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Recreational cannabis is big business and an appealing new source of tax revenue in the US. As of
April 2021, recreational cannabis could be legally purchased in 11 states, and an additional 7 had
passed recreational cannabis laws. Tax revenue from recreational cannabis was more than $1.6 billion
in 2020 for 9 states that report revenue data.1 This revenue comes from excise taxes on recreational
cannabis that are in addition to the general sales tax. Although some of this revenue is dedicated to
substance misuse prevention and services in many states, little to none is dedicated to offsetting the
potential mental health consequences of cannabis legalization.

In this Viewpoint, we argue that earmarking recreational cannabis excise taxes for investments
in mental health is an appropriate strategy to minimize the potential mental health consequences
of cannabis legalization (eg, increased risk of psychological distress and schizophrenia)2-4 while
preserving potential benefits (eg, reducing the disparate impact of cannabis-related arrests and
incarceration on Black and Hispanic communities).5

What Are Excise and Earmarked Taxes, and When Are They Appropriate?

An excise tax is a tax imposed on a specific good or activity, like tobacco or indoor tanning. An
earmarked tax is a tax for which revenue is dedicated for a specific purpose.6 There is generally
consensus among tax scholars that it is only appropriate to earmark excise tax revenue for spending
initiatives that offset externalities associated with the use of the good or engagement in the activity
(ie, when an individual’s use of the good or engagement in the activity produces consequences for
others or society).

By this standard, it would be appropriate to implement excise taxes on recreational cannabis
and earmark revenue for mental health services and systems. This is because a growing body of
evidence suggests that increases in cannabis access, especially high-potency cannabis, through
recreational and medical cannabis laws are associated with increases in mental health problems at
the population level—such as increased risk of psychological distress and schizophrenia.2-4 These
mental health problems have social and financial costs for society (ie, produce externalities).
Earmarking a proportion of recreational cannabis excise tax revenue for mental health would also be
consistent with how alcohol and tobacco excise taxes are earmarked for substance misuse
prevention and treatment in many states.

Current Status of Excise Taxes and Earmarks Related
to Recreational Cannabis and Mental Health

As noted in a recent Tax Foundation report, excise taxes on recreational cannabis are generally not
earmarked in ways that meet standards of appropriateness because “revenue is dedicated to either
unrelated spending programs or the general fund.”1 Of the 11 states where recreational cannabis could
be legally purchased in April 2021, only Illinois, Oregon, and Washington explicitly mention mental
health in the statutory language that earmarks excise tax revenue. In all 3 states, however, mental
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health is only mentioned in combination with substance use—providing no guarantee that any
revenue will be spent on mental health in addition to substance use services. Of the additional
7 states that had passed recreational cannabis laws, only statutory language in Connecticut mentions
mental health—with excise tax revenue earmarked for mental health or addiction services and
epidemiologic surveillance of the outcomes of recreational cannabis on youth mental health.

In the other 14 states that have passed or implemented recreational cannabis laws, excise tax
revenue is earmarked for substance use prevention and treatment, the state general fund (where it
can be spent for any purpose), and initiatives not directly related to behavioral health, such as
transportation, law enforcement, and public education. In some states, such as California and New
Jersey, revenue is earmarked for investments in communities that have been disproportionately
affected by policing practices related to cannabis criminalization. Although not explicitly focused on
mental health, such investments can be perceived as potentially improving the structural
determinants of mental health.

What Impacts Can Earmarked Recreational Cannabis Excise Taxes
Have on Mental Health Spending?

The Table illustrates the extent to which earmarking recreational cannabis excise taxes could
increase state investments in mental health. We present a hypothetical scenario in which 25% of
each state’s annual cannabis excise tax revenue is earmarked for mental health. We express this
revenue as (1) percentage increase in annual mental health agency spending, and number of
additional encounters covered for (2) mobile psychiatric crisis units, (3) coordinated specialty care for
first-episode psychosis, and (4) the National Suicide Prevention Lifeline (the Lifeline). We focus on
these services because they are elements of mental health crisis systems, which are primarily funded
by state and local governments and generally lack a sustainable financing model. Furthermore,
demand for these services is projected to increase substantially after 988 becomes the 3-digit dialing
code for the Lifeline on July 16, 2022.10

Colorado—1 of the first 2 states to pass recreational cannabis laws in 2012, Washington being the
other—provides an example of the potential magnitude of earmarking cannabis excise tax revenue

Table. Revenue From State Recreational Cannabis Excise Taxes Expressed as Potential Investments in Mental Health, Fiscal Year 2020a

State
25% Of annual revenue from
recreational cannabis excise tax, $b

25% Of actual annual revenue from recreational cannabis excise tax expressed as potential investments
in mental health services and systems

% Change in state mental
health agency spendingc

No. of additional mobile
psychiatric crisis unit
encountersd

No. of additional coordinated
specialty care for first-
episode psychosis patientse

No. of additional National
Suicide Prevention Lifeline
encountersf

Alaska 6 135 002 +2.3 738 880 24 914

California 118 525 000 +1.5 14 267 17 003 481 327

Colorado 76 819 582 +10.1 9247 11 020 311 962

Illinois 8 675 000 +0.9 1044 1244 35 229

Massachusetts 12 920 000 +1.4 1555 1853 52 468

Michigan 2 423 171 +0.2 292 348 9840

Nevada 26 295 237 +8.8 3165 3772 106 784

Oregon 33 287 587 +3.1 4007 4775 135 180

Washington 117 300 000 +11.1 14 120 16 827 476 352

a Calculation notes: All revenue, spending, and cost figures are inflation adjusted and
expressed in 2021 dollars using the US Bureau of Labor Statistics Inflation Calculator.
For column 3, the percentage increase is based on 100% of the revenue from column
2 being provided to the state mental health agency. For columns 4-6, the figures are
based on 33% of the revenue in column 2 being spent on each service (ie, 100% of the
revenue from column 2 being evenly distributed across the 3 services).

b Data from Boesen.1

c Calculations: 2015 state mental health agency spending data obtained from the
Substance Abuse and Mental Health Services Administration.7

d Cost per person served in 2021 dollars estimated at $2766, derived from cost estimate
reported by Scott.8

e Cost per person served in 2021 dollars estimated at $2321, derived from cost estimate
reported by Murphy et al.9

f Cost per call in 2021 dollars estimated at $82 derived from cost estimate reported in
the 988 Appropriations Report.10
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for mental health. If 25% of the state’s cannabis excise tax revenue ($76 819 582) was earmarked for
the state mental health agency, where it could be spent on a range of initiatives, it would equate to
a 10.1% increase in the agency’s annual spending. Alternatively, if this revenue were evenly
distributed for spending across the 3 types of mental health services, it would equate to financing an
additional 9247 mobile psychiatric crisis unit encounters, covering coordinated specialty care for
first-episode psychosis program costs for an additional 11 020 patients, and an additional 311 962
calls, chats, or texts being handled through Lifeline call centers in the state.

Recreational Cannabis and Tax Policy Making:
Implications for Mental Health Clinicians and Researchers

Recreational cannabis laws are a complex mental health policy issue that requires thoughtful
consideration of risks and benefits. As DeVylder and colleagues describe,5 the issue requires
balancing the risks of mental health consequences with the benefits of improving structural
determinants of mental health among Black and Hispanic communities that have been
disproportionately affected by cannabis criminalization. Earmarking recreational cannabis excise tax
revenue for mental health services is a pragmatic financing strategy to help reduce risks and
maximize benefits.
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