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S
in taxes in modern economic terms amount 
to excise, or per unit, taxes that are chiefly 
designed to reduce specific behaviors thought 
to be harmful to society.1 Sin taxes have played 
roles of varying importance throughout U.S. tax 

history. The ever-expanding list of taxable “sins” proposed 
by governments includes cigarettes, alcoholic beverages, 
gasoline, bullets, and, more recently, sugary soft drinks and 
fatty snacks.

In 1790, Alexander Hamilton proposed the first excise tax on 
whiskey to refund Revolutionary War debts, following Adam 
Smith’s direction in the Wealth of Nations.2 Made immortal 
by the rebellion it spawned, Hamilton’s whiskey tax was sub-
sequently rescinded, but selective excise taxes have hardly 
disappeared. History reveals that federal excise taxes have 
been predominantly enacted as wartime emergency mea-
sures, and the majority of the taxes were customarily repealed 
when hostilities ended. Recently, however, the arguments for 
imposing new excise taxes and increasing existing ones have 
reemerged across party lines and have spawned several myths 
about the efficacy of sin taxation.3

 

MYTh 1: SIN TAxES DISCOURAGE UNhEALThY  
BEhAvIORS

State and local governments are increasingly imposing 
sin taxes as political activists try to force Americans to adopt 
their own version of “clean living.”4 These taxes are designed 
to raise prices so that “sinful” goods become so expensive that 
consumers will give them up for something healthier. How-
ever, this rarely happens.

Research has shown that when the price of a “sinful” good 
increases, consumers often substitute an equally “bad” 
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good in its place. For example, two studies found that teen 
marijuana consumption increased when states raised beer 
taxes or increased the minimum drinking age. Another 
study found that smokers in high-tax states are more likely 
to smoke cigarettes that are longer and higher in tar and 
nicotine than smokers in low-tax states. Specifically, they 
 discovered that young adults aged 18–24 are much more 
responsive to tax changes than older smokers. For young 
smokers, the switch to cigarettes with higher tar and nico-
tine is so large that tax hikes actually increase average daily 
tar and nicotine consumption.5

The federal government has also attempted to impose “hefty” 
taxes on sugared sodas and sports drinks to reduce obesity in 
the United States.6 The assumption is that this sin tax would 
reduce caloric intake because consumers would stop drink-
ing high-calorie drinks and/or switch to lower-calorie drinks. 
However, as table 1 shows, if consumers respond to the pro-
posed sin tax on sodas and sports drinks by switching to some 
of the potential substitute drinks, their caloric intake would 
either remain the same or actually increase. 

MYTh 2: SIN TAxES ARE A GOOD WAY TO RAISE  
REvENUE 

Although the underlying rationale for sin taxes is to dis-
courage consumption of “sinful” products, it is often argued 
that the tax would also help raise revenue that would, in turn, 
be used to finance projects like federal health insurance. The 
problem with this argument is that these regulatory and rev-
enue-raising justifications work at cross-purposes. If the tax 
is actually effective at discouraging consumption of a “sinful” 
good, after all, then there would be very little revenue raised 
because people would purchase much less of the more expen-
sive good in question.

To help solve the obesity problem, some localities have 
already begun to impose “hefty” taxes on sugared sodas and 
sports drinks to reduce obesity in the United States.7 This 
appears to be most true for cigarette taxes as many continue 
to purchase cigarettes at the higher taxed prices.8 Recent anti-
smoking initiatives at the federal, state, and local levels have 
gained unprecedented popular support, probably because of 
their ability to raise revenue. For instance, President Obama 
recently signed a law that increased federal tobacco excise 
taxes on a pack of cigarettes from $0.39 per pack to $1.01.9 
However, as we shall see, the revenue raised is hardly ever 
used for its proposed purpose. 

Furthermore, if the object is to raise the most revenue, econ-
omists generally prefer broad-based taxes to narrow-based 
“sin” taxes on efficiency grounds. In other words, economists 
have generally argued that the welfare loss resulting from 
excise taxation is significant enough to justify “spreading” 
taxes across many commodities.10

MYTh 3: PRIMARY SUPPORT fOR SIN TAxATION 
COMES fROM CIvIC-MINDED CITIzENS

Generally speaking, people support taxes that benefit 
them directly; that is, they lobby for taxes to receive “rents.” In 
many cases, two dissimilar groups may support taxes for com-
pletely different reasons and be wooed by revenue-hungry 
politicians. Bruce Yandle calls this phenomenon “Bootleggers 
and Baptists,” an expression derived from an unlikely alliance 
that formed during Prohibition.11 Bootleggers, or those who 
smuggled alcohol illegally, gain business at the expense of 
their legal competitors, while Baptists, who sought to reduce 
alcohol consumption, see their moral goals legislated. For the 
result to be durable, both parts of the coalition must remain in 
place. For instance, the cooperation of “Baptist” government 
officials and ethanol producers have kept ethanol subsidies 
in place. 

Another example of rent seeking is the 1987 lobbying effort 
by a coalition of nonprofit organizations to more than triple 
California’s cigarette tax from 10 to 35 cents a pack.12 The tax 
was expected to raise over $500 million annually, much of 
which would ostensibly go to these very organizations for 
research, indigent medical care, and antismoking “education” 
campaigns. This obviously represents a huge conflict of inter-
est for the nonprofit organizations: Are their lobbying efforts 
directed at the cause they fight or merely at raising funds for 
their organizations? When tax receipts first became avail-
able, the president of one of these nonprofits, the California 
Medical Association, actually admitted to legislators that his 
organization and the health charities were “fighting for this 
money like jackals over a carcass.”13 

Nonprofits fighting for a particular cause also have to fear 
competition from the government. Often, they end up hav-

Sources: (1) http://www.dietbites.com/CalorieIndesDrinks.html/, (2) http://
caloriecount.about.com/calories-wine-table-red-i14096/, (3) http://caloriecount.
about.com/calories-coca-cola-classic-i98047/, (4) http://caloriecount.about.com/
calories-milk-chocolate-fluid-commercial-i1102/, (5) http://www.thedailyplate.
com/nutrition-calories/food/generic/lemonade/. 

TABLE 1: CALORIES PER CUP Of POPULAR DRINKS

DRINK CALORIES PER CUP

Gatorade 631

Coca-Cola 973

Orange juice 1051

Apple juice (unsweetened) 1171

2% milk 1202

Homemade cocoa with skim milk 1351

Sweetened lemonade 1315

Whole chocolate milk (4%) 2084

Red wine 2002
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Their program offers discounts up to 20 percent on life insur-
ance policies to customers whose BMI is verified by a doctor 
to be between 19 to 25.21 In fact, most insurance companies 
already provide a discount for customers who do not smoke 
or drink.22 Private market programs and products like these 
that encourage and reward healthy lifestyles instead of pun-
ishing personal choices are more efficient solutions to curbing 
obesity than sin taxes on unhealthy products. 

CONCLUSION
So-called sin taxes, even those passed with the best of 
intentions, have undesirable consequences because they 
contradict basic principles of economics, finance and, most 
importantly, free choice. In general, since proposals to tax life-
style choices are concentrated on narrow consumer choices, 
they are rarely efficient.  What’s more, taxing sin usually does 
not end up significantly altering the “sinful” behavior but 
rather rewards the very private organizations or politicians 
who have lobbied for the tax. Also, sin tax revenue is collected 
primarily at the expense of the poor and crowds out private 
expenditures on health care. 

Sin tax activists strongly believe that most citizens are inher-
ently incapable of making consumption decisions for them-
selves. Carried to its logical extreme, “the notion that any 
product or lifestyle choice that even remotely contributes 
to health care costs should be taxed to help finance public 
spending would leave nothing untaxed.”23 Once it becomes 
“legitimate for government to protect individuals from their 
own follies,”24 there is no way to establish limits to govern-
mental powers. As Nobel Prize winner James Buchanan 
pointed out, any attempt of a government to restrict private 
consumption choices with sin taxes is nothing but a “meddle-
some preference.”25

ing to fight against politicians who are first and foremost 
interested in increasing government funding. For instance, a 
coalition of California nonprofit antismoking organizations, 
directed by the umbrella group Americans for Nonsmokers’ 
Rights, brazenly sued Governor Pete Wilson for “illegally 
diverting” more than $165 million that supposedly should 
have been spent on “education” programs and instead was 
“improperly used for health screening and immunization of 
poor children.14 In fact, there is never any guarantee that tax 
funds will be used as advertised, and there is very little pub-
lic control. These funds usually go into the general fund or 
toward other politically favored causes. 

MYTh 4: SIN TAxES ARE fAIR

Sin taxes are regressive, falling disproportionately on con-
sumers at the lower end of the income distribution.15 Not only 
do “lower income classes tend to lose slightly more of their 
total income than higher income classes…” on a wide range 
of excise-taxed products, but Daniel Suits actually found that 
excise taxes are the most regressive form of taxation.16

A significant number of studies, though somewhat contro-
versial, argue that excise taxes have negative health conse-
quences because they crowd out private expenditures, a por-
tion of which would have been spent on private health and 
safety measures. This means that by instituting sin taxes, the 
government is effectively preventing people from spending 
their own money on things like safer cars, preventive medical 
check-ups, baby gates, and smoke detectors. Evidence shows 
that for every $15 million taken out of the hands of consumers, 
there is one statistical death.17 Another paper finds statistical 
evidence that the poor suffer more on the health front from 
dollars being crowded out by government policies.18

MYTh 5: SIN TAxES ARE ThE BEST WAY TO ChANGE 
UNDESIRED BEhAvIOR

If the objective of sin taxation is to alter “objectionable” 
behavior, less-costly options exist in the private sector. For 
example, a coalition of scientists, academics, health organi-
zations, food producers, and retailers developed the Smart 
Choices Program to better inform consumers about the 
nutritional characteristics of food.19 Through its front-of-
pack labeling program, Smart Choices identifies healthier 
food and beverage choices within specified product catego-
ries. Unlike coercive government measures to tax unhealthy 
foods and beverages, this program provides the information 
people need to stay within their recommended caloric intake 
and make product-by-product nutritional comparisons at 
their discretion. 

Another example is given by the Phoenix Companies Inc. 
insurance company, which has started offering discounts to 
customers who maintain a low Body Mass Index (BMI).20 

So-called sin taxes, even those 
passed with the best of inten-
tions, have undesirable con-
sequences because they con-
tradict basic principles of 
economics, finance and, most 
importantly, free choice.  
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