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@ Americans don't eat well. Chronic illness (obesity, diabetes,
heart disease) results...
@ An emerging pattern: food processing to blame
o refined carbohydrates (white flour, white rice, HFCS, sugar...)
and blood sugar (Gl) (Taubes 2007)
e hydrogenation and trans-fats/omega-3s (Allport 2006)
e degerming/heat treatment/crop productivity and vitamins
(USDA 2008, Davis et al. 2004)
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@ Americans don't eat well. Chronic illness (obesity, diabetes,
heart disease) results...
@ An emerging pattern: food processing to blame

o refined carbohydrates (white flour, white rice, HFCS, sugar...)
and blood sugar (Gl) (Taubes 2007)

e hydrogenation and trans-fats/omega-3s (Allport 2006)

e degerming/heat treatment/crop productivity and vitamins
(USDA 2008, Davis et al. 2004)

e unsurpising? (Eaton et al. 1997)
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A Market Failure?

A Market Failure?

e Pollan’s (2008) advice: opt out

“Don’t eat anything your great grandmother wouldn't
recognize as food"

“Avoid food products containing ingredients that are a)
unfamiliar, b) unpronounceable, c) more than five in number,
or that include d) high-fructose corn syrup”

“Shop the peripheries of the supermarket and stay out of the
middle”

“Get out of the supermarket whenever possible”
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e Pollan’s (2008) advice: opt out

e “Don’t eat anything your great grandmother wouldn't
recognize as food"

e "Avoid food products containing ingredients that are a)
unfamiliar, b) unpronounceable, c) more than five in number,
or that include d) high-fructose corn syrup”

e “Shop the peripheries of the supermarket and stay out of the
middle”

e "Get out of the supermarket whenever possible”

@ But: this neglects benefits. Aren’t consumers making
trade-offs?

@ Question: Does the U.S. market for food provide efficient
levels of nutritional quality? ﬂ g
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@ We consider the possibility that credence aspects of foods
that affect long-term health outcomes might be causing a
‘lemons’-style market breakdown (in which only low-quality
goods are traded).

@ A necessary condition is that quality be unobservable, even
after consumption. Is this true of processed foods?
e Darby & Karni (1973):
Credence qualities arise whenever a good is
utilized...in combination with other goods of
uncertain properties to produce measurable output.

@ Here, output is long-term health outcome; inputs are foods ﬂ
ingested in prior years. ‘V
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@ The not-so-obvious: science is complex, changing, uncertain.
@ The momentum arising from consumption in the presence of
search costs (habits). Consider the history of food processing:
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Search Costs and Their Implications

Adoption 1856: Patent for condensed | | 1899: Aabisco introduces _1900s: Post, Kellogg's cereals
milk awarded to Gail Borden Uneeda Cracker promotions
1850: Roller mills | = 1880s: Rise of sugar trust
5 N 1870s: New canning
| 1810: Appert invents canning T technology, rise of H.J. Heinz
Science
1920s: Quantification of
vitamin conteqt increasingly 1937: Niacin deficiency shown
feasible -
to be cause of pellagra
1912: Funk coins term _
"vitamines"
Policy
== | 1941: Enriched flour standards
1998: Folic acid added to
enriched flour standards | T
v v v v v v v v v v ]
1800 1820 1840 1860 1880 1900 1920 1940 1960 1980 2000
Figure 1: History of vitamin deficiency in American food, 1800-2000
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Adoption
= 1903: Hydrogenation patented
1910: Proctor & Gamble
= introduces, widely promotes,
Crisco
ien
Science 1990-1994: Studies show trans _
fats cause heart disease
2007: Omega-3 fatty acids
shown to prevent sudden
cardiac death
Policy
2006: Trans-fats labeling
requirements implemented
1900 1920 1940 1960 1980 2000
Figure 2: History of fatty acid quality in American food, 1900-2007
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Search Costs and Their Implications

Adoption = 1880s: Rise of sugar trust
- 1850: Sugar beets widely | 1900s: Post, Kellog's cereals
grown promotions 1970s: HFCS widely adopted | =
- 1899: Nabisco introduces

= 1850: Roller mills - Uneeda Cracker

Science
2002: Ludwig explains ~ _
glycemic effects in JAMA

Policy

1850 1870 1890 1910 1930 1950 1970 1990
Figure 3: History of refined carbohydrates in American food, 1850-2002
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@ The obvious: limits of human sensory perception.
@ The not-so-obvious: science is complex, changing, uncertain.
@ The momentum arising from consumption in the presence of
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e At time of adoption, new products generally thought (and
aggressively promoted as) healthier than traditional fare.
o Nutrition science lags behind (50-150 years); public health
policy follows (10 years)
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Barriers between consumer and (optimally) healthy diet include:
@ The obvious: limits of human sensory perception.
@ The not-so-obvious: science is complex, changing, uncertain.
@ The momentum arising from consumption in the presence of
search costs (habits). Consider the history of food processing:
e At time of adoption, new products generally thought (and
aggressively promoted as) healthier than traditional fare.
o Nutrition science lags behind (50-150 years); public health
policy follows (10 years)
o A key asymmetry exacerbates these problems:
traditional foods are non-proprietary.
@ So there is reason to believe market under-provides “healthy”

foods.
o Maybe “opting out” isn't such bad advice... But a more ﬂiv
efficient outcome would resolve the credence problem. 4
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@ Today, U.S. retail market dominated by branded products.
e Brands signal experience qualities (e.g., food safety).
e But come with efficiency costs: market power, “arms race'
($26B in 2000). And brands don't solve credence problem.
@ History shows heavy reliance on brands not inevitable.
Consider:
e Early 1930s: Congress considers a quality grading system for
processed (canned) foods.
Large food processors of the time opposed the bill.
Weakened version (sans strong grading system) passed.

The product of the large, nationally advertising...canners is for the most part of

mediocre quality; and this must be so, since the scale of their output does not permit

them to select from the best... The companies have naturally resisted efforts to have all

cans carry a grade mark indicating the quality of the contents. Imagine the effect on

Del Monte advertising and prices, for example, of B and C grade marks on Del Monte

cans. —Arthur Kallet (1934) ﬂ g
A
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e Late 1930s: Coalition of large producers launch PR campaign to
convince the public raw milk is unsafe to drink.
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@ Today, U.S. retail market dominated by branded products.
e Brands signal experience qualities (e.g., food safety).
e But come with efficiency costs: market power, “arms race”
($26B in 2000). And brands don't solve credence problem.
@ History shows heavy reliance on brands not inevitable.
Consider:
e Early 1930s: Congress considers a quality grading system for
processed (canned) foods.
Large food processors of the time opposed the bill.
Weakened version (sans strong grading system) passed.
e Late 1930s: Coalition of large producers launch PR campaign to
convince the public raw milk is unsafe to drink.
Many states subsequently ban the sale of raw milk.

@ 1973: FDA rules “imitation” products no longer need be labeled as
such. ﬂ \

Large food processors back the move.
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Consumption is the sole end and purpose of all production; and the
interest of the producer ought to be attended to only so far as it may be
necessary for promoting that of the consumer. —Adam Smith (1776)

...the restoration of biological normality by the removal of an abnormal
exposure (e.g., stopping smoking, controlling air pollution, moderating
some of our recently-acquired dietary deviations); here there can be some
presumption of safety. —Geoffrey Rose (1985)

In light of history (and economic theory), we propose two broad principles
for evaluating policies (labeling standards, grading, certification) aimed at
facilitating market provision of foods beneficial to long-term health:
@ Consumers first. Choose policies that facilitate discrimination among
gradations of (nutritional) quality in processed foods. Avoid policies that
discourage competition from small producers.

@ Err on the side of the natural. When nutrition science is uncertain,
provide information about “extent of processing” likely to impact health. A
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