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Why do we care? 

  “How many more needless deaths?” 
 Government agencies and other players 

are under pressure to respond to: 
 Increasing incidence of diet-related disease 
 Increasing health care costs 
 International initiatives 
 Popular concern 
 (In US) Legal liability 
 Public budget crunches 

Source:   (a) Based on figures provided in the GPI Atlantic Cost of Obesity reports, Ronald Colman, compiled by the Library of 
Parliament; (b) Statistics Canada (Canadian Community Health Survey 2004 and Canada Health Survey 1979) 

Fat is the New Tobacco 



5/21/10 

2 

A Role for Government? 

 Economist arguments - market failures: 
 Imperfect markets 
 Imperfect information 
 High external costs 

 Other arguments: 
 Protection of children 
 Regulation of broadcast media 
 Belief that health is an important part of 

societal well-being 

Policy Instruments 

 R&D policy 
 Advertising and social marketing 
 Marketing restrictions 
 Process restrictions 
 Taxes and Subsidies 
 Agricultural Policy 

Policy Instruments 

 R&D policy 
 Advertising and social marketing 
 Marketing restrictions 
 Process restrictions 
 Taxes and Subsidies 
 Agricultural Policy 

What Influences Food Choice? 

Source: Sims, 1998 
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Three purposes of taxes 

 Raise revenues for government 
 Redistribute income 
  Influence behaviour 

Any given tax will have implications for all three! 

Food prices and consumption 

 People buy less when prices go up, but 
not much less (low own-price elasticities) 

  Inelastic demand is a consistent finding 
 People are more responsive to some 

targeted categories (food away from 
home, soft drinks), but less so to fats/oils 
and sweets 

Andreyeva, Long, and Brownell, 2010 

Experimental Evidence 
  Lowering fresh fruit prices in a worksite 

cafeteria by 50% increased sales 3-fold 
(Jeffery et al. 1994) 

 Similar results in high school cafeteria 
(French et al. 1997) 

 Vending machine study (French et al. 2001) 

 55 vending machines, 4 price levels 
 informational treatments 
 Price reductions of 10%, 25%, and 50% on 

low-fat snacks increased sales by 9%, 
39%, and 93%, respectively 

Pop or milk? 

Source: Lin, Smith, and Lee, 2010; based on review of US dietary 
intake data from NFCS, CSFII, and NHANES surveys 

Pop or milk? 

 Using scanner data, Lin et al. (2010) find: 
  Soda taxes have a relatively higher burden on low-

income consumers 
  Soda taxes also have an absolutely higher burden 

on low-income consumers  
  Increased soda prices would increase 

consumption of skim and low-fat milk 
  20% effective tax rate estimated to reduce caloric 

intake by 35-40 calories per day 
  but small changes have bigger impacts over time 

Empirical literature on weight 
outcomes 
 People respond to food prices, but not in a 

big way (i.e., inelastic demand) 
 Several studies find no significant 

relationship between taxes and weight 
 Other studies find significant but small 

relationships between taxes and weight 
  Larger effects by SES or BMI? 

Powell and Chaloupka, 2009 
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Some studies are bullish … 

  Marshall (2000) article in British Medical Journal 
looked at ischemic heart disease due to diet 
 Value added tax on sources of saturated fat may 

avoid between 900 and 1000 premature deaths 
 Tax revenue could raise income for low income 

groups 
  Recent NEJM piece by Brownell and Frieden 

(2009) 
 Notes flat price path of soft drinks relative to fresh 

fruits and vegetables 
 Cites industry study suggesting elastic demand price 

response when Coca-Cola prices increased 

… but for the most part, inelasticity reigns 

 Kuchler, Tegene and Harris (2005) find 
that even 20% taxes on snack food will not 
significantly impact diet 

 Oaks (2005) found Maine snack tax did 
not reduce obesity rates 

 Clark and Levedahl (2006) and Chouinard 
et al. (2007) find taxes on meat and dairy 
fat content, respectively, not effective 

Another recent review sums up: 

 Current evidence is generally of low 
quality 

 Existing tax/outcome studies do not 
provide causal evidence 

 Evaluation of actual taxes a priority 
  Little evidence for low income countries 

Thow, Jan, Leeder & Swinburn, 2010 

What’s missing from the research 

  Impact of big taxes 
 Can’t predict from observing small changes! 

 Policy endogeneity problem 
 Behavioral impact of stigma and salience 
 Extent of compensatory behavior 

 The more we know we’re eating better, the 
bigger the compensation! 

Taxation as a behavioural tool: 
Criticisms and concerns 
 No safe cigarette, but no safe chip? 
 Necessarily paternalistic intervention 

(imposition of an external goal) 
  If prices go up, your buying power goes 

down 
 Who pays the most? 
  Implementation 

Implementation Concerns  

 The targeting problem 
 Consumer response 
 Producer response 
  Interaction with existing programs and 

price distortions 
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The Problem of Targeting 
(Spot The Soft Drink!) 

Do higher prices always mean 
fewer problems? 

Health-Conscious Consumers:  
A Dairy Example Health-Conscious Consumers??? 

Producer responses 

  Reformulations 
  New product introductions 
  Marketing 
  Price promotions 
  Genuine, proactive, health-promoting shifts are 

possible 
 Stave off undesired regulation 
 Product and brand differentiation 

Interactions with existing policies 
(food and agriculture examples) 
We have policies to: 

 increase fluid milk prices 
 increase poultry prices 
 grade beef on fat content 
 reduce export of grains 
 subsidize sugar beet production 
 encourage corn syrup production 
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Regressive taxes 

  Incidence of taxes regressive 
 By percentage of income, any increase in 

food prices has greater impact on low income 
HHs 

 When low-income HHs are less price 
responsive (sodas!), doubly so 

  Incidence of health benefits may be 
progressive 

Energy Density and Price 

 What if your primary concern is meeting 
daily energy needs? 

 Collected data from several grocery stores 
 Recorded price and energy data 
 Calculated price per calorie 

Price per Calorie 

What about subsidies? 

 Easier to target 
 Progressive, not regressive 
 Will encourage more beneficial producer 

responses 
 BUT – require large government 

expenditures! 

Are Subsidies Worth It?   
Fruit and Vegetable Subsidy Study Results 

 A one-percent subsidy of all fruits and 
vegetables can save 10,000 lives for US 
$1.3 million each 

 Value of a statistical life estimated to be 
between US $4 and $9 million (passes 
benefit-cost test) 

 Compare to $65 million per cancer case 
for (U.S.) toxics and pesticide programs 

Source: Cash, Sunding and Zilberman.  2006.  Fat Taxes and Thin Subsidies: Prices, Diet, and Health 
Outcomes.  Food Economics 2: 167-174. 
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Present Value of a forty-year subsidy of one percent of retail price.  Low income refers to families below 
130% of the poverty income guidelines, and high income households are above 300% of this level.  All 
numbers are in millions of U.S. dollars. 

by Avoiding Heart Disease and Strokes through Subsidies 
Price responsiveness and BMI 

  Some studies find that higher BMI more responsive to 
changes in relative price  
  Results driven by income/BMI links 
  In line with arguments about relative inexpensiveness of energy-

dense foods 
  Other studies find the opposite! 

  In particular, experimental studies that control for income or have 
less heterogeneous samples 

  BMI is, in some part, an indication of past consumption 
preferences 

  Also relevant to non-price interventions 

BMI Tax 

 Schmidhuber (2004) argues this can 
function as a Pigovian tax 

 Addresses energy balance, not just inputs 
 British restaurant critic Giles Coren 

proposes following formula: 

Give Me a Break! 

 Health does not steadily decrease with 
higher BMIs (and even increases in some 
ranges) 

 BMI determined jointly by behavioural 
factors and genetics – tax your genes! 

  Increased muscular structure also 
increases BMI 

  Larger families pay more? 

But … 

 Obesity as a risk factor for market 
insurance premia is fair game (life 
insurance, supplemental health) 

 States “taxing” heavier public employees 
(by discounting premium contributions of 
non-obese employees) 

 RyanAir flap over airline surcharges 

Our experiment - motivation 

 Price elasticities of demand may be small, 
but implementation of the tax provides 
information on the good. 

 Policymakers can design a tax to enhance 
its salience (Chetty et al, 2009) 

  Is a tax label a source of information?  
  Is a tax label a source of stigma? 
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Which wouldn’t you buy? 

A. $1.39 C. $1.49 B. $1.49 

We’ve done it before … 

Products 

Results 

  People avoid “stop light” warning 
label; mixed findings on “cigarette 
style” label 

  Own-price elasticities for our snacks 
range from -.24 to -.20 

  No price-label interaction  
  Higher BMI less sensitive to price  
  Higher BMI less sensitive to warning 

labels 
  Cheetos are gross 
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Hypothetical Market: 
$1 price increase by BMI Three types of consumers 

  Three classes, all of whom reduce consumption of 
targeted items when faced with a joint tax-and-label 
intervention 
  Class 1 avoids the label 
  Class 3 avoids the tax 
  Class 2 responds to price and “stigma” 

  When faced with strategic industry response, the 
behavioral change and tax incidence can vary widely 

  Interventions may have least impact on those individuals 
who are most targeted 

Better behavioural tools 

 Price is part of the food environment, but 
so is 
 packaging 
 location 
 lighting 
 cafeteria design 

Influencing Choice 

Source: Downs, Lowenstein, and Wisdom, 2009. 

AAEA,	  CAES	  &	  WAEA	  Joint	  Annual	  Mee3ng	  	  	  •	  	  	  DENVER,	  CO	  

BRIAN WANSINK 
Keynote Speaker  
Cornell University 
Author of Mindless Eating 

BARRY POPKIN 
Keynote Speaker  
University of North Carolina 
Author of The World is Fat 

To	  learn	  more	  about	  this	  workshop	  and	  to	  register,	  please	  visit:	  

	   	   	   	  	  	  	  	  h$p://aaea.org/2010am	  

PROGRAM ORGANIZERS 
Sean B. Cash, FSN Member-at-Large • University of Wisconsin 
Christiane Schroeter, FAMPS Chair • Cal Poly-San Luis Obispo 

DAVID	  JUST	  
      Cornell University • “Applying Behavioral Economics to Food Policy” 

JAYSON	  LUSK	  
      Oklahoma State University • “Field Experiments” 

JAY	  SHOGREN	  
      University of Wyoming • “Experimental Valuation Methods” 

DIANE	  WHITMORE-‐SCHANZENBACH	  
      University of Chicago • “Behavioral Analysis of Survey Data” 

Featuring insights from lead researchers: 

In Summary 

 Higher prices = less consumption 
  Low own-price elasticities mean taxes are 

 a weak behavioural tool 
 an effective means of raising revenues 

 Poor understanding of impacts of large 
taxes, distributional impacts (still!), 
producer responses 
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Emerging evidence 

 The higher-price = less consumption 
equation is affected by 
 provision of information 
 consumer heterogeneity 
 producer and retailer response 

  If we need to raise taxes somewhere, 
targeted food taxes may be more … 
palatable 


