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Executive Summary

The Economics of Federal Food Programs:
Weighing the Costs and Benefits*

The Public Benefits of Federal Food Assistance Programs
Far Outweigh their Public Costs

The estimated cost of hunger in the United States is at least $90 billion, including
$22.5 billion in direct health care costs and $200 billion in lost productivity, while
Supplemental Nutrition Assistance Program (SNAP, formerly known as food
stamps) payments that prevent and decrease hunger are less than that -- totaling
$75.3 billion in 2011

Every $1.00 spent on SNAP generates about $1.84 in additional employment and
business.

Benefits of Public Food Assistance Take a Variety of Forms

Dollars spent on food assistance go directly and efficiently into the economy,
spurring business, employment and economic growth.

More than 46 million people in the U.S. are living below the poverty line. Domestic
food assistance programs help nearly 1 in every 4 Americans.

Every $1.00 | |
If the value of SNAP dollars was added to household incomes, the United States’
Spent On poverty rate would be reduced by 4.4%.

SN AF) Supplementing food purchases for the poorest households allows those in poverty
to pay for other critical services such as health care and transportation to schools

generates and jobs.

abo u-t $-‘| 8 4 Food programs help assure better educational outcomes for low-income children
' and a more productive labor force.

in additional Food Assistance Program Costs Vary in Concert with
employment Business Cycles
and bUS| neSS When the U.S. economy is performing poorly, there are more people out of work,

and food assistance costs go up because more households are entering poverty.
When the general economy is performing well, food assistance costs go down
because fewer households are in need.

During the four year period of economic growth (1996-2000) expenditure on

all food assistance programs : fell 14% to $32.6 billion ($42.6 billion in inflation
adjusted dollars). During a period of recession (2007-2011) expenditures rose
90% to $103.3 billion including structural adjustments to the programs and levels
of remuneration. The $103.3 billion is 142% higher than the inflation adjusted
spending in 2000."
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Economics of Federal Food Programs
with Emphasis on the Supplemental
Nutrition Assistance Program (SNAP)

Jean Kinsey?

Nearly 1 in every 4 Americans participates in at least one
of the Federal domestic food assistance programs that
provide a nutritional safety net for millions of children
and low-income adults. In 2011, Federal food program
expenditures were $103.3 billion, accounting for two-
thirds of the U.S. Department of Agriculture’s (USDA)
budget.®

...food and nutrition
assistance programs
are an investment in the
human capabilities and
the economic health of
the nation.

The economics of Federal food programs involve
weighing the costs and benefits of investing in food
availability for low-income households. While some
see this as a moral obligation, it is also one with vested

community interests. Federal expenditures for feeding

programs reduce hunger, poverty, and health care costs.
Furthermore, food and nutrition assistance programs
are an investment in the human capabilities and the

economic health of the nation.

Some of the benefits are not easy to measure in current
dollar terms. Future savings on health care costs, better
educational outcomes for children and more productive
labor force participation for adults are tangible personal
and social benefits. However, a dollar value cannot be
assigned to alleviating individuals’ physical suffering,
emotional trauma and embarrassment that may
accompany food insecurity and hunger. The societal and

economic gains, however, are far-reaching.

Economic benefits extend to the community in terms

of increased consumer spending by low-income
households and the subsequent economic activity. In
addition, there is now evidence that reducing income
inequality and putting spending power in the hands of the
low-income and unemployed will help to sustain overall
economic growth.* Thinking about expenditures on
reducing hunger as an investment in human capital and
long-run economic productivity, therefore, expands the

priorities for spending on food assistance programs.

2Jean Kinsey is a Professor Emeritus in the Department of Applied Economics at the University of Minnesota.
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SNAP Is Largest Domestic Food
Assistance Program for Low-income
Americans

Unemployment insurance and the Supplemental Nutrition
Assistance Program (SNAP, formerly known as food
stamps) are the primary income safety nets for the poor
and unemployed. SNAP expenditures grew from $56.6
billion in 2009 to $75.3 billion in 2011, comprising 73%
of total food assistance program expenditures. Other
food assistance programs are the Special Supplemental
Nutrition Program for Women, Infants and Children
(more commonly known as WIC), the National School
Lunch and School Breakfast programs, and children and
adult feeding programs in various care centers.® Annual
federal expenditures for supplemental food programs

for the poor increased 125% since 2004, largely due to

the extended recession, high unemployment, and loss

of household income and net worth during and after the

housing and financial crises of 2007-2008.°

Participation in SNAP traditionally rises with
unemployment (figure 1). Expenditures on SNAP rise
due to higher participation and increases in benefit
levels. SNAP allotments to participants are based on the
cost of a diet as specified in USDA'’s Thrifty Food Plan
(TFP), a market basket of foods, which if prepared and
consumed at home, would provide a complete, nutritious
diet at minimal cost. The TFP is designed and updated
by the USDA’s Center for Nutrition Policy and Promotion
(CNPP).

The cost of the TFP is updated annually based on
changes in the Consumer Price Index. Because the
maximum benefit (for participants in the lowest income
categories with the largest households) falls short of

the cost of the TFP when the cost of these food rise

Figure 1. Policies and legislative acts affect Supplemental Nutrition Assistance Program
(SNAP) participation, fiscal years 1976-2010

Millions of SNAP participants
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Reference #17: Hanson and Oliveira 2012
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faster than the general food inflation, the allotment for
purchasing the Thrifty Food Plan is adjusted annually.” In
addition, the American Recovery and Reinvestment Act
of 2009 increased benefit levels for SNAP and expanded
eligibility for jobless adults without children. The results
were that SNAP benefits for median participating
households increased 16%, food expenditures for the
lowest income households rose 5.4%, food insecurity
declined by 2.2 percentage points, and SNAP

participation rates rose 3 percentage points.®

SNAP and Other Federal Food
Assistance Programs Increase
Consumption

The poorest 20 percent of households spent an annual
average of $3,501 on food at home and away from home
in 2009, about 36% of their earned income. In contrast,
food spending by the 20 percent of households at the
top income range averaged $10,780 or 7% of their

income.®

SNAP and other
programs help food-
Insecure households
acquire an adequate
diet.

Research points to a growing inequality in the distribution
of incomes, increasing the disparity in food spending as a
share of income by U.S. households.
e The top 20 percent of U.S. households (arrayed
from lowest to highest income) earned over half

of all income in 2009; their incomes rose 55%
between 1980 and 2009.

® The lowest 40 percent of households earned
only 11% of total U.S. income and their incomes
increased an average 3% in 1980-2009.

® The top one percent of households earned 8.3%
of U.S. income in 1970 and 18.9% in 2009.1°

e |n real (adjusted for inflation) terms the median
household income) fell from the 1999 high of
$54,932 to $50,054 in 2011 —nearly equal to
median household income in1997."

e More than 46 million people in the U.S. are living
below the poverty line; one-third are children
under the age of 18."2 Households with incomes
less than 130% of the poverty-level ($11,170 for
one person, $23,050 for a four-person household

in 2012) are potentially eligible for SNAP.

Poverty Often Results in
Food Insecurity

Food insecurity is defined as “limited or uncertain
availability of nutritionally adequate and safe foods or
limited or uncertain ability to acquire acceptable foods in
socially acceptable ways.”'® USDA defines household
food security along a continuum consisting of four

categories extending from high to very low food security.

Very low food security households have one or more
members whose eating patterns are disrupted and food
intake reduced because of insufficient money and other
resources for food at some times during the year.™ This
group is more commonly described as being hungry.

In 2010, almost 6% of the population experienced

very low food security (hunger). More than 14.5%

of the population was food insecure at some level,'®
approximately equal to the 15.1% of households living in

poverty.

SNAP and other programs help food-insecure
households acquire an adequate diet. SNAP provides
funds to qualifying households to purchase food at local

food stores and farmers markets. Research has shown

The Economics of Federal Food Programs: \Weighing the Costs and Benefits
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that households that receive SNAP dollars spend more
on food even though their original food expenditures
might have been enough to purchase a minimally healthy
diet.’®"” Recent estimates show that SNAP recipients
spend about $25 more per person per month on food
than they would without SNAP benefits.'®In 2011, a
four-person household with an income of $29,008 and
meeting the asset criteria, would qualify for SNAP. In
2009, 72% of SNAP-eligible households participated in
the program, compared with the historical average rate of
56.5%.

SNAP participation by low-income households increases
2-3 million people or 5-6% for every 1% increase in the

unemployment rate.’ An eligible two-person household
with an annual income below $18,947 could receive

$367 per month to purchase food. A four-person

household could receive $668 per month. The average

per-person allotment was $134 per month in 2011.2°

SNAP Effectively and Measurably
Reduces Poverty

Unemployment contributes to the number of households
in poverty. Figure 1 shows the historical impact of
changes in unemployment, the economy and public

policy on the number of SNAP participants.?’

The rate of poverty increased from 12.5% of households
in 2007 to 15.1% in 2010. SNAP, as an income support
program, helps raise households’ standard of living

as well as their access to food. If the value of SNAP
dollars were added to household incomes, the poverty
rate would be reduced by 4.4%.2> USDA’'s Economic

Research Service estimates that SNAP reduces the

Figure 2. Snap benefits did more to reduce the depth and severity of poverty
than the rate of pverty from 2000 to 2009

Average percent reduction in poverty measure
25

Population M Children

20

15

10

Rate

Depth Severity

The depth of poverty is measured by the “poverty gap,” an index reflecting the average distance of poor households’ incomes below the overty
threshold. Severity of poverty is mesured by an index reflecting the square of the poverty gap. SNAP = Supplemental Nutrition Assistance Program.
Source: USDA, Ecnomic Research Service using data from the Current Population Survey Annual Social and Economic Supplement.

www.ers.usda.gov/data-products/chart-gallery/detail.aspx?chartld=28685
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depth and severity of poverty (the gap between the poor
household’s income and the poverty line) even more than

it decreases the poverty rate (figure 2).

SNAP Generates Additional
Employment and Economic Growth

SNAP distributes cash (as an electronic benefits transfer)
that can be used to purchase food. The multiplier effect
of these food purchases in the community is 1.84. In
other words, for every $5.00 spent in SNAP money,
about $9.00 in community spending is generated through
additional employment and business.?®* In 2007, SNAP
accounted for $30 billion (5.3%) of the $588 billion spent

on food for at home consumption.*

The rate of poverty
increased from 12.5%
of households in 2007
to 15.1% in 2010.

A $1 billion increase in SNAP benefits is estimated to
generate $92.6 million of agricultural production, $32.3
million in agricultural value added and close to 1000

agricultural jobs.?®

The $4.6 billion food purchased by WIC participants
increased farm revenue by an estimated $1.3 billion in
2008.%8

The American Recovery and Reinvestment Act (ARRA)

of 2009 increased benefit levels for SNAP and expanded
SNAP eligibility for jobless adults without children. The
changes were intended to assist those most impacted by
the recession, to create and save jobs, and to stimulate

the economy.

11

USDA Researchers estimated that in the five years
following ARRA, higher SNAP benefit levels would create
$36.8 billion of economic activity; 100,000 jobs would
be saved or created in the first two years.?” According

to the ERS, food expenditures by the typical (median)
low-income household increased by 5.4 percent from late
2008 (pre-ARRA) to late 2009 (post-ARRA).26 Among
households with incomes just above the SNAP income-
eligibility range, food expenditures (adjusted for changes
in food prices) increased by a smaller percentage than
among low-income households, and the prevalence of

food insecurity among such households did not decline.

Food spending increased more among SNAP participants
than among low-income non-SNAP households, closing
a gap in food spending that had persisted since at

least 2001. The combination observed in 2009 of a
simultaneous increase in SNAP participation and an
improvement in food security from the previous year had

not occurred in any other recent year.

Supplementing the ability to purchase food for the poorest
households not only increases their access to food, but
also allows them to boost spending on other goods and
services such as health care and transportation. Recent
studies have documented the relationship between
income distribution and sustained economic growth in

both high- and low-income counties.

Unequal distribution of earned income is acknowledged
to be an important spur to innovation and incentive for
economic growth. However, narrowing the gap in income
distribution is important for sustaining long-run economic
growth.?® To the extent that SNAP helps to diminish
income inequality (boosts spending power among low-
income consumers), it contributes to more sustained U.S.

economic growth.

The Economics of Federal Food Programs: Weighing the Costs and Benefits
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Reduced Hunger and Better Nutrition
Help Communities Lower Spending on
Health Care and Other Public Services

A study conducted for Second Harvest Heartland

in Minnesota found that hunger costs Minnesota an
estimated $1.62 billion a year, or between $800 and
$1,131 per taxpayer.®® A study by Second Harvest
Heartland®' (a member of Feeding America) estimated
that Minnesota residents in need are missing 125 million
meals every year due to insufficient income. Purchasing

food for those missing meals would cost $243.25 million.

Charitable organizations such as Feeding America
provide food to community soup kitchens, food banks,
and other charitable organizations. Demand for these
programs increases with the number of people living

in poverty. Feeding America, one of several charitable
feeding programs, provided about $678.8 million of food
to low-income people in 2010.%2 The direct economic
return to these programs is similar to the $1.85 estimated
for SNAP dollars.?>® Research on the differences in
nutritional quality of diets between those who received
food stamp benefits in the 1990s and those who were
eligible, but did not participate in the program, reveals
only small differences on most measures.®* For example,
males who participated in food stamps consumed more
Vitamin C than others. On the Healthy Eating Index (HEI),
a measure of diet quality that assesses conformance

to federal dietary guidance®?®, food stamp participants
had better scores for sodium and meat consumption.
Otherwise, their nutritional scores were about the same

or lower than eligible nonparticipating persons.

Participants ate more high-energy foods and had higher
obesity scores.®® The co-existence of hunger and
obesity, especially among SNAP participants, has led
some to question the need for SNAP. The explanation,

however, involves eating patterns that are similar

The Economics of Federal Food Programs: \Weighing the Costs and Benefits

across all lower-income households. Limited resource
households spend about 30% of their income on food
and procuring the most food for limited dollars leads to
purchasing low-cost, high-energy foods that are often
high in calories. These foods suppress hunger and
provide physical energy but do not necessarily have the

balanced nutritional value.

Other Federal Feeding Programs
Target Specific Populations While Also
Generating Economic Activity

In 2010, the Supplemental Nutrition Program for Women,
Infants, and Children (WIC) served 9.2 million people.
Over half of all infants in the U.S. and one-quarter of
children up to age five receive WIC benefits. WIC is

the third largest Federal food and nutrition program,
comprising about 10% of the Federal food and nutrition
budget. By providing healthy foods to low-income infants
and children, WIC is an investment in the future health
and welfare of the Nation’s children. Like SNAP, WIC

participation increases as unemployment rises.

WIC recipients receive vouchers for specific supplemental
foods that meet the nutritional needs of individual low-
income pregnant, breastfeeding, non-breastfeeding
postpartum women, infants and children up to five years
of age who are at nutritional risk. The program also
provides health care referrals and nutrition education, with
measurable results for mothers and children. Substantial
program changes in recent years allow participants

to purchase more whole grains and fresh fruits and
vegetables.®” The WIC program highly encourages
breast-feeding, but since many mothers cannot breast
feed the recommended amount, WIC provides vouchers
of infant formula. A substantial percent of the infant
formula sold in the U.S. (67% to 68% is purchased with
WIC vouchers.®® Federal WIC expenditures in 2010 were
$6.7 billion, up from $5.5 billion in 2007.%°



The National School Lunch Program (NSLP) and the
School Breakfast Program served an average of 42.7
million children per day in 2010 at a cost of $12.6 billion.
Children from families whose income is below 130
percent of the poverty level are eligible for free school
lunches, while those from families with incomes between
130 and 185 percent of the poverty level can receive
reduced-price lunches. More than half of school lunches

(565.7%) and 74.6% of breakfasts are served free.*°

With only about 35% of children paying the full price

for their lunches, schools are dependent on Federal
allotments to prepare and serve food. Researchers and
health advocates, however, criticize the NSLP allotment
for being insufficient to provide healthy school meals.
School breakfast and lunch is sometimes the only food
children from very poor families have on a school day,

and thus, extremely helpful in reducing hunger.

Hunger can affect the
mental health of both
children and adults,
resulting in long run
cost implications for
society.

Food Insecurity Leads to Poor Physical
Health and Higher Health Care
Costs..."

Food insecure individuals are more likely to experience
colds, stomach aches, and migraines and suffer from
generally poorer health than food secure individuals.*?

Martin and Ferris*® found that food-insecure adults are

13

two and one-half times more likely to be obese, which
can cause diabetes, hypertension, cardiovascular disease
and other chronic health issues. Individuals with very low
food security have been found to be twice as likely to

be diabetic and adults are three times more likely to be
hospitalized. These add significant costs to health care

for individuals and society.** 4

Children often are the greatest victims of food insecurity.
Alaimo et al.*® found that infants and young children in
food insecure homes often suffer from iron deficiency,
affecting their cognitive and physical development.
Moreover, food insecure pregnant women are at a higher
risk of giving birth to an underweight baby or a baby with
severe birth defects such as Spina Bifida. Food insecure
children also suffer from higher rates of headaches,
stomach aches, ear infections and colds than their well-

nourished counterparts.

In 2007, researchers estimated the cost burden of hunger
in the United State at a minimum of $90 billion annually
including $22.5 billion in direct health care costs.*”
Indirect costs due to lost productivity in the labor market
when food insecure people are ill or under-trained could
run as high as $200 billion annually. These costs are
difficult to calculate with precision, but they nonetheless
exist and need to be considered in the benefit/cost ratio
of Federal programs designed to feed the poor and give

families with children access to more and better food.

...As Well as Behavioral Problems That
Affect Schools and Communities

Hunger can affect the mental health of both children and
adults, resulting in long run cost implications for society.
Alaimo et al.*® found that hunger affects educational
outcomes in children. According to their 2001 study
published in Pediatrics, a food-insecure child is twice as
likely to repeat a grade and three times as likely to be
suspended. Moreover, math scores tend to be lower in

hungry children.
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Children’s emotional development can also be affected
by hunger. Children from food insecure families are nearly
twice as likely to see a psychologist and these children
tend to have social and behavioral difficulties. Alaimo et
al. also found that teens experiencing chronic hunger are
nearly twice as likely to suffer from depression and have
thoughts of death. Likewise, a food-insecure teen is five

times more likely to commit suicide.

Many studies also document that food-insecure adults
are more likely to suffer from mental health problems.
For example, Whitaker and colleagues*® studied a
sample of 2,800 food-insecure mothers and found that
they were more likely to suffer from stress and anxiety,
even after holding constant income, socio-demographic

characteristics, family mental health history, incidence of

domestic violence, as well as alcohol, drug and tobacco
use. In fact, mothers with very low food-security were

twice as likely to have anxiety episodes.

The study also found that food insecurity affects child
psychological problems, directly and indirectly, through
parental depression. These conditions contribute to multi-
generational cycles of hunger, poverty and emotional

issues (table 1).

Food Programs Benefit Individuals
and Society

Thinking about expenditures on reducing hunger as an
investment in human capital and long-run economic
productivity expands the priorities for spending on

food assistance programs. SNAP, WIC and other food

Table 1. Hunger increases the likelihood of negative health outcomes

Condition Times more likely if food insecure Population affected
Poor health 2.9 Everyone
Migraine 1.95 Everyone
Stomach aches 2.61 Everyone
Colds 1.33 Everyone
Hospitalizations 1.3 Everyone
Iron deficiency 1.44 Everyone
Obesity 2.45 Women
Diabetes* 2.1 Everyone
Depression 1.87 Adults
Anxiety 214 Adults
Underweight births 1.81 Newborns
Need to see a psychologist 2.0 Children
Need of some kind of counseling 4.0 Children
ADHD 1.9 Children
Repeat a grade 2.0 Children
School suspension 3.0 Children
Suicide 5.0 Teens

* For very low food insecurity only.

Mykerezi, Elton, Kinsey, Jean, and Tuttle, Charlotte. 2010. Ending Hunger in Minnesota: Investing in Food Security. White paper, Department of Applied
Economics, Universityof Second Harvest Heartland of Minnesota. A public version of this white paper can be found at http://www.2harvest.org/shh/
press_releases/2009/Missing%20-%20125%20Million%20Meals %20for%20Low-Income%20Minnesotans. pdf
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assistance programs provide an income safety net
targeted toward food purchases. These programs play
a critical role in reducing poverty and food insecurity in
the U.S. In addition, food programs enable recipients
to increase their spending. Participants buy more food
with program benefits but also use some income that
might have been spent on food to purchase health
care, transportation or other goods and services. This
increased spending “multiplies” in the food industry and

in the community, supporting economic growth.

The Federal food programs are a long-term investment in
the nutritional health and education of poor children and
productive citizens. There are a myriad of negative health
impacts of hunger for children and adults. Ensuring

that low-income individuals and families can obtain an
adequate diet helps prevent the health and behavioral

problems resulting from hunger and malnourishment.

Note: The Economic Research Service of the USDA
publishes many studies about the cost and effectiveness of
food programs. These can be found on their web site: www.
ers.usda.gov/data-products/food-and-nutrition-assistance-

research-database/research-reports-articles-database.aspx

Supplemental Nutrition Assistance Program (SNAP) Linkages
with the General Economy (2011) USDA, ERS. Available online:
http://www.ers.usda.gov/topics/food-nutrition-assistance/
supplemental-nutrition-assistance-program-(snap)/economic-

linkages.aspx
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