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In 2009–10, 17 states considered expanding taxation on sugar-sweetened beverages
(SSBs) as a potential source of funds and a means to curb obesity. This article examines
the various types of soda tax proposals, the underlying economic theory, and the
anticipated impact of the proposed taxes on different population groups.
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localities have either
imposed or are considering imposing an additional sales
tax or an excise tax on SSBs.
Current taxation of SSBs

Taxation of SSBs is complex because soda
and other sweetened beverages are
purchased from many different outlets,
including grocery stores and restaurants,
and in two primary forms, fountain sodas
and sealed containers. Currently, state
taxes on soda vary both across states
and within states by point of sale and

the form of the beverage. Local taxes on
soda are a source of additional variation
in tax rates.
Forty-five of the 50 states have a sales
tax on general merchandise. In most
states with sales taxes, food for home
consumption is taxed at a lower rate
than other items. In some states, soda
for home consumption is treated as general merchandise rather than as food
and is subject to the normal, higher rate.2
Food consumed at restaurants or fastfood establishments is usually subject to
the regular sales tax or a higher restaurant meal tax. In most states, vending
machine sales of soda are subject to the
same tax as grocery store sales of soda.
Independent of all these laws, soda
purchased with benefits from the
Supplemental Nutrition Assistance
Program (SNAP, formerly called the
Food Stamp program) is not subject to
the sales tax.3 The Food Security Act of
1985 (Public Law 99-198) declared that
a state would not be able to participate in
the Food Stamp program if sales taxes
were collected on food purchased with
food stamps. As a result, no state currently
collects sales tax on soda (or any other
good) purchased with SNAP benefits.
Taken together, these regulations mean
that the state tax on soda can vary within
a given state.
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According to data from the Rudd Center
for Food Policy and Obesity at Yale
University, 17 states filed legislation in
2009–10 to expand soda taxation; two
of those states, Colorado and Washington,
passed such legislation. With a new
legislative session beginning in 2011,
states may again begin to expand the
taxation of soda.
There are two primary forms of increased
taxation. In some states, proposals would
subject soft drinks to the general sales tax
and no longer treat them as food items.
This type of proposal was enacted in
Colorado. The second type of proposal
would create an excise tax on distributors of soft drinks. This was enacted in
Washington State, where bottlers needed
to pay a $0.02 tax per 12 ounces of soda.
This legislation was subsequently repealed.
Economics of soda taxation

In general, taxes distort market functioning and reduce economic efficiency. Proponents of soda taxation argue that it
falls into the realm of a “Pigovian tax.”
Such a tax may actually increase total
economic efficiency in the presence of
externalities from consumption. In other
words, if there is a negative effect from
consumption of a particular good that
is not directly felt by consumers, then
when left to their own devices, consumers
will consume more of the good than is
socially optimal. Therefore, taxing such
a good will not only raise revenue for
the government, but may also improve
overall social welfare by reducing

“overconsumption” of the good. In the
case of the soda tax, reducing consumption may reduce average body weight and
obesity rates. This, in turn, might reduce
health problems related to obesity, such
as diabetes and heart disease, and could
reduce health care expenditures.4
Public finance theory argues that it
usually does not matter whether a tax is
imposed on the producers or consumers
of a good, because the producers can pass
some of the tax on to the consumers.
The incidence of the tax burden is shared
depending on the elasticity of demand
and supply, regardless of whether producers or consumers directly remit the
tax. However, in the case of the soda tax,
there are important differences between
the excise tax (paid by suppliers) and sales
tax (paid by consumers and remitted by
retailers) proposals. Specifically, sales
taxes are ad valorem—in proportion to the
good’s price. In contrast, the excise tax
proposals have been based on volume,
with a tax either per ounce of soda or
per teaspoon of added sugar.
Soda prices tend to be lower on a per
ounce basis for larger containers (such
as two-liter bottles or 12-packs) than for
individual cans or single-serve bottles or
for generics. As a result, if an ad valorem
tax is levied, then the tax per ounce of
beverage will be lower for larger servings
and generic brands, and consumers may
switch to these cheaper options. Some
excise tax proposals would levy taxes per
ounce. This would not give consumers
an incentive to switch to larger containers,

but it might encourage consumers to
switch to brands with a higher sugar content. Other excise tax proposals would
levy taxes based directly on sugar content.
Excise taxes also would lead to increased
prices of fountain and restaurant beverages, because increased excise taxes
would apply to beverages before they are
shipped to restaurants. If states expanded
soda taxation by adding grocery purchases of soda to the tax base, however,
it would not affect restaurant prices, as
restaurant purchases are already subject
to the sales tax.
Finally, the intersection of proposed soda
taxes and SNAP benefits depends on the
form of the tax. An increased sales tax on
soda would not apply to these purchases.
On the other hand, excise taxes that are
levied earlier in the production process
would be passed on to SNAP recipients in
the same way that they are passed on to
other consumers—by being incorporated
into the list price of the drink.
Impact on different population groups

An increase in soda taxes would affect
people differently, depending on how
much soda they purchase, where they buy
it, whether they purchase it with SNAP
benefits, and the form of the tax. In
figure 1, we calculate average annual
spending on SSBs consumed at home
(at-home SSBs) for members of various
demographic groups, based on data from
the Bureau of Labor Statistics’ 2008
Consumer Expenditure Survey (CEX). We
also present at-home SSB spending as a
share of total spending, as a share of total
food spending, and as a share of total
spending on food consumed at home.
The CEX is the most comprehensive
survey of household expenditure patterns in the United States. The survey
provides detailed information on drinks
purchased for consumption at home
and more limited data on drinks purchased away from home.5 We present
data on the sum of spending on carbonated drinks, fruit-flavored noncarbonated
drinks, and sports drinks. While diet
drinks would not be subject to additional
taxation under some proposals, carbonated drinks are not separated by calorie
content in the data.

In figure 1, we show that the average
household spent $142 on sugar-sweetened
beverages at home in 2008.6 Among the
eight subpopulations in the data, only
Hispanics exceeded average spending
by more than $10, while three groups
spent over $10 less—blacks, those with
less than a high school education, and
the poor. The next three columns of
figure 1 show spending on SSBs as a proportion of total spending (column 2),
total food spending (column 3), and total
spending on food at home (column 4).
Sugar-sweetened beverage consumption
as a share of total spending falls as educational attainment increases. The same
pattern is found for SSB spending as a
share of food spending and at-home food
spending. We also observe that SSBs
represent a larger share of the spending
of the poor than is true for the overall
population. As a result, a soda tax would
likely have a disproportionate effect on
the less educated and poor groups; these
groups are also more likely to benefit
from the SNAP program.
We have shown that SSBs comprise a
non-trivial share of food spending. In
figure 2, we provide data on the role SSBs
play in individuals’ diets. The data here
come from the 2007–08 wave of the
National Health and Nutrition Examination
Survey (NHANES),7 and the sample is
limited to adults aged 20 or older. Calorie
consumption is collected using 24-hour
recall interviews, and we use the first
day’s dietary recall for those that report
multiple days of data. The NHANES
series of studies is the largest national
data source on caloric intake. We construct the measure of SSBs by combining
reported intake of sugared sodas, sweetened teas, and energy drinks. Overall,
as shown in figure 2, adults on average
report consuming 121 calories per day
from SSBs. The standard deviation of
calories from SSBs is large, indicating
that there is substantial variation across
individuals in intake. On average, SSBs
account for 5.6% of total reported calorie
intake. Average SSB consumption varies
only slightly by race/ethnic group, but
varies much more widely by educational
attainment.8 Individuals in households
with a high school diploma or less get
over twice the proportion of their daily

calories from SSBs than those in college
graduate households. Similarly, the
poor get a larger share of their daily calories from SSBs. Across all groups, the
average share of calories from SSBs is
greater than the average share of food
spending on SSBs (shown in figure 1),
indicating that SSBs are a relatively inexpensive source of calories.9
Potential impact on public health

A recent study of the effects of current
soda taxes on obesity finds that higher
taxes do not reduce obesity rates.10 Recent proposals, however, suggest raising
the tax rates to levels much higher than
those that are currently seen and may,
therefore, lead to a different outcome.
Two conditions would need to be met in
order for an expanded soda tax to affect
the rates of overweight and obesity. First,
increased taxation would need to lead to
reduced consumption of soda. Recent
research suggests that soda consumption
is modestly responsive to price changes.
According to a recent study by Andreyeva,
Long, and Brownell, an increase in soda
price of 10% would decrease consumption by somewhere between 2.7% and
8.1%.11 Second, lower soda consumption
would need to result in a reduction in
overall caloric consumption.
There are many possible responses to
increased soda taxes. Consumers might
purchase soda that has more sugar or
calories per ounce. They might also respond by consuming other drinks that
are not subject to the tax or shifting their
consumption to other items. A recent
study that estimated the impact of a 40%
tax on all SSBs found that the tax would
reduce an individual’s calories from SSBs
by about 17 kcal per day and calories
from consumption of all beverages by
12 kcal per day.12 The study found that
some of the drop in SSB consumption
is offset by a higher intake of calories
from other beverages, but the authors
do not investigate the effects of SSB
taxation on consumption of food. The
effects on food consumption and, hence,
the effects on total calories, depend on
whether calories from food and drinks
are substitutes or complements. In addition, because elasticity of demand varies
with consumer preferences, it is possible

that the tax response will differ systematically based on consumers’ obesity status.
Conclusion

In this article, we have documented
consumption patterns for SSBs, in terms
of both expenditure and caloric intake.
In general, less educated and poorer
population groups concentrate a higher
proportion of their total spending on
SSBs and get a larger fraction of their
daily caloric intake from these relatively
inexpensive sources. In the absence of
substantial differences in the elasticity of
demand across groups, this implies that
increased soda taxation would primarily
affect these disadvantaged groups.
However, the impact will vary somewhat,
depending on the particular form of
the tax and whether purchases are made
using SNAP benefits.
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