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And now the Brits are doing it: A
sugary drink tax levy on the
industry
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From 1 April 2018, the UK is putting in place a type of sugary drinks tax -
actually a “soft drinks industry levy”. This blog reviews how they are doing it,
early signs of its success, and ponders its relevance for NZ. We also take this
opportunity to point out some problems with a recent NZIER Report on sugary
drink taxes.



https://nzier.org.nz/static/media/filer_public/f4/21/f421971a-27e8-4cb0-a8fc-95bc30ceda4e/sugar_tax_report.pdf

This is not an April fool’s joke. On 1 April, the British put in place a sugary drinks tax -
actually, a tiered soft drinks industry levy. The UK is joining many other countries and
numerous jurisdictions that now have some variety of a sugary drinks tax," a public health
measure that is rapidly gaining traction amongst countries concerned about their growing
rates of obesity and diabetes. In this blog we explain how the UK levy works (it is clever),
what health impacts this levy might have (it is much more than via the direct price signal to
the consumer), and critique a recent NZIER report on sugary drinks taxes.
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Infographic of the UK Soft Drink Tax

How does the UK soft drinks industry levy work?

Not all sugar taxes are the same - far from it. First, we are talking about sugary drinks tax;
the evidence on the negative health impacts of sugary drinks is much stronger than it is for
any food. Second, sugary drink taxes can be configured in many ways - let’s jump across
the ditch and use an excellent report from the Australian Grattan Institute on possible
configurations.” Below is a summarized version of one of their tables.

Summary of Table 5.1 from Duckett and Swerissen (2016) on differing types of
sugary drink taxes and levies

Options Example Advantages Disadvantages

Each gram of

1. Specific excise on sugar is taxed
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https://grattan.edu.au/wp-content/uploads/2016/11/880-A-sugary-drinks-tax.pdf

2. Specific excise on
SSB volume - tiered
rates (‘tiered
volumetric’ tax)

What is happening in

UK - specifically a
soft drinks industry
levy

3. Specific excise on
SSB volume
(‘'volumetric tax’)

4. Ad valorem excise
tax

20 cents/litre on
SSBs with sugar
content <8
grams/100mL;

40 cents/litre on
SSBs with sugar
content >8
grams/100mL

30 cents/litre tax
on SSBs.

20 per cent tax on
the retail value of
SSBs.

Encourages
product
reformulation to
reduce sugar
content to below
the threshold

Simple to
administer

Keeps pace with
inflation.

Simple to
administer.

More complex than
one standard
volumetric rate

Eroded by inflation*
Sugar content not
taxed consistently

Eroded by inflation*

More tax paid per
gram of sugar on low-
sugar drinks

Encourages bulk
buying and
substitution to
cheaper drinks

Unpredictable
revenues.
Undermined by price
cuts.

* Our extra note: this issue of “eroded by inflation” could be addressed with annual inflation
adjustments (as is used for tobacco and alcohol excise taxes in NZ).
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The Grattan Institute in Australia produced a high quality report in 2016
reviewing soft drink tax options, in contrast to the recent low quality effort of



NZIER

The ‘best’ tax from a theoretical perspective is probably option 1 - a tax exactly on the key
harmful ingredient: amount of sugar. (For simplicity we are ignoring here other potentially
harmful aspects such as the acidity of SSBs and the phosphate levels). But this type of tax
might be administratively difficult. The second option, the tiered levy on the soft drinks
industry, is what is happening this month in the UK. The industry is levied proportional to
the amount of drinks they sell in each bracket of sugar level - we quantify its potential
health impact below. We suspect that this should be the best option for NZ.

The last option 4 is the one most people think of - a percentage tax at the point of sale,
much like GST. This has limitations. John Gibson, an economist from Waikato University,
has argued that this tax could just see some people shift consumption to cheaper ‘just as
sugary’ drinks. We agree that this is likely to happen to some extent with option 4 type
taxes (indeed we see this with some shifting to budget brands after tobacco tax increases,
even though overall tobacco consumption per capita keeps dropping each year in NZ).

What impact might a UK soft drinks industry levy have?

One of us (TB) was co-author on a paper in Lancet Public Health looking exactly at this
issue.” We quantified the impact in the UK on obesity rates, diabetes and such like, through
three mechanisms:

1. The price signal to the consumer to reduce consumption

2. The price signal to the industry to reformulate (i.e. reduce sugar content to move
products down a tier)

3. The incentives to change marketing to less sugary drinks.

The results suggested that Mechanism 1 was important, and will - we estimated - reduce
obesity rates by around 1%. Sure, it is no silver bullet for the whole obesity problem, but
an impact it does make. In public health policy, it usually takes many policies and changes
in societal norms to address complex problems (e.g., tax is just one of many strategies that
have reduced smoking in NZ). What was really interesting was that the impact of
Mechanism 2, industry reformulation, was nearly twice as large. Indeed, there are already
some signs that the soft drinks industry in the UK is undertaking reformulation to move
their products down to a lower tier of sugar levels. A growing number of UK beverage
companies have announced intentions to reduce the sugar content of their beverages. One
study recently reported a 10% reduction in the average sugar content of energy drinks in
the UK with the impending soft drinks industry levy being the likely cause.”

Moreover, we have seen in the last two months that supermarkets in the UK are now - of
their own accord - banning sales of caffeinated energy drinks to children less than 16 years
old. We cannot prove it, but it seems plausible that the new soft drink industry levy has
helped tip British societal thinking. That is, as well as top-down change (the levy) there may
be important bottom-up action whereby supermarkets realize they will have societal
(=consumer) support for taking action.

Critique of NZ Institute of Economic Research (NZIER) Report

A Report commissioned by the Ministry of Health, written by NZIER, has recently been
getting air-time as an argument against taxing sugary drinks. However, the Report seems


http://www.thelancet.com/journals/lanpub/article/PIIS2468-2667(16)30037-8/fulltext
http://www.thelancet.com/journals/lanpub/article/PIIS2468-2667(16)30037-8/fulltext
https://www.washingtonpost.com/news/wonk/wp/2018/03/21/why-the-british-soda-tax-might-work-better-than-any-of-the-soda-taxes-that-came-before-it/?utm_term=.1a69e0003b80
https://www.theguardian.com/lifeandstyle/2018/mar/05/uk-supermarkets-ban-sales-energy-drinks-under-16s

to us to be seriously flawed.

For example, the Report argues that soft drinks do not impose a negative externality. A
negative externality is when consumption of a “good” (product) imposes costs on others.
For example, it is universally accepted that tobacco smoking results in costs to society (eg
increased health care spending), and therefore has negative externalities that justify tax.
The same is true of sugary drinks increasing obesity/diabetes/tooth decay rates that then
results in health costs to society. It is well recognised by economists that soft drinks
impose such a negative externality, eg *”. Just as with alcohol and tobacco in nearly all
high-income jurisdictions, this negative externality issue is a strong rationale for the state
imposing a tax to help internalise the cost to society and cover some of the future costs to
the health system.

The literature reviewed by NZIER also seems rather incomplete. Eg, for the 9 studies that
we are aware of which have examined the impact of real world sugary drink taxes on health
- the NZIER Report refers to just one of them.® The missed ones include studies suggesting
health favouring associations for BMI/obesity’ ® ° ** and for reduced cardiovascular disease'’;
along with studies showing no benefit for health.’> > * Yet even for two of the latter studies
finding no association - the authors suggest the null finding is probably because of very low
tax rates in the studied settings and they recommend higher tax rates.” ** We are also
surprised as to why the well-publicised report from the Australian Grattan Institute on
sugary drink taxes published in 2016,” was also missed by NZIER. Perhaps as a
consequence of a suboptimal literature search strategy, NZIER have missed some key
information and this may have limited the value of their conclusions.

Finally, why were no declarations of interest made by NZIER - has it ever received funding
from the food and drinks industry? Potential conflicts of interest may bias results. For
example, there is strong evidence that SSB experimental research funded by or associated
with the beverage industry reports biased results that favours these funders’ interests.”
Good quality reporting to a government agency (the Ministry of Health) should require full
declarations of interest.

Others have also critiqued the NZIER Report, eg Professor Swinburn of the University of
Auckland in this op-ed. We hope that NZIER now gives some explanation of these issues so
that the discussions around sugary drinks taxes is more thoughtful.

What now for NZ?

The NZ Government would be strongly supported by the scientific evidence if it did opt for
an SSB tax. There are now several real world health studies - but there is also a wealth of
literature on how other excise taxes on tobacco and alcohol are effective in general.
Nevertheless, we favour consideration of the UK soft drinks industry levy option (on
theoretical grounds and given evidence it is already working*). We also like the UK
approach to using the revenue raised to fund child obesity and diabetes prevention (in the
UK it will be used to bolster school sports facilities). Furthermore, we note that the World
Health Organization recommends taxing sugary drinks. And here in NZ, the NZ Medical
Association and the Heart Foundation recommend taxing sugary drinks.

Yes, there is a Cullen-led Tax Review underway now. But a UK style soft drinks industry
levy is something that could be got on with now, and will not tip the apple cart in light of
macro-level rebalancing of our total tax system. If the Government insists on no new taxes
until after this review, then the case for SSB taxes makes a compelling case example to


https://grattan.edu.au/wp-content/uploads/2016/11/880-A-sugary-drinks-tax.pdf
http://www.nzherald.co.nz/nz/news/article.cfm?c_id=1&objectid=11997194
https://www.telegraph.co.uk/education/2017/02/28/sugar-levy-set-raise-415mto-support-schools-fight-against-obesity/
https://taxworkinggroup.govt.nz/

consider within a total tax system.
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