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Will Pay?
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he 2001 report The Surgeon

General’s Call To Action To
Prevent and Decrease Ouverweight
and Obesity identified overweight
and obesity as major public health
problems costing U.S. society as
much as $117 billion a year and
posing as large a threat of morbidi-
ty as poverty, smoking, or problem
drinking. This striking conclusion
is leading public health officials to
search for new ideas to increase
the effectiveness of programs de-
signed to influence diet, exercise,
and other weight-reducing lifestyle
choices.

Proposed government programs
that might reduce the incidence of

A ban on ice cream might make
people thinner but in restricting
choice and limiting satisfaction,
such an action could actually
make people worse off.
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overweight and obesity can be as-
sessed from a variety of perspec-
tives. Economists can project the fi-
nancial benefits and costs of a pro-
gram. When net benefits (benefits
minus costs) are positive, programs
are said to be an efficient use of
public resources. Programs with
negative net benefits are said to be
inefficient use of taxpayer funds.
Estimates of net benefits of
public health programs are useful
for guiding policy decisions because
there are limits to the financial re-
sources the public and private sec-
tors can commit to public health.
Armed with net benefit estimates,
policymakers can more easily iden-

tify programs that are likely to
prevent many illnesses and prema-
ture deaths at little cost, as well as
those that are likely to add little to
public health at great expense.
Guiding expenditures toward low-
cost, high-return programs and
away from the opposite will likely
enable public health programs to
generate the biggest possible im-
provements in public health.

As obesity is a relatively new
area for economic inquiry, notions
of program costs and benefits are
not yet fully formed. As a first step,
we identify issues in estimating
costs and benefits of programs in-
tended to reduce the incidence of
obesity and overweight. We note
that costs, even when large, should
not be the only consideration in se-
lecting policies that contribute to
health and well-being.

Cost-of-lliness Estimates
Suggest Obesity Is a Major
Public Health Problem...

The Surgeon General’s report
leaves no doubt that excess weight
is a major public health problem in
the United States. Overweight and
obesity are associated with an in-
creased risk of many diseases, in-
cluding coronary heart disease;
Type 2 diabetes; endometrial,
colon, postmenopausal breast, and
other cancers; and musculoskeletal
disorders, such as knee osteoarthri-
tis.
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The estimated $117-billion soci-
etal cost of overweight and obesity
is composed of $61 billion in direct
costs and $56 billion in indirect
costs. Direct costs include medical
expenditures for preventative, di-
agnostic, and treatment services.
Indirect costs include lost wages
resulting from people being unable
to work because of illness, disabili-
ty, or premature death. The direct
costs alone equal 4.7 percent of
total (public and private sector)
U.S. health care expenditures in
2000, estimated by the Health
Care Financing Administration to
be $1.3 trillion. The Centers for
Disease Control and Prevention
(CDC) estimated annual direct and
indirect costs of tobacco use at
$100 billion.

Estimates of premature mortal-
ity also portray obesity as a public
health problem comparable to to-
bacco use. The Surgeon General’s
report notes that annual deaths
linked to obesity total 300,000, a
number roughly equal to the popu-
lations of several large U.S. cities,
including Anaheim, Toledo, and
Buffalo. The 2000 Surgeon Gener-
al’s report on reducing tobacco use
attributed 400,000 deaths a year to
tobacco-related diseases.

...And That Costs Are Likely
To Rise

While current costs of obesity
are troubling, likely future costs
also raise concerns. The CDC has
reported that smoking and ciga-
rette use has, in general, been in a
long-term decline. Obesity rates, on
the other hand, have been growing.
In fact, rates have increased across
all ages, races and ethnic groups,
both genders, and every State.

Indeed, obesity rates could con-
tinue to increase for many years if
the trends in childhood obesity pro-
vide a reliable guide to adult obesi-
ty rates. The Surgeon General’s re-
port indicates the share of children
who are overweight nearly doubled
from the late 1970s (7 percent) to
1999 (18 percent), and the share of
adolescents who are overweight al-
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most tripled (from 5 percent to 14
percent) in the same period.

The adverse health conse-
quences of obesity are typically re-
alized among the middle aged and
older. As overweight children are
more likely than healthy-weight
children to become overweight
adults, and overweight adults are
likely to remain overweight, the
continual increase in obesity rates
is likely. Given the wide range of
diseases resulting from obesity, it
seems likely that the costs associ-
ated with obesity will also continue
to rise.

Cost-of-lliness Estimates Do
Not Fully Capture Effects on
Societal Well-Being

The estimates of direct and in-
direct costs of illness due to over-
weight and obesity confirm that
these conditions have a major ef-
fect on consumers’ expenditures.
Cost-of-illness estimates, however,
are not the most appropriate meas-
ures to use in analyzing the costs
and benefits of public sector pro-
grams intended to reduce the inci-
dence of obesity. Estimates of direct
and indirect costs of illness account
for the shift in consumer expendi-
tures from general consumption
goods, and from savings and in-
vestment, to medical goods and
services. The estimates also ac-
count for the drop in productivity
resulting from illness or premature
death. The estimates, however, suf-
fer from two important problems:
they do not measure changes in in-
come for the economy as a whole,
and estimates of change in econom-
ic activity—no matter how thor-
ough or accurate—are not ideal
measures of changes in societal
well-being.

Direct costs for medical services
indicate a redirection of economic
activity but do not correspond to a
drop in income for the economy as
a whole. The estimates do not ac-
count for potential growth or con-
traction in other sectors of the
economy that might be triggered
by obesity-related health problems.
For example, some medical services

industries might expand due to in-
creasing obesity rates while an
array of consumer product indus-
tries might contract as consumers
have less disposable income. The
net change could be positive or
negative. Further, direct cost esti-
mates do not include defensive ex-
penditures, such as expenditures
on weight-loss programs.

Cost-of-illness estimates also
fail to account for social well-being,
as economic activity and social
well-being are not equivalent con-
cepts. Cost-of-illness estimates in-
clude only marketed goods and
services, that is, those with an ob-
served market price. Thus, cost-
of-illness estimates do not include
the considerable value of pain and
suffering associated with disease.

The usual cost-of-illness esti-
mates include direct costs incurred
across the entire U.S. population.
Indirect cost estimates, however,
leave out the well-being of people
outside the paid labor force, includ-
ing housewives, the retired elderly,
and the infirm. Since these groups
have no earnings that might be
compromised by their inability to
work, changes in their health sta-
tus have no impact on the indirect
component of cost-of-illness esti-
mates. As workforce status and
earnings vary systematically with
race and gender, estimates of indi-
rect costs will also vary along these
lines, potentially leading to the un-
tenable conclusion that obesity is
more costly for some subpopula-
tions than others.

Benefits Are Measured by
Their Worth to Affected
Individuals

To more accurately assess the
benefits and costs of public health
policy options, economists have
adopted an approach that focuses
on preferences rather than on
costs. In other words, economists
determine the worth of a program’s
health benefits to those whose
health risks might be reduced. This
approach recognizes that Govern-
ment programs can sometimes re-
duce health risks, but no Govern-
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ment program can promise longer
life or complete freedom from cer-
tain diseases, such as cancer.

As individuals routinely make
decisions that trade off money for
health risk, economists can esti-
mate the value individuals place
on risk reduction. Economists
preparing cost-benefit analyses of
Federal programs intended to re-
duce health and safety risks often
value reductions in fatal risks at
$5 million per fatality (in Decem-
ber 1990 dollars), adjusting the
value upward for inflation and
sometimes adjusting for the age of
the at-risk population.

The $5-million estimate comes
largely from studies of labor mar-
kets, in which economists have re-
lated wage rates to risk choices
and calculated the risk-dollar
tradeoff workers make. Clearly, no
one exchanges his or her life for $5
million. Rather, economists have
observed that a $500 per year wage
premium is required to induce
workers to accept a 1-in-10,000
risk of a fatal on-the-job injury. In
other words, one fatal injury could
be expected among 10,000 workers
accepting the wage premium. In
total, employers may pay a $5-mil-
lion wage premium to 10,000 work-
ers accepting such risks.

Using this approach, benefits to
individuals of eliminating just the
mortality risks associated with
obesity would be significantly larg-
er than the cost-of-illness estimate
(including deaths and chronic ill-
nesses). However, obesity raises
unique cost issues. Even with obvi-
ously large estimates of benefits,
public health intervention may not
be an efficient use of resources, as
the cost of an obesity-reduction
program is likely to include more
than just the tax revenues required
to pay for the program. For exam-
ple, there would not be any bene-
fits from Government-subsidized
exercise equipment unless con-
sumers incurred the costs of using
the equipment. This issue raises
the question, Would weight-reduc-
ing programs that emanate from
the Government (even those offer-
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ing enormous benefits) involve
costs to individuals that are larger
than the risk-reducing benefits
they would bestow?

Intervening To Reduce Obesity
Can Carry High Costs to
Individuals

Weight depends on energy
(calorie) intake and energy expen-
diture. When energy intake exceeds
energy expenditure over extended
periods, weight increases. Genetic
predisposition enables some indi-
viduals to use energy faster than
others, such that some people have
more difficulty managing weight.
In other words, the cost of weight
management—the time spent exer-
cising or being generally active or
the care with which food choices
must be made—varies significantly
among individuals.

Diet and lifestyle choices yield
many outcomes other than weight
status, and most people consciously
or subconsciously choose among al-
ternative outcomes every day. For
example, the choice between going
to the gym to exercise or spending
an extra hour in the office may be
a choice between weight reduction
and high job performance. The fact
that many people make diet and
lifestyle choices cognizant of the
adverse consequences for their
weight suggests that keeping
weight off or losing weight involves
difficult and costly sacrifices for
many individuals.

This effect poses a difficulty for
public health strategies designed to
reduce the incidence of obesity and
overweight: by intervening in a
manner that reduces individual
choices, Government actions can
actually make people worse off
rather than better off even if it
makes them slim. By definition,
peoples’ preferences are most likely
to be satisfied when allowed to
make their own choices. For exam-
ple, a public ban on ice cream and
riding lawnmowers might make
people thinner, but the restrictions
on choice and leisure time may ul-
timately leave people less satisfied.

Of course, interventions to re-
duce obesity need not be so severe
as to restrict technologies or ban
foods. Interventions could be con-
structed to create incentives to re-
duce energy intake or to increase
energy expenditure. For example,
some health researchers and con-
sumer activists have suggested re-
ducing energy intake by taxing
fatty foods, soft drinks, or high-fat
snacks and subsidizing consump-
tion of fruit and vegetables. Simi-
larly, people might increase energy
expenditures if exercise equipment
or exercise programs were subsi-
dized. However, even these less co-
ercive interventions would impose
high costs on many individuals. For
example, people who consume fatty
foods in moderation and do not
need to lose weight are not likely
to welcome proposals for new
taxes. Those who are overweight
may not find a tax at the checkout
counter a sufficient incentive to re-
duce consumption of foods that
give them enjoyment, leaving many
individuals to foot the tax bill but
few to enjoy the weight-reduction
benefits. Economists have not yet
determined the levels of taxes and
subsidies necessary to change
health outcomes or the costs those
changes would impose.

Because some hodies

burn energy faster than

others, the cost of we

ight

management—the time
spent exercising or the

care with which food

choices must he made—

varies significantly
among individuals.
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A Role for the Government
Rests on the Existence of
External Costs

In a market economy, econo-
mists frequently argue that Gov-
ernment intervention should be
justified by the existence of a mar-
ket failure. If markets are working
well, they argue, then any Govern-
ment intervention would likely re-
duce rather than improve economic
efficiency. Reflecting this concept,
the U.S. Office of Management and
Budget requires Government regu-
latory impact analyses to identify
market failures to be solved by pro-
posed regulations even before cost-
benefit assessments are conducted.
A typical form of market failure is
an externality, an external cost im-
posed (without compensation) on
some individuals by the economic
activity of others. For example,
water pollution generated by a
manufacturing plant that reduces
the productivity of other down-
stream plants that rely on a supply
of pure water is an externality.

We can extend this concept of
market failure and external costs
to health. One reason for consider-

ing public sector interventions in
health choices is finding that indi-
vidual health behaviors impose ex-
ternal costs on others. For example,
individuals who choose not to be
vaccinated against contagious dis-
eases may contribute to the spread
of disease. Vaccination require-
ments can offer benefits to many
by reducing disease risks. The key
feature of health market failure is
observability—one cannot tell by
looking at a person whether he or
she is carrying a contagious dis-
ease. Obesity, however, is easily ob-
servable, and that makes it diffi-
cult to associate its prevalence
with market failure.

Some individuals’ lifestyle and
diet choices can impose external
costs on others when those choices
are difficult to observe and moni-
tor. For example, life insurance
companies would like to sell poli-
cies to people who make diet and
lifestyle choices that minimize
risks of chronic illnesses. These in-
dividuals are likely to pay premi-
ums for many years without filing
claims. If insurance companies
tried to distinguish between people
who truthfullly follow a healthy

Figure 1—Outlays for Health Programs May Soon Exceed 25 Percent

of Federal Budget
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regime and those who merely claim
to do so, they would have to be vig-
ilant in monitoring individuals’
diet and lifestyle choices (and that
would be expensive), or they would
pay many unexpected claims. The
individuals who falsely claim to fol-
low a healthy lifestyle impose ex-
ternal costs on those who do. The
external cost is the loss of mutually
beneficial exchange.

Unlike diet and lifestyle choic-
es, weight status is easily and inex-
pensively observable. The public
health community, in developing
and promoting the use of body
mass index (BMI), has made iden-
tifying overweight and obesity a
fairly simple task. Not surprisingly,
the private sector takes advantage
of this information, such that life
insurance rates often rise with
weight status. In fact, insurance
companies developed the first
height and weight table in 1908.
Its original purpose was to deter-
mine insurance rates based on life
expectancy studies.

Through life insurance mar-
kets, then, there are financial re-
wards for behavior that avoids obe-
sity-related health problems. These
financial incentives help limit the
external costs associated with obe-
sity. Insurance markets, by them-
selves, cannot solve the obesity
problem because life insurance cov-
erage is not universal and health
insurance rarely varies with
weight status. The absence of risk-
based health insurance may not in-
dicate market failure. Instead, its
absence may reflect that it is ad-
ministratively complex to set vary-
ing rates when the product is sold
at group rates and offered by em-
ployers to employees.

Federal Health Care Costs
Underscore Need To Manage
the Costs of Obesity

Weight status involves personal
choices, and these personal choices
tend to impose fewer external costs
than some other major public
health concerns. Together, these
factors suggest that finding cost-ef-
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fective Government interventions
will be challenging. However, the
existence of Government health
care programs financed by U.S. tax-
payers raises potentially large ex-
ternal costs from obesity.

The Federal Government,
through the U.S. taxpayer, finan-
cially supports a large share of the
personal health care in the United
States. Since 1966, the Govern-
ment has supported hospital,
physician, and related expenses for
the elderly through the Medicare
program. Since 1973, the Govern-
ment has also supported health
care for the disabled and for per-
sons with end-stage renal disease.
Government-supported health ex-
penses for some low-income indi-
viduals and families are provided
through the Medicaid program.

These programs compose the
largest share of Federal health care
expenses. The share of health care
expenditures in the Federal budget
has grown over the last 40 years
and is forecast at approximately
one-fourth of all Federal program
expenditures over the next 6 years
(fig. 1). In 2001, Federal outlays for
health programs, at $429.6 billion,
were larger than military expendi-
tures or interest on the national
debt.

Because obesity is associated
with a wide range of diseases, it
represents a large target for those
interested in reducing Federal
health care expenditures. Assum-
ing the costs of obesity will grow, a
program that reduces the incidence
of obesity may offer large rewards
in the future.

Individual taxpayers may have
different preferences regarding the
extent of Federal support for
health expenditures for the elderly
and those classified as low-income,
but they are all certain to agree
that paying less to achieve a cer-
tain level of health is preferable.
Thus, it is important to entertain
and assess public policy options in-
tended to reduce the incidence of
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obesity. Given that we are a nation
committed to supporting personal
health care expenses for many of
our citizens, are there cost-effective
programs that are likely to reduce
the incidence of obesity? Which
type of program offers the greatest
reductions in health care spending
related to obesity?

The Federal Government has
experience with information pro-
grams intended to combat obesity.
The National Heart, Lung, and
Blood Institute (part of the Nation-
al Institutes of Health) began the
Obesity Education Initiative in
1991. The program promotes new
medical research to educate health
professionals and the public on the
links between overweight, physical
inactivity, and health risks. Various
States are conducting education
programs to encourage healthy eat-
ing patterns and regular physical
exercise. Whether the education
programs have or will cut into the
rising obesity rates is unknown.
Recommendations to maintain a
healthy weight may have no effect
if overweight individuals do not
perceive themselves as overweight
(see “Misperceptions in Self-As-
sessed Weight Status Vary Along
Demographic Lines” elsewhere in
this issue). Many may already be
aware of recommended behavior
and have chosen otherwise.

The Surgeon General’s compari-
son of obesity and overweight to
smoking may be appropriate for
thinking about the difficulty in-
volved in changing human behav-
ior. The public sector has engaged
in anti-smoking efforts for four
decades. These efforts include Fed-
eral, State, and some municipal ex-
cise taxes on cigarettes. Many
States have imposed restrictions on
where smokers may smoke. Nu-
merous education efforts have been
tried. Constructing analogous pro-
grams for obesity will involve the
public sector in numerous diet and
lifestyle choices.
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