more complicated;
> generates less revenue.

PUBLIC HEALTH MESSAGE

m Make the public health message explicit to increase public support for a tax: the
purpose is to fund nutrition programs and obesity prevention, and to reduce
consumption of unhealthy products.

m Note that the tax is not just directed at obesity. Poor nutrition affects the health of
everyone, overweight or not. In addition, children can develop habits and brand
loyalties well in advance of becoming overweight.
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USE OF THE REVENUE

OTHER CONSIDERATIONS:
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ARGUMENTS FOR AND AGAINST SOFT DRINK TAXES

Opponents say:

Soft drink taxes are regressive. They will dis-
proportionately hurt the poor and minorities who
spend a larger proportion of theirincome on food.

The government should stay out of private
behavior. It should not try to requlate what
people eat or drink.

Soft drink taxes can’t be compared to ciga-
rette and alcohol taxes. The use of tobacco
and alcohol can have adverse consequences for
non-users (for example, second hand smoke, and
drunk driving accidents, called “negative externali-
ties”). This is not true for soft drink consumption.

People who consume too many soft drinks
know they risk becoming overweight.
Everyone else shouldn't have to bear the burden of
their bad decisions.

These taxes will jeopardize jobs.

Proponents say:

m Soft drink taxes have the potential to be most beneficial to low income people, who:
may currently consume more soft drinks;
may be more sensitive to higher prices and therefore stand to benefit most from reducing consumption.

This is especially true if the revenues are used for programs that will benefit the poor, or for subsidies on
healthier foods which can offset concerns that the tax is regressive.

m While everyone must eat, sugared beverages are not a necessary part of the diet and generally deliver
many calories with little or no nutrition.

m |tis generally agreed that while it is good public policy for the tax system as a whole to be progressive, it
would not be good policy to expect that every single sales tax should be progressive.”

m The government is already deeply involved in what we eat, from farm subsidies to setting nutritional
standards for school meals. Historically, major government interventions have been successful in
improving and protecting the public’s health. Examples include smoking restrictions and tobacco taxes,
mandated seat belt usage, fluoridated water, and vaccinations.

m |tisimportant to also consider change in government policies that may be encouraging the consumption
of sugar-sweetened beverages. Agriculture subsidies that support the production of high fructose corn
syrup, and USDA policies on what can be sold in schools are examples.

m Some states and cities have lower sales taxes on foods than other products by virtue of food being a
necessity. Policies could define sugared beverages as non-necessities so they would not qualify for lower
rates.

Sugared beverage intake also results in externalities. Because of the relationship of soft drink
intake with negative health outcomes in both children and adults, health care costs rise. For example,
obesity-related medical expenditures were estimated in 2002 to be $92 billion, half of which were paid for
with taxpayer dollars through Medicaid and Medicare.®®

Consumers, especially young ones, may not know the risks involved in over-consumption of

soft drinks or calories. For example:

m People may not be aware that a 20-ounce bottle of Coca Cola has more than 15 teaspoons of sugar and
240 calories.

m Most people cannot estimate the number of calories in a fast food meal. Even experienced nutritionists
underestimate the numbers.

m (Qverweight and obese children are more likely to become obese adults and suffer from related chronic
diseases.

The public may also not be aware that in 2006 manufacturers spent about $1.62 billion to market soft drinks,
snacks, and other unhealthy foods, just to children and adolescents and just in the U.S. Approximately $870
million of that was spent on advertising to children under 12."

Soft drink taxes could shift consumer demand, forcing the industry to reformulate its products to be
healthier, rather than to downsize and cut jobs. Tobacco taxes did not cause long-term job loss.
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