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Obesity in America: A Market Failure?
By Thomas A. Hemphill

Since thdate 19®s, obesity in America has beaooming public healtboncern In
adults, obesity igefined as @ondition where a persont®ody massndex(BMI) is of 30
kilograms/nass_or above, while in children aged 2-19, obesitylgere the child’8MI is at or
above the 98 percentile of the segpecific BMI for age on the Centers for Disease Control's
growth charts:&vereobesityfor adults isvhere BMIis greater than 40, or they are more than
100 pounds over their ideal body weightfor, children,a tricepsskinfold > 95" percentileof
all childrenwRecently, medicalesearchers found thé&by the 201112 period, 35.3 percent of
U.S. adults'(aged 20 or older), 20.5 percent of teenagers (ages 12-19), 17.7 percent of children
(ages 611), and 8.4ercent of young children (ag&5) have obesity, and 6grcent olU.S.
adults having sevembesity’ Among all major developed countries, the World Health
Organizatioridentifiedthe United States\d.S) has having the highest percentage of its

populationas-obesewith New Zealand, Canada, and Austréditowing closely behind.

Healthcareeconomist estimatehatmedical costs attributable to obesity in America
increased te:$147 billion iR008, up from $78.5 billion in 1998 — or an 87.3 percisetover a
decade’ Moreover, medicatesearcherforecasthat by 2030, 42 percent of Americans will be
obese and™1 percentlilie severely obesk If these samBuke University and the Centers for
DiseaseControl researchepsediction holds true, obesityill costthe U.S. an extra $550
billion in healthfelated expenses aadlecline in workforce productivity. Other health care

researchers estimateat in 2013,severeobesity(in this case, defined as a person having a BMI
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of 35 kilograms/mass?) cost the U.S. approximately $69 billion, which accounted for 60 percent
of the nation’sotal obesityrelated expensés Furthermorethese researchers identify
approximately 11 percent the cost of severe obesity beipgid by Medicaid, 30 percent by
Medicare and other federal health programs, 27 percent by private health plans, aiceér30 pe

by out-of-private pocket.

In a‘recent'working paper by Aneel Karnani, of the Ross School of Business, University
of Michigan-Ann Arbor, Brian McFerran, of the Beedie School of Business, Simorr Frase
University -and,Anirban Mukhopadhyay, of the Hong Kong Universitg@énce and
Technologythereafter Karnani et a).)hese management scholargue that obesity represeats
market failur€® In theirresearcrstudy, the authorstartwith the premisghat the food and
beverage industry is not operating an efficient market where people are makireg ¢hatcare
in society’s best interest. The reas@upporting this premisare that consumers, especially
children, are“poorly informed about what causes weight(@aedical research demonstrates
that the central‘cause of obesity is caloric overconsumpatimerthan the lack of exercisedy
the long-term personal consequences of being obese. Moreover, a societal externalyyof obe

includes higher healthcaoestsand reduced emplogeproductivity.
Obesity and-Market Failure

According to Karnani et al., the sub-field of public economics informs that government
intervention.is.the institidnal mechanism taddress market failure$iowever, esearch ithe
strategic management literatumeggests aange of corrective institutional actions, besides
governmentegulation, to deal with market failures, including such private governance
mechanisms asorporate social responsibility, industry sedfyulation, and social activis(Bee
Figure | below)s In the marketplace, the authors argue theffénetiveness ofny corrective
mechanismsdepends critically on consumer behavior in response to an action. Indkgeir s
Karnani et-al=evaluate the effectiveness of corporate social responsibility, industry self
regulationysocial activism, and government regulaai®io is effectiveness on consumer

behavior andreducing obesity.
Figure |

Obesity in America:
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Corporate/social,responsibility. Karnani, et al.have found that food companies, instead of being
part of the solution, actuallgxacerbate the obesity crisifood companietake an dove role in
deflecting aceurate informatiabout poor diet being the primary cause of obesity, and promote
a message.focused on exercise and a “balanced” lifesglpghenomenon the authatsrisively
termed “leanwashing”’Empirical research shows that people who mistakenly underestimate the
importancerofsbad diet are in fact more overweight than people who correctly lletiebad

diet is the/primary cause obesity. This problem is furthexacerbated because false

information not only causes consumerbéhave inappropriatelp obesity, but false

information disseminated today undermines confidence in the correct informatiantughe

heard in.thedture. t is difficult for Karnani, et al. to understahdw corporate social

responsibilityalone can play a positive, corrective role in the obesity crisis.

I ndustry self=regulation. The food industry has championed voluntary indusétjregulation
and has supported several initiatives in response to concerns about marketiluyen.chi
Resarch reveda, howeverthatthese initiatives haviead modest impact and usually have not
achieved societal objectivesn example osucha global initiative is th&esponsible

Advertising and Children (RAC) Programmeeselfregulatory body that represents advertisers,
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agencies and the media worldwidés Website proclaims that RAC is “acutely aware” of the
issue of childhood obesity, and advocates a “holistic responsaudiigfactorial problem.” The
Website goesn to state thastudies reveallack of physical activity as the single most important
cause obbesity,.. while illustrating how children’s diets and their consumption of particula
product categeries (such as chocolate and soft drinks) are in no way linkeot Botty Mass
Index.” Given.suchlisregard for truth, science and medical resedtamani et alargue thait

is impossiblefor RAC to help correct the market failure leading to obesitjuethdrillustrates

that selfregulation is ineffective given the conflicting interests of the food indasttlysociety.

Social activismsIhe public health community has not succeeded in launching aseaggecivil
movementito fight obesity. Unlike alcohol, drugs, or tobacco, the scope of the obesity problem is
much larger, and anti-obesity activists cannot “demonize” overweight peoplageraias to

society. While he best argument might be that obesity consumes enormous health care
resources,.this gument is too abstract and does not provoke the same sense of personal
awarenessT@r-Qutrage among consumers on a large Boalebesity, the message has to be

‘make good chaoices, do this in moderation, set boundariehieh is much more difficult to
effectivelyeonvey. Smoking reductisucceeded only after a shift in emphasis to community
based activism, holding cigarette manufacturers accountablgifindg government

intervention. Similarly, to fight obesity, civil societpeeds t@rod the government to intervene.

Government Intervention

It is unlikely thatmarket failure leading to obesity can be corrected via corporate social
responsibility, industry seffegulation, or social activism; thatleesgovernment intervention.
There ae.three.goveament interventionthat policymakers can use to correct market failure:

taxes/subsidies, market reguteits, and education.

Tax/Subsidies:” One tax/subsidiesption would beraising the price (via taxation) of unhealthy
foods; another.would be to lowtre price (via rebates or subigig) of healthier alternatives

thusprices will reflectwhat is better for society, and consumers’ demand functions will shift
accordingly. Furthetaxrevenues can be directed to targeting the treatment of obesityyso

of the costs are borne by the ghaser. Howevethereis disagreement on what products or
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ingredientsshould be taxed; propertalibrating the size of the taandthat such taxes are
regressivepenalizing the poor (although suxes might be ptacularly effective among the

poor, aghey are agreatest risk of obesity A taxationalternativewould be the alteration of
agricultural policy and the subsidiesfood that is high in calories (e.g., high fructose corn

syrup, meat):Given the poweof the agricultural lobbyand the fact that the public rarely

blames these policies as a cause of obesity, the removal of the subsidies may be desirable but is
highly unlikely-“Another option might be to subsidize healthy food; howdvere would likéy

be political'resistanc® consumers using “welfare” benefits to purchase healthier alternatives.

Market Regulation. There are threpossible types akegulations that may serve to correct the
market failures 'of obesityestrictions on advertising, restrictions on distribution, and restrictions
on the productitselfFood especially fast foods one of the most marketedtegories In

2012, fastfoed companies spent $4.6 billion in advertising in the U.S., and children and teens
were a major targetln addition to mainstream TV and print ads, companies invest heavily on
the promotion of their products through event sponsorship, celebrity endorsements, branded
product tieins, and social medialhe central theme obbd marketing is that “unhealthy eating
(e.g., frequent'snacking on calorie-dense and nutrient-poor food) is normal, fun, and socially
rewarding.” _Advertisers clearly view promotion an important part of their bssimedel, and
studies do shouhese tactics have an effectwmhealthy food consumption. Likewise,

governmentestrictions on advertising have a demonstrated effect on consumer demand.

A second'class of regulation is restricting access to unhealthy food and/or increasing access to
healthieraltermatives.The central ide&ere—and supported sciefitally —is that distribution

drives consumption, and by making food more (or less) convenient (e.g., restrictingosrthck f
vending machines in schools), diets can be shaped. Stronger thanresriecting distribution

is anoutright ban on certain ingredients; for examplew York City and several municipalities

in and around.Boston faa banned artificial trarfats. However the effects of théransfatsban

on obesity.and population health remain undocumented andnclear how the effects of an
ingredient ban generalize bans of entire product lines. There is good reason to believe that
widespread bans of ingredients (and especially products) are unlikely, fadheyiff

opposition from both industry (who fear for their profits) and consumers (who do not like being
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told what they cannot consume). Furtheiess the ingredient is replaced with something that is
both less harmful and lower in calorigss not always clear howanning certain ingreds
will result in less obesity In addition, without geographically comprehensive legislation, there

will remain free access to products outside of the ban area for many consumers.

A less coercive approach than formal bans on marketing actions are subtler “nudges” that can be
employedto guide people to make better choicasdgls preserve choice while also
encouraging‘consumers to make choices that may correct market failunthesult from

human biasesPreserving choice” ian importahelement that serves as an alternatvenore

stringent regulations, which are often deemed-eimtice or “nanny state” policies. Howevd, i
nudges beeome legislated, htaw from “shovesare they? Matching the scale, scope, and fit of

any possible treatment is challenging, and even renowned behavioral economists hav&inoted t

nudging is_probably not the best way to solve the obesiig.¢

Education.sEducation could potentiallyorrect market failures by reducing tiesting
information'gagn the marketplacbetween those who produce the food and those who consume
it. Even freemarket advocagecan support education, since it preserves individual choice and
increasessthe likdood that an individual is making rational choices according to standarg utilit
models. The empirical evidence on the effectiveness of education is nagederventions that
target actual behavior versus awareness, attitudes, or intentions hagad&prio be more
effective aechanging consumptionMany interventions failhoweverpecause they
insufficientlyzaddress consumer motivation, ability tketaction, oenvironmentafactors For
example, @ducation is not going to help if one lackssscaad financial ability to eat healthy. In
conclusion, education, properly targeted, has been shown to have some effect, but education
alone, without.other structural changes, will certainly fail in addresBangliesity problem.

In conclusion, Karnaret al.argue that three of the four corrective mechanisms
corporate secial responsibility, consumer social activism, and industmegalition, all private
governancésased-are unlikely to be effective on their owbesity is a difficult challenge
that will require a multfaceted solution involving all the four mechanisms to correct market
failures, and egzxially government interventiorfWe think reasonable government regulation is

a possibility once we have a public discussion rooted inatdtégic,” says Anel Karnani'
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The Public DiscussiorBegins

If one wants to seriously discuss long-term policy solutions to the obesity epidemic in
America, the focus should be on targetiomgdren, ashildren who are overweight or obese at 3 to 5
yearsoldarefive times more likely to be overweight or obese as advtigicalresearchers note
that the prevalence of obesity in the United States is considered high, withrdnef-adults
and 17% of children obese, bhuappears to havgenerallystabilizedfor the U.S. population
between 2002004 and 2002010 A positive finding among this most recetaitg however,
is that there was a significant decrease in obesity am&nge2r olds from 2004, when 13.9
percent were‘considered obese, th1202, when 8.4 percent were considered obese — a 39.5

percent decrease in obesity in this critical age gréup.

While there is no general consensus among public health care professionals and academics of
why the deglingn obesity among very young children is occurring, Barry M. Popkin, a researcher at
the University.of,North Carolina at Chapel Hill, reports that families with children had bg&gbu
lower calorieffoads over the past decatidloreover, Popkin credits changes in the federally funded
Specia Supplemental Nutrition Program for Women, Infants and Children (WIC) for the decline in
obesity invery young childrert* The WIC program, which subsidizes food for loweme families,
reduced funding for fruit juices, cheese and eggs, and increased funding for whole fruits and
vegetables? Another causal explanation may be found is in the combination of federal, state and
local policies, including the efforts by Michelle Obama to lead efforts to change young children
eating and exercise habits, as 10,000 child care centers nationwide have signed on to tloyBirst La

program®®

As.mentioned earlier, Karnani et al. are advocates of “reasonable” government regulation to
address the-public health issue of obesipwever,what may be considered as reasonable
government intervention, the researchers’ fourth option, is also vulnerable to “nonmarket” failure and
potentialpublic*healthrisk. For example, Dr. Aaron E. Carroll, professor of pediatrics, Indiana
University;"School of Medicineotes thapreviousnational Dietary Guidelines, issued jointly by

the U.S. Department of Health and Human Services and the U.S. Department of Agriculture

... have recommended cutting down on meat, especially red meat, this meant that many

people began to increase their consumption of carbohydrates. Decades later, it's not hard to
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find evidence that this might have been a bad move. Many now belieezdsstve
carbohydrates consumption may be contributing to the obesity and diabetes epidemics
(italics add.*’

Moreover, the market mechanism has been working over the past 30 years as it relates to
American carbonated soft drink (“soda”) consumption, as it is reportedatiothe lowest levedince
198518 Furthermore, U.S. soda volume dropped 1.2 percent in 2015, "ttsérddht yearly decline,
and annual per capita consumption of soda has dropped to 650 eight-ounce servings in 2015, as
compared te 849 eight-ounce servings in 2000 — a 23.5 percent decline over the last¥5Waats.
is motivating.this declia in soda consumption? American consumers are concerned over rising
obesity and diabetes rates. These consumers are seeking other beverage alternatavédseip so
deem healthier, such as cold-pressed juices and flavored or branded zero calorievatatiedhat

do not contain as many calories or artificial sweeteners, such as aspgdrtame.

Mintel, a Chicago-based market research firm, forecastshib@stimate@15 billion bottled
water industry. (for 2015) will continue rising in sales volume at a rapid pace through 2020, with
projected sales growth of 34.7 percent for this industry catégdrya recenMintel survey of U.S.
bottled water'consumers, 48 percent of respondents report they are drinking more flavored bottled
waters to replace high sugar drirfksTax initiatives focused on soda and other sugar-added
beveragesre underway, however, at the municipal-level in a number of cities across America. For
example, Oakland city council recently voted to place a ppergpunce tax on its 2016 ballot. In
San Francisco and Boulder, local residents have been collecting signatures for a simtiiae toitia
theenacted Oakland taassessmerit

However, considering the growing evidence of the continuing decline in the consumption of
soda over the last 15 years, the information-based strategy being considered by the Baltimore City
Council, requiring store signs warning that sugary drinks contribute to obesity, diabetes and tooth
decay, is aless/draconian (and regressive from a taxation perspective) response to this plblic heal
issue?* In July2016, San Francisco will begin enforcing a warning similar to what is being
consideredin Baltimore on billboards and other public advertiserfreMsreover, the soft drink
industry is also responding to consumer demands, as it is innovating with smaller packaging size

andlower-calorie drinks?®
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Will this obesity epidemic in America continue to stabilize or decline over tiNe® cata
collectedon obesity in America should provide evidence of whether the nation has turned the corner
on the obesity epidemic, especially if the positive trend found in the 2-5 year age group continues in
the 611 age group If the most recent data collected on obesity among Americans continues to
mirror the trend found in the 2011-12 data, the evidence for what mix of institutional activities results
in reduced obesity — whether found in corporate social responsibility, industry self-regulati@n, soc
activism, or.government intervention — will provide the direction needed to continue this public

health trend.away froAmerica’sepidemic levels of obesity and severe obesity.
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