
 
   

   
  

 

 
   

     
   

 
  

 
 

      
  

  
  

   

 
 

   
  

 

  
  

  
 

 
  

 
  

 

 
   

 
   

 
  

To: Professor John Yinger 
From: Jeremy Crimm and Miriam Swartz 
Re: Proposal to Eliminate the Sales Tax on Groceries in Kansas 
Date: May 6, 2022 

Executive Summary  

Kansas is one of thirteen states that imposes sales tax on groceries, and one of only seven states 
that taxes them at the full rate. While this practice contributes additional revenues to the state’s 
general fund, taxing groceries has distortionary and regressive effects. It also has implications for 
food insecurity. Kansas acknowledges this, providing an income tax credit for low-income 
residents who face a higher burden from the grocery sales tax than higher income households. 
However, this policy is insufficient to create vertical equity. 

Governor Laura Kelly has proposed eliminating the food sales tax in her Fiscal Year 2023 
budget. This would exempt groceries from the general sales tax while continuing to apply the tax 
to restaurant meals. The legislature is also considering two similar proposals. The first exempts 
all food sales from the sales tax, including meals purchased at restaurants. The second keeps the 
current rate for prepared foods while reducing the sales tax on groceries. It also provides 
automatic mechanisms for reducing the groceries sales tax in the future and implements a 
refundable income tax credit.  

The legislature should exempt groceries from the state sales tax but continue to apply it to meals 
sold at restaurants. This will improve vertical equity and reduce distortionary effects while 
minimizing the impact on revenue. 

Background  
 
Current Sales Tax  
Thirteen states, including Kansas, do not exempt groceries from its sales tax. Six states tax 
groceries at a lower rate than the general sales tax: Utah, Illinois, Missouri, Arkansas, Tennessee 
and Virginia. The other seven tax groceries at the full rate: Idaho, South Dakota, Oklahoma, 
Mississippi, Alabama, Hawaii and Kansas.i 

Kansas’s current rate is 6.5%, making it the second highest in the country behind Mississippi at 
7.0%.ii However, Kansas allows local governments to impose their own sales tax on top of the 
State’s. When taking this into account, Kansas’s sales tax on groceries is the highest in the 
country.iii 

Food Sales Tax Credit  
Kansas has offered a food sales tax credit to low income-filers since 1978 to offset some of the 
policy’s regressive effects. Before 2013, the credit was refundable; if the amount of the credit 
was larger than what a filer owed, they received a refund for the difference. The credit provided 
$72 per exemption claimed on the filer’s federal income tax for those with adjusted gross income 
of $0 to $13,800; and a $36 credit per exemption for those with adjusted gross income between 
$13,801 and $27,600.iv 

https://27,600.iv
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In 2012, the legislature increased the size of the credit but repealed its refundability and 
tightened eligibility requirements. The current credit is $125 per exemption claimed on the filer’s 
federal income tax.v However, filers do not receive the full credit amount if it is larger than what 
they owe. The credit only applies to filers with a federal adjusted gross income below $30,615 
who have a disability, are 55 or older, or claim a dependent under 18 who has a disability.vi The 
elimination of the refund and changes to eligibility has significantly decreased the number of 
exemptions and the total annual tax expenditure (see Table 1). 

Kansas Budget and Tax Cut Context  

In eliminating the sales tax on groceries, the legislature will have to take care to demonstrate to 
the public that they will be able to manage any revenue shortfalls that may accompany the 
decision. In 2012, then-Governor Sam Brownback reduced the rate on pass-through business 
income to zero which led to revenues “plunging,” statewide cuts to education funding, and 
downgrades to the state’s bond rating.viiviii In 2017, the Republican-controlled legislature passed 
a statewide tax increase with broad support to make up for the lost revenue.  

Far from the harsh reality of the earlier parts of the last decade, Kansas currently enjoys a budget 
surplus. Early 2022 forecasts a surplus around $2.89 billion in the state’s general fund. In 2021, 
the state collected $758 million more in general tax revenues than expected, leading to a nearly 
9.3% surplus in May—just before the start of the new fiscal year.ix The Governor has said that 
her top fiscal priority in light of the surplus is eliminating the grocery tax and there appears to be 
room in the budget to do so.x However, policymakers must be mindful of the possibility of 
revenue shortfalls to prevent Kansas from falling back to where it was less than a decade ago. 

Impact of Grocery Sales Tax 

Distributional Effects  
The current sales tax on food has differential impacts for households across the income 
distribution, raising equity concerns. As income rises, the ratio of consumption to income falls. 
This impact also applies to food. In 2018, families in the lowest income quintile spend almost 
twice the share of their annual income on groceries as those in the highest, 10.3% and 5.7%, 
respectively.xi General sales taxes are therefore regressive; lower income households pay a 
higher percentage of their incomes in taxes than higher income households.  

In Kansas, a typical four-person household with $25,000 in annual income spends 29% of its 
income on food, while a typical four-person household earning $150,000 spends only 6%.xii The 
household earning $150,000 pays $619 in grocery sales taxes annually, 0.4% of its income. The 
household earning $25,000 spends $468 in grocery sales taxes annually, 1.9% of its income. 
Thus, the low-income household’s rate is almost 4.75 than that of the high-income household.xiii 

SNAP Implications  
While federal law prevents states from collecting sales tax on groceries purchased using SNAP, 
this does not negate the equity concerns. SNAP does not cover all food expenses, and Kansas’s 
average monthly benefit of $229 is $10 lower than the nationwide average of $239.xiv In 
addition, SNAP covers up 130% of the federal poverty line, $34,452 annually for a family of 

https://respectively.xi
https://disability.vi
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four.xv This leaves out many low-income families. In addition, Kansas’s participation rate, the 
percentage of eligible people who enroll in the program, is well below the national average: 69% 
compared to 82%.xvi 

Food Insecurity in Kansas  
Grocery taxes are correlated with higher rates of food insecurity and Kansas’s rate is higher the 
national average, 12.1% compared to 10.9%.xvii In 2019, approximately one in eight Kansas

xviii residents reported facing hunger, including one in six children. Food insecurity has increased 
during the pandemic, and grocery taxes can contribute to food insecurity. A nationwide study 
found that grocery taxes are associated with higher rates of food insecurity amongst low-income 
individuals, even after controlling for demographic characteristics, environmental factors, and 
SNAP participation. On average, a one percentage point increase in the grocery tax rate is 
associated with a 0.84% increase in food insecurity for households making less than $30,000 
each year.xix 

Distortionary Effects:   
While the tax elasticity of demand for food is inelastic, Kansas’s grocery tax is inefficient 
because it leads to border effects. A national study estimates that a 1% increase in the grocery tax 
is associated with a 0.07% decrease in food consumption for those who are income eligible for 
SNAP but don’t participate.xx This indicates that demand for food is insensitive to changes in the 
sales tax. However, Kansas’s grocery tax creates costs to consumers and businesses in foregone 
economic activity, as well as to local governments in foregone revenue. The grocery tax creates 
incentives for households living near its border to cross into neighboring states to purchase food. 
A study examining this effect found that every one unit increase in the tax difference index (the 
average sales tax difference between a Kansas county and its bordering counties in other states), 
food sales volume drops 9.769% per person per year.xxi This has implications for local 
governments, who lose out on sales tax revenue. 

Proposals  

#1: Repeal Sales  Tax for  Groceries Only  
Governor Kelly’s proposal exempts food and food ingredients from the general sales tax while 
continuing to apply it to prepared foods. This does not include alcoholic beverages. Her proposal 
would also increase the portion of the general sales tax dedicated to the State Highway Trust 
Fund from 16.54% to 18.22%.xxii This will ensure that the fund will not be negatively impacted 
by the corresponding reduction in sales tax revenue. The Kansas Division of Budget estimates 
that the State Highway Trust Fund will receive an additional $6.1 million in FY2023 as a

xxiii result. However, the proposal would still allow local governments to impose sales tax on food 
and food ingredients. Kelly estimates that her proposal would cost $449 million in fiscal year 
2023, $481.9 million in FY2024 and $491.3 million in FY2025. The estimate assumes that sales 
tax on groceries accounts for 15% of annual sales tax revenue.xxiv 

The proposal continues to apply the general sales tax to prepared foods, which is inteded to 
capture restaurant meals. “Prepared foods” is defined as food sold in a heated state by the seller, 
two or more food ingredients mixed or combined by the seller and sold as a single item, or food 
sold with eating utensils provided by the seller.xxv The definition excludes food that is solely cut, 

https://participate.xx


 

 

  

  
  

 

 

  
  

 
 

  
  

  
 

    
 
   

  
    

   
 

 
  

 
 

 
   

 

 
 

 
  

   
    

 
 

 

 

4 

repackaged or pasteurized by the seller and raw eggs, fish, meat and poultry or foods that contain 
these raw products and require cooking by the consumer. It also excludes soft drinks, any food 
sold by a manufacturer as defined by the North American Industry Classification System 
(NAICS), bakery items, and food sold in an unheated state by weight or volume as a single item. 
Lastly, it exempts food sold that “ordinarily requires additional cooking, as opposed to just 
reheating, by the consumer prior to consumption.”xxvi 

#2: Repeal Sales  Tax for  All Food 
The legislature is also considering exempting food ingredients and food sold at restaurants from 
the state’s general sales tax. This proposal would also continue to allow local governments to 
impose sales taxes and eliminate the grocery tax credit. However, it does not adjust the portion of 
the general sales tax dedicated to the State Highway Trust Fund, which will reduce revenues for 
planned projects. 

The Kansas Division of Budget estimates that a clean repeal would cost $319.8 million in fiscal 
year 2023, but this would increase to $771.7 million in FY24 and $786.6 million in FY25.xxvii It 
assumes that sales tax on food and restaurant meals accounts for 24% of annual sales tax 

xxviii revenue. 

#3:  Reduce Sales Tax Rate and Implement Refundable Credit  
This proposal cuts the sales tax rate from 6.5% to 3.5% for groceries while taxing restaurant 
meals at the current rate. However, it also provides an automatic mechanism for future rate 
reductions. If the state’s Budget Stabilization Fund, its rainy-day fund, exceeds $100 million at 
the beginning of each fiscal year, the grocery tax will be reduced by 1.2% at the beginning of the 
next tax year. Once the rate reaches zero, it will remain there permanently. At the end of fiscal 
year 2021, the Budget Stabilization Fund’s balance was $81.9 million.xxix The proposal reinstates 
the refundable tax credit, but it does not change the portion of sales tax revenue dedicated to the 
Highway Trust Fund. The Kansas Division of Budget estimates that the proposal would cost 
$437.8 million in fiscal year 2023, $540.3 million in FY2024 and $643.4 million in FY2025.xxx 

A recently published amended version of the bill brings the sales tax on groceries up to 6.3%, 
still below the current 6.5% rate. This reduces the fiscal impact to $322.8 million in fiscal year 
2023, $437.8 million in FY2024 and $540.3 million in FY2025.xxxi 

Points to Consider   

There is broad, bipartisan support to eliminate the sales tax on groceries. Governor Kelly (a 
Democrat) and Senate President Ty Masterson (a Republican) both support eliminating the tax. 
Governor Kelly’s website cites several local and national groups that also back the proposed 
change including the AARP, the Kansas Rural Center, and the Institute for Policy and Social 
Research at the University of Kansas.xxxii Few groups have come out in outright opposition to the 
proposal, but various groups statewide have noted points to consider in drafting the final 
legislation. 

The Greater Kansas City Chamber of Commerce supports lowering the food tax, but gradually. 
They do not favor outright elimination, citing concerns about revenue shortfalls and reliving the 
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tax cut-related deficit in the mid-2010s. The Chamber is urging a phase-out of the grocery tax so 
as to not shock the general fund balance—but favors the move toward outright elimination 
eventually. The Kansas Department of Transportation (KDOT) shares concerns about revenue 
shortfalls, particularly to the state highway fund. They favor an amendment to ensure that 
revenue shortfalls in the general fund are not covered by transferring money away from the 
highway fund.xxxiii This concern is addressed in Governor Kelly’s proposal (proposal #1 above), 
but not the others.  

Ultimately, eliminating the grocery tax will impact revenue statewide and Kansas will be 
responsible for covering the costs. The governor and the legislature have repeatedly emphasized 
the current budget surplus as a means of covering the costs. While, as of May 2021, the surplus 
is sufficient to cover the first three years of any of the three detailed plans, it is not necessarily a 
long-term solution. A December 2021 presentation from the Institute for Policy and Social 
Research at the University of Kansas suggests that the 2018 Wayfair Supreme Court Decision 
allowing states to collect sales tax on internet commerce should broaden the sales tax base 
sufficiently to compensate for any lost tax revenue on groceries.xxxiv Kansas only recently passed 
legislation establishing a sales tax obligation for internet sellers with over $100,000 in sales in 
Kansas.xxxv While the law has been in place for less than a year, it is likely that the additional 
revenue will be sufficient to cover the revenue impact of eliminating the grocery tax. 

The Kansas Association of Counties favors a version of the bill that does not change local 
finances. One version of the bill, one that includes a sales tax exemption on farmers markets, 
would decrease local sales tax revenue. The Association is particularly concerned about border 
effects, noting that missing out on local revenue in border counties puts those communities at a 
real financial disadvantage. They support eliminating the statewide tax in its entirety so long as 
county revenue continues to flow.xxxvi 

The first proposal, which eliminates the grocery tax but continues to apply sales tax on prepared 
meals, would likely increase administrative costs for local governments. If the proposal were 
enacted, local governments would no longer be able to rely on the state for collecting taxes on 
groceries. They would need to create mechanisms to collect their respective sales tax, which may 
require new technology and additional staff. It’s also possible that local governments may decide 
that the increased administrative costs outweigh the revenue they collect from sales tax on 
groceries. In addition, proposals #1 and #3, which eliminate or reduce the tax on groceries but 
not for prepared meals, would likely create new compliance costs for grocery stores and 
businesses that sell both groceries and prepared food. These establishments will need to set up 
new systems to ensure they are applying the correct level of tax for each product. However, 
under the first proposal, some of these costs could be offset by the fact that the tax difference 
between SNAP and non-SNAP purchases will disappear. 

Recommendation  

Kansas should eliminate the sales tax on groceries while maintaining the current sales tax on 
prepared food items (Option #1 as indicated above). Doing so will help eliminate the regressivity 
inherent in sales taxes (especially on necessary items like groceries) while maintaining any 
revenue Kansas currently takes in from taxes on prepared food. The state should “axe the tax” 
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while enjoying a budget surplus to help navigate through any short-term revenue shortfalls and 
take advantage of the Wayfair decision to make up the future lost revenue by b. 

Kansas should also refine its definition of prepared foods to include bakery items but exclude 
prepared foods sold by grocery stores. There is no clear justification for why bakery items sold 
by commercial bakeries should be exempt from the general sales tax. In addition, the state should 
exempt prepared foods sold by grocery stores, as defined by NAICS code 445110. This will 
reduce compliance costs and simplify implementation while improving vertical equity. Many 
low-income families have limited time to cook, and homeless individuals may not have reliable 
access to kitchens. The current proposal would unnecessarily tax items that these households 
may rely on, such as rotisserie chicken. Removing the sales tax on all prepared foods sold by 
grocery stores would increase progressivity and lower compliance costs. 

There will be some pushback from citizens and groups arguing that all prepared food should also 
be exempt from the sales tax. The Kansas Restaurant and Hospitality Association wants prepared 
food included in the measure, arguing that, in some rural counties, residents can only purchase 
prepared food as grocery stores have closed.xxxvii However, they provide little evidence to this 
effect. Further, household consumption data indicates that higher income households spend 
larger percentages of their food purchases on restaurants than lower income households. In 2015, 
the top income quintile spent 49% of total purchases away from home, compared with 34% in 

xxxviii the lowest income quintile. Americans with the lowest incomes are not typically those 
dining out—and they are the ones who should benefit the most from eliminating this tax. 

Cutting the tax on groceries completely but leaving it in place for prepared food would be 
consistent with tax policy in other states. Every state that has a sales tax (and even New 
Hampshire, which does not) taxes prepared foods (figures 1 and 2). Kansas, which has 40 
counties that collectively border four other states, must consider border effects in its tax policy. 
Eliminating the grocery tax will make Kansas competitive relative to its neighbors. Neither 
Colorado nor Nebraska currently tax groceries (meaning Kansas “axing the food tax” would help 
it catch up to its northern and western neighbors). Missouri and Oklahoma to the east and south 
both maintain state sales taxes on groceries. If Missouri and Oklahoma maintain their taxes, 
Kansas eliminating theirs could lead to border residents crossing into Kansas to buy groceries— 
particularly of note in the Kansas City metropolitan area where more than 500,000 residents live 
within 30 miles of the border. While this consequence is not guaranteed (Oklahoma or Missouri 
may choose to further reduce their tax to remain competitive), it is a potential benefit to Kansas 
with no real downside. 

Finally, and most importantly, cutting the tax on groceries is associated with lower rates of food 
insecurity. One study estimates that even a modest decrease in the food tax could reduce food 
insecurity by as much as 2%. However, eliminating it directly is estimated to decrease food 
insecurity by 3.2% for households with incomes less than $30,000. Another estimate from the 
Governor’s office estimates that eliminating the tax could save a family of four an average of 
$500/year. Pursuing this plan will reduce food insecurity and put money in the pockets of 
Kansans who need it—it is a plan worth pursuing. 
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Conclusion  

Kansas should eliminate the sales tax on groceries and maintain the existing sales tax on 
prepared food. In doing so, legislators should be mindful of the economic hardships the state 
faced last time they substantially eliminated a revenue source and take care to devise a plan that 
will keep government-supported operations afloat (without diverting money from the state 
highway trust). The legislature and the governor believe the state’s current surplus combined 
with the new ability to collect sales tax on internet purchases should allow the state to eliminate 
the tax without an adverse impact on the state’s bottom line. In doing so, legislators can progress 
knowing they have helped to eliminate a regressive tax that led to unfavorable distortion effects 
in Kansas’ border counties, and, more importantly, put food on the table and money in the 
pockets of Kansans who badly need it. 



 

 
 

   

   
   
   
   
   

   
   
   
   
   
   

Tax Year Number of Claims Allowed Amount Paid 
2010 378,897 $59,209,091 
2011 369,637 $57,237,181 
2012 385,725 $60,754,843 
2013* 118,189* $25,580,320* 
2014 80,414 $14,221,704 
2015 83,952 $10,866,548 
2016 52,775 $7,855,278 
2017 52,866 $7,252,993 
2018 70,090 $9,837,101 
2019 69,307 $9,966,464 
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Appendix 

Table 1: Food Sales Tax Credit: Total Claims and Expendituresxxxix 

* Indicates first year after elimination of refundability 

Figure 2: US Food Taxes by County—groceries onlyxl 
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Figure 2: US Food Taxes by County—prepared foodxli 
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