Health Expenditure Trends in OECD Countries, 1970-1997

Manfred Huber, Ph.D.

This article provides an overview of cur-
rent trends in health expenditures in 29
OECD countries and recent revisions of
OECD health accounts. U.S. health expendi-

tures are compared with those of other OECD

countries. The interactions of cost-contain-

ment measures with changes in the public-

private mix of financing and in the composi-
tion of health care spending are discussed.

INTRODUCTION

The provision of health care services
now constitutes one of the largest indus-
tries in OECD countries. The impact of
this sector is evidenced by the widespread
public interest in the constant flow of new
innovations reported in the media.

Near-universal coverage of the popula-
tion under public and private health plans
has been achieved in most OECD coun-
tries, and there have been impressive gains
in the health status of populations in all of
these countries.

There remain, however, recurrent con-
cerns regarding the adequacy of resources;
the way they are used; and how best to
increase the equity, efficiency, and effec-
tiveness of health care. After a decade or
more of health care reform, the question of
how best to organize health care and its
financing remains high on the political
agenda in many OECD countries.

Manfred Huber is with the Health Policy Unit, Organization for
Economic Cooperation and Development (OECD). The
research presented in this article was performed at OECD and
was supported by the Health Care Financing Administration
(HCFA) under Contract Number 500-95-0001. The views
expressed in this article reflect those of the author and do not
necessarily reflect the views of OECD or HCFA.

To assist health care policymakers and
researchers with international compar-
isons, the OECD Secretariat publishes an
annual information system on CD-ROM,
OECD Health Data (Organization for
Economic Cooperation and Development,
1999a). This covers data on key aspects of
health care systems in the 29 OECD mem-
ber countries and their general demo-
graphic, economic, and social contexts
(Organization for Economic Cooperation
and Development, 1999a; Anderson and
Poullier, 1999).

In this article, | provide an overview and
basic analysis of the health accounts col-
lected annually by the OECD Secretariat.
This updates and complements some of
the earlier synthesis and research on this
subject (Organization for Economic
Cooperation and Development, 1995, 1993;
Schieber, Poullier, and Greenwald, 1994)
and previous presentations in this journal
(Schieber, Poullier, and Greenwald, 1992).
Levels of and trends in health expenditures
are compared in absolute terms and rela-
tive to overall economic growth. The
determinants of health care spending
growth are revisited.

Progress in the international compara-
bility of health expenditure estimates
depends heavily on the quality and detail of
national health accounts in OECD member
countries.

Although decisive progress in health
accounting has been made in several coun-
tries over the last 5 years, much research
and statistical work remains to be done to
make health accounts more comprehen-

HEALTH CARE FINANCING REVIEW/Winter 1999/volume 21, Number 2 99



Figure 1

Total Health Expenditures as a Percent of Gross Domestic Product: 1970-1997
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sive and comparable across countries.
Serious gaps remain in the scope of the
data, and problems remain in the compara-
bility of the data across countries. A short
overview of recent progress in the method-
ology of the OECD health accounts and
reports on revisions to the expenditure
estimates appears later in this article.

1990-1997 TRENDS RELATIVE
TO GDP

After many years in which health expen-
ditures grew faster than the economy, in
1997, the United States spent about the
same proportion of its gross domestic
product (GDP) on health care as in 1992.
The trend in this expenditure ratio in the
United States is thus for the first time par-
allel to the average across 25 OECD coun-

100

tries, for which long time series are avail-
able (Figure 1 and Table 1) (Organization
for Economic Cooperation and
Development, 1999d).

In 1997, the United States spent approxi-
mately 90 percent more on health care as a
share of GDP than in 1970. Health expen-
ditures thus increased at a faster pace in
the United States than in other OECD
countries, which on average are now
spending a 60-percent greater share of
their GDP on health care than in 1970. In
several OECD countries, modest declines
during the 1990s were related both to eco-
nomic upswings in countries and to
reforms that have limited the rate of
increase in health spending in relation
to the rate of growth in GDP (Organization
for Economic Cooperation and Develop-
ment, 1999b).

HEALTH CARE FINANCING REVIEW/Winter 1999/Volume 21, Number 2



Table 1
Total Health Care Expenditures as a Percent of Gross Domestic Product: 1970-1997

Country 1970 1980 1990 1995 1997
Percent
United States 7.3 9.1 12.6 14.1 13.9
Japan 4.6 6.5 6.1 7.2 7.2
Germany 6.3 8.8 8.7 10.4 10.7
France 5.8 7.6 8.9 9.8 9.6
Italy 5.2 7.0 8.1 7.7 7.6
United Kingdom 4.5 5.6 6.0 6.9 6.8
Canada 7.0 7.2 9.2 9.4 9.2
Average of the 7 Countries 5.8 7.4 8.5 9.4 9.3
Australia 5.7 7.3 8.2 8.4 8.4
Austria 5.3 7.7 7.2 8.0 8.3
Belgium 4.1 6.5 7.5 7.9 7.6
Czech Republic — 3.8 5.4 7.5 7.2
Denmark 5.9 9.3 8.3 8.1 8.0
Finland 5.7 6.5 8.0 7.7 7.4
Greece 5.7 6.6 7.6 8.4 8.6
Hungary — — 6.1 7.0 6.5
Iceland 5.0 6.2 7.9 8.2 7.9
Ireland 5.3 8.7 6.7 7.0 6.3
Korea 2.3 3.7 5.2 5.4 6.0
Luxembourg 3.7 6.2 6.6 6.7 7.0
Mexico — — 3.6 4.9 4.7
Netherlands 5.9 7.9 8.3 8.8 8.5
New Zealand 5.2 6.0 7.0 7.3 7.6
Norway 4.5 7.0 7.8 8.0 7.5
Poland — — 4.4 45 5.2
Portugal 2.8 5.8 6.4 7.8 7.9
Spain 3.7 5.6 6.9 7.3 7.4
Sweden 7.1 9.4 8.8 8.5 8.6
Switzerland 4.9 6.9 8.3 9.6 10.0
Turkey 2.4 3.3 3.6 3.3 4.0
European Union 5.1 7.3 7.6 8.1 8.0
OECD Europe? 49 7.0 7.5 7.9 7.9
Total OECD!? 5.0 6.9 7.6 8.1 8.1

1 Unweighted arithmetic average. Figures exclude Czech Republic, Hungary, Mexico, and Poland.

NOTE:OECD is Organization for Economic Cooperation and Development.
SOURCE:(Organization for Economic Cooperation and Development, 1999a.)

The United States is now among a group
of countries in which the percentage of
GDP devoted to health care has stabilized
or declined slightly since the early-to-mid-
1990s. This gives rise to the question of
whether such stabilization can be sus-
tained or is a transitory phenomenon.

A full listing of the factors that account
for growth in health expenditures—both in
absolute terms and relative to overall eco-
nomic development—would require a
detailed analysis per country, which is not
the subject of this article. Here, | concen-
trate on international comparisons, which
draw mainly on lessons learned from the
latest version of the comparative data sets

of OECD Health Data 99 (Organization for
Economic Cooperation and Development,
1999a).

An immediate question to ask is whether
the stabilization of expenditure trends over
the last couple of years is due mainly to an
upswing in the business cycle in many
countries. To analyze this question, an
alternative expenditure ratio was calculat-
ed, which divides health expenditures by
trended GDP instead of current GDP and
is somewhat smoother than and more inde-
pendent of the business cycle.

Table 2 shows that there are clear signs
of a real stabilization of the growth of health
spending in relation to trend GDP. An
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Table 2

Percentage Point Change in Health Care Expenditures as a Percent of Gross Domestic
Product: 1975-1997

Country

1975 to 1985

1985 to 1995 1995 to 1997

United States

Japan

Germany

France

Italy

United Kingdom

Canada

Average of the 7 Countries

Australia
Austria
Belgium
Czech Republict
Denmark
Finland
Iceland?
Ireland
Koreal
Luxembourg!
Netherlands
New Zealand
Norway
Portugal
Spain
Sweden
Switzerland
Turkey?

European Union2
OECD Europe?
Total OECD?2

Percentage Point Change

2.6 3.3 0.0
1.2 0.3 0.3
0.6 1.2 0.2
14 1.4 0.2
1.0 0.7 0.3
0.4 1.0 0.1
1.3 0.8 0.3
12 12 -0.1
0.2 0.6 0.1
0.6 14 0.3
13 0.6 -0.2
— 3.0 0.3
2.7 -0.9 0.1
0.6 0.0 0.1
15 0.9 0.3
0.0 -0.6 0.6
2.0 11 0.6
1.0 0.6 0.3
0.5 0.8 0.1
2.0 2.0 0.3
18 0.9 -0.1
0.7 1.8 0.0
0.7 1.6 0.1
1.0 -0.9 0.1
— 15 0.4
0.5 11 0.7
0.8 0.6 0.0
0.8 0.8 0.0
0.8 1.0 0.0

1 Changes in health share of nominal gross domestic product.Series for trend gross domestic product were unavailable.
2 Unweighted arithmetic average. Figures exclude Greece, Hungary, Mexico, and Poland.

NOTE:OECD is Organization for Economic Cooperation and Development.
SOURCE:(Organization for Economic Cooperation and Development, 1999a.)

expenditure ratio, measured in this way,
remained constant on average in 25 OECD
countries, from 1995 to 1997, showing less
than -0.1 to +0.1 percent of change for 10
countries (including the United States),
declining expenditure ratios for 7 countries,
and increasing ratios for another 8.

PER CAPITA EXPENDITURE ON
HEALTH CARE

Figure 2 and Table 3 show that countries
differ less in terms of expenditure ratios
than per capita expenditures. The United
States still spends far more per capita on
health care than any other OECD country,

outspending Canada on an average per
capita basis by 2 to 1, Japan by 2.3 to 1, and
all other OECD countries by 2.5 to 1.

U.S. health care spending per capita was
$4,095 in 1997, compared with an average
of $1,615 (calculated on a U.S. dollar GDP
purchasing power parity [PPP] basis) for
the OECD as a whole and $1,698 in the
European Union. Switzerland had the sec-
ond-highest spending per capita, followed
by Germany, Luxembourg, and Canada.

There are two main reasons why coun-
tries differ less in terms of expenditure
ratios than in per capita expenditures. First,
there seems to be some correlation between
low health expenditure ratios and lower per
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Figure 2
Health Care Expenditures per Capita and as a Percent of Gross Domestic Product; 1997
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capita GDP. (However, recent revisions of
health expenditure estimates in several
OECD countries have shown that this asso-
ciation is partly a statistical artifact: The
lower income countries tended to underesti-
mate private spending on health and conse-
quently their overall expenditure ratio.)
Second, and perhaps more important,
expenditure comparisons depend critically
on the monetary conversion factor chosen.
U.S. dollar GDP PPPs are the conversion
factor used in Figure 2. However, overall,
GDP PPPs differ substantially from health
sector PPPs for many countries. Figure 3
shows that per capita expenditures calcu-
lated using health sector PPPs vary less
across countries. For the United States,
this means that the difference in per capita
expenditures between the United States
and all other OECD countries is largely the

result of higher relative prices for health
care in the United States (Gerdtham and
Jonsson, 1991; Evans, 1998).
Unfortunately, price comparisons and
PPPs for health care goods and services
are among the weak points in international
health care data sets. Health-specific PPPs
and hence the results shown in Figure 3
should therefore be used with caution.

CONVERGENCE OR DIVERGENCE
OF EXPENDITURE PATTERNS?

A well-known observation is that growing
wealth is associated with higher per capita
health spending both over time and across
countries. The most frequent illustration of
this fact is provided in Figure 4, which com-
pares per capita health spending with per
capita GDP figures for the year 1997.
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Table 3
Per Capita Expenditures! on Health Care: 1970-1998

Country 1970 1980 1990 1995 1997 19982
United States 357 1,086 2,798 3,776 4,095 4,270
Japan 131 524 1,082 1,637 1,760 1,780
Germany 224 824 1,602 2,178 2,364 2,400
France 206 701 1,539 1,984 2,047 2,120
Italy 154 579 1,321 1,534 1,613 —
United Kingdom 144 444 955 1,253 1,391 1,450
Canada 262 716 1,695 2,106 2,175 2,250
Average of 7 Countries 211 696 1,570 2,067 2,206 —
Australia 207 663 1,320 1,778 1,909 —
Austria 159 663 1,205 1,675 1,905 —
Belgium 130 578 1,247 1,698 1,768 —
Czech Republic — — 575 898 943 950
Denmark 216 832 1,424 1,855 2,042 2,100
Finland 163 510 1,292 1,414 1,525 —
Greece 100 345 702 1,054 1,196 —
Hungary — — 510 625 642 —
Iceland 137 577 1,374 1,826 1,981 2,190
Ireland 98 455 759 1,246 1,293 1,390
Korea 15 87 401 688 870 —
Luxembourg 147 605 1,495 2,120 2,303 —
Mexico — — 210 335 363 —
Netherlands 202 679 1,326 1,777 1,933 —
New Zealand 174 458 937 1,244 1,357 1,440
Norway 131 632 1,365 1,860 2,017 —
Poland — — 216 296 386 —
Portugal 43 260 614 1,046 1,148 —
Spain 82 325 815 1,063 1,183 —
Sweden 270 850 1,492 1,623 1,762 —
Switzerland 252 801 1,760 2,464 2,611 —
Turkey 23 75 171 188 259 —
European Union 156 577 1,186 1,568 1,698 —
OECD Europe 152 565 1,182 1,571 1,702 —
Total OECD 161 571 1,110 1,491 1,615 —
1 Measured as US$ purchasing power parities.

2 Estimated.

NOTE:OECD is Organization for Economic Cooperation and Development.
SOURCE:(Organization for Economic Cooperation and Development, 1999a.)

Figure 4 suggests that OECD countries
fall into three broad clusters according to
income class: countries with annual per
capita incomes of US$20,000 and less; those
with average incomes between US$20,000
and US$30,000; and the two countries with
the highest incomes, the United States and
Luxembourg, which are apparent outliers
from the linear relationship.

The association between income and
health expenditure seems to be much
stronger for the first cluster than for the
remaining countries, for which similar
income levels are associated with substan-
tially different health expenditure levels.

As an illustration: Split into two groups at
the US$20,000 level, a regression for the
first lower income group shows an R2 mea-
sure that is more than twice as high as that
of the second group: 0.94 compared with
0.42. (Different functional forms and more
sophisticated econometric techniques are
necessary for a more refined analysis of
the determinants of health expenditures
across OECD countries. Compare New
Directions in Health Care Policy[Organiza-
tion for Economic Cooperation and
Development, 1995] for an overview of
methodology and results of pooled cross-
section and time-series analysis.)
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Figure 3
Health Care Expenditures per Capita as a Percent of U.S. Expenditures: 1996
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Of the second group, all but one of the
Scandinavian countries lie below the trend
lines, as do Japan, Ireland, and the
United Kingdom. Germany, France, and
Switzerland are the three countries spend-
ing considerably more than what would be
expected from the trend line in Figure 4.

Health care spending in Germany is rel-
atively high compared with its per capita
GDP mainly because health care spending
in the 5 eastern and 11 western States have
converged much faster after reunification
than did overall economic productivity.
Sweden, the Netherlands, and Canada are
all close to or on the trend line.

The slope of the trend line and the R2
vary over time with individual countries
moving closer to or further away from
the trend line (Schieber, Poullier, and
Greenwald, 1992). Hints on specific devel-

opments in individual countries are provid-
ed by Figure 5, which illustrates the way in
which some countries have converged
with and other countries have diverged
from the OECD trend. Arrows show the
movement of countries away from and
toward the common trend shown by the
combined sample of both years.

As has been noted in previous analysis
for various time periods, the United States
moved further away from the common
trend of other OECD countries in the years
before 1993, the year after which the
United States spending ratio stabilized.
Other diverging countries are Germany
(because of the economic shock of reunifi-
cation as already mentioned), Switzerland,
and Luxembourg. In several countries,
such as Greece, Canada, and the United
Kingdom, health expenditures grew paral-
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Figure 4
Distribution of per Capita Income and per Capita Health Care Expenditures: 1997
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lel to the overall trend. Some Scandinavian
countries, such as Denmark and Norway,
seem to have been more successful with
cost-containment measures than other
OECD countries.

CONTINUING STABILIZATION IN
1998

Will the stabilization of health expendi-
ture trends, observed recently in a majori-
ty of OECD countries, continue into the
near future? The answer to this question is
of interest not only to policymakers and
health care planners but also to the whole
range of suppliers of health care services
and goods. And it increasingly interests
the broad public, which has a growing
awareness that cost-containment measures
applied to health care under public bud-

gets may affect access to services, cover-
age under public programs, and copay-
ment levels.

Table 4 provides a synthesis of some cur-
rent projections for the year 1998 and/or
preliminary health expenditure estimates
for a selection of OECD countries together
with preliminary GDP figures. Sources
and methods for these estimates can be
found in OECD Health Data (Organization
for Economic Cooperation and Develop-
ment, 1999b).

Expenditure ratios tend to remain rela-
tively stable or increase slightly for the
countries analyzed in Table 4. For Japan
and New Zealand, expenditure ratios are
estimated to increase mainly because of
low or negative growth of the national
economy compared with moderate increas-
es in health expenditure.
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Figure 5
Change in per Capita Health Care Expenditures Relative to Change in per Capita GDP L

1990-1997
4,500 —
United States

4,000 —

3,500 —
8
§ 3,000 — _
@ Switzerland —
[}
o
o 2,500 —
g
>
= 2,000 —
g Norway
()]
u% 1,500 — Japan

Greece
1,000 — / /JnltEd Kingdom
/Korea
500 — Turkey _—~
0
| | | | | | |
0 5,000 10,000 15,000 20,000 25,000 30,000 35,000

Per Capita GDP

1 Measured in US$ purchasing power parities.

NOTES: GDP is gross domestic product. The beginning of the arrows indicates health spending and GDP
per capita in 1990. The end of the arrow indicates the corresponding values for 1997.

SOURCE: (Organization for Economic Cooperation and Development, 1999a.)

Table 4
Estimated Health Care Expenditures as a Percent of Gross Domestic Product (GDP): 1997-1998

Health Care Expenditures

1997 1998 1997-1998 Change

Country Total Public Total Public Total Public in GDP
Percent of GDP Percent Change

United States 13.9 6.5 14.0 6.5 5.3 5.8 4.9
Japan 7.2 5.7 7.4 5.8 0.8 -1.0 -2.5
Germany 10.7 8.3 10.6 8.1 2.3 1.5 3.7
France 9.6 7.1 9.6 7.1 3.5 3.8 4.0
United Kingdom 6.8 5.8 6.9 5.8 5.6 6.0 4.6
Canada 9.2 6.4 9.3 6.5 3.8 3.7 2.6
Czech Republic 7.2 6.6 7.2 6.6 7.6 8.1 7.7
Denmark 8.0 6.7 8.0 6.7 3.9 3.9 4.4
Iceland 7.9 6.7 8.3 7.0 14.8 16.0 10.5
Ireland 6.3 4.9 6.1 4.8 10.9 13.4 14.8
New Zealand 7.6 5.9 8.0 6.2 7.0 6.6 0.9

NOTE: Data for 1998 are estimated.
SOURCE: (Organization for Economic Cooperation and Development, 1999a.)

DECOMPOSITION OF HEALTH countries for projections of national health
EXPENDITURE GROWTH expenditures. A similar approach, applied
to a cross-section comparison of expendi-

The decomposition of health expendi- ture growth across countries, helps to
ture growth into price and volume compo- identify which growth elements underlie

nents is used on a regular basis in many the marked increase of health expenditure
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Figure 6
Decomposition of Excess Health Care Expenditure Growth Relative to GDP Growth: 1980-1996
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SOURCE: (Organization for Economic Cooperation and Development, 1999a.)

ratios relative to GDP in past years. For
these decompositions, readers should be
aware that price and volume measurement
is an extremely difficult task for health
care services. International comparisons of
trends of expenditure in real terms should
consequently be used with caution.

This section provides an update of the
basic model developed for this purpose. (For
more details on the underlying mathematics,
refer to Schieber and Poullier, 1989, and
Schieber, Poullier, and Greenwald, 1992.)
Estimates of the relative magnitude of the
growth elements are shown in Table 5 for 16
OECD countries. A comparison of these cal-
culations for 1980-1996 reveals surprisingly
similar results to tables published earlier.

From 1980 to 1996, increases in the
health care price deflator were higher than
those of the GDP deflator in 12 of the 16
countries under study. The growth of the

volume of real health care services per
capita surpassed overall income growth in
only 11 countries during the same period.

In times when health expenditures grow
faster than the overall economy, one of the
following conditions must hold true:
= Health care prices grow faster than gen-

eral GDP inflation.
= The volume of health care services per

capita increases faster than overall eco-
nomic growth per capita (measured as
real GDP per capita).

Table 5 shows the excess of health care
inflation over GDP inflation and the excess
growth in the volume of health care over
growth in the volume of GDP per capita.
These calculations show that the excess of
health care inflation over the GDP deflator
was the dominating factor accounting for
rising health expenditure ratios in the past.
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Figure 7
Health Care Expenditures by Source of Funds: 1996

Il Other

Social Security Plans

100

[J Private Health Insurance

H Out of Pocket

[ Central, State, and Local Governments

90 — -
el ]
80 — _ _/L_ ~ L7 , = = [ — E
(%] \ -~ \ R — ~
S50 | 1L R =R=R=R=
s - / IENE2 | 1 H T T P
g 60 — | \ -1 \ ’ - L
% I wa - / s N .
Y50 — 111 RN |
S - e / '\ - —
= g N - ) /
840— NN RN )
& 30 — 2 / . / ~
| g S | -
20 — / - \ V]l
| R
10 — L !
0
. . . N
OO I C g N I I
ST LT ST FIITTETFT S T FFF
& Spo & S & é/\/@ Al N A S é,\@, & >
N
5 F ? N

SOURCE: (Organization for Economic Cooperation and Development, 1999a); Belgium. Denmark, Ireland,
Italy, Japan, United Kingdom, Spain, Sweden, Switzerland, with OECD estimates.

The United States not only spends a
higher share of GDP on health care than
all other countries under study but has
also experienced the fastest divergence
between the growth paths of health expen-
ditures and GDP.

The excess volume growth of real health
expenditures per capita over real GDP per
capita accounts for less than 20 percent of
the growth of nominal health expenditures
relative to nominal GDP. In the United
States, the difference between the growth
rates of nominal health expenditures and
nominal GDP was on average 2.7 percent
per year for the period 1980-1996. Roughly
2.2 percent of this difference was due to
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excess health care inflation. Excess per
capita volume growth was only 0.6 percent
on average during this time period.
Countries are ranked in Figure 6 accord-
ing to their divergence between the growth
path in health expenditures and GDP. The
divergence is broken down into excess
health care inflation and excess health care
volume growth over real income growth.

TRENDS IN HEALTH CARE
FINANCING

There are large differences in the way
health care services are funded in OECD
countries. Figure 7 provides a breakdown
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Table 6
Public Share of Total Health Care Spending: 1970-1997

Country 1970 1975 1980 1985 1990 1995 1997
United States 37.8 42.1 42.4 40.6 40.5 45.8 46.4
Japan 69.8 72.0 71.3 70.7 77.6 78.5 79.9
Germany 72.8 79.0 78.7 77.4 76.2 78.1 77.1
France 74.7 77.2 78.8 76.9 74.5 74.3 74.2
Italy 86.9 84.5 80.5 77.2 78.1 69.3 69.9
United Kingdom 87.0 91.1 89.4 85.8 84.1 84.4 84.6
Canada 70.2 76.4 75.6 75.6 74.6 71.1 69.8
Australia 56.7 72.8 62.9 715 67.3 67.1 66.7
Austria 63.0 69.6 68.8 76.1 735 73.9 73.0
Belgium 87.0 79.6 83.4 81.8 88.9 87.8 87.6
Czech Republic 96.6 96.9 96.8 92.2 96.2 92.7 91.7
Denmark 86.3 91.9 86.5 85.9 83.7 83.7 83.8
Finland 73.8 78.6 79.0 78.6 80.9 75.5 76.0
Greece 42.6 — 55.6 — 62.7 58.7 57.7
Iceland 81.7 87.2 88.2 87.0 86.6 84.1 83.8
Ireland 81.7 79.0 81.6 75.7 72.9 74.2 76.7
Korea 8.2 13.2 26.5 34.7 40.3 42.1 45.5
Luxembourg 88.9 91.8 92.8 89.2 93.1 924 91.8
Mexico — — — — 58.8 57.2 60.0
Netherlands 84.3 73.4 74.7 75.1 72.7 76.9 72.6
New Zealand 80.3 73.7 88.0 82.4 77.2 77.3
Norway 91.6 96.2 85.1 85.8 83.3 83.3 82.2
Portugal 59.0 58.9 64.3 54.6 65.5 60.5 60.0
Spain 65.4 774 79.9 81.1 78.7 78.3 76.1
Sweden 86.0 90.2 92.5 90.4 89.9 83.4 83.3
Switzerland 63.9 68.9 67.5 66.1 68.4 72.3 69.9
Turkey 37.3 49.0 27.3 50.2 61.0 70.8 72.8
European Union 76.0 80.2 79.1 79.0 78.4 76.8 76.3
OECD Europe 75.5 80.0 77.6 78.3 78.5 77.7 77.2
Total OECD 70.5 74.8 73.8 74.2 74.5 73.8 73.7

NOTE:OECD is Organization for Economic Cooperation and Development.
SOURCE:(Organization for Economic Cooperation and Development, 1999a.)

of total health spending into main sources
of funding; this information was collected
as part of the current revisions and amend-
ments to OECD health accounts. The 20
countries for which comparable data are
available are ranked in Figure 7 by the
share of public funding in total health
expenditures.

Public funding is either by central
(Federal), State (provincial/regional) and
local government, or by social security
plans. Countries with primarily govern-
ment-funded (tax-based) systems are the
Scandinavian countries, Ireland, New
Zealand, and the United Kingdom. Public

funding through social security plans is
dominant in Austria, France, Germany,
Japan, and Switzerland. Examples of
mixed systems with predominant public
funding are Belgium, Spain, Italy, and
Portugal. These systems are somewhere
between the prototypes of social insurance
and tax-based national health services.
There were only 5 of the sample of 20
OECD countries in 1997 with a public
share of health care funding of less than
two-thirds of total spending: Greece,
Korea, Mexico, Portugal, and the United
States. Korea has the lowest public share
of all OECD countries, followed closely by
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Figure 8

Public-Private Mix of Health Expenditures and the Share of Health Care in Total Social
Expenditures: 1980-1995
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the United States (Table 6). A further
analysis of the structure of private financ-
ing in these countries, however, reveals
important differences: Private funding in
the United States is mostly by private
health insurance, whereas out-of-pocket
payments are the most important source of
private funding in Greece, Korea, and
Portugal.

This has important implications for
health policy analysis of these countries.
First, another warning on data quality is
appropriate: The collection of the data in
Table 6 has only recently been undertaken
by the OECD Secretariat. Good estimates
of out-of-pocket payments, in particular,
are difficult to obtain. Greece and Korea,
for example, revised their estimates sub-
stantially upward in OECD Health Data 99
(Organization for Economic Cooperation

112

and Development, 1999b), which also lead
to a marked change in their estimates of
total spending. Second, the notion of the
public-private mix used in the analysis pre-
sented in this article is based on the con-
cept of direct sources of payment, attempt-
ing to ascertain who actually pays (the con-
sumer or a third party).

It should be noted that this analysis in
terms of gross financing leads to a poten-
tially distorted picture for countries such
as the United States, which has an elabo-
rate system of tax incentives for private
insurance. An alternative concept of “net
social expenditure” has therefore been
developed by the OECD Secretariat, which
takes the redistributive effects of tax
deductions into account. Empirical results
show that the difference between the
United States and other OECD countries in
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Table 7

Out-of-Pocket Payments as a Percent of Total
Health Care Expenditures: 1980-1997

Country 1980 1990 19971
Percent
Austria 16.3 22.4 25.1
Canada — 14.2 16.5
Denmark 9.7 12.0 12.6
Finland 18.4 155 19.9
Germany 10.3 111 10.8
Iceland 11.8 134 16.2
Ireland — 15.1 12.9
Korea — 53.0 52.0
Luxembourg 7.2 55 7.0
New Zealand 12.0 17.6 23.5
Portugal — 46.3 44.6
Switzerland — 29.1 29.8
Turkey — — 31.7
United Kingdom?2 6.0 9.0 115
United States 24.4 20.7 17.2

11997 or latest year available (1995 or 1996).
2 Estimated.

SOURCE:(Organization for Economic Cooperation and Development,
1999b.)

terms of net social spending is smaller than
in terms of gross social spending (Adema
1999).

SHIFTING PUBLIC-PRIVATE MIX

Health expenditures are among the most
dynamic components of private consumption
in a majority of OECD countries. With grow-
ing wealth, households tend to put more
health care goods into their "shopping bas-
ket,” such as new (and traditional) drugs,
alternative medicine, and first class accom-
modations when they are inpatients (often
financed by complementary insurance).
Relatively wealthy pensioners add to this pri-
vate health care expenditure with their out-
of-pocket payments (Figure 8).

At the same time, public insurance plans
have increased their rates of copayment
and cost sharing in general. As a result,
out-of-pocket payments as a share of total
health care funding have increased in a
majority of OECD countries for which
comparable data are available (Table 7).

Countries differ substantially, however,
with respect to the fundamental role of and
trend in out-of-pocket payments: In some
countries, copayments tend to decrease
relative to overall spending as countries
increase the coverage of the population by
public plans and other third-party-payment
arrangements. Other countries with uni-
versal coverage seem to put an increasing
burden of copayment on their patients,
partly in an attempt to contain costs under
public plans.

With the available data, however, it is dif-
ficult to separate this induced private
spending from other structural changes,
such as increased “luxury” spending on
health care. Some evidence about a possi-
ble link between cost-containment mea-
sures under public plans and the relative
growth of private health care spending is
provided in Figure 8. Total social spending
is mainly the sum of: health care, sickness
cash benefits, old age cash benefits, sur-
vivors’, family, disability, housing and
unemployment assistance, and active labor
market policy Organization for Economic
Cooperation and Development, 1999b.
Figure 8 shows that there is some associa-
tion between growth of private spending as
part of total spending on health and the
growth of public spending within total
socialspending. In the majority of the
countries studied in Figure 8, public expen-
diture on health decreased as part of total
social spending, while at the same time, a
growing part of health care was paid for by
private sources (mainly out-of-pocket pay-
ment and private insurance).

TRENDS IN SERVICE DELIVERY
AND SPENDING

Health care reforms in many OECD coun-
tries over a decade or more have resulted in
shifts both in the public-private mix of financ-
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Table 8
Percent of Health Care Spending by Sector: 1980-1997

Inpatient Care Outpatient Care Pharmaceuticals
Country 1980 1997 1980 1997 1980 1997
Percent

United States 48.7 415 27.2 33.2 8.7 10.0
Japan 30.9 304 44.6 42.1 21.2 21.2
Germany 33.2 34.1 34.3 33.8 134 12.3
France 48.2 44.9 252 27.6 15.9 17.2
Italy 46.7 49.4 275 30.6 13.7 19.4
United Kingdom 53.5 42.2 — — 12.8 15.9
Canada 53.4 43.6 24.8 26.4 8.4 13.7
Australia 52.9 43.9 223 27.2 7.9 11.6
Austria 18.8 20.7 19.3 25.6 10.9 14.0
Belgium 331 394 39.2 38.7 17.4 18.4
Czech Republic — 35.6 — 29.8 — 25.3
Denmark 60.5 67.6 21.0 18.6 6.4 8.7
Finland 48.4 41.2 39.9 48.7 10.7 14.9
Greece 26.5 26.7 24.6 — 18.8 214
Iceland 59.1 55.0 16.9 23.0 15.9 16.0
Ireland 58.8 — — — 10.9 10.6
Korea — 24.4 — 42.2 — —

Luxembourg 31.3 329 49.5 50.8 14.5 11.7
Netherlands 57.3 52.6 27.7 28.1 7.9 10.9
New Zealand 72.2 56.5 8.4 7.1 13.0 15.4
Norway 63.9 61.6 18.4 20.8 8.7 7.2
Portugal 28.7 36.2 — — 19.9 25.2
Spain 54.1 46.9 12.6 11.9 21.0 18.6
Sweden — — — — 6.5 12.7
Switzerland 42.6 50.7 45.5 39.1 15.2 7.7
European Union Average 42.8 41.8 30.5 32.1 14.0 151
OECD Average 46.5 425 27.8 30.3 13.0 15.0

NOTES:OECD is Organization for Economic Cooperation and Development.Data not available for Hungary, Mexico, Poland, and Turkey. The 1997
data represent the latest year available (Norway, 1990;New Zealand, 1992;Spain, 1993;Greece, 1994; Portugal, Switzerland, and United Kingdom,
1995; Australia, Austria, Germany, Ireland, Japan, and Luxembourg, 1996). Total expenditure on health includes public and private spending.Only
major sectors are shown, thus percentages do not add to 100.0ECD and European Union averages include countries where data are available for

selected years.

SOURCE:(Organization for Economic Cooperation and Development, 1999a.)

ing and in the division of labor among levels
of care (primary, secondary, tertiary). Table
8 provides an overview of transformation in
health sectors in OECD countries.

Since 1980, there has been a shift toward
primary care and away from specialist care
in Australia, Austria, Finland, France,
Iceland, the Netherlands, and the United
States. This reflects, in part, cost-contain-
ment efforts: There is evidence that overall
health care spending is lower when the ratio
of primary care spending to total spending
is higher (Organization for Economic
Cooperation and Development, 1995).

In the United States, the proportion of
total health care spending devoted to inpa-
tient care declined by 7.2 percentage
points between 1980 and 1997, while the
proportion of resources channeled to out-
patient care increased by 5 percentage
points. This is likely to have been, in part,
a result of the shift toward managed care.
The proportion of total spending devoted
to pharmaceuticals has increased in most
OECD countries over the same period.
However, although the United States has
high absolute pharmaceutical spending
per capita, it continues to allocate one of
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the smallest proportions of total health
care spending to pharmaceuticals (10 per-
cent in 1997).

It is difficult to assess from the available
international data sets to what degree the
emerging consensus of the public health
movement has resulted in a shift of
resources toward a relative increase in
spending on preventive services. This is
certainly an area of international health
statistics where more work is needed.

Other questions that are difficult to answer
include: Do costs of public health administra-
tion and private health insurance increase
faster than personal health care services and
medical goods? Are administrative costs in
the United States higher relative to other
countries? Is there a tendency toward ever-
increasing shares of administrative costs?
The evidence from the available data in
OECD Health Data 99 (Organization for
Economic Cooperation and Development,
1999b) is inconclusive at the moment.

There seems to be, however, some evi-
dence that expenditures on health
research and development grow faster
than personal services, in particular
research and development of the pharma-
ceutical industry. There remain at the
same time open questions about the statis-
tics and health-policy reasons for a smaller
reported share of investment into health
care facilities in many OECD countries in
the 1990s compared with the 1970s.

REVISIONS OF HEALTH EXPENDI-
TURE ESTIMATES

Those working on international compar-
isons of health expenditure estimates con-
tinue to wrestle with four main obstacles to
international comparability:
= Differences in the way the boundaries

are drawn in countries between health

care and other social care, in particular

regarding care for the disabled and for
frail elderly persons.
= Information gaps in and underestimation
of private expenditure on health.

= Lack of international standards for the
functional and industrial classification of
health expenditures in health accounts.

= Lack of standardization in health
accounting methodology with national
accounting methodology, which pro-
vides the universally accepted toolbox
for classifying other economic statistics.

These obstacles are generally recog-
nized by those working on international
comparisons. However, progress in rais-
ing standards has been rather slow over
the years because of the limited resources
invested in this difficult area both in many
countries and by international initiatives.

The evolution of the OECD health
accounts has resulted in improved and bet-
ter harmonized data over the last 3 years.
A list of examples follows:
= OECD estimates for Denmark and

Sweden have been revised at the bound-

ary between health and social care.
= Greece and Korea have revised their

estimates of private health expenditures;
= Canada has recently revisited the public-
private mix in health care (Canadian

Institute for Health Information, 1999).
= Germany and France are currently

adding more detail to the functional

breakdown in health accounts.

= Other countries have strengthened the
links between their national health
accounts (NHA) and other economic and
social statistics (e.g., Austria and the

United States) or have projects under-

way for doing so (e.g., Australia and the

United Kingdom).

Many more countries are currently
revisiting their NHA, considering health
accounts, or starting to design a NHA pro-
ject (notably the Czech Republic, Hungary,
and Poland).
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REVISIONS TO OECD HEALTH
ACCOUNTS METHODOLOGY

The OECD (1993) health accounts have
gradually become an informal quasi-stan-
dard for uniform reporting on health care
systems. Over the years, gradual harmo-
nization of concepts and definitions has
gone hand in hand with the annual data col-
lection by the OECD Secretariat of health
and health care statistics.

At the request of its member countries,
the OECD Secretariat drafted a report enti-

tled, A System of Health Accounts for

International Data Collection (to be pub-
lished) to assist researchers and statisti-
cians with more detailed guidelines on
health accounting. The primary aim of this
manual is to provide a common framework
for enhancing the comparability of health
care data across countries.

The manual establishes a conceptual
basis of statistical reporting rules and pro-
poses a newly developed International
Classification for Health Accounts, which
covers three basic dimensions: the func-
tions of health care, the providers of health
care services, and the sources of funding.
Selected definitions are presented for inte-
grating non-monetary resource statistics
into the manual, such as data on health
care personnel.

The manual is currently being tested with
OECD member countries. Many non-mem-
ber countries and several international orga-
nizations have also welcomed it. The syner-
gy from numerous health accounting initia-
tives currently underway in many regions
of the world should lead to a better under-
standing of the economics of health care
delivery and its financing. In addition, it is
hoped that this process will receive the
commitment of policymakers and health
planners to make the necessary statistical
resources available on a continuing basis.

CONCLUSIONS

Two sets of conclusions may be drawn
from this article. First, some interesting
and important trends in health spending
are revealed by the latest OECD health
data. For example, the recent stabilization
of the U.S. health expenditure share of
GDRP is paralleled by a similar stabilization
in the average share for 25 OECD coun-
tries. Nevertheless, per capita health
spending in the United States has remained
at least twice that of the nearest OECD
country. A breakdown of health expendi-
ture growth into price and volume effects
suggests that, in the United States, excess
inflation from 1980 to 1996 was about four
times the rate of volume growth, whereas
in the OECD as a whole it was five times
the excess volume growth. That may raise
fresh questions about the efficiency of
health care spending across OECD.

Second, more comparable information
on the detailed structure of private fund-
ing, especially estimates of the net cost-
sharing and of the net financial burden of
private funding for health, is needed to
take into account the complex structure of
copayment regulations and tax deductions
in force in many countries.

Despite steady improvements in the
health data available across OECD coun-
tries, major improvements in coverage and
comparability of the key indicators are still
needed. For example, greater harmoniza-
tion of the boundaries of total heath expen-
ditures would be required. This means
that more investment in health accounting
by individual countries as well as by
regional and international organizations is
required.
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