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The Case for Taxing Consumption of Sugary Drinks in Texas

Children disproportionately drink sugary drinks and are most sensitive to differences in price. The key to
reducing child obesity in the state—and weight-loss averaging five pounds per year per overweight
child—is a penny-per-ounce tax on the drinks driving the problem.

Americans’ consumption of sugary drinks like soda has more National Trends in Childhood Obesity

than doubled in the past four decades,' in direct relationship to
the dramatic rise in obesity rates. The national child and
adolescent obesity rate has increased from an average of 5% in
the 1970s, to nearly 17% today.ii In Texas, one-third of all 10-
17 year olds are overweight or obese.™ Multiple studies have
found a direct link between consumption of sugary drinks and
weight gain and overweight status in children and adults," but
children are disproportionately likely to have sugary drinks -—
every day.
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The obesity epidemic has become so stark, and the scientific
research has built such a clear link between obesity and
sugary-drink consumption that now the Institutes of
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Medicine,’ the U.S. Conference of Mayors," and the o
Brookings Institution,"” along with major public health _
associations and others, all recommend that state and 300+ \ bk
local governments enact a tax on sugary drinks. The § \6\\
United States Department of Agriculture has found that a g 200}
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tax on sweetened beverages could result in the average
adult losing an estimated 3.8 pounds per year and the 100-
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average child losing 4.5 pounds per year, which would e
begin to reduce rates of obesity and overweight for both 5 =
children and adults."™ 1965 1977 1989 2002 2006
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Public health experts attribute 43% of the rise in children and Y v

adults’ caloric intake over the last thirty years to increased

consumption of sweetened beverages alone.™ No single category of food accounts for more calories in
the average child’s diet than sugary drinks.* Research indicates that daily consumption of even one 12-
ounce sugary beverage can result in an annual weight gain of up to 15 pounds.” According to a recent
survey of over 15,000 Texas children in middle and high schools, 83% of boys and 78% of girls consumed
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at least one sugar-sweetened beverage per day; 35% of boys and 22% of girls consumed three or more
sugar-sweetened beverages per day.” Unlike sweet foods that might be energy-dense but contribute to
a feeling of fullness or contribute some nutritional value, sugary drinks meet no critical health needs and
do not contribute to a sense of fullness the way that solid foods do.

Decreasing soda consumption could help reverse the obesity trend since consumer demand for specific
food and drink products is sensitive to increases in prices, especially for children and teens. Taxation can
be an effective way of reducing soft drink consumption, and, ultimately, obesity; the level of demand
reduction depends on the level of the tax.™ In terms of the effectiveness of taxation compared to other
ways of reducing consumption, there are many parallels with smoking. Research into anti-smoking
campaigns shows that taxation has been the single most effective mechanism at reducing the
behavior."

Today, Texas has a 6.25% general sales tax that applies to most goods, including all prepared foods,
candy, and sugar-sweetened beverages.” Unprepared food is exempt from the Texas sales tax, and the
state has no tax specific to sodas or junk food.™ Approximately 40 U.S. states take a similar approach,
taxing soft drinks and junk foods through the state general sales tax, which are usually broadly applied
and thus have no effect on consumption of a particular item." A targeted tax on soda has two public
interest goals: curbing consumption of an unhealthy product in order to reduce obesity and overweight
prevalence, and raising revenues for obesity prevention initiatives.™"

Some proponents of the sugary drink tax, including the Rudd Center for Food Policy and Obesity at Yale
University, have done extensive research and public education on ways in which the marketing of
unhealthy beverages exploits vulnerabilities in consumers’ judgment. When people do not have
complete information about health consequences and other considerations, they make decisions in the
short-term that act against their own expressed long-term interests.* Many economists note that public
policies can counter imbalances in information, so that consumers’ choices better reflect these long-
term preferences. Additionally, sodas and other sugar-sweetened beverages are marketed extensively to
children,”™ who are especially susceptible to prioritizing short-term preferences over longer-term
wellbeing. The food and beverage industry spends more marketing sweetened beverages to consumers
aged 2-17 than they do for any other category of products.™

People who become obese also impose increased healthcare costs on others. The public shoulders cost
for obesity-related increases in healthcare expenditures through higher premiums for private health
insurance and taxation to pay for mounting public health insurance program costs. ™ Average healthcare
costs for a child treated for obesity are three times the cost of an average child, both for privately
insured children and those insured by public programs like Medicaid. ™" Further, the number of
hospitalizations and associated costs for obese children nearly doubled in just six years from 1999 to
2005.*" The CDC reports that the average annual medical costs for an obese adult are $1,429 more than
those for an adult with a normal weight.”™ Obesity is a product of genetics, individual choices, and
environmental factors, and can be controlled in many, though not all, cases. The rationale for levying a
tax on sodas due to the costs imposed by obese people is parallel to the justification for levying taxes on
cigarettes— these taxes balance the negative impact on the rest of society.
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Since demand for most goods is price-sensitive, the higher the tax, the less consumers drink rather than
paying the higher price. When consumers decrease their demand greatly in response to a price increase,
their demand is said to be relatively elastic; when they pay the higher price without reducing demand
much, their demand is said to be relatively inelastic. Based on research from the Rudd Center for Food
Policy and Obesity at Yale University™”, the soda industry itself, ™" and the Center for Science in the
Public Interest (CSPI), il the elasticity of demand for sodas falls somewhere between -.6 and 1, with
the -.8 estimate by the Rudd Center in the middle of that range and the most commonly cited in
publications. This means that, for a 10% increase in price, there is an 8% decrease in consumption.
Research shows that children and teenagers are more sensitive to price than adults since they often
have less disposable income. ™

For comparison purposes, the elasticity of demand for cigarettes is somewhere between -.3 and -.5.”* In
other words, the elasticity of demand for sodas is nearly twice that of cigarettes. For a 10% increase in
cost, the decrease of demand for sodas would fall by twice as much as cigarettes. The relatively high
elasticity of demand for sodas compared to cigarettes implies that price changes would be an even more
effective way to reduce demand for sodas than it is for cigarettes. There is every reason to believe that a
sugar-sweetened beverage tax would have the intended outcome of reducing consumption that leads to
obesity.

The Rudd Center and CSPI both have online calculators that allow policymakers to estimate revenues
generated by a sugary drink tax structured as an excise tax, where the tax is levied per ounce at the
distribution level rather than a sales tax taken at the register. An excise tax is visible to consumers in the
price of a product, making it more likely that it will affect demand, and is relatively easy to enforce.®™
The CSPI calculator uses the most conservative estimate of demand elasticity, -.6, and estimates that, a
penny-per-ounce tax would raise $1.3 billion per year for Texas. As an alternate estimate, using
regional consumption data from the Beverage Marketing Corporation, the Rudd Center finds that the
same level of tax would bring Texas $1 billion annually. " By contrast, the total annual medical cost
directly attributable to obesity, just for adults, in Texas today is $6.8 billion per year.™" It is expected
that as the tax continues to impact price, demand for sugary beverages will fall. This decrease in
consumption will have a positive impact on the health of Texas children, and although decreased
consumption also means less revenue, healthier Texans means lower costs related to obesity.-

Recommendation: Texas should adopt a penny-per-ounce soft drink tax to accomplish both the public
health goal of reducing obesity through decreasing consumption of sugary drinks and the fiscal goal of
generating revenue to offset the costs created by obesity. New revenue raised by the tax should be
committed to obesity prevention, fully funding the Texas School Health Network and the robust
implementation of coordinated school health statewide.
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