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LABELING OF GENETICALLY MODIFIED FOODS: DOES IT REALLY PROVIDE CONSUMER CHOICE?
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The labeling of Genetically Modified (GM) foods is at the center of controversy over bioengineered crops. Most existing analytical models of food labeling assume that the consumer will be presented with a choice between GM and non-GM labeled food. These economic models emphasize the welfare changes for consumers with and without labeling. In fact, the mandatory labeling policy in the EU has resulted in the virtual disappearance of any GM labeled product. Consumers did not receive any choice as a result of mandatory labeling. This is the case in France for example, where all the labels quickly disappeared from the shelf. This is also the situation in Australia and Japan with similar mandatory labeling requirements. 

Our paper builds on the existing literature by including the role of food processors. Labeling regulations first impact food processors. Based on their information, and the pressures they perceive, they will decide whether to label or to change ingredients in order to avoid labeling. We intend to model the effects of labeling policy by focusing on the processor’s choice to label or to change ingredients. Naturally their choice will depend indirectly on consumers’ acceptance, so there is a notion of consumer choice ex ante, but in the mandatory labeling case it may disappear ex post.  

 Our model has three stages. First, the regulator chooses the policy, then the processor will decide whether or not to label, and third the consumer may or may not have a choice to buy GM versus non-GM food.  We will analyze the third stage first, where the consumer chooses his consumption bundle according to his preferences. We will evaluate how the demand for a product would be affected at the margin by a label (positive or negative).  The second stage is set at the processor level. The processors are assumed to be perfectly informed about the change in consumer demand for a change in quality. They know the cost of producing GM versus non-GM food and labeling costs, and the processors can either label or not label. Their choice will also depend on the reaction of the retailers. We will separate the case of a voluntary label from that of a mandatory label. We will derive the critical conditions influencing the choice between labeling and not labeling. At the first stage, the regulator will know the impact of labeling on processors and consumers. He will then choose the type of label and the threshold level of GM ingredients below which the product does not need to be labeled. 

This paper will help to assess the distribution of welfare effects of different GM labeling policies. If mandatory labeling results in a situation where consumers do not have a choice, who pays for labeling? If labeling is driven by the “consumer choice” argument, but mandatory labeling results in no labels, what are the consequent welfare implications? We will evaluate the effects of the current labeling policies and provide labeling policy recommendations with explicit consideration of the question of consumer choice.  

