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Dear Dr Crampton
Response to your request for official information

Thank you for your request on 30 October 2017 under the Official Information Act
1982 (the Act) for:

e All advice provided by the Ministry of Health to Minister of Health Jonathan
Coleman regarding sugar taxes;

o All briefings and correspondence related to Professor John Gibson’s work on
sugar taxes;

o All reviews and summaries of existing research about sugar taxes;

e Any meeting notes, PowerPoint slides, emails and correspondence regarding
sugar taxes for any meeting of ELT. This should include all materials regarding
sugar taxes from any ELT meeting that did include discussion of sugar taxes
as well as all materials regarding sugar taxes from any proposed ELT meeting
that would include discussion of sugar taxes.

We have decided to grant your request in part, namely information which has been
made publicly available in response to previous Official Information Act requests.
These items are listed below, with copies of documents attached. Where relevant
under the Act, the grounds for withholding information are noted.

The Ministry has identified other information within scope of this request. However, it
will take us some time to prepare this information and we may need to consult on its
release. We will send you the information as soon as we are reasonably able.

Document Date Comments

Weekly report items related to | Various dates Excerpts from weekly

sugar tax reports pertaining to sugar
tax under s16(e)

Health Report 20150881 — 2015 Withheld under s18(d) as

Childhood Obesity — the information is publicly

Preliminary advice on sugar available on the Ministry

taxes of Health website:

http://www.health.govt.nz/
system/files/documents/p
ages/hr20150881.pdf

Health Report 20151086 — 2015 Withheld under s18(d) as
Mexican Sugar Tax — Evidence the information is publicly




Health Report 20151086 — 2015 Withheld under s18(d) as
Mexican Sugar Tax — Evidence the information is publicly
of Impact available on the Ministry
of Health website:
http://www.health.govt.nz/
system/files/documents/p
ages/hr20151086.pdf

Memorandum 20160492 — 4 April 2016 Released in full
International experience of

sugar taxes

Internal Briefing for the 8 June 2016 Released in full

Director-General — Meeting
with Professor John Gibson —
Sugar Tax Discussion

Health Report 20160905 — 9 June 2016 Released in full
Meeting with Professor John
Gibson — Sugar Tax Talking
Points

Powerpoint slides of Dr 13 June 2016 Released in full
Gibson’s presentation

Information to Minister of 10 November 2016 Released in full
Health’s Office re sugar tax
study

Memorandum 20161984 — 29 November 2016 Released in full
Professor John Gibson’s
public seminar on taxiing
unhealthy products, 1
December 2016

Documents being withheld or released with redactions have been withheld or
redacted under the following sections of the Act:

1. Section 18(d) that the information requested is publicly available. For your
convenience, you can find these documents on the Ministry of Health’s
website under the links provided in the table above.

2. Section 16(e) by giving an excerpt or summary of the contents.

You have the right, under section 28 of the Act, to ask the Ombudsman to review my
decision to withhold information under this request.

Yours sincerely

Smefe

Chief Financial Officer
Finance and Performance




Weekly Report — Excerpts relevant to sugar taxes

To Minister’s office on 22 May 2015

Childhood Obesity Plan

In the Minister’s Letter of Expectation to DHBs, the Minister requested that DHBs
consider how they will reduce the incidence of obesity.

In addition to getting ready for the food and beverage industry forum, officials are
continuing to prepare A3s for the Minister’s discussion with the Cabinet Strategy
Committee on 15 June 2015.

is developing reports for the Minister on targets and sugar tax.
provide the Minister with talking points for his meeting with Mint

actions to address improving food in schools.

Healthy Families NZ workshops @@
A key aspect of Healthy Families NZ i ment @@
framework to support evidence-based acti "

* act as an unjbr,\:a;a to i @@nistr@ @
programmes in

* integrate ke@ toolsyi tiognd resources

* be d Key e of dw‘; ach and impact of settings-based health promotion
[ I

i in each of the 10 communities.

inis 1h nered with the Health Promotion Agency to do this work and co-
- =\ ’ orkshops with key stakeholders at a national level (including Sport NZ,
% s

eart Foundation and Cognition Education), and within the ten community

he workshops are an opportunity to bring together those who are working in different
settings for an initial conversation about Healthy Families NZ and how we can work
together to achieve sustainable change and increase population reach. Workshops have
been held in Lower Hutt, Invercargill and Christchurch, and the rest will be held in the
next four weeks. The Ministry will provide the Minister with feedback from these
workshops after they have concluded.

To Minister’s office on 15 June 2015

Childhood Obesity Plan

In the Minister's Letter of Expectation to DHBs, the Minister requested that DHBs
consider how they will reduce the incidence of obesity.

NB: Items 2 and 3 of this report also relate to childhood obesity.



Ministry officials had a short teleconference with the Childhood Obesity Technical
Advisory Group on 11 June 2015 to update the advisory group on the progress of the
childhood obesity plan. The membership of the advisory group will need to be adjusted
once implementation planning progresses. To date, the advisory group has been
weighted toward obtaining academic evidence.

In addition to the childhood obesity A3s and speaking notes for his discussion with the
Cabinet Strategy Committee, Ministry officials have provided the Minister with advice
regarding a sugar tax and working with industry.

Agencies for Nutrition Action (ANA) Conference - Childhood
Obesity Input from Delegates

At the Agencies for Nutrition Action (ANA) conference held in Auckl
2015, the Ministry of Health invited delegates to respond to the
three things at a national level to address childhood obesit
Overall, delegates wanted clear, consistent messages

reflected in all settings that children are exposed
price, transport and health), along with skills tra
The education setting received the gr@ 85 of

in the.cun

al strategy/guidelines for food, health promotion
pack labelling.

t
N
e rence has been used in considerations by Ministry officials in

olicy advice on childhood obesity. A summary of the feedback will
e next ANA newsletter.

inister’s office on 15 April 2016

Sugar Tax

Issue: Public discussion of sugar tax is continuing in the media following the UK
announcement of a tax to be levied on the manufacturers of sugar-sweetened beverages in
two years. This action follows research showing a decline in consumption of sugar-
sweetened beverages in Mexico following the introduction of a tax alongside a
comprehensive range of other public health interventions. There has also been coverage of
a Colmar Brunton survey showing about 2/3 respondents support the introduction of a sugar
tax similar to that introduced in the UK and you have recently received a letter signed by 70
academics calling for some form of sugar tax. The Ministry has been advised that the NZ
Initiative (a privately-funded think tank) will shortly publish a report The Health of The State,
arguing against the imposition of a sugar or soda tax.



Action: The Ministry’s position remains that there is no strong evidence that a sugar tax will
significantly reduce obesity. The Ministry is keeping a watching brief on evidence and on
changes in other jurisdictions and recently provided you with a summary of international
experience and the evidence available to date.

The Ministry has invited Professor John Gibson (University of Waikato) to give a seminar on
the latest evidence in this area and to meet with the ELT.

Advice will be provided to you about the potential to use the forthcoming World Health
Assembly meeting to hold bilaterals to discuss tax policies in the context of a wider set of
interventions addressing excessive consumption of sugar. The ELT and your office will also
be provided with advice on any significant shifts in the international evidence of the potential
efficacy of a sugar tax.

To Minister’s office on 22 April 2016 @@ i«

Sugar Tax @

Issue: Public and media discussion of sugar tax <@%@ E § \

Dr Eric Crampton (NZ Institute) was intervie @dio -'& and explained that,
despite media reports, there is a lack of eyvi for the“effectiveness of sugar taxes and
that significant questions have ng ?Zf adequatel KEXRIARES including how consumers
substitute between brands, sizes,and’sources ef enety.intake (12 April 2016).

R
The Morgan Found da @ oleman vs Health Experts - Who is Right

and Who is W gar T 2016). This article was critical of the Ministry,

and cites as r pape% ct both acknowledge significant limitations in the
i g;‘fe:j

r apers have been published:

estimating the impact of a 20 percent tax on sugar-sweetened
Australia. It is based on old estimates of consumer behaviour and the
e very sensitive to small changes in the assumptions (Veerman et al, PLOS

modelling study estimating the impact of the fat tax on saturated fat consumption in
Denmark (Smed et al, European Journal of Clinical Nutrition, 2016).

Further details about these papers can be provided.

Action: The holder of a major research grant to investigate the impact of the sugar tax in
Mexico, Professor John Gibson of the University of Waikato, is amending his international
travel schedule to come to Wellington on 13 June 2016, en route to Sydney. This is his
earliest available date. Professor Gibson will give a seminar and meet with Ministry ELT
members.

The Ministry will continue to keep an active ‘watching brief’ on international practice and
evidence.



To Minister’s office on 6 May 2016

Sugar Tax
Issue: Media coverage of the issue has continued over the last week, including:

e a New Zealand First blog post supporting regulation and education rather than
taxation

e a NZ Doctor magazine poll with 84 percent of respondents in favour of a tax

e continued media coverage of the New Zealand Initiative report The Health of the
State

e in Australia, news reports suggesting that the Australian federal tis not
currently considering introducing a tax (to be confirmed) &
hatin the t

e in Thailand, reports that a tax may be introduced, si

confirmed).
Action: Monitoring will continue. The holder o ear t igate the
impact of the sugar tax in Mexico, Professo n of ersity of Waikato, will
visit Wellington on 13 June 2016. P

To Minister’s office on 13 Mav}@ﬁ

Sugar Tax

e to the Health Select Committee, addressing a
of South Auckland mtermedlate school students. The

@e petition follows a trip to Wellington in November 2015 sponsored by the students’ local
P, during which they met Labour MPs.

Media reports suggest the latest sales data from Mexico shows that per capita sales of
sugar-sweetened beverages may have risen despite the tax.

A sugar tax proposal is being considered by the Thai cabinet with the objectives of better
public health and increased state revenue. The proposal is to increase taxes on non-
alcoholic drinks with high sugar content, with a two-level tax similar to the UK tax.

Action: Monitoring will continue. As previously reported, Professor John Gibson (Waikato
University) will visit Wellington on 13 June 2016.



To Minister’s office on 20 May 2016

Sugar Tax

Issue: A key event this week is the announcement that Ireland will introduce a new health
levy on sugar-sweetened beverages. Media reports suggest that it might be a tax that may
also apply to other sugar-laden foods. The levy will be implemented alongside a new code of
practice for marketing, measures to encourage industry to reformulate products,
requirements on restaurants and hospitals to provide calorie information on meals, and more
school sport.

Action: Monitoring will continue. Professor John Gibson (Waikato University) will visit
Wellington on 13 June 2016.

To Minister’s office on 19 August 2016 «@ @ g
Sugar Tax K}>>
Situation Canadian media reported that the C

considered a tax on sugar-sweet e the 2016
h

budget. The media reports clai ﬁ ighlighted
the mixed results of other countr Bs and the need for
more time to elapseds e the-Mexica
sugar tax was -fu ﬁ@ ' €
Instead, th b ann
public campaigis
is %ti e will

v rmatio%

@ﬁ\&ofﬁm og%er 2016
\> A

e\
of 5,

ralgovernment budget.

f to introduce new labelling and
ring of evidence and developments
with the Canadian government for

n Last week the World Health Organization (WHO) released a report, Fiscal
Policies for Diet and Prevention of Noncommunicable Diseases. The
report, based on a meeting of global experts and evidence review in 2015,
claims that there is increasingly clear evidence that taxes and subsidies
influence purchasing behaviour when included in comprehensive
multisectoral population-based interventions. The report acknowledges
that there is an evidence gap with regards to the effect on weight and
other diet-related risk factors. Taxes in the range of 20-50 percent are
recommended to reduce consumption of sugar-sweetened beverages
(SSBs). The report also urges governments to adopt subsidies on fruit and
vegetables.

The Irish Minister of Finance has announced that the Republic of Ireland
will implement a tax on SSBs in April 2018. It is expected to be designed
to be consistent with and timed to coincide with the UK’s implementation
of a two-tiered levy on manufacturers and importers of SSBs.

Also last week, FIZZ, a New Zealand-based group of researchers and
public health doctors who advocate for ending the sale of SSBs, held a
" symposium to support its call for SSB taxation.



Action This WHO report does not appear to use any new evidence about the
effectiveness of sugar tax. We are exploring each of the references in
more detail and will report back next week.

Professor John Gibson (University of Waikato) is expected to deliver a
public seminar on his research related to SSB taxes in Wellington in
November.

To Minister’s office on 28 October 2016

Sugar Tax

Situation Last week we reported that the World Health Organization (W
released a report, Fiscal Policies for Diet and Prevention o
Noncommunicable Diseases. The report claims that t neg
clear evidence in favour of taxation of sugar-swee en -

Action Monitoring of ewdence is continuin Gibson (University
of Waikato) is expe i f on his research
related to SSB mber.
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Memorandum: International experience of sugar taxes

To: Hon Dr Jonathan Coleman, Minister of Health

Purpose

This memorandum provides a high-level summary of the international experience S on sugar
sugar-sweetened foods and beverages in response to a request from your oﬁ% %

Q)

Sugar taxes around the world

1. As shown in the attached table, the use of taxes on su
the world is varied. Taxes on sugar and sugar-swe
different ways. There is no consistency in the ty,

and sugar-sweetened products
in reducing obesity or obesity-

The strongest eviden
some initial evi
underc%

' ﬁ" |

shed evidence on the sugar tax in Mexico' did not look at consumption outside
as not able to determine whether consumers substituted larger volume containers
I” volume containers. This substitution can reduce the impact of the tax by offsetting it

is based on Mexico's recent experience. There is
eetened drinks may be passed through to consumers
in a very concentrated market like Mexico’s. Based on
tion in Mexico, some consumers do appear to respond to an

NG study in any country has been able to control for the effect of health promotion efforts and
increased availability of safe drinking water.

6. In most studies, reported reductions in energy or sugar intake are based on reported reductions in
sugary beverage intake and do not take into account possible substitutions to other foods or
alcoholic beverages.

7. No study has looked at the effect on consumers who do not change their consumption of sugar-
sweetened beverages in response to the tax.

' Colchero, M.A., Popkin B., Rivera, J.A., Ng, S.W. (2016). Beverage purchases from stores in Mexico under the
excise tax on sugar sweetened beverages: observational study. BMJ: 352.

Contacts: | Bronwyn Croxson, Chief Client Officer, Client Insights and 021 244 5690
Analytics
Sarah Hogan, Senior Policy Analyst, Office of the Chief 021 1456159
Economist, Client Insights and Analytics

Page 1 of 3



MINISTRY OF
HEALTH

MANATU HAUORA

Database number: 20160492

Table 1 International experience with sugar tax
Country Tax? Year Comments
Implemented

Barbados A 10% excise tax on locally produced and imported 2015 Revenue from the tax will be directed toward
sugar-sweetened drinks. the health sector. Review planned for 2017.

Belgium An extra excise duty on soft drinks of 0.03 Euros per | 2016
litre (approx. NZ$0.05) including sugar-sweetened
and artificially sweetened varieties, as part of a
general “health tax”, added to a pre-existing excise
duty, bringing the total duty to 0.068 Euros (approx.

NZ$0.11) per litre.

Chile An ad valorem tax of 13% on sugar-sweetened drinks | 2014 The hlgh \@eased f to
with sugar content over 6.25g of sugar per 100ml. 18%i
And a lower rate of 10% on sugar-sweetened drinks
with less than 6.25g of sugar per 100mi. /)< \® _

Dominica A 10% excise tax applied to food and drinks with 2015 % @én/ues f aantended to help
high sugar content, including confectionery, soft @ ?und a n t ealthy” campaign.
drinks and other sugar-sweetened drinks. b i\

Denmark A tax on soft drinks of 1.64 Danish Krone (appr x\\ e Cﬂ%{\k\;}\@s ineffective and unpopular. It was
NZ50.36) per litre. & ed in 2013 along with the 2011 fat tax.

Fiji A 5% import excise duty on soft drin \/ The excise tax was replaced in 2007 with a 3%
domestic excise tax of 5¢ (appr er htre fiscal import duty on related raw materials.

Casual monitoring of prices by Fiji Ministry of
% C Health staff suggested that in 2006 prices
e (\ (\@ increased by the amount of the tax.
Finland A range of exci e n on-al i ges, Early 20t Originally implemented for revenue-raising
confe 3 i century purposes. The confectionery tax was removed
in 2000 and re-introduced in 2011. In 2017 the
i tax on confectionery and ice cream will be
"5% su removed. (Smaller producers are exempt from
p T lltrejQ the tax.)
France : uros per 1.5 litres (approx. 2012 Some evidence that sales of soft drinks may
itre) on sugar-sweetened drinks as well have declined.
ially-sweetened drinks.

Frenc}g‘w%\%x on the production of many “unhealthy” foods 2002 Revenues are used to fund preventive

Polynesta_{ and an import tax on sweetened drinks, beer and initiatives, some of which are related to
confectionery, and a separate tax on ice cream. health.

Taxes amount to 40 CFP (approx. NZS$0.56) per litre
on locally produced goods and 60 CFP (approx
NZS$0.84) per litre on imported goods.

Hungary A “public health tax” on a range of unhealthy 2012 The intention was that the tax would help pay
products, based on sugar, salt and fat content, for state-funded health care, which had a
including sugar-sweetened as well as artificially- deficit of approximately 371 million Euros
sweetened soft drinks (taxed at 10%), salty snacks (approx. SNZ615 million).
and condiments.

Mauritius An excise tax applied to sugar-sweetened drinks 2012 Increased to MUR 0.3 (approx. NZ$0.01) per

according to sugar content of MUR 0.2 (less than
NZz$0.01) per gram of sugar.

gram of sugar in 2013.

2 All foreign currency amounts were converted to a crude New Zealand dollar approximation using the market exchange rate on
04/04/2016.
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Country | Tax Year Comments
Implemented

Mexico MXN1 (approx. NZ$0.08) per litre tax on sugar 2013 Evidence is still emerging. Household survey-
sweetened drinks. Fruit juices and milk-based drinks type data suggest there may have been some
are excluded. Implemented along with 5% tax on junk decline in consumption but sales data
food, extensive health promotion initiatives and a contradicts this. No evidence of changes in
major investment in safe drinking water BMI, obesity rates or health status.
infrastructure.

Nauru A sugar levy of 30% on only imported sugar, 2007 The levy was said to be implemented
confectionery, carbonated soft drinks, cordials, specifically to ‘discourage excessive
flavoured milks and drink mixes. consumption of sugar’ (Nauru Minister for

Finance, 2007 on bottled wa
removed
s.Thei
es h been less tha
/) ucge i cheage(l\sna

Norway Excise tax on refined sugar products, including soft 2008 %
drinks set at 7.05 kroner (approx. NZ$1.23) per @ Q
kilogram of sugar. ] % A<\

Samoa A soft drink excise tax was set at 20% in 1984: chan s L CT’B%J tincreases have been to raise
to a fixed rate of 0.30 Tala (approx. NZ$0.17) pe litre; Y% e. Prior to this increase, the Ministry of
and increased to 0.40 T/l (approx. SN Health had raised awareness of the

@ importance of healthy eating.
O Survey data suggest that the number of
% servings of soda consumed by Samoan men
and women may have decreased slightly
@ between 1991 and 2003, from around 2.5 to
just over 2 servings per week.

South etened inks és\b}w}pcsed in 2017

Africa (@6 are yet tg bea ced. (planned)

St Helena | Aq éxuise dut WNBI .56) per litre on 2014

r-sw t arages with at least 1.5g of sugar
per IW

Tonga 5(%3 Pa’anga (approx. NZ$0.66) per litre on | 2013

containing sugar or other sweeteners,
f\} ing artificial sweeteners.

United "4 tax on sugar-sweetened drinks was proposed in the | 2018 The two-year delay before the tax is

Kingdom | 2016 budget, to be implemented in 2018. (planned) implemented is intended to give industry time
Manufacturers of sugar-sweetened drinks will be to reformulate products. Revenue is expected
taxed according to the volume of sugar in drinks they to be spent on funding sport in primary
produce or import, with two levels of tax, one for schools
drinks with over 8g per 100ml (likely to be 18p or
approx. NZS0.37 per litre) and one for drinks with 5-8g
per 100ml (likely to be 24p or approx. NZ$0.50 per
litre).

United No federal tax. Various taxes at the city and state 2014 Outcome objectives and spending of revenues

States level. Most notably the city of Berkeley, California, raised varies by municipality and state.
which taxes sugar-sweetened beverages at USD 0.01
(approx. SNZ 0.01) per fluid ounce. Milk products are
exempt.

END.
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®
Internal Briefing for the
®
Director-General
To: Chai Chuah, Director-General of Health For your:  Information
Date: June 9, 2016 Timing: Routine
Erom: Bronwyn Croxson, Acting Chief Client Security: Wi

Officer, Client Insights and Analytics

Meeting with Professor John Gibson — Sugar Tax Discussion
1. Background
This briefing provides you with information for a meeting with Professo
University of Waikato, on June 13:
e The meeting has been scheduled due to the increase @

general public in sugar tax and calls for such a ta ealandth

e The Ministry has been keeping a watching e@%rgin
the world. %

e The Ministry has thus far respond iri y stating that there is
currently insufficient eviden essor Gibson's research is

1.7 Ts there any evidence that increased public awareness resulting from the sugar tax
debate and media attention are responsible for changes in consumption?

2. What should governments consider in deciding what to do with any revenue raised by
this kind of tax?

3. Has Dr Gibson's research revealed any other evidence that may be relevant to the
objective of reducing childhood obesity?

Chai Chuah
Ministry lead Director-General of
Sarah Hogan Health

Senior Policy Analyst Economics
Office of the Chief Economist
Client Insights and Analytics

816 2852
021 145 6159
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Action required by: N/A

Meeting with Professor John Gibson — Sugar Tax Talking Points

To: Hon Dr Jonathan Coleman, Minister of Health

Purpose

This briefing provides you with information for a meeting with Professor John Gib the University-of
Waikato, on June 13, at 10:30am in your office. Dr Gibson is leading importantre s

Background

n SU@
1.  The meeting has been schedules due to the increased in edia a blic in
sugar tax and calls for such a tax by New Zeala @ gmics. @

2. The Government position has been that there [ %

U ’ ence that a sugar tax will
have any impact on obesity or obesi lated.i . se&S-40 Enquiries about sugar tax have
also pointed out that Professor Gi @ esearch | ‘ yrand is likely to provide important

insight.
3. The Ministry of Health has& mai

with sugar tax the world

enceha %ﬁg& from Mexico and this has been seen as significant by some
everﬁ ny unanswered questions.

tching brief on emerging evidence and experience

G % , professor of economics at the University of Waikato. He is currently leading a
esearching the Mexican, Vietnamese and Indonesian experiences with sugar and tobacco
e’ research is being funded by a 2014 grant from the Marsden Fund. :

6. The research is expected to be a world first in that the analysis of consumer response to a tax will
consider that consumers have the option of purchasing the same product at different quality and
price levels. Substituting to lower-prices, lower quality goods can allow consumers to offset the tax
while maintaining, or even increasing, the amount of sugar consumed without increasing
expenditure. Previous research which has not considered this response is likely to have
overestimated the fall in consumption due to such taxes and overstated the effectiveness of the tax.

Contacts: | Bronwyn Croxson, Acting Chief Client Officer, Client Insights 021 244 5690
and Analytics

Sarah Hogan, Senior Policy Analyst Economics, Office of the 816 2852
Chief Economist, Client Insights and Analytics
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Talking points

7.
8.

10.

1

A

What is Dr Gibson’s assessment of the current state of evidence on sugar taxes?

What are the ideal conditions for a sugar tax, and what impact can be expected under these
conditions?

How can the right level or rate of a tax be determined?

What other issues should be considered in designing a tax? Eg. What products should be taxed?
Are two-tiered taxes, such as the one planned for the UK, likely to be more effective?

What factors reduce the effectiveness of sugar taxes, and how relevant are thes?n the New

e

Page 2 of 2



Powerpoint slides of Dr Gibson’s
presentation to the Ministry of Health

Ministry of Health
Wellington
June 13, 2016

Uncontrolled Quality Responses Bias
Price Elasticities of Demand Estimated
From Household Surveys
(and give grounds for cautlon

and sugar-sweetened be

John G1b501 jt of\ a1

6&% ®@@

ctlon

- Taxes on unhealthy items like sugar-sweetened
beverages (SSBs) are increasingly advocated
= Recently imposed in Mexico, France, UK, Romania, Barbados
and 30 US states and some individual cities
= New Zealand Medical Association (2014)
= “taxation on unhealthy foods is the single most cost-effective
approach to tackling obesity”
= Several economic-epidemiological studies appear to
support this development

= Household-survey based demand estimates to get
disaggregated price elasticities are at the heart of
these studies




elasticity estimates from HH survey data
have a big (and largely ignored) problem

* Most demand modelling on household survey data uses
budget share data

— Budget shares reflect both quantity and quality
* to derive quantity responses from observed budget
as prices change, we need to model quality choj
for quality downgrading in response to the C

A
Ko |
% e for understanding demand
%@e asticities from household surveys
Pl

study; demand elasticities

for rice in Indonesia R e S
| Cox-Wohlgenant method
|
|
J

2,

Hundreds of cross-sectional demand studies
published, with most conflating quality and
quantity responses, due to their single
equation framework whether using unit
values (E/Q) or surveyed prices

to ‘purge’ £/Q of errors
& quality variation

’

s Direct estimation of dV/dP
Prais and Houthakker raise Deaton develops method to  USIMB surveys with datahon
possibility of using E/Qas a extract quantity and quality ~ Pices 2nd E/Qrrejects the
‘price’ but note risk of bias, responses to price changes &2k sep restrictions. i
since survey groups are not when using E/Q data, based Quality responses mud
well defined specific goods on weak separability larger than earlier thought
? g
I L]
' I
|
' I
1955 1979, 1986
: b 2011 --
| 1987-90

Deaton & Muellbauer (1980) - thereafter most demand studies use budget shares




The Prais-Houthakker Insight

* Household surveys do not provide data on the
expenditures on, and quantity consumed of, specific goods
-- contrary to the textbook demand model

“An item of expenditure in a family-budget schedule is to be regarded as
the sum of a number of varieties of the commodity each of different
quality and sold at a different price.” (P&H, 1955, p.110)

* Since there are many different varieties, brands, pac
etc within a commodity group the consumer face

— What quantity to buy and consume

— What quality (as shown by the price per uni
* Demand estimates that do no

choices will conflate quali @

with quantity respon

- Overstatlng effl pri s inre consumed (and
hence, red f fats, su k\\s t

arrowly defined food groups will
ve within-group quality variation

Discussed by Deaton (1988: 420)

‘The unit value of “meat” is clearly not a
price. Meat is not a homogeneous
commodity, but a collection of
commodities, in this case agouti (a large
rat), palm squirrel, venison, other game
animals, game birds, chicken, guinea fowl,
beef, pork, mutton, goat, and canned
meat’

‘Even for a more narrowly defined
commodity such as beef, ther&are more
and less expensive cuts;and there are 1

lean, scrawny (and cheap) agoutls aswell
as fat, sleek, and tasty ones’~~




A Less Exotic Example

* Much recent publicity in NZ about advocacy for a
SSB tax and claims about predicted effects on
health

beverage groups used in the PLoS study by
researchers at WSM, NZIER and Otago ecoio

— Yet there is a big quality variation within thissee & \gly
narrow group that is not controlled forin nalyses
— This oversight is typical of the litefa s% @

income elastic, so ig

sources %@ch

=

y@% o

est, and probably largest,
onse is not controlled for

= sugar-sweetened beverages (SSBs) have limited price
variation over time and space
= Within-year variation during Household Economic Survey

(HES) periods of 6=0.06 to 0.07 (20 cents up and down would
cover 99.7% of the price range)

= Between HES periods (3 years apart) average real prices
changed by about 4%

= Across regions and within year 6=0.12 so 36 cents up or
down would cover 99.7% of range; high/low ratio of =1.4:1

= But huge price variation within group (and within the
same store) of =8:1 magnitude is not controlled for
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Limited Temporal Variation in Real Soft Drink Prices
(1.5 litre bottle, shaded area for HES periods)

L H=1.83, p=1.91,
6=0.06 6=0.07

Source: SNZ Infoshare Series CPI
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nside any store in NZ a far wider range of prices within
the fizzy drink group than over time or between regions
=>» offering great scope for quality substitution
e.g New World Hillcrest (Hamilton) last Friday
Highest price: $5.83 per litre
= (4 pack, Coke zero 330ml)
Lowest price: $0.77/ per litre
= (1.5 litre Pams)
Standard deviation of $1.10 across the 40 varieties (in
June 06 prices to compare with the estimate for FPI of
0=0.12 at the time of the HES)

=» almost 10x as much within group variability as between
area + over time variability yet this is ignored in analyses




Huge within-group (quality) variation
in pnces even within the same store

structure Budget Share (wg;) and
k nit Value (v, to proxy quality) equations

N

— 0 0
woi =ag+ Bexi+ Y Oouln py+ve zituG
H=1

N

- 1 ! }‘ / /
ln 1/(;,-—aG+ﬂGln x,-"’ [r//GH 11‘1 p[‘l+}/G Zi+uGi
H=1

i =household , G, H = goods
If wrongly ignore quality effects, only 1t equation is used, with
price elasticity formula: &, = (65, /Ws )= 6y >

sen=1 forown—price, Qotherwise

This implicitly assumes that all adjustment is on the quantity
margin and none is on the quality margin




Correct, unrestricted, quantity elasticity
formula (2 equation system)

61nWG/8lan :eGH/WG =eu TVan

Eon = (HGH/WG) ~VYon-
combined effect
to price cha

and qua ins i 9
et

price

Need estimates of {\f\egolat@i@mntlty response

w@% @QC@W

Wmates use correct 2-equation
odelling of quantity and quality
Most household surveys lack matched price surveys that
are spatially and commodity-wise disaggregated

* Even if survey data are matched to an external price survey
(e.g. for CPI) most analyses wrongly use a single-equation
framework that ignores quality responses

— Bias from the single equation framework is irrespective of whether
prices are measured using price surveys or using unit values
« Published evidence for correct 2-equation models is just from
Indonesia (McKelvey, 2011) and Vietnam (Gibson/Kim, 2013)

— Own-price elasticity of demand for sugar is -0.4 in Indonesia if quality
response is ignored but just -0.14 once accounted for

— Price elasticity of demand for rice in Vietnam is -0.83 ignoring quality
variation but just -0.27 once quality adjustment accounted for




Deaton’s Method

* Over 25 years ago Nobel Prize winner, Angus
Deaton developed a way to purge quality
responses to get price elasticity of quantity

— Method was based on only having unit values
(expenditures over quantities) from a househo

but not having prices
* This is the usual situation in poor cou posit %
holds in rich countries where price e vauIabI@

indicators of quality are not av@
surveys

e the
e price

— Deaton’s method r@ §
changes ope@lﬁs

in\

SF @@@v

Sl

he dV/dP with missing prices
k er Deaton’s quality separability
assumptions (2 equation system)

olnyg;. _ 1 8( H
—1 Vs =0enu Tt
Olnp,, &G

sqn=1 forown— price, 0otherwise

pL income elasticity of quality

ean price elasticity of quantity demand
gq income elasticity of quantity demand




Four ways to estimate price
elasticity of quantity demanded

5 & Value Method
N2 ':‘. abili
 Price survey fdt:tf;%afd P“ @
e 1{ Both Uvs 5@ @

Zero Non -Z€ro @
'€ : ﬁa Umt Values Standard Unit Deat \

m@% ®%©@

&vs%%gynterature ignores quality
k@ onses

m We examined 22 studies that are covered in
the various systematic reviews on SSB taxes

= Had to be household-survey based for us to
consider them

= 11 used standard UV method
= 6 used standard price method

= Only five attempted any control for quality
substitution

= Most did not even mention the issue




New, very disaggregated, results

= Estimate food demand systems for Vietnam
using budget shares, prices, and unit values for
45 food and beverage groups

= Specially conducted surveys in 2010 and 2012 that

o

gathered spatially- and commodity-wise
disaggregated prices linked to household sur
moderately disaggregated food groups

= Test and reject restrictions of

= The response of quality to p ice-is
(and much larger) than imghe
separability restrictio

= Unrestricted quant cit
ic

quarterv% % d pr

w@% @@)@v

y of results (across 45

k@d and drink groups)

Um ’f;“:i'_'e\i'\n‘:j‘«s AT

'.'/'. igntea

Median

Mean Mean Median
Unrestricted elasticity of  -0.20 -0.14 -0.20 -0.14
quantity w.r.t. own-price
Standard price method:  -0.79 -.075 -0.88 -0.94
elasticity of quantity
Own-price elasticity of -0.60 -0.66 -0.83 -0.80

quantity using Deaton
approach to purge quality

Quality Elasticity (Standard Price method assumes = 0)
-0.60 -0.53 -0.68 -0.66
-0.20 -0.20 -0.05 -0.06

Unrestricted

Deaton method
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W, -1-the quality elasticity
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@%F the quallty elasticity (

2)

Tofu
&

Green besn

Mange

Vodha
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Implications for elasticity of
quantity demand w.r.t. price

= Directly estimating the effect of price on quality gives much
larger effect than the indirect estimates via Deaton’s weak
separability restrictions

» Same result found for small area in Indonesia (six-food system)
by McKelvey (2011) and for Vietnam in 2010 using eight @
system (Gibson and Kim, 2013) gg%

= in this setting, and plausibly elsewhere, the e '@ sticity
of quantity demanded with respect to p h Smalle
using direct estimation than using/i .% putation
Deaton’s separability restrictio @ @

= Naively using single-equa @ wit % ues or
prices (zero qualit re@) er-s s ponse of

e re

quantity t%l{'%\j" 0/\/){\{&

@VV@@@v

©
\Z

ive approaches

& Brand level effects

= If quality is only due to brand, rather than to package
size, and survey data include brand details, can use
brand fixed effects as a proxy for quality

« We have a cigarette demand study for Indonesia using this
approach (for 17 brands of cigarette)

« Simulated effect of 10% increase in the excise tax
= Predicted fall in quantity consumed overstated by 56%
when the quality information ignored
= Scanner study with diff-in-diff from two episodes of
SSB tax increases in US finds no decrease in volume
of soft drinks consumption in treated areas

12



Other sources of overstatement

m Failure to account for storability

= SSBs are storable for several months so purchase in
the survey period need not be for consumption then

= Wang et al find 65% stockpile SSBs during sales, storers
less price sensitive, and are more prevalent in obese

= Wrongful use of censored dema

= Focus is changes in population a rint
irrespective of whether on i exte
[ iti dva

margins =» unconditio

IS and has
it observations

w@® @

|ons

k Price elasticity estimates used to model taxes on unhealthy
foods conflate quality responses and quantity responses

= Method to untangle these proposed by Deaton in 1980s
= separability assumptions needed by Deaton’s method do not seem
to hold in practice
= Both prices and unit values are needed to get unbiased
quantity elasticities from budget share equations
= Part of the budget share response to price is change in choice
of quality, so an index of quality like a unit value is needed to
remove this response if interested in quantity responses
= quantity demanded of food and drink is likely to be much
less price-responsive than is suggested by the studies relied
upon by advocates for SSB taxes
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Information to Minister of Health’s Office 10 November 2016

Following emails from Hugh Laurence and from Julie Anne Genter (2 November 2016), you
requested information about this recently published study:

Sanchez-Romero LM., et al. 2016. Projected Impact of Mexico’s Sugar-Sweetened
Beverage Tax Policy on Diabetes and Cardiovascular Disease: A Modelling Study. PLoS
Medicine: November 1, 2016.

This study projects the 10 year effects of the 10% tax on sugar-sweetened beverages (SSBs)
introduced in Mexico in 2014. Using a number of contestable assumptions it suggests
significant changes in CVD events, strokes, diabetes and health care costs.

It should be interpreted as an “If ... then” study rather than as empirical research predicting
the impact of a tax. It does not add new evidence to the debate about whether to introduce

a sugar tax.

The key assumption is that the tax will be fully —or more than full gh to : ;
prices and to consumption. In other words, it assumes a 10% ta enerate a 109%Qr\20%

fall in consumption of SSBs. @

This assumes retailers fully pass the tax on to con erscthrough pri : ell as

assuming that consumers do not respond to_any .Q ncfease

brands of SSBs. In fact, we know from ¢ es'th e

cheaper versions of the same product\w i

While there were initial . ; in
introduction of th eports fai or other factors likely to have

contributed tp e‘ﬁ s, inc
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Memorandum: Professor John Gibson’s public seminar on taxing
unhealthy products, 1 December 2016

To: Hon Dr Jonathan Coleman, Minister of Health

Purpose &
This memo provides background information about Professor John GIbS
in Wellington on 1 December 2016: Quality, Quantity, and Pr/ce Im on o axmg

ltems.
cuss his research and the

Professor Gibson (Waikato University) met wit fthl -
likely impact of a sugar tax. He is back in WeII to 04g P bhc lecture on his research.
The lecture is hosted by MOTU, an |n blic policy research organisation.

S

MOTU have organised media cov ssor ntation will be discussed by Professor
John Creedy of Treasury and rsuty
The seminar’s co P %

! gex
Professor Gib ke &ﬂ" i t most of the existing empirical literature and evidence
overstate if ctof taxe hy items by not controlling for ‘within-category substitution

do not identify whether any fall in total spending on soft drinks is
eaper options or to reducing their total consumption. He has underway
a research stu i
finish mid—%
Li s 'of existing literature

from Mexico and other countries to robustly assess this effect. The study will
Th re of course additional problems with existing studies assessing the likely impact of a sugar or
soda tax. We expect that Professor Gibson and the discussant will canvass these. They include:

Background

o Failure to control for other factors influencing any observed decline in purchases, for example in
Mexico the introduction of the tax coincided with major initiatives to improve drinking water quality
and with a substantial public information campaign.

o lIdentifying a decline in purchases immediately following the introduction of a tax, but not controlling
for stockpiling.

o Relying on unreliable measures of a change in purchases (eg. asking a non-random sample to recall
their purchases before a tax is introduced, using only partial measures of purchasing, or measuring
purchases at household level rather than individual level).

¢ Assuming that any change in purchases of taxed items has an impact on calorie intake or obesity
(which it won't if the effect is small or consumers switch to other calorie dense products).

e Failing to include the negative impacts of the tax, particularly in a country such as New Zealand with
a relatively transparent and simple existing tax structure.

Contacts: | Bronwyn Croxson, Chief Economist 0212445690

Sarah Hogan, Senior Policy Analyst Economics 0211456159
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