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Research Findings

To evaluate the effectiveness of a 10% fat tax to reduce health care costs in
Britain, there are intermediate components that have to be considered, which
are listed below:
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Research Findings 1.1: Saturated Fat Consumption

The success of a 10% fat tax to reduce the excessive saturated fat consumption
depends mainly on two factors:

1. Price elasticity of demand
2. Nature of competition of market and adjustment of market prices

Research findings 1.11: Price elasticity of demand

Data from the British Heart Foundation suggests that fatty food consumption is
relatively insensitive to price changesxii, which means that a 10% price increase
of fatty goods leads to a proportionally smaller percentage decrease in the
consumption of fatty food. Blundell, Pashardes and Weber estimate that the
average elasticity of demand of fatty food for the UK is (-)0.56.xv However, there
is also data of different price elasticity values e.g. —-(1)*v, which suggests that (-)
0.56 might only be an approximation and the price elasticity of demand is likely
to change constantly according to the performance of the economy and people’s
income. In fact, a research experiment has shown that fatty food is an inferior
good and hence if consumers have less disposable income their amount of
saturated fat intake increases, as fatty food is generally cheaper than healthier
substitutes suggesting that consumers are more price-sensitive.xvi

Considering a price elasticity of demand value of (-)0.56 on average, a 10% fat
tax would lead to a 5.6% reduction in the consumption of saturated fat.6
However, products high in saturated fat, e.g. butter, can be substituted with
products low in saturated fat, e.g. margarine, as price increases will be smaller
for these products. Hence, the reduction of fatty food consumption is likely to be
less than 5.6%. Demand for high saturated fat products with close substitutes is
elastic, (-)2.443*Vi due to a substitution effect from high saturated fat products to
low saturated fat products instead of switching to healthy options.

610% x (-)0.56 = -5.6%
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