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The future of health spending and the implications for policy 
Panel discussion, 26 June 2013 
 

The OECD-Bruegel event started with a presentation by Joaquim Oliveira Martins about the OECD Economic Policy Paper1 on new 
projections of public health and long-term care (LTC) expenditure.  
 
In the last 40 years public health and LTC expenditure over GPD has steadily increased. Focusing, in first instance, on the determinants 
of public health expenditure, different reasons are to be mentioned. The first explanation is demography: it could be expected that an 
ageing population will be associated with increasing aggregate per capita public health care expenditures. This intuition, however, finds 
little support; the author claims that what matters for health spending is not ageing but rather the proximity to death. Nonetheless, since 
demographic drivers explain relatively little of past developments in health spending, an important role must be measured by non-
demographic factors: growth in income and a residual growth component. For the income effect the assumption is that health care could 
be seen as a luxury good, however the estimated income elasticity is below the unity. The residual component can be decomposed into 
different factors: developments in relative prices, technological progress and institutions and policies. Estimates on the annual growth 
rate of health expenditure measured a residual expenditure growth of, on average, 2%. 
 
Long-term care differs substantially from health care. It is assumed that the LTC spending per dependant remains constant and hence is 
not related to age. On the other side, dependency increase dramatically with age, with a sharp rise after the age of 75. Thus, the 
demographic effect on LTC is driven by the increase in the number of dependants by age group. As for the non-demographic drivers, 
projections account for three of them: an income effect, the relative share of informal and formal care and a “cost disease” or Baumol 
effect. 
 
The prospects for total public spending in health are computed for two different scenarios: a “cost pressure scenario” in which is 
assumed that on top of the demographic and income effects, the expenditure will grow by a residual of 1.7% per year, and a “cost-
containment scenario” in which is assumed that policy actions will reduce the pressure on expenditure, and the residual will decrease to 
zero. Overall, on average across OECD countries, the total health and LTC expenditure to GDP ratio is projected to more than double in the 
cost-pressure scenario, increasing from 6.2% in the starting period to 13.9% of GDP in 2060. In the cost-containment scenario the ratio 
would still increase by more than half, to reach 9.5%. 
 
Rodrigo Moreno-Serra brought evidence on the fact that health policies implemented in the last decades were successful in containing 
growth in expenditure. On the supply side effective reforms were made on how healthcare providers are refunded. Additionally, hospital 
competition decreased cost in the health system, even though competition is not always beneficial: competition on price, for example, 
has negative effects on quality. Also the introduction of global ceilings lowered the overall cost in health spending, at least in the short 
term. 
 
On the demand side, instead, Moreno-Serra was more skeptical about the positive effects of co-payments and cost-sharing policies. 
They represents barrier to access and, even though, they are able to reduce expenditure in the short term they produce higher level of 
spending in the future. He concluded his speech by outlining the extreme heterogeneity among countries in the policies adopted but, 
overall, most of them were successful in containing excessive cost growth in healthcare expenditure. 
 
A similar message was given by William Dorling. In a long-term view public health care expenditure increased by 9 times in the last 
century. The stability was maintained by spending productivity dividends wisely among low productivity sectors as heath care and 
education. He claimed that we should avoid measures that will produce greater costs in the future; pursing this direction, he considers 
the universal coverage an achievement that EU should be proud of. 
 
According to Christoph Schwierz an increase in healthcare costs is not worrying thanks to the Baumol effect (or Baumol’s cost disease). 
Higher cost in the low productive sectors will be covered thanks to high productivity increases in other sector of the economy. 
 
His central claim was that our health care system should be named “sick care system”; only 3% of total expenditure on health care  is 
related with prevention. To reduce total cost is essential to increase the share that goes to preventing sicknesses. Finally, he stressed 
again the fact that many progresses were done, but more on the fiscal side than structural changes. There is still room for 
improvements, mainly in the structure of long-term care and in shifting the system from sick to health care. 

Event notes by Michael Blanga-Gubbay 
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