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Introduction

1.1. Background

Changes to the global food environment has meant, amongst other things,
that cheap food and beverages with high levels of saturated fat, salt and
sugar are increasingly accessible, including in low- and middle-income
countries (LMICs)."? Sugar-sweetened beverages (SSBs), defined by
World Health Organization (WHO) as all types of beverages containing
free sugars, are of particular concern to policymakers as excess sugar
consumption — particularly in beverage form, where excess caloric intake
due to sugar is not digested in the same way compared with food - is
associated with an increased risk of a range of non-communicable
diseases (NCDs) including dental caries, obesity, type 2 diabetes,
hypertension and coronary heart disease.®>"# SSB consumption is linked
to overweight and obesity. Higher-than-optimal BMI causes an estimated
5 million deaths from NCDs.?""? Despite the risks, as well as widespread
recommendations to limit intake of excess sugar by health authorities,
consumption of SSBs is on the rise in many countries.’®'* This trend is
driven by heavy marketing and corporate interests in expanding to new
market segments, particularly in LMICs.™#-"6

Ensuring a healthy food environment and tackling the drivers of poor diet
- including limiting SSB consumption — is a large and complex problem
that requires a coordinated policy approach, beyond relying on individual
behaviour change alone.’”” SSB taxes are a compelling policy option with

a growing evidence base. Taxes levied on SSBs create a price differential
meaning that SSBs are less affordable and are thus consumed less,
leading to improved population health outcomes.’> SSB taxes can be a win-
win-win (triple win) strategy: a win for public health (reducing consumption
and averting health-care costs), a win for government revenue (increasing
revenue) and a win for health equity (reducing health inequality).237-1184
Reducing sugar consumption through effective taxation on SSBs is
recommended by the World Health Organization as a key intervention to
prevent and control the burden of NCDs.'® SSB taxes have been introduced
in over 40 jurisdictions worldwide, and more than 108 countries have
levied taxes on unhealthy food and beverages.’ As a relatively new policy
instrument, there are a range of lessons, considerations, and associated
challenges in implementing or strengthening SSB taxes.

This document supports policymakers and other stakeholders to
implement SSB taxes more effectively, with a focus on the political
economy of SSB taxation and on how policy processes are shaped at

a national level. It is the fourth in a series of resources that provide a
practical overview of approaches to support national stakeholders to
develop, strengthen, and implement fiscal policies for health. It provides
a step-by-step approach to demonstrate how the Health Tax Action
Framework can be applied to SSB taxes.
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The case for SSB taxes

2.1. The current situation

In many settings globally, SSBs account for the largest proportion of free
sugar consumption of any food or beverage type 3?° Average global SSB
consumption was estimated to be 137.2 mL per person/day amongst
adults aged 20 and older in 2010.2" Adolescents aged 12-15 years in
LMICs consume sodas on average 1.4 times per day.?? While overall SSB
consumption is decreasing in some settings, such as North America and
Australasia, they are increasing in others, including Latin America and
Sub-Saharan Africa.?®

Consumption levels vary greatly across geographic locations, gender,
age and socioeconomic status.?’ Consumption in 2010 varies from
47 mL per person/day in East Asia to 450mL per person/day in

the Caribbean.?' In high- and upper middle income countries, SSB
consumption tends to be highest amongst those with lower education
and socioeconomic status,?*-22 while in lower-middle income or low
income countries it is higher amongst those with higher socioeconomic
status (e.g. Indonesia,? Philippines®®). At all age levels and across
different country income groups, women tend to consume less

SSB servings/day than men.?' Particular populations such as Black
households in the US?® and Indigenous communities in rural Canada®
demonstrate particularly high levels of SSB consumption.

SSB consumption is associated with increased risk of obesity, type 2
diabetes, hypertension, dental caries, and coronary heart disease.®™®
Globally in 2010, up to 184,000 deaths/year were attributable to SSB
consumption, including 133,000 deaths/year from diabetes, 45,000
deaths/year from cardiovascular disease, and 6,450 deaths/year from
cancer.®2 Over 70% of deaths are estimated to occur in middle income
countries.®? A study suggested that in 2012 Mexico is heavily impacted
by SSB consumption: in 2012, 6.9% of all deaths were attributable to
SSBs, equating to around 405 deaths/million adults.322 Globally, up to
8.5 million DALYs are linked to SSB intake.*?
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2.2. Understanding SSB products

The WHO defines SSBs as “all types of beverages containing free
sugars, and these include carbonated or non-carbonated soft drinks,
fruit/vegetable juices and drinks, liquid and powder concentrates,
flavoured water, energy and sports drinks, ready-to-drink tea, ready-to-
drink coffee and flavoured milk drinks."’® Free sugars are both sugars
naturally present in food products or beverages as well as sugars that
are added to foods and drinks by the manufacturer, cook or consumer
(Box 1). SSBs can be categorised as ready-to-drink (RTD) beverages
(defined as beverages sold in packages or containers which can be
consumed immediately), ready-to-reconstitute beverages (defined as
products sold for household use which are intended to be used to make
a beverage), and fresh-made beverages (defined as beverages which are
not sold in packages or containers but are made immediately prior to
consumption).

Heterogeneity in the composition and categorization of SSBs has meant
there have been challenges in developing a standardised definition
suitable for SSB taxation. Notably, product composition affects the
degree to which certain beverage categories can be targeted by a

tax. For example, from a practical tax-administration perspective, it is
challenging to target fresh-made SSB consumption. To avoid this issue,
some jurisdictions specify that the tax applies to manufactured or
pre-packaged SSBs. Given the variety of SSBs available, it is important
to assess the extent to which different types of beverages contribute
to total sugar and caloric consumption patterns within a particular
setting. Local dietary data (preferably consumption data, rather than
sales data which may underestimate non-RTD beverages) can be used
to develop an understanding of underlying SSB consumption patterns.
It is important that taxes cover as many sources of beverage-derived
free sugar as possible so that they maximise the potential for sugar
reduction and do not incentivize consumers to substitute to high-sugar
untaxed beverages.z
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Box1.
Differentiating between added sugars
and free sugars

Current World Health Organization (WHO) guidance is based on free sugar intake and
recommends that adults and children should limit free sugar consumption to not more than
10% of total caloric intake, with further benefits from reductions to 5%.%* There is a distinction
between added sugars and free sugars. Added sugars are caloric sweeteners introduced

into a food or beverage by the manufacturer, cook or consumer. Free sugars include added
sugars, but also include “sugars naturally present in honey, syrups, fruit juices and fruit juice
concentrates.” * For tax purposes, SSBs may be defined on the basis of added sugars, but some
beverages may still contain free sugars. For example, while 100% fruit juices have no added
sugars, they contain free sugars (i.e. “sugars naturally present in... fruit juices”).** In comparison,
unsweetened milk contains lactose (sometimes referred to as ‘milk sugar’), but lactose is not
included in the definition of free sugars and unsweetened milk contains neither added sugar
nor free sugars For purposes of SSB taxation, WHO recommends all beverages containing free
sugars are subject to an SSB tax.
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2.3.

2.3,

2.3.2

Why tax SSBs?

SSB taxes can be a win-win-win (triple win) strategy: a win for public
health (reducing consumption and averting health-care costs), a win for
government revenue (increasing revenue) and a win for health equity
(reducing health inequality) (Table 1).78-"84 SSBs are an attractive
target for taxation because of the health risks associated with their
consumption, their limited nutritive value, and the ability to identify SSB
products (from a tax revenue authority’s perspective) more easily than
other food products and the rise in their consumption in many countries
(Box 2).

Offsetting the costs of SSB
consumption

Like other health taxes, SSB taxes may be used to account for the

full costs to individuals and society from excess SSB consumption.
Individuals do not tend to account for the full cost (either to society,
themselves or both) of current SSB consumption. SSB consumption is
associated with both a social cost (e.g. healthcare spending) and an
individual future cost (e.g. ill health), neither of which is reflected in the
price a consumer pays for an SSB. SSB taxes can be used to correct
for this by increasing the price of SSBs to offset these social costs (i.e.
externalities) and future individual costs (i.e. internalities).*””

Improved health

SSB taxes reduce consumption of SSBs and this has the potential to
translate into substantial health gains.’2% A tax-induced price increase
of 20% could, according to simulations, lead to 24 million years of life
gained (YLG) over 50 years worldwide, while a 50% increase in prices
was estimated to lead to 60 million YLGs worldwide.?¢ In absolute
numbers, the majority of these gains would accrue in middle income
countries, consistent with the relatively high consumption in these
settings. Simulation studies also suggest that health benefits accrue
to low-income groups as they tend to decrease their consumption of
SSBs proportionally more in response to SSB tax increases.* SSB
taxes, depending on how they are designed, may also encourage
product reformulation, leading to lower sugar content. For example,
manufacturers in the United Kingdom of Great Britain and Northern
Ireland responded to SSB taxes through widespread product
reformulation that reduced sugar levels by 45 million kg of sugar per
year.342
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2.3.3

2.34

Reduced spending for households and
governments

Improvements in health from SSB taxes would also reduce future
healthcare spending for both governments and households.** Simulation
studies demonstrate that the greatest reductions in out-of-pocket
spending tend to be amongst low-income groups**“® (except in settings
with highly subsidised healthcare such as South Africa*® and the
Philippines®?). Given the projected increases in healthcare spending
associated with the NCD-related burden of disease, opportunities to
reduce future health spending will be increasingly important.z#’

Raising government revenue

SSB taxes provide an additional source of revenue, particularly at a time
when many governments face budget deficits related to COVID-19 and
other financial challenges. Global estimates of the revenue potential of
SSB taxes indicate they could result in hundreds of billions of dollars
worldwide in additional annual revenue. For example, a one-time tax
increase resulting in a 20% price increase is estimated to generate

USD 724 billion over 50 years worldwide, and one-time tax-induced
price increase of 50% would generate USD 952 billion over the same
period.’® The revenue potential of SSB taxes is lower than other health
taxes because of differences in product value and price elasticity (i.e.
consumers respond to price changes in SSBs more than tobacco and
alcohol). Revenues from SSB taxes may be earmarked for specific
purposes, or they may contribute to a general fund (see Section 5.3.1 for
a further discussion on earmarking).
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Box 2.
Nutritional evidence for SSBs and
why they are an attractive target for taxation

People who consume SSBs are less likely to compensate for this caloric intake, with the net re-
sult that they consume a greater number of calories than they otherwise would have consumed
if the same number of calories had been consumed in solid form. Second, because SSBs con-
tain high levels of rapidly absorbable carbohydrates (e.g. sucrose, high-fructose corn syrup) and
are often consumed in high volumes, their consumption may increase dietary glycaemic load
and lead to insulin resistance, elevating diabetes risk.* Third, in many settings SSBs account
for the largest proportion of free sugar consumption of any food or beverage type.?°

WHO recommends that both adults and children should reduce their daily intake of free sugars
to less than 10% of their total energy intake.** Assuming a standardised 2000 kcal/day diet (for
adults), the WHO recommendation entails consuming no more than 509 of free sugar/day in
total. A single 500ml regular carbonated soda typically contains more than 50g of sugar, ex-
ceeding this recommendation before other sources of free sugar consumption are taken into
account. Fourth, since the majority of SSBs are comprised almost entirely of sugar and water
(with a variety of flavourings), they provide very limited nutritive value. The extent to which a lim-
ited number of other beverages containing free sugars (e.g. sweetened milks or juices) provide
nutritive value is a consideration when deciding whether to include or exclude these products
from taxation (see Section 5.2.2 below for a more detailed discussion).

While there are many factors which contribute to increased rates of obesity and NCDs, there is
a particularly strong argument for governments to target SSBs given the unique physiological
impacts they have on energy imbalance and glycaemic load and their very high contribution to
excessive free sugar intake.



Action for health taxes from policy development to implementation | Making the case for SSB taxes

10

Table 1. Rationale for SSB taxation and related evidence'
Outcomes Summary of findings Key references
Improved hea|th Reduced SSB SSB consumption decreases following the 12,35,50
consumption introduction of an SSB tax.
Improved health Simulations demonstrate medium- to long- 36,50-53
(morbidity and term improvements (due to reductions in
mortality) rates of obesity, diabetes, stroke, heart
attacks and associated deaths).
Improved health equity ~ The largest gains in health are estimated 30,37,46,54,55
to accrue to the lower-income sub-groups,
except in cases where SSB consumption
was greater amongst high SES households
before tax introduction.
Additiona| Revenue generation Revenue increases have been consistently 36,46,50,56,57
estimated in models, and subsequently
(BRI observed in evaluations of existing SSB
taxes in a range of settings.
Increased spending on Revenues can be invested in health- 58
health promotion/social  promoting or other community development
welfare projects, as has been done in some US
cities.
Hea|thcare Healthcare savings to Cost-effectiveness studies estimate 9,30,46,52-55,59,60
savings government healthcare cost savings due to NCDs

Lower out-of-pocket
(OOP) spending

averted in settings including the US,
Philippines, South Africa, Australia and
Mexico.

Simulation studies demonstrate lower OOP
due to reduced health burden.

44,46

1. These references do not represent an exhaustive list; nationally relevant evidence should be sought where possible.
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Applying the health tax
action framework to
SSB taxation

In Action for Health Taxes: From Policy Development to Implementation, a step-wise framework was in-
troduced to guide users through the policy process and expand on the factors that support the success
of health taxes. These steps can be grouped into three main areas: understanding the broader policy en-
vironment, developing effective policy content, and advocating to ensure the tax is prioritised (Figure 1).

In the following sections, the Health Taxes Action Framework will be applied to SSB taxation, beginning
by focusing in more detail on understanding the national policy context for SSB taxation, and then dis-
cussing technical tax design issues and advocacy/engagement strategies.

Figure 1. Health Tax Action Framework

POLICY PRIORITISATION

POLICY CONTENT

Stakeholder management
Cross-sectoral advocacy

* Engaging key stakeholders
® Managing industry

POLICY ENVIRONMENT

Scientific and technical
evidence base

Poht@a! conte?<t Tax (_1es.|gn . opposition
Identifying policy actors Public financial management

and stakeholders and tax administration

Legal and regulatory Monitoring and evaluation

environment
Policy objectives

Source: Authors
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The policy environment
4.1. Policy context

Developing a clear understanding of the policy context is a key part of
efforts to introduce or amend SSB taxation. A number of case studies
have captured detailed information on the policy processes around the
introduction (or failed introduction) of SSB taxes, and provide models
for understanding the political economy around SSB taxation.>¢'-¢7 Key
enabling factors for SSB taxes include the availability of local evidence,
effective stakeholder engagement, the framing and messaging of the
tax, and broader political momentum.62 These are summarised by the
Multiple Streams Approach (MSA), which was introduced in Action for
Health Taxes: From Policy Development to Implementation. MSA was
introduced to help explain the political economy of why certain policies
come to be seen as an ‘idea whose time has come’ and has been
developed and championed by SSB tax researchers and advocates.%®
Two examples of how the political environment shaped the success and
failure of SSB taxes are briefly summarised in Box 3. More detailed case
studies are presented Health Taxes: What Works?

Box 3.
Reflecting on the future of SSB taxes

Colombia

In 2016, the government of Colombia failed to introduce a tax on sugar-sweetened beverages
(see Health Taxes: What Works? for more details).

Briefly, an SSB tax was put forth as a policy solution to address the budget deficit, alongside

a tobacco tax. Political commitment galvanised around a tobacco tax (which was ultimately
passed), whereas the proposed 20% SSB tax did not move forward. The lack of firm political
commitment to an SSB tax early on may have encouraged SSB industry actors to lobby
intensely against the proposal. Key SSB industry players had strong links with large media
organisations and were able to block civil society efforts to raise awareness about the health
risks of SSBs. Despite high public support for an SSB tax (70%), bi-partisan opposition to the tax
was achieved and the tax was defeated, highlighting the relative influence of the SSB industry
and related conglomerates.®* An SSB tax was subsequently passed in Colombia in 2022.
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South Africa

The government of South Africa successfully passed an excise tax on SSBs in 2017 (see Health
Taxes: What Works? for more details). A comprehensive analysis of the policy process has
been published by Kruger et al. (2021).%°

The SSB tax in South Africa was framed as a response to the problem of rising NCDs. As

early as 2013, taxes on unhealthy foods were identified as policy solutions in several national
strategic documents. Following slow growth in GDP, there was a need to raise additional
revenue. Given the inclusion of an SSB tax in national strategic documents around health, the
possibility of an SSB tax was seen as consistent with other goals within the government. A tax
proposal was introduced in 2016, but the subsequent policy development process was long and
protracted, in part due to industry-driven delays.

A coalition of policy entrepreneurs produced a strong messaging campaign to strengthen
public and political support around the tax. It became clear that there was political support

for the introduction of a tax. However, the opposition influenced the policy design, with
concessions made around the rate of the tax, an exemption threshold and a narrowing of the
definition of taxable products. Despite substantial industry opposition, the government of South
Africa was successful in implementing an SSB tax on 1 April 2018.7°

4.1.1. Trade and regional issues

Under trade liberalisation, tariffs (i.e. taxes applied to specific

imported goods) have been substantially reduced, both on SSBs and
on other types of products.”” Under international trade agreements
governments are generally obliged to reduce and eventually abolish
tariffs (customs duties). There may also be limitations, or harmonisation
requirements, on taxes and pricing measures under regional trade
agreements or customs agreements. Investment agreements may also
constrain regulatory and fiscal policy in certain ways to protect foreign
investments, for example to prevent direct or indirect expropriation of
investments (which may be very broadly defined) or to ensure fair and
equitable treatment or a stable regulatory environment.

However, trade and investment agreements generally include exceptions
allowing governments to regulate to protect public health (e.g. Article
XX(b) of the WTO General Agreement on Tariffs and Trade) which can
include implementation of taxes necessary to protect human health.
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There may also be provisions in regional agreements committing

states party to the agreement to collaborate to protect public health

or on NCD prevention which provides further support for public health
measures. Trade and investment agreements also allow regulatory
space for governments to fulfil other commitments under international
law, including commitments under international human rights treaties to
protect, respect and fulfil rights to food, health and rights of children.

To strengthen the government’s position against potential legal
challenges, among other things SSB taxes should be non-discriminatory
(i.e. applied on both imported and locally manufactured products of

a similar nature), and clearly implemented with a health-protecting
rationale. More information about the legal and regulatory environment
is provided below.

4.2. Policy actors and stakeholders

The introduction of an SSB tax requires leadership from the Ministry of
Finance or equivalent ministry and input from other sectors, including
those related to commerce and trade, agriculture, and labour. Civil society
organisations (CSOs) and academic research groups can also provide
key support. Stakeholder analyses introduced in Toolbox 2 in Action for
Health Taxes: From Policy Development to Implementation can help
identify relevant actors and their relative influence and power.

A comprehensive stakeholder analysis was conducted around SSB
taxation across seven sub-Saharan African countries, highlighting the
major actors likely to be influential across settings: Ministries of Finance,
Health, Agriculture, and Education, as well as the beverage industry.5®

In most settings, the Ministry of Health (MoH) is likely to be a strong
advocate of SSB taxation.

Where Ministries of Finance (MoF) perceive SSB taxes as aligned with
their goals, they represent a powerful advocate for policy passage. If
SSB taxes are seen as a potential way to address budget deficits, they
are more likely to garner MoF support, whereas if industry arguments
about potential job losses and economic productivity risks gain traction,
support may waiver. While several evaluations have found no long-term
impact on employment, SSB industry actors may misrepresent this
evidence, and/or directly threaten to disinvest in countries by moving
manufacturing plants.
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43.

SSB tax advocates should be prepared to address these threats and
communicate with MoF officials to pre-empt these fears from arising.
Addressing industry tactics will be expanded on in Section 6.3 below.

Ministries of Agriculture may also be important stakeholders, with
support likely to vary based on local agricultural patterns and Ministry
priorities. For example, in settings in which sugar is a key crop, an

SSB tax may be viewed as a threat to small farmers - an argument
which is often amplified by industry actors.”"75 However, Ministries of
Agriculture may also be supportive of SSB taxation when the production
of health food is viewed as a key part of national food security and
agricultural development plans.”® Other ministries, such as the ministry
of education, may also play important roles, and should be considered in
comprehensive stakeholder analyses.

Outside of government, CSOs and academic centres may play an
important role, and the formation of pro-tax coalitions has been a key
factor in successful policy passage in several settings. CSOs with a
focus on NCD prevention are likely to be strategic advocates.”’-82

Finally, the SSB industry itself is a very powerful group including, for
example, SSB manufacturers, distributors and sugar farmers and
refiners. Experiences in a number of countries have highlighted that the
SSB industry, or front-groups, will adopt tactics similar to those used

by the tobacco industry in an effort to defeat or dilute proposed SSB
tax policies.®# Some of these strategies include presenting misleading
arguments and attempting to sway public opinion and policymakers,
blocking civil society attempts to promote messaging campaigns,

and even directly threatening individuals and organisations seen to be
advocating for these taxes.®473768586 Section 6.3 summarises common
industry arguments and evidence-based responses.

Legal and regulatory analysis

In addition to the tax design elements discussed below, a review of the
legal and regulatory environment is an important first step to identify
existing taxes and other price policies applicable to SSBs, and define the
mechanisms and legal instruments through which an SSB tax can best
be implemented. A recent analysis of the legal feasibility of SSB taxation
across seven sub-Saharan African countries provides an example of
this type of assessment.®” Developing policy or policy amendments
informed by a legal environment assessment will increase the likelihood
of successfully producing policy change, as well as strengthening the
government’s position against the threat of legal action by industry.8®
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4.3.1. Domestic legal framework

Legal instruments applying taxes to non-alcoholic beverages are

likely to be in place but may not be designed with a health objective.
As discussed above, many countries may have existing excise tax
instruments in place which include SSBs but do not differentiate
between SSBs and non-SSBs and often simply adopt Harmonized
System customs codes.?”# In some settings SSBs receive VAT
exemptions, and removing these exemptions would provide an
opportunity to move towards greater policy coherence.? It is important
to consider how taxes are applied to all SSBs across different
categories (including fruit and vegetable juices—including whether
sugar sweetened or not, in concentrated or natural form, produced
locally or imported, milk-based beverages, cereal-based beverages and
pre-prepared tea and coffee beverages etc), as these products may
attract different tax treatment for a variety of reasons, including health
objectives and perceptions of healthfulness, the evidence for which may
require review.

It is important to assess the government’s specific authority (legislative
mandate) to levy an excise tax on SSBs. In most jurisdictions, excise
taxes are applied under a specific law. Any existing excise tax law(s)
should be reviewed and the scope, mechanism, and process for
amending such laws must be clarified. It is important to understand
how taxes on non-alcoholic beverages, or other taxes with a public
health objective (e.g. tobacco or alcohol), have previously been set in
the country, for example through enactment of legislation by Parliament,
amendment of excise tax law schedules as part of the annual budget
processes or by executive order/decree. Lessons may be drawn

from previous domestic experiences, including which approaches

might be most effective or which to avoid. The National Constitution
would generally provide the government with taxation powers and

the right and/or duty to protect public health and may also guarantee
fundamental rights to health or food, or the rights of children, supporting
the right of government to implement an SSB tax with a public health
objective. However, it is important to be aware of any limitations

on government taxation powers and how the Courts have balanced
these rights and government duty to protect public health with other
fundamental rights, for example the right to trade or run a business.
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43.2.

The legal infrastructure for regulation of food and non-alcoholic
beverages should also be reviewed, in particular requirements for

food (and more specifically nutrient) labelling and related monitoring
provisions, which are necessary to support monitoring and enforcement
of SSB taxation and may need to be strengthened. If food and nutrient
labelling is not currently mandated, enacting or amending legislation or
implementing regulations or standards requiring nutrient declarations
on pre-packaged food and non-alcoholic beverage products may be

an important part of enabling SSB taxation supporting monitoring and
enforcement of the tax.

Regional and international
legal framework

It is also important to understand a government’s obligations under
international law which are applicable to SSB taxes, particularly
international trade agreements (WTO, other multilateral, or bilateral
agreements), regional trade agreements or customs unions to which
the state is a party and international investment agreements, whether
standalone or in investment chapters of free trade agreements. Section
4.1.1 outlines trade and regional issues in more depth.

Under international trade agreements governments are generally
obliged to reduce and eventually abolish tariffs (customs duties). As
mentioned above, non-tariff measures such as domestic taxes must
be non-discriminatory. There may also be limitations, or harmonization
requirements, on taxes and pricing measures under regional trade
agreements or customs agreements. Investment agreements may also
constrain regulatory and fiscal policy in certain ways to protect foreign
investments, for example to prevent direct or indirect expropriation of
investments (which may be very broadly defined) or to ensure fair and
equitable treatment or a stable regulatory environment.

However, trade and investment agreements generally include exceptions
allowing governments to regulate to protect public health (e.g. Article
XX(b) of the WTO General Agreement on Tariffs and Trade) which can
include implementation of taxes necessary to protect human health.
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43.3.

There may also be provisions in regional agreements committing

states party to the agreement to collaborate to protect public health

or on NCD prevention which provides further support for public health
measures. Trade and investment agreements also allow regulatory
space for governments to fulfil other commitments under international
law, including commitments under international human rights treaties to
protect, respect and fulfil rights to food, health and rights of children.

Possible grounds for legal challenge

While there are limits on the extent to which it is possible to generalise
about the legal issues associated with SSB tax in different jurisdictions,
it is also possible to anticipate particular types of legal challenges as it
is common for industry to claim that health taxes are or will be unlawful.

To be in the strongest position possible against potential legal
challenges, SSB tax policy should be:

+ Aligned with the scope and terms of any applicable exceptions in
key trade or investment agreements to which the State is a party.

+ Implemented in a manner consistent with trade commitments,
including that taxes are:

+  Non-discriminatory (applied equally to imported and locally
manufactured products of a similar nature),

+  Not more trade restrictive than necessary to protect health,
including that tax distinctions between different product
categories are justifiable by reference to a government’s
objective.

« Based on and supported by evidence, both of the public health risk
and of the likely contribution of the tax to addressing that risk.

« ldeally, applied as part of a comprehensive framework of measures
to promote healthy diets, prevent NCDs, and/or address overweight
and obesity, in children or in the general population (as appropriate
to the stated objectives of the tax);

+ Linked to and invoking commitments to protect public health, rights
to health and food, and children’s rights, under the Constitution and
international treaties and/or regional agreements;

+ Implemented in accordance with domestic and international
procedural requirements such as domestic requirements for public
comment or consultation, or notification of new or amended taxes
under trade or customs agreements.
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4.4. Policy objectives
and framing the tax

The extent to which SSB taxation has been framed for health reasons
varies widely. In some countries, SSB taxation has been introduced
with an explicit health aim (e.g. the Health Promotion Levy in South
Africa and the Soft Drinks Industry Levy in the United Kingdom,

both of which encourage reformulation). Clear regulatory objectives
identifying a domestic public health issue(s) based on evidence (local
and international) and supporting a tax on SSBs as an effective and
cost-effective measure in response to the identified legitimate public
health issue(s) should maximise the effectiveness of the tax and also
strengthen the government position against potential legal challenges.

In some settings, SSB taxes have been successfully introduced as a

way to finance important social programs (e.g. the Philadelphia SSB tax
in the US), with health messages contributing towards the end of the
debate rather than throughout.*® Despite these differences in framing,
the underlying need for revenue — either to make up for a budget
shortfall or to fund new programs — has consistently been a factor in the
creation of a policy window around SSB taxation.

Another important factor has been the length of time until the next
election cycle, with newly elected politicians more likely to enact taxes
and politicians facing imminent elections less likely to do so0.729192
However, even this pattern is context-dependent and subject to a variety
of national political economy factors. For example, the 2012 elections
in France dampened the political feasibility of increasing broad-based
taxes but — combined with budgetary pressures and other national
factors — opened a political window for introducing a product-specific
tax, leading to the announcement of a €3.58 cent/L excise tax on SSBs
in 2011.%8

SSB taxes will almost certainly face strong industry opposition,

and successful passage depends on countering industry efforts to
undermine or weaken SSB taxation efforts. Industry opposition and
lobbying strategies will be outlined in more detail in Section 6.3 below.
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2.l
2.1,

2.12.

Policy content

Evidence hase
SSB consumption patterns

Understanding baseline SSB consumption patterns will help identify
the ways in which SSB taxes may impact subsequent tax design

and advocacy efforts. Given the variation in consumption between

and within countries outlined in Section 2 above, where possible it is
important to identify country-specific analyses to provide the strongest
evidence for policymaking.

Targeting SSB consumption through taxation may be especially
important in settings with high SSB consumption (such Latin America
and the Caribbean), settings in which SSB consumption is high in
specific sub-groups of the population (for example Black households
and Indigenous communities®"**), and settings in which SSB
consumption is rising (such as Eastern Europe, North Africa and Middle
East and Sub-Saharan Africa).?®

Mechanisms of impact

SSB taxes change intake and impact health in several ways:

* Increasing the price of SSBs and dampening demand.
SSB taxes have been consistently shown to increase the price of
SSBs, and these price increases are associated with decreases in SSB
sales.’2% This is the main mechanism through which SSB taxes are
intended to improve population health, and the primary mechanism
most simulation studies have assessed. Different tax designs, baseline
consumption patterns, and market dynamics can impact the extent
to which taxes are passed on to consumers (the ‘pass-through rate’).
These factors can also impact industry decisions to spread out tax-
induced price changes across non-taxed beverages, to absorb taxes, or
to over-shift taxes (by increasing prices by more than the tax).*®

The extent to which consumers respond to these price changes
(the price elasticity of demand) also varies, with differences often
observed by socioeconomic status, baseline SSB consumption,
age, etc. However, on average, a 10% increase SSB taxes has been
associated with a 10—-16% decrease in SSB purchases.’?''® Any tax-
induced price changes should also be interpreted in the context of
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affordability. As average income increases over time, SSBs become
relatively more affordable even if SSB prices remain stable.””6%”
Affordability measures use an estimate of national income (e.g. gross
national income per capita, gross domestic product per capita, etc.) to
estimate the proportion of income needed to purchase a standardised
amount of SSBs throughout the year (e.g. 100L of Coca-Cola). Based
on an analysis of 82 countries, SSBs became more affordable in

all but three countries from 1990 to 2016.”” SSBs have become
affordable at a faster rate in LMICs (an average change of 8.76% per
year) compared to HICs (an average change of 1.96% per year).”’

* Changing public perceptions of SSBs.
The introduction of an SSB tax may signal to consumers that SSBs are
associated with health risks.”8%%%° Signalling effects may be strongest
in settings in which 1) there is a substantial health-related public
debate around the introduction of an SSB tax, 2) citizens vote on SSB
taxation (e.g. in several US cities), and/or 3) SSB taxes are introduced
with an explicit health framing. In addition to conveying information to
consumers, SSB taxes may contribute to shifting social norms around
SSB consumption.

* Incentivising a range of industry reactions.
The ways in which industry responds to the introduction of a tax
(aside from price changes) may influence dietary intake. Some tax
designs (for example, tiered taxes and taxes based on sugar content)
create an incentive for SSB manufacturers to reformulate to reduce
the amount of tax-liable sugar in their products, or to change product
sizes.

Regardless of tax design, SSB manufacturers may also respond to

an SSB tax by changing or tailoring marketing efforts to counter any
messages about the risk associated with these products.®® They may
also introduce new products, for example at a lower price point to
counteract the price impact of an SSB tax, or in smaller sizes.*® Finally,
on a larger scale, transnational SSB companies may respond to SSB
taxes by focusing on targeting new economies and creating additional
demand in other settings.

While some of these responses may support health goals (such as
reformulation, the introduction of smaller sizes), others may actively
counter health goals (SSB marketing, or the introduction of lower-cost,
high-sugar products). Understanding and anticipating some of these
responses may enable policymakers to design SSB taxes in ways
which maximise their effectiveness, and also to consider additional
policy options (such as marketing restrictions, front of pack labelling),
which may work synergistically alongside SSB taxes.
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9.1.3. Reviewing existing policies

Understanding the existing policy context helps identify promising

ways to strengthen existing legislation or introduce new legislation. In
countries without an SSB tax, there is an opportunity to build on lessons
and experiences from other countries and introduce a new tax building
on current best practice. In countries with existing SSB taxes, there

are opportunities to strengthen the health impact of these taxes by
amending their design, increasing the tax rate, or increasing the policy
coherence around which products are taxed.

There are a variety of SSB tax policies globally, with certain types
performing better from a health perspective than others (Section 5.2
on Tax Design provides greater detail on types of SSB taxes). In Latin
America and the Caribbean, 21 of 33 countries apply excise taxes to
SSBs but tax structures varied substantially, and some taxes had not
been updated in over ten years.® In addition to identifying the structure
and relevant legislation, it is helpful to assess the design of existing
taxes, including whether they are also applied on non-SSBs (e.g. bottled
water), whether they are comprehensively applied on SSBs (e.g. on
powders, concentrates and syrups used to reconstitute SSBs; on energy
drinks which are sometimes addressed differently; and on sweetened
milk-based drinks), whether a uniform or tiered rate is used, etc.
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9.2. Tax design

2.21.

Tax policies can be designed to incentivize changes in the consumption
trends of harmful products such as SSBs. However, these policies can
differ significantly from setting to setting, including the products taxed,
type of excise system and at what level the applicable rates are set.
Deciding how to tax SSBs must involve consideration of the interplay

of administrative capacity and the stated objective of the tax. There are
several key dimensions to consider in the design of SSB taxes: the type
of excise tax (e.g. ad-valorem, specific, or mixed), the tax structure (e.g.
uniform vs. tiered), the taxable products, the tax base and the tax rate.

The technical aspects of SSB tax policy and administration are outlined
in great depth in the WHO Manual on sugar-sweetened beverage
taxation policies to promote healthy diets; this should be referenced

by national policymakers where possible. Understanding the technical
nuances in tax design along with advantages and disadvantages may
facilitate more effective engagement with finance authorities during the
decision-making process of SSB tax design.

Tax type and structure

Excise taxes are the recommended tax type for health taxation. Other
types of consumption taxes may fail to increase the relative price of
SSBs (value-added taxes typically do not target SSBs specifically and
are applied to a much broader basket of goods); incentivize domestic
production (import taxes may increase local SSB manufacture); be
vulnerable to international trade litigation (import taxes may be seen

as discriminatory); or be less visible or salient to the consumer (sales
taxes are often not included in the shelf price of products reducing their
impact). The different types of consumption taxes are outlined in Table
2.

There are several types of excise tax. Specific excise taxes with
automatic annual adjustments for inflation are the preferred tax design
for SSBs. However, there are advantages and disadvantages to each of
these types of excise tax, outlined in Table 3. If an ad valorem structure
is used, in which the tax rate is based on the final retail sale price of
the SSB product, the choice of what point to assess the product’s value
is crucial. Even with a pass-through rate of 100%, an ad valorem tax
applied to producer price will result in a price change that is lower than
one applied to the retail price.’®
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SSB taxes may also be uniform or tiered. With a uniform tax structure,
a single rate is applied across all products and may be easier to
administer. With tiered taxes, tiers are defined based on beverage type
or sugar concentration, and different rates are applied to each tier.

27

Table 4 outlines the advantages and disadvantages of uniform or tiered

structures.

Table 2. Advantages and disadvantages of different consumption tax approaches to SSB tax

Tax type

Definition

Advantages

Disadvantages

Value A percentage + Usually reflected in + Tends to be applied generally
added tax of value added shelf price (unlike across a broad base of products
(VAT) at every stgge most sales taxes) - Challenging or potentially
of production/ inefficient to vary VAT rates by
digtribution a‘nd product type
ultimately paid by + High administrative burden to
the consumer at
. change
point of purchase.
|mp0rt tax Only applied on + Less pushback from + Misses locally SSBs and
imported goods. domestic companies incentivizes increased local
production
+ Risk of violating international
trade agreements
Sales tax A percentage of + May be less politically + Less likely to be reflected in shelf
the product’s value challenging to price and therefore less likely
paid by consumers introduce to impact consumer behaviour
at point of . Canbe used in (lower salience)
purchase. settings in which other
types of taxes are not
feasible (e.g. some US
cities)
Excise tax Applied on + Reflected in shelf price  + May be more politically
selected goods . Ease of administration challenging to implement
and usually (fewer companies to
collected

directly from
manufacturers or
distributors.

collect tax from, which
may also reduce tax
evasion)

+ Designed to target
specific products
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Table 3.

Tax type

Definition

Advantages

Advantages and disadvantages of different SSB excise tax types (specific and ad valorem excise taxes)

Disadvantages

S[]ECiﬁC excise Basedonafixed + Reduces price + Smaller impact on prices of most
tax tax amount per dispersion (i.e. range expensive SSBs (e.g. energy
unit volume or of prices) drinks)
sugar content. - May erode in relative value over
time due to inflation
Volume based Based on a fixed + Ease of administration ~ « Does not differentiate between
S[]BCiﬂC excise tax amount per (volume of sales data high- and low-sugar SSBs
tax unit volume. readily available)
Produces more stable
revenue
Sugar hased Based on a fixed « Differentiates between  + More challenging administratively
SpECifiC excise tax amount per high- and low-sugar (sugar content data not readily
tax unit of sugar SSBs available)
content. + May incentivise + Requires additional monitoring
consumers to
substitute to lower-
sugar SSBs
+ May incentivise
companies to
reformulate
Ad valorem Based on a + Does not require + May incentivise brand
excise tax percentage of the adjustment for down-switching

value of the good.

inflation

+ Leads to proportionate

price changes in most
expensive types of
products (e.g. energy
drinks)

+ Administrative ease

+ May produce less stable revenue
+ Industry may evade tax by

strategically reporting lower
producer costs
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Table 4. Advantages and disadvantages of different sugar-sweetened beverage (SSB) tax structures (uniform, tiered)

Tax type

Definition

Advantages

Disadvantages

Uniform Same rate applied + Administrative ease + Does not differentiate between
across products. . Consistent with trend high- and low-sugar SSBs (except
towards simplified tax when based on sugar content)
systems + Does not incentivise consumers
to substitute to lower-sugar SSBs
+ Does not incentivise companies
to reformulate
arious rates + Differentiates between -+ More challenging administratively
iere y Vari Diffi i b M hallengi dmini ivel
sugar content) applied based high- and low-sugar (sugar content data not readily
on sugar SSBs available)
concentration. May incentivise « Requires monitoring and audits
consumers to * Incentivises reformulation to just
substitute to lower- under thresholds
sugar SSBs
* May incentivise
companies to
reformulate
Tiered Various rates + May address price + Does not differentiate between
(by []I’O[IUCt applied based on variation between high- and low-sugar SSBs within
ty 0 E) product types. product types product categories

+ May gain political

support if some SSBs
are perceived as more
threatening

+ Does not incentivise companies
to reformulate

2.2.2

Tax base

Another aspect of the tax design process involves specifying which
products are subject to the tax. It is important that an SSB tax, at a
minimum, includes ready-to-drink SSBs and does not include bottled
water or other healthy non-SSB alternatives (Box 4). Where this is not
the case, existing SSB taxes can be amended to improve their health
effectiveness.?®

A narrowly defined tax (i.e. a tax applied to a limited number of SSBs)
may encourage consumers to substitute towards untaxed products.
This may undermine some of the potential health benefits of an SSB tax,
particularly if untaxed products are still high in free sugars.

29
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For example, in Barbados the initial definition of taxable SSB products
did not capture some important sources of SSB consumption such as a
local syrup used to reconstitute SSBs at home, and was later amended.?
On the other hand, many countries have excise taxes which include
SSBs but may be quite broad and include non-SSBs such as bottled
water.8"#78° Rwanda, as well as certain countries in Latin America and the
Caribbean, have been found to have existing excise taxes which could be
amended to exclude bottled water from excisable products to create a
price differential between SSBs and healthy non-SSBs alternatives.®"#

To maximise any potential signalling effect of a tax, the introduction
of a tax should be complemented with awareness raising messaging
around the health risks of SSB consumption. Depending on local
SSB consumption patterns, it may be useful to clarify to the public
what constitutes an SSB (e.g. sugar-sweetened juice drinks are often
perceived as healthy alternatives to carbonated sodas, despite often
equally high sugar content).*®

Box 4.
Healthier substitutions

A health-promoting tax should create an incentive for consumers to substitute from high-sugar
beverages to low- or unsweetened beverages. Tap water is preferred when the environmental
as well as health impacts of various beverages options are taken into account (e.g. the
environmental impacts of bottled water, dairy farming, etc.) However, from a health perspective
substitution to milk and bottled water would also improve nutritional quality while also
providing the beverage industry with viable alternative products to sell, reducing the cost to
industry of these policies.

Safe drinking water

An ideal substitution from a combined health and environmental perspective would be to tap
water, provided there is ready access to safe drinking water.® In settings in which safe drinking
water is not readily available, the provision of safe drinking water must be a priority, alongside
efforts to introduce an SSB tax. For example, in Mexico an SSB tax was announced alongside a
commitment to fund additional drinking fountains in schools.

Fruit juice

There is considerable debate about the inclusion or exclusion of 100% fruit juice and sweetened
milk-based drinks in definitions of taxable SSBs. According to the WHO definition of free sugars,
100% fruit juice is a source of free sugars (but not added sugars). However, few SSB taxes have
been designed to include fruit juice.
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Non sugar-sweetened beverages

Non-sugar sweetened beverages are also subject to ongoing discussion.2101

WHO recommends against the use of non-sugar sweeteners.

2.2.3.

2.3.

Tax rate

Globally, current tax rates range from very small (<5%) to substantial
(e.g. 50-100%). For example, the Gulf Cooperation Council, made up of
six Arab Gulf states, levies a 50% tax on carbonated drinks and a 100%
tax on energy drinks. Fiscal policies that lead to at least a 20% increase
in the retail price of sugary drinks result in approximately proportional
reductions in the consumption of the taxed products.’

For countries with existing SSB taxes, increasing the tax rate is one way
to increase the potential health impact of a tax. In most countries, rates
of SSB taxation are far below comparable rates of tobacco taxation.

As with other excise taxes, a one-time large increase in price is likely to
have a bigger impact on consumption than a number of small, graduated
increases over time.

To realise the potential benefits of an SSB tax, it is important that
implementation details are conveyed clearly (e.g. who pays the tax, what
products it is applied on, and how the tax liabilities are calculated, etc.)
and enacted uniformly.

Public financial management and
tax administration

Public financial management is the set of principles, strategies,
practices, and tools, as well as behaviours and norms, that together
create an environment of accountable, transparent, responsible
administration and management of public sector funds. Three
prominent related considerations in public financial management of
health taxes are: compliance, enforcement, and national administrative
capacity. Compliance refers to “taxpayers’ decision to comply with tax
laws and regulations by paying tax timely and accurately”’®? whereas
enforcement represents systematic procedures to ensure compliance,
including the provision of penalties for non-compliance or tax evasion.'®?
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From the outset, the implementation of SSB taxes should be aligned
with national tax system capacities — the “ability of a state to implement
and monitor taxation, build effective structures, train staff, and offer
effective fiscal services and monitoring systems for tax transaction[s]” -
to increase the likelihood of compliance and enforcement.’® Decisions
around earmarking tax revenues also represent a large focus for SSBs
and other health taxes and will be discussed further below.

9.3.1. Earmarking SSB tax revenues

An additional consideration around SSB tax design is whether to ear-
mark the revenue. Earmarking means using some or all of the revenue
from a tax and directing towards a specific budgetary expense.’® On the
one hand, earmarking represents a political promise to the public about
how the money will be spent; on the other hand, earmarking can signal
an internal mechanism for revenue protection. Countries with existing
SSB taxes have taken diverse approaches (Box 5). Earmarking could

be useful from a political economy perspective as the tax will be more
accepted by the public if it's used to fund a specific program, for exam-
ple in the health sector. Ultimately, decisions around whether and how to
earmark SSB tax revenue depend on country context, including political
economy, budgeting laws and practices, degree of prioritisation, and
other national factors.

Box 9.
Choosing to earmark or not? Country examples

Some countries with SSB taxes have elected not to earmark revenue (e.g. Denmark, Finland, Fiji,
Samoa, Nauru, Barbados).¢ Directing tax revenue into a general fund maximises government
flexibility and may be the most efficient option from a budget allocation perspective.
Governments may prefer to avoid earmarking and use revenue to contribute to a general
consolidated fund, and, in some cases, governments are not legally mandated to earmark
specific tax revenues. However, in countries yet to introduce an SSB tax, public support may be
lower for SSB taxes in the absence of earmarking.

Other countries have used a form of soft earmarking. For example, Mexico and South Africa did
not formally earmark SSB tax revenue but publicly committed to dedicating revenues towards
specific projects, such as investments in water fountains in Mexico and health promotion in
South Africa. Other subnational SSB taxes do not use formal earmarking, but were introduced
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alongside community advisory boards tasked with disbursing funds to programs that were

in line with community priorities and values (e.g. Berkeley). These so-called ‘soft’ earmarking
practices may help make SSB taxes more politically acceptable, without the risk of introducing
inefficiencies through a more rigid budgeting allocation (e.g. ‘hard’ earmarking).

Countries such as the United Kingdom, France and French Polynesia have used hard
earmarking. Again, this type of earmarking may increase the public acceptability of a new or
increased tax. However, given the challenges in predicting revenue from certain types of SSB
tax designs (e.g. ad valorem taxes tend to produce less stable revenue than specific taxes),
linking SSB tax revenue with pre-specified programs may lead to a shortfall in program budgets
and inefficiencies in resource allocation. Also, earmarking does not guarantee increased
revenue for a specific program, because funds previously used for that program may be
redirected elsewhere leading to a minimal or even negative net change.*

2.4, Monitoring and evaluation

The SSB tax evidence base is growing as more and more countries in-
troduce them. Monitoring and evaluation remains important to generate
local evidence and to assess as yet unanswered questions around SSB
taxation.’® Monitoring and evaluating should be planned alongside the
introduction of an SSB tax. In settings in which sort or hard earmarking
are used, a proportion of the revenue from an SSB tax can be dedicated to
these evaluation efforts.

In an increasing number of settings, industry stakeholders have suc-
cessfully lobbied for the repeal of SSB taxes after short periods.061%7
Evaluations can help policymakers identify ways to strengthen existing
taxes and evidence from evaluations can be used to counter efforts to
repeal SSB taxes.”® These evaluations should be high-quality and free from
industry influence.

Finally, efforts have been made to develop a standardised SSB tax share
indicator, similar to that used to monitor tobacco taxation.''% A recent
WHO report assessed taxes applied to SSBs and compared taxes and pric-
es for the first time at the global level. It describes and qualitatively com-
pares their design and provides the first global estimation of standardized
metrics to compare SSB tax.'%%

A simple tax share indicator represents an estimate of the proportion of
the final retail price is attributable to all taxes, and SSB excise taxes in
particular. Such a measure (or suite of measures, to account for different
types of SSBs) would be a useful way to monitor tax-derived changes in
prices over time and between settings.
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b1

b.2.

Political advocacy

Cross-sectoral alignment

Several sectors have a stake in SSB taxation, and their interests and
concerns are particularly relevant to government ministries of finance,
health, agriculture and others. Coordination between ministries does
not always happen in practice, nor does it appear to be a prerequisite for
successfully SSB tax passage.”>'"® However, without Ministry of Finance
buy-in and firm commitment, SSB taxes are unlikely to move ahead, and
without Ministry of Health support, key tax design decisions may not
align fully with public health priorities.

Even when both ministries are aligned, where the introduction of a tax is
subject to a legislative process (rather than being introduced, for exam-
ple by a Minister of Finance directly) the political negotiations required
for passage may lead to compromises in tax design (e.g. lowering tax
rates, broadening taxable products to include non-SSBs, or exclude par-
ticular types of SSBs).697391:93110-112

Public engagement

Engaging the public around the health risks and rationale for an SSB tax
may increase public support and political feasibility around an SSB tax.
For example, in Mexico pro-tax advocates formed a strong coalition and
conducted a media campaign and other public engagement activities
to highlight the links between SSB consumption and diabetes and other
NCDs.”? In South Africa a pro-tax media campaign was also carried out,
with high coverage and message recall.’"®

There are examples of countries which have successfully introduced
SSB taxes without significant public engagement - these tend to be
countries in which a Minister of Finance or equivalent has introduced
an SSB tax as part of the broader budget, sometimes to the surprise

of health advocates. At the same time, high levels of public support do
not ensure legislative success. For example, despite receiving 70% sup-
port in public opinion polling, the proposed SSB tax in Colombia did not
progress as a result of intense industry lobbying.%*In Australia, despite
multiple studies showing public support for SSB taxation efforts have
thus far stalled.”4-1
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6.3. Managing industry opposition

Anticipating the arguments industry actors often use can enable ad-
vocates to pre-empt them and prepare effective and evidence-based
responses.® Common industry arguments and potential evidence-based
responses are summarised in chapter 6 of the WHO manual on sug-
ar-sweetened beverage taxation policies to promote healthy diets.
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