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Economic Rationale for
Government Intervention

* Useful feature of economic perspective: explicit criteria for when
and how govt should intervene
— Organizing framework, principles

— Avoids paternalism

* Economic rationale for government intervention: fix market
failures

1. “Internalize” any negative externalities

2. Ensure consumers have necessary information to make informed
decisions

3. Protect consumers if/when not acting “rationally” (in own best interest)



Externalities Associated with Obesity

* Obesity raises annual medical care costs (relative to
those with healthy weight):

— Obesity: by $2,781 (107%)
* Class 1 obesity: $1,902 (73%)
* Class 2 obesity: $3,336 (129%)
* Class 3 obesity: $6,493 (253%)

— Roughly 95% of all costs of treating obesity-related illness
borne by third-party payers — 1.€. there are substantial
externalities

All figures in 2021 USD. Source: Biener, Cawley and Meyerhoefer (2024), Handbook of
Obesity, 5" Edition, ed. By Bray, Bouchard & Katzmarzyk



Predicted Adult Medical Expenditures by BMI
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Notes: Predicted medical expenditures denoted by the solid line are from an IV two-part model and are expressed in 2021 USD. Dashed lines
represent the 90% confidence interval, which has been adjusted for the complex design of the MEPS. The distribution of individuals in the
population is indicated by the dotted line. BMlI is calculated using self-reports or proxy reports of height and weight. Data: MEPS 2006-2013. N
=31,591.

Source: Biener, Cawley and Meyerhoefer (2024), Handbook of Obesity, 5" Edition, ed. By
Bray, Bouchard & Katzmarzyk




Sugary drink taxes around the world

Americas:

British Columbia,
Canada

Newfoundland and
Labrador, Canada

USA (8 jurisdictions)

Bermuda

Mexico

Dominica

Barbados

Panama

Ecuador

Peru

Chile
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Europe:
Finland
Latvia

United l

Kingdom
Isle of Man
Ireland
Poland

Belgium
France
Hungary
Spain

Portugal '
St Helena

Africa:
Morocco
Nigeria
Mauritius
Seychelles
South Africa

W

 :
}}
e

\ P |

Middle East &

Southeast Asia:

Israel

Saudi Arabia

Bahrain

Qatar

United Arab Emirates
Oman

India

Thailand

Malaysia

Maldives
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Western
Pacific:
Philippines
Brunei
Cook Islands
Fiji
French
Polynesia
Kiribati
Marshall
Islands
Nauru
New Caledonia
Niue’ -
North. Mariana
Islands
Samoa
Tonga
Tuvalu
Vanuatu
Wallis and
Futuna
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Impact of SSB Taxes on Prices

Berkeley
Falbe et al. (2015) — Low—Inc. Neighborhoods
Cawley and Frisvold (2017) — All Stores
Bollinger and Sexton (2018) — Grocery Chains
Bollinger and Sexton (2018) — Pharmacy Chains
Rojas and Wang (2021) — Chains

Philadelphia
Cawley et al. (2018) — Airport
Cawley et al. (2020a) — All Stores
Bleich et al. (2020) — Independent Stores
Roberto et al. (2019) — Grocery Chains
Roberto et al. (2019) — Mass Merchandise
Roberto et al. (2019) — Pharmacy Chains
Seiler et al. (2020) — Chains

Seattle
Jones—Smith et al. (2020) — All Stores

Powell and Leider (2020) — Chains

Oakland
Cawley et al. (2020b) — All Stores
Falbe et al. (2020) — All Stores
Marinello et al. (2020) — Restaurants (bottled soda)
Marinello et al. (2020) — Restaurants (fountain drinks)

San Francisco
Falbe et al. (2020) — All Stores

Cook County
Powell et al. (2020) — Chains

Boulder
Cawley et al. (2020c) — All Stores
Cawley et al. (2020c¢) — Chains
Cawley et al. (2020c¢) — Restaurants (fountain drinks)
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Source: Cawley, Frisvold, Jones and Lensing, Am J Agric Econ (2021)



Improve Consumer Information
e.g. Calorie Labels on Menus

 Venues: two full-service, sit-down restaurants

* Entire party randomized upon coming to maitre d’:
— C group: usual menus
— T group: same menu with calorie labels (format
required by ACA)

* At conclusion of meal patrons asked to complete
survey; data linked to orders

* Large sample size: N=5,551

* Number of calories in each dish determined using
MenuCalc (developed by USDA & NRA)

# 1509005830)

Source: Cawley, Susskind, and Willage, JPAM, 2018




Menu Labels Reduced
# Calories Ordered

Table 2. Effect of menu labeling on calories ordered.

Estimated effect

Appetizer Calories -22.5"
Mean = 376.6 M7
N = 5551
Entrée Calories —-26.6"
Mean = 811.7 (13.8)
N = 5551
Dessert Calories —6.4
Mean = 164.6 (11.3)
N = 5551
Drink Calories 3.2
Mean = 104.2 (8.2)
N = 5551
Total Calories —44.9
Mean = 1474.4 (23.3)
N = 5551

Notes: Standard errors are in parentheses (se); clustered at the party level.
Covariates: treated, day of week FE, month-by-year FE, table FE, seat FE,
server FE, party size, gender, age, Hispanic, race, and education.
*p<0.10; ** p<0.05; *** p<0.01.

Source: Cawley, Susskind, and Willage, JPAM, 2018



Third Market Failure:
Consumers Not Acting Rationally

* “Rationally” = in own best interest

* Apply cautiously, because risk of paternalism

— Strongest case 1s when people say they keep making mistakes and ask
for help

e (Cases to consider:

— Children; neocortex 1sn’t fully developed vis-a-vis the limbic system
until roughly age 25 (Giedd, 2015)
* Regulate advertising of energy-dense foods to children? (Difficult in US)
— Time-inconsistent preferences

* Offer pre-commitment devices: bariatric surgery, AOM



Going Forward

* Internalize externalities associated with obesity

— Broader taxes on energy-dense food and drink, with size of tax
determined by externality

— Subsidize cost-effective methods of treatment and prevention

* Provide consumers missing useful information in a way
they can easily use it
— Food at home: FOP labels on groceries
— Food away from home: info on menus

e Reduce harm from ‘“irrational” behavior

— Protect children from harmful marketing

— Offer pre-commitment devices to limit overconsumption
(bariatric surgery, AOMs)
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Contact Information

For copies of papers or more information:

* Email: johncawley(@cornell.edu

o Twitter/X: (@cawley john
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