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Abstract

This paper uses the latest data from the Organization for Economic Cooperation and Development (OECD) to compare the health systems of the thirty member countries in 2000. Total health spending—the distribution of public and private health spending in the OECD countries—is presented and discussed. U.S. public spending as a percentage of GDP (5.8 percent) is virtually identical to public spending in the United Kingdom, Italy, and Japan (5.9 percent each) and not much smaller than in Canada (6.5 percent). The paper also compares pharmaceutical spending, health system capacity, and use of medical services. The data show that the United States spends more on health care than any other country. However, on most measures of health services use, the United States is below the OECD median. These facts suggest that the difference in spending is caused mostly by higher prices for health care goods and services in the United States. 

PROLOGUE: In Fall 1986 Health Affairs published the first of nearly two decades’ worth of reports summarizing the state of health care spending in industrialized countries that are members of the Organization for Economic Cooperation and Development (OECD). In that first report, featuring 1984 data, the United States led the way in per capita health care spending at $1,637, nearly double the OECD mean of $871 (in purchasing power parities based on the U.S. dollar). In the latest offering, featuring data from 2000, the situation is much the same, although the absolute numbers are much higher (U.S. per capita spending of $4,631, compared with an OECD median of $1,983). 

Over the years the OECD has refined its methodology to improve the comparability of data from vastly different health care systems. The analysis published in Health Affairs has greatly expanded from those early reports to examine underlying trends in spending differentials and to examine what the different countries get for their health care dollar in terms of population health indicators. In the current report, the authors look in depth at factors contributing to higher health care prices in the United States, which they contend are responsible for much of the difference between the U.S. spending levels and those of the other countries. 

Lead author Gerard Anderson has been on the faculty of the Johns Hopkins University since 1983. He is a professor in the Department of Health Policy and Management, Johns Hopkins Bloomberg School of Public Health, and serves as that department’s associate chair. He holds a doctorate in public policy analysis from the University of Pennsylvania. Uwe Reinhardt is the James Madison Professor of Political Economy at the Woodrow Wilson School, Princeton University. He holds a doctorate in economics from Yale. Peter Hussey is a doctoral candidate in the Department of Health Policy and Management. He serves as a consultant to the OECD Social Policy Division/Health Policy Unit. Research assistant Varduhi Petrosyan is also a doctoral candidate at Hopkins. She will become an assistant professor at American University of Armenia in May 2003. 

Higher health spending but lower use of health services adds up to much higher prices in the United States than in any other OECD country. 

Every year the Organization for Economic Cooperation and Development (OECD) publishes data that allow for comparisons of health systems across thirty industrialized countries. Over the years Health Affairs has published papers on a wide range of topics using these data.1 This paper, the latest installment in an annual series, uses the most recent OECD data to present a series of snapshots of the health systems in the thirty OECD countries in 2000. Together these snapshots show that the United States spends more on health care than any of the other OECD countries spend, without providing more services than the other countries do. This suggests that the difference in spending is mostly attributable to higher prices of goods and services. This same story is told in earlier, more in-depth studies by other researchers, including Mark Pauly, Victor Fuchs and James Hahn, and Pete Welch and colleagues.2 Our paper updates these earlier studies with more recent data and more countries.3 The story is particularly relevant given the recent increases in U.S. health care prices. 

Previous Section

 HYPERLINK "http://content.healthaffairs.org/content/22/3/89.full" \l "sec-7"
Next Section
The Overall Spending Picture

Exhibit 1⇓ presents selected data on total national health spending per capita in 2000, its average annual growth rate during 1990–2000, private health spending as a percentage of total health spending in 2000, and the change in the percentage of private health spending during 1990–2000. It also includes data on gross domestic product (GDP) per capita, a rough indicator of a country’s ability to pay for health care, and on the fraction of the population over age sixty-five, an important factor influencing the demand for health care services. All of the data on per capita spending and GDP have been translated into U.S. dollar equivalents, with exchange rates based on purchasing power parities (PPPs) of the national currencies. The annual growth rates, on the other hand, are calculated from data expressed in the 1995 constant-value units of each country’s own currency, adjusted for general inflation using each nation’s GDP price deflators. 
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EXHIBIT 1 

Health Spending In OECD Countries, 1990–2000 

Total health spending per capita.

U.S. per capita health spending was $4,631 in 2000, an increase of 6.3 percent over 1999 (Exhibit 1⇑).4 The U.S. level was 44 percent higher than Switzerland’s, the country with the next-highest expenditure per capita; 83 percent higher than neighboring Canada; and 134 percent higher than the OECD median of $1,983.5 Although the United States can claim some success during the mid-1990s in its attempt to control health spending with managed care, over the entire 1990–2000 period the spending gap between the United States and the OECD median actually widened slightly. 

Analysis suggests some convergence of health spending levels among the thirty OECD countries during the 1990s. Countries with higher spending levels in 1990 tended to have lower growth rates of real health spending per capita between 1990 and 2000 than did countries with lower initial levels of health spending.6 The United States was an exception to this pattern. It reported the highest health spending level in 1990, but its growth rate in per capita health spending was slightly above the OECD median. 

Health systems’ share of GDP.

Measured in terms of share of GDP, the United States spent 13.0 percent on health care in 2000, Switzerland 10.7 percent, and Canada 9.1 percent. The OECD median was 8.0 percent. Ability to pay—measured here by per capita GDP—has repeatedly been shown to be a powerful predictor of the percentage of GDP allocated to health care.7 This is evident in Exhibit 2⇓. In 2000 about 27 percent of the observed cross-national variation in the percentage can be explained by GDP per capita with a simple bivariate regression of the former on the latter variable. If Luxembourg is eliminated from the regression equation as an outlier, the explained variation increases to 56 percent.8 In spite of this high level of association, Exhibit 2⇓ shows considerable cross-national variation in the health sector’s share on GDP at given levels of per capita GDP, especially in the range between $25,000 and $30,000. 
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EXHIBIT 2 

Percentage Of Gross Domestic Product (GDP) Spent On Health Care, In Relation To GDP Per Capita, In Thirty OECD Countries, 2000 

Public versus private health spending.

Private spending in the OECD data falls into the broad categories of (1) out-of-pocket spending for deductibles, coinsurance, and services not covered by health insurance; and (2) premiums paid by families and individuals for private health insurance. As shown in Exhibit 1⇑, the share of total health spending that is privately financed varies considerably across the OECD countries. The median country finances 26 percent of its health care from private sources. The range is as high as 56 percent in the United States and Korea to as low as 7 percent in Luxembourg and 9 percent in the Czech Republic. As a percentage of GDP, the OECD countries spent 0.4–7.2 percent of GDP on privately financed health care in 2000, with an OECD median of 2.0 percent. The United States was the highest at 7.2 percent. U.S. private spending per capita on health care was $2,580, more than five times the OECD median of $451. 

In most OECD countries the privately financed share of total health spending increased during the 1990s (Exhibit 1⇑). The private share tended to increase more rapidly in countries with lower shares of private health spending in 1990. The explanation for the increase varied from country to country. For example, the level of cost sharing increased in Sweden, while private insurance coverage increased in Switzerland.9 Countries with the largest share of private financing in 1990—the United States, Mexico, and Korea—had a decreasing private share of financing during the 1990s (Exhibit 1⇑). 

Although the percentage of the health care dollar financed from public sources in the United States is low compared with other OECD countries, the absolute amount is relatively similar to other OECD countries. Public sources in the United States accounted for spending of 5.8 percent of GDP in 2000, very close to the OECD median of 5.9 percent. In fact, on this measure of public spending, the United States is virtually identical to the United Kingdom, Italy, and Japan (5.9 percent each) and not much smaller than neighboring Canada (6.5 percent). Finally, U.S. public sources spent $2,051 per person in 2000; this places the United States among the top four countries listed in Exhibit 1⇑, just behind Luxembourg ($2,510), Iceland (2,202), and Germany ($2,063). On that measure, the United States ranks far above the OECD median of $1,502, Japan’s $1,542, and the United Kingdom’s $1,429. 

Furthermore, as Steffie Woolhandler and David Himmelstein pointed out recently in Health Affairs, the OECD data (and the U.S. national health accounts on which the OECD database draws) actually understate the role of the public sector in health care. These researchers measured the public sector’s share of total health spending not by who ultimately paid the providers of health care, but by the fraction of health spending that originated in households in the form of taxes. On that measure, close to 60 percent of total U.S. health spending in 1999—7.7 percent of GDP—was financed through taxes.10

Spending on pharmaceuticals.

Spending per capita on pharmaceuticals—a subject of interest to policymakers throughout the OECD countries—varied from $93 in Mexico to $556 in the United States in 2000 (Exhibit 3⇓). In spite of having the highest per capita spending, the United States is closer to other countries on pharmaceutical spending than spending for other health services and goods. 
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EXHIBIT 3 

Spending On Pharmaceuticals In Selected OECD Countries, 1990–2000 

Average annual growth in real per capita spending on pharmaceuticals during 1990–2000 increased at an annual compound rate of 4.5 percent in the median OECD country (Exhibit 3⇑). Only Australia, Norway, and Sweden registered higher rates than the United States during the 1990s. 
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Capacity And Utilization

Exhibits 4⇓ and 5⇓ present selected data on the supply side of the health systems in the OECD. There is considerable variation in the composition of the supply side and in reported utilization rates. A limitation of these data, of course, is that they mask important differences in the specialty composition of the physician supply and in the content of crude utilization rates, such as “physician visits,” “hospital admissions,” and “acute care hospital days.” 
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EXHIBIT 4 

Health Care Workforce In OECD Countries, 1990 And 2000 
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EXHIBIT 5 

Health Services Capacity And Use In Selected OECD Countries, 1990 And 2000 

Supply of physicians.

The general picture that emerges from Exhibit 4⇑ is that the number of physicians per 1,000 population (physican density) increased in most of the OECD countries during the 1990s. As the exhibit also shows, however, there are some exceptions to these general trends. In both Canada and Sweden physician growth was limited to population growth during the 1990s. In the United States medical school enrollment has been essentially constant since 1980. The observed increase in the number of physicians has mostly come from physicians who immigrated to the United States following medical education in other countries.11
Richard Cooper and colleagues have argued that a common driver of physician density in all industrialized countries has been economic growth, represented by GDP per capita. The authors observe that within OECD countries, GDP and the number of physicians per capita are highly correlated.12 However, countries with higher GDP per capita are not more likely to have more physicians per capita than are countries with low GDP per capita.13 This suggests the importance of factors unrelated to GDP in determining physician supply differences. Several commentators have observed that a causal link between GDP and physician supply may be overly simplistic.14

Supply of nurses.

While many OECD countries perceive a nurse shortage, the actual number of nurses varies considerably across the OECD countries (Exhibit 4⇑).15 The number of nurses per 1,000 population (nurse density) ranged from 1.1 in Turkey and Mexico to 14.7 in Finland, and the number of nurses per acute care hospital bed ranged from 0.3 in Turkey to 1.5 in Norway. The United States ranks higher than the OECD median on both measures, although several of the European countries report a higher nurse density than does the United States. 

Some researchers have contended that as a population ages, the demand for nurses will grow rapidly.16 The OECD data show that there is no significant correlation between the percentage of population age sixty-five and older and the number of practicing nurses per 1,000 population.17 However, there is a significant positive correlation between the growth rate of the percentage of population age sixty-five and older and the growth rate of the number of practicing nurses per capita between 1990 and 2000.18

Hospitals.

Most of the OECD nations greatly reduced the number of acute care hospital beds, the average length of acute care hospital stay, and the number of acute care hospital days per capita during the 1990s (Exhibit 5⇑). Turkey and Korea, however, increased their systems’ bed capacity, and the United Kingdom increased its average length of hospital stay slightly. 

The German and Swiss health systems appear particularly well endowed with physicians and acute care hospital beds compared with the United States. The two countries rank much higher than the United States does on hospital admissions per capita, average length-of-stay, and acute care beds per capita. The average cost per hospital admission and per patient day in these countries must be considerably lower than the comparable U.S. number, however, because both countries spend considerably less per capita and as a percentage of GDP on hospital care than the United States does. The average U.S. expenditure per hospital day was $1,850 in 1999—three times the OECD median.19

Explanations for differences.

There are several plausible explanations for this difference. First, the inputs used for providing hospital care in the United States—health care workers’ salaries, medical equipment, and pharmaceutical and other supplies—are more expensive than in other countries. Available OECD data show that health care workers’ salaries are higher in the United States than in other countries.20 Second, the average U.S. hospital stay could be more service-intensive than it is elsewhere. While this may be true, it should be noted that the average length-of-stay and number of admissions per capita in the United States are only slightly below the OECD median. Third, the U.S. health system could be less efficient in some ways than are those of other countries. The highly fragmented and complex U.S. payment system, for example, requires more administrative personnel in hospitals than would be needed in countries with simpler payment systems.21 Several comparisons of hospital care in the United States with care in other countries, most commonly Canada, have shown that all of these possibilities may be true: U.S. hospital services are more expensive, patients are treated more intensively, and hospitals may be less efficient.22

U.S.-Canada comparisons.

Some in the United States believe that Canada is rationing health care by placing tight constraints on capacity and waiting lists. That impression is reinforced annually by the annual waiting list survey of Canada’s Fraser Institute.23 Exhibit 5⇑ shows that hospital admissions per capita, indeed, were lower in Canada than in the United States in 2000. Remarkably, however, Canada actually had a higher acute care bed density than did the United States and also reported a greater number of acute care hospital days per capita. The explanation for this seeming paradox could be the much longer average length of hospital stay in Canada. In both 1990 and 1999 the Canadian length-of-stay exceeded the comparable U.S. numbers by about 20 percent. To the extent that bed capacity is a binding constraint in Canada, further reductions in average lengths-of-stay could help to relax that constraint. 

Medical technology.

Hospital beds and health professionals are, of course, not the only binding constraints on a health system’s capacity. Just as constraining, and possibly more so, can be the availablity of advanced medical technology. As shown in Exhibit 6⇓, Canada has far fewer computed tomography (CT) and magnetic resonance imaging (MRI) scanners per capita than the United States does. Indeed, Canada’s endowment with this type of equipment lies considerably below the OECD median, although Canada’s is the fifth most expensive health system in the OECD.24 As is further shown in Exhibit 6⇓, Canada’s health system also delivers far fewer highly sophisticated procedures than does the U.S. system. For example, the U.S. system delivers four times as many coronary angioplasties per capita and about twice the number of kidney dialyses. These data, of course, do not provide insight on the medical necessity of these procedures. 
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EXHIBIT 6 

Use Of Sophisticated Medical Technologies In Selected OECD Countries, 1999 And 2000 

Quite remarkable, and inviting further research, is the extraordinarily high endowment of Japan’s health system with CT and MRI scanners and its relatively high use of dialysis. These numbers are all the more remarkable because Japan’s health system is among the least expensive in the OECD. 
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Health Spending Versus Health Care Provision

To explore further how the observed differences in the percentage of GDP going to health care might affect volume, quality, and spending, it is important to distinguish between two distinct categories of resources that may go in opposite directions: (1) the allocation of real resources (human labor and other physical inputs); and (2) the allocation of financial claims on the country’s GDP to the owners of these real resources.25 The relationship between these two distinct resource flows manifests itself in the money prices paid for health services. Several important insights follow from this relationship. 

First, the relationship between the financial resources that individuals pay to the providers of health care and the real resources these providers contribute to the process of health care may not be nearly as tight as some observers have proposed. Some health care providers have argued that every proposed cut in health care spending is a direct threat to the well-being of patients. As one of us (Reinhardt) has argued, spending on health care can also have a direct effect on the incomes of providers.26 The question is whether increased spending results in more real resources devoted to patient care or higher incomes to providers. 

Second, the distinction between financial and real resource flows in health care raises the fundamental question of what is meant by the “cost” of a country’s health system.27 Because labor and other productive inputs are allocated to health care rather than to the next most valuable productive enterprise, there is an “opportunity cost” associated with devoting more resources to health care. Alternatively, the “cost” of the health care system could be measured by health spending (that is, the percentage of GDP spent on health). If one ranked countries by the costliness of their health systems on each of these two cost measures, the two rankings might be very different. Consider, for example, that Country A might devote a larger fraction of its GDP to health care providers than does Country B but uses fewer real resources in its health system than does nation B. In other words, Country A spends more per capita on health care than Country B, and yet economists might rate Country A’s health system less costly than Country B’s because fewer actual resources are devoted to health care. 

Previous research.

To explore this possibility at the empirical level, Mark Pauly sought to estimate the opportunity costs of the human labor represented by physicians, nurses, and other medical workers in a set of OECD countries for the year 1988.28 Although the United States spent a far greater share of its GDP on health care than did the other OECD countries in 1988, Pauly found that in terms of the opportunity cost of real resource use, the U.S. health system ranked somewhere in the middle of the OECD cohort. 

Victor Fuchs and James Hahn came to a similar conclusion.29 They noted that expenditures on physician services in 1985 in U.S. dollar equivalents were $347 per capita in the United States but only $202 in Canada. Yet another comparison, by Pete Welch and colleagues, provides additional evidence of higher prices with lower utilization in the United States.30 It must be emphasized, of course, that the data used by these researchers are many years in the past, which makes the case for replicating the analysis with more recent data. We also now have the advantage of having data on more countries. 

Recent data.

As shown in Exhibits 4⇑ and 5⇑, in 2000 the United States had fewer physicians per 1,000 population, physician visits per capita, acute care beds per capita, hospital admissions per 1,000 population, and acute care days per capita than the median OECD country. These simple comparisons suggest that Americans are receiving fewer real resources than are people in the median OECD country. There are, however, other explanations. A more comprehensive approach would be to compare the actual progression of treatment for a set of tracer conditions in various countries. 

A study by the McKinsey Global Institute followed that more in-depth approach. The research team, which was advised by a number of prominent health economists, based its analysis on four tracer diseases: diabetes, cholelithiasis (gall stones), breast cancer, and lung cancer.31 Using PPP-adjusted U.S. dollars as the common yardstick, the McKinsey researchers found that in the study year of 1990 Americans spent about $1,000 (66 percent) more per capita on health care than Germans did. The researchers estimated that Americans paid 40 percent more per capita than Germans did but received 15 percent fewer real health care resources. A similar comparison revealed that the U.S. system used about 30 percent more inputs per capita than was used in the British system and spent about 75 percent more per capita on higher prices.32

Prices and total health spending.

The preceding analysis suggests the crucial role of prices as drivers of cross-national differences in health spending. As noted earlier, the prices paid for health care represent the generalized claims on its GDP that a country cedes to the providers of real health care resources. The magnitudes of these money transfers depend upon a whole host of factors, among them the relative bargaining power of the providers and those who pay them. 

Even if, within each country, the markets for health care and the related markets for the labor and other inputs used in health care were perfectly competitive in the textbook sense, the money prices of identical health care goods or services or inputs would likely still vary among countries. It is so because neither the goods and services nor all of the inputs that produce them are perfectly mobile across countries. Unlike markets for electronics or financial securities, which are truly global, the markets for the health workforce (especially physicians) are still largely national and even local within countries. Furthermore, of course, most of the markets related to health care within localities do not satisfy the rigorous conditions of the textbook model of competition.33 In health care, for example, one finds varying degrees of monopoly power on the sell side of the market and varying degrees of monopsony power on the buy side. 

How the buy and sell sides operate.

Monopoly power allows sellers to raise prices above those they would obtain in perfectly competitive markets. In the jargon of economics, they are thus able to earn “rents,” defined as the excess of the prices actually received by sellers above the minimum prices the sellers would have to be paid to sell into the market. Countries differ in the degree to which they try to whittle away at the rent earned on the supply side through the creation of market power on the buy (monopsony) side of the market. A single-payer system would be called a “pure monopsony.” 

In the U.S. health system, for example, money flows from households to the providers of health care through a vast network of relatively uncoordinated pipes and capillaries of various sizes. Although the huge federal Medicare program and the federal-state Medicaid programs do possess some monopsonistic purchasing power, and large private insurers may enjoy some degree of monopsony power as well in some localities, the highly fragmented buy side of the U.S. health system is relatively weak by international standards. It is one factor, among others, that could explain the relatively high prices paid for health care and for health professionals in the United States. 

In comparison, the government-controlled health systems of Canada, Europe, and Japan allocate considerably more market power to the buy side. In each of the Canadian provinces, for example, the health insurance plans operated by the provincial governments constitute pure monopsonies: They purchase (pay for) all of the health services that are covered by the provincial health plan and used by the province’s residents. 

Even a pure monopsonist, of course, is ultimately constrained by market forces on the supply side—that is, by the reservation (minimally acceptable) prices of the providers of health care below which they will not supply their goods or services. But within that limit, monopsonistic buyers enjoy enough market clout to drive down the prices paid for health care and health care inputs fairly close to those reservation prices. It can explain, for example, why Fuchs and Hahn found that “U.S. fees for procedures are more than three times as high as Canadian fees [and] the difference in fees for evaluation and management services is about 80 percent.”34

Impact on quantity and quality.

Just what impact variations in the distribution of market power between the buy and the sell sides of health systems have on the quantity and quality of health care, and on overall economic welfare, is an exceedingly challenging question on which even economists are unlikely to agree. In the simple textbook model used to analyze monopsony, a firm is assumed to procure inputs in a market in which it has monopsony power and sell its output in a perfectly price-competitive market. It can then be shown that the firm will hire too few inputs and produce too few units of output, relative to the welfare-maximizing levels that would obtain in the absence of monopsony.35 If this theory is applied to health care, it must be amended to allow for the ease with which providers can alter not only the quantity of services offered, but also their quality. As Pauly writes in his previously cited study: “Monopsony actually reduces total welfare, since it reduces quantity or quality, so it actually is a negative-sum game—but the primary effect is to control medical spending by controlling providers’ incomes.36
Monopsony power, however, does not necessarily trigger this negative welfare effect. If its exercise were confined strictly to capturing economic rents that would otherwise be earned by providers, then economic theory would not predict an inevitable reduction in the quantity or quality of health care. The effect might be merely to redistribute income from the providers of health care to the rest of society. Even then, however, it is possible that a monopsonistic payer might push this process too far and eventually trigger reductions in either the quantity or quality of health care, or both. Using monopsonistic payer systems in health care to procure just the mix of quantity and quality that is actually desired by the insured citizenry is a daunting task and not always achieved sucessfully in practice. 

To complicate matters further, there is the problem of defining precisely what is meant by the elusive term “quality” in the context of health policy. If the use of monopsony power enables a country to make health care more readily accessible to all members of society—or at least to more than would otherwise be possible—then the citizens of that country might well give their health system a higher overall quality rating, even if the exercise of monopsony power reduced somewhat the clinical quality and the amenities that accompany clinical treatment. That possibility could explain, for example, why in cross-national surveys on the satisfaction of citizens with their health system, Canada and the European nations have consistently earned higher marks than has the U.S. system.37 Another reason could well be that the monopsony power allocated by these systems to the payer side reduces the prices paid to providers for health care, thereby transfering wealth from these providers to the rest of society. 

In 2000 the United States spent considerably more on health care than any other country, whether measured per capita or as a percentage of GDP. At the same time, most measures of aggregate utilization such as physician visits per capita and hospital days per capita were below the OECD median. Since spending is a product of both the goods and services used and their prices, this implies that much higher prices are paid in the United States than in other countries. But U.S. policymakers need to reflect on what Americans are getting for their greater health spending. They could conclude: It’s the prices, stupid. 
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Footnotes

· An earlier version of this work was presented at the Commonwealth Fund’s international symposium, Reconciling Rising Health Care Costs and Getting Value for Money, 23–25 October 2002, in Washington, D.C. 
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