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otal health care and long-term care for the elderly represent around
T nine per cent of GDP averaged over some twenty OECD countries and
around three-quarters of this is financed through the public sector. The
process of ageing in OECD countries will begin to accelerate in virtually
all OECD countries starting in about ten years time as the baby-boom
generation begins to enter retirement. With forty to fifty per cent of
health care spending being currently directed towards the elderly and
with per-capita health care costs for those over 65 being three to five
times higher than for those under 65, upward pressure on health and
long-term care costs is likely to ensue. The extent of this increase in
spending will, however, depend on a range of factors in addition to age-
ing. Technology and its diffusion appear to be important elements. At
the same time the progressive declines in fertility rates experienced since
the late 1960s will depress the growth of labor supply. The consequent
slower growth in GDP will make these additional costs more difficult to
finance.

The Relative Importance of Medical Technology,
Incentives and Ageing

For the purposes here, total care costs can be broken down into those
associated with health care and those related to long-term care for the
frail elderly. The first of these includes pharmaceuticals, ambulatory care
and intensive hospital care and represented just over eight per cent of
GDP in the late 1990s averaged over some 24 OECD countries with
around six per cent of this financed by the public sector (Table 1, col-
umns 1 and 2). The second item includes a wide range of services, from
home help for older individuals still living on their own to long-term in-
stitutional care for people who are completely dependent. While this in-
cludes only publicly financed long-term care and is often poorly mea-
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Table 1:
Health and Long-term Care Expenditures, 1997 (percentage of GDP)

Total health Public health Public long-
expenditure expenditure term care
Australia 8.3 5.7 0.7
Austria 7.9 5.7 0.5
Belgium 8.6 6.1 0.4
Canada 9.0 6.3 N/A
Czech Republic 7.1 6.5 0.5
Denmark 8.2 6.8 1.9
Finland 7.3 5.6 1.6
France 9.4 7.3 0.7
Germany 10.§ 8.0 0.7
Greece 8.7 4.8 0.3
Hungary 6.8 5.2 N/A
Iceland 8.0 6.7 2.0
Ireland 6.9 5.3 0.4
Ttaly 8.3 5.6 0.2
Japan 7.4 5.9 0.3
Korea 5.0 2.1 0.2
Luxembourg 5.9 5.5 0.4
Mexico 5.3 2.3 N/A
Netherlands 8.7 5.9 0.4
New Zealand 7.6 6.0 N/A
Norway 8.0 6.7 3.0
Poland 6.1 4.4 0.3
Portugal 7.5 5.0 0.2
Spain 7.0 S.4 0.3
Sweden 8.1 6.8 3.8
Switzerland 10.2 7.6 0.3
Turkey 4.2 3.0 0.1
United Kingdom 6.7 5.6 0.6
United States 13.0 5.9 N/A

Source: OECD Health Data 2001 and OECD SOCX Database for long term care (ser-
vices for the elderly and disabled people). Public long-term care may in some cases
be partly included in health expenditure, also as the boundary between health and
long term care services is often blurred.
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sured, it averages around one per cent of GDP but with wide variation
across countries (column 3).! The distinction is important because in-
creases in spending on these two categories of expenditure are driven by
somewhat different sets of factors. Nonetheless, the borders between
these services are blurred: for example, because long-term care for the
very dependent merges with hospital care and various kinds of ambula-
tory care may also help in keeping the elderly independent as long as
possible Table 1.

Health-care Expenditure

Health care costs have increased substantially as a share of GDP over the
post-war period. After an increase of around two percentage points in
the 1970s and a further point in the 1980s, health care spending (aver-
aged over some 24 OECD countries) has stabilized just over eight per
cent for most of the past decade. A number of factors are thought to have
influenced the increases up to the early 1990s. Key elements include:

» the changing age structure of the population;

> morbidity;?

» rapid introduction of new technologies;

> strong incentives to supply (and, possibly, to over-supply) health ser-
vices accompanied by significant increases in the number of hospitals and
in medical personnel;

> increased demand for health care among the population as incomes
and education rose and, to a much lesser degree, coverage of medical in-
surance increased;

» public policies governing the health-care system and the overall level
of public health-care spending.

1. This is the category »Services for the elderly« in the OECD Social Expenditure
(socx) File. It therefore does not include private spending on these services which
may be important in some countries.

2. The development of morbidity (the prevalence of discase) on health care costs is
indeterminate. Improvements in the underlying health of the population — for ex-
ample, due to better nutrition and improved working conditions — may have low-
ered health care costs, population structure held constant. However, changes in
the prevalence of certain illnesses can increase expenditure, particularly where they
are costly to treat. In this context, the prevalence of cancer has increased in many
countries while the appearance of AIDS has also placed upward pressure on health-
care budgets.
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Unfortunately, econometric research on the sources of past increases
in spending provides little help in isolating the relative importance of
cach of these elements over the period up to the 1980s. In general, they
have been able to account for only about half of the total increase in costs
over the past decades, partly because many of the factors mentioned
above (e.g. technology and institutional features) are difficult to mea-
sure and to model. These studies generally find that the change in the
age structure of the population has had little effect.?> However, this may
reflect the relatively modest changes in the age structure over the period
in question and measurable effects from this source may have been
swamped by other, more important, factors, such as the effects of insti-
tutional arrangements and incentives, administrative or political deci-
sions governing supply and demand and policies regarding technology.

Increasing longevity may delay important medical costs which are
normally associated with the last years or months of life.

Despite this uncertainty, the introduction and diffusion of medical
technologies has probably played a central role (Weisbrod, 1991). The
impact of technology during this period has been highly dependent
upon the institutional and economic incentives in the U.S. health care
system: technological change has been fostered by a number of policies
(such as property-right legislation*) and tight links between academic
and government-financed research and the private sector (Ronchi 1998).
Once available, technology has been rapidly introduced in the United
States and then in other OECD countries (although the pace varied from
country to country) as governments and private insurers have accepted
to pay for them. The introduction has often taken place before the mar-
ginal benefits have been assessed. As availability of the technology has
increased, their use has been progressively extended to aspects of care
where alternative and less expensive procedures already existed, and for
which the marginal effectiveness was relatively low (Phelps 1994,
McCllellan 1996). Indeed, many OECD countries face decreasing mar-
ginal returns from the use of many medical technologies. This may not

3. See Newhouse 1992, L’Horty Quinet Rupprecht 1997, Gerdtham et al. 1998.
4. The case of obtaining patents, the strong patent protection and virtually no price
controls by the state has encouraged innovation (for example in new drugs).
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have harmed patients, and may even have produced some marginal im-
provements in the quality of life. However, it has increased costs, which,
in turn, has required higher medical insurance premiums or taxes to pay
for them.

The second most important factor has been the incentives built into
the payment systems for health care and the increasing supply of health
care. Governments promoted or allowed a rapid expansion in the num-
ber of hospitals over this period. At the same time, there were significant
increases in the numbers of doctors and health-care professionals in most
OECD countries. In some cases this was combined with payment systems
that encouraged hospitalisation and long hospital stays (e.g. where hos-
pitals were paid on the basis of the numbers of bed days filled) or exces-
sive numbers of medical interventions (e.g. where doctors are paid on a
fee-for-service basis). Widening health-care cover may have had a small
impact in a few countries (Newhouse 1992). In addition, since much of
technology is embedded in new investment and in human capital, the
rapid increase in supply of both hospitals and of specialist doctors also
encouraged its introduction and spread.

Against this background, the subsequent slowdown in health-care
costs as a share of GDP over the 1990s reflects both more rapid GDP
growth in a number of OECD countries, combined with the introduction
of measures by the payers (either private or public »insurers«) aimed at
containing costs per patient, supply and demand. For example, the
»managed-care« revolution, which has transformed the U.S. health-care
system in the recent years, has attempted to constrain the use of tech-
nology where it is only marginally effective. Nonetheless, most countries
have had difficulty in controlling the cost of health care. Over the de-
cade, the stability in costs has been achieved by the successive introduc-
tion of new policy measures, each one put in place as the effects of pre-
ceding reforms wear oft. This suggests strong underlying pressure which
governments will continue to have difficulty in curtailing.

Which of these factors affecting health-care expenditure is likely to be
dominant over the future? The sharp increase in old-age dependency ra-
tios (Figure 1) suggests that the shifts in population structure are likely
to take on a larger role than they have in the past. Demand among the
elderly is likely to be enhanced by rising incomes, particularly as the eld-
erly as a group have become wealthier over recent decades (OECD,
2001b). Technological change and diffusion will also remain critically
important and, as discussed below, will depend on government policies
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Figure 1:
Trends in Old-age Dependency Ratio (fast ageing countries )
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in this area. With a rising demand for health care, the relative prices of
health-care services can also be expected to rise. Uncertainty in project-
ing cost remains particularly high: for example, the appearance of new
»pathologies« (AIDS and antibiotic-resistant bacteriae being prime ex-
amples) can change the outlook considerably.

The various factors discussed above need not always lead to higher
health-care spending. For example, if government policy could achieve
a shift in the mix of research away from curative medicine towards pre-
ventive medicine or encourage cost-reducing technologies, technology
could well contribute to falls in expenditure over time. Similarly, as is
shown below, increasing longevity may delay important medical costs
which are normally associated with the last years or months of life (as-
suming that longer lives are accompanied by better health and reduced

disability.

Long-term Care

Significant differences exist across countries in public spending on long-
term care (Table 1). This variation is a reflection (or consequence) of
very different levels of public supply or subsidization of formal care.
Most of these services are provided by the state in the Nordic countries
(long-term care expenditure represented 3.8 per cent of GDP in Sweden
in 1997). In contrast, the older people have, traditionally, been cared for
within the immediate family in countries such as Spain, Italy and Greece.
In these countries, spending is estimated to be less than half'a percentage
point of GDP.

Several factors are likely to affect the development of public expendi-
ture on long-term care in the future. The first is the degree of disability
among the elderly. The good news in this regard is that levels of disability
among the elderly appear to be falling in a number of countries, permit-
ting them to live independently longer. This has dampened the need for
long-term care, particularly long-term care provided in higher-cost
nursing homes (Jacobzone 1999, Jacobzone et al. 2000). A second factor
affecting demand concerns the capacity of the family to provide direct
support and care for their parents. Much here will depend on the devel-
opment of female participation rates in paid labor markets and the effec-
tive age of retirement. Later retirement can also be expected as indi-
viduals adapt to new rules on pensions and other programs that used to
permit early withdrawal from the labor force. In addition, the strong
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preference for independent living will be reinforced by the increased
financial autonomy of older persons in OECD countries (OECD, 2001b).
Such developments, if they occur, will reduce the scope for —and interest
in — caring for the elderly within households.

Past experience suggests that the public sector will probably provide
— or at least finance — a substantial part of the additional supply. Once
again, there is clearly nothing inevitable about this. For example, it may
be possible to finance some part of these costs by drawing on the income
and assets of the dependent persons who, on average, are likely to be bet-
ter off than the elderly in the past.5 Costs will also depend on how coun-
tries structure public supply. Governments have already been shifting
supply away from institutional care (particularly of a nursing-care na-
ture) towards arrangements in an ambulatory environment aimed at per-
mitting the elderly to live in their own homes as long as possible.

The Future Impact of Ageing on Health Care Costs

As noted above, OECD countries will experience, over the coming de-
cades, a sharp increase in the share of the elderly in the population. Given
the importance of these developments for public expenditure and public
finances, the OECD has recently presented a set of projections for age-
related expenditure (OECD, 2001a and Dang Antolin and Oxley, 2001).
The estimates are based on results generated by Member countries, using
the models of national administrations or research institutes. This helps
ensure that better account is taken of institutional detail affecting expen-
ditures than has been possible in previous OECD work.® At the same time,
consistency and comparability across countries have been strengthened
by using a set of population projections and common assumptions —
agreed between countries and the OECD Secretariat — for establishing un-
derlying GDP growth and other key macroeconomic variables.

A widely-used indicator of the importance of ageing for public fi-
nances over the next half century is the old-age dependency ratio — de-
fined as the share of individuals aged 65 and over in the population aged
20 to 64 (Figure 1). This captures two features:

5. Some analysts would argue that the true beneficiaries of the subsidies for long-
term care are the heirs to the patient rather than the patients themselves.
6. Leibfritz et al. (1995), Roseveare et al. (1996), OECD (1998).
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» First, the increase in the number of the elderly, largely reflecting the
entry of the post-war baby boom generation into retirement, but also
the increase in life expectancy at age 65. Taken by itself; this is certain to
lead to an increase in age-related expenditure both for health and long-
term care and for old-age pensions;

» Second, the impact of the decline in fertility over the last few decades
on the growth of the working-age population, the labour force and on
GDP. The slower increase in aggregate income and output as the rate of
growth of the labour force weakens will make these increases in expen-
diture harder to finance and lead to either higher tax rates or widening
government deficit and increasing public debt and debt-interest pay-
ments.”

Most of the increase in expenditures at older ages is due to the more
intensive use of high-cost technology

On the basis of Eurostat and national population projections, the old-
age dependency ratio about doubles over the next fifty years in OECD
countries.

The projections cover public (or publicly-financed) health care and
long-term care combined (Table 2). This broadly corresponds to the
sum of the second and third columns of Table 1. For most countries, pro-
jections of health- and long-term care expenditure are based on pro-
jected per-capita health-care expenditures by age group (which rise with
age). These per-capita costs were assumed to trend upwards over time
on the basis of (mainly ad hoc) assumptions made by countries about
other factors affecting health-care expenditure (e.g. technology, relative
costs of health care supply, and increased demand). Per-capita costs by
age group in each subsequent age group period was then multiplied by
the number of people in each age group, summed and then expressed as
a share of GDP.8 This process was carried out for the end of each five-

7. However, the projections included a progressive rise in participation rates of
women, which partially offset these effects. The average annual increase in GDP
growth over the period for the 14 countries is 1.8 per cent.

8. For examples of previous work of this type see Schneider Guralnik 1990 and Franco
Munzi 1997, Commonwealth Department of Health and Aged Care 1999.
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Table 2:
Health Care and Long-term Care Projections, 2000-50
(public expenditure, levels in per cent of GDP, changes in percentage points)

Level 2000 Change Change
2000-peak ¥ 2000-50
Australia 6.8 6.2 6.2
Belgium 6.2 3.0 3.0
Canada 6.3 4.2 4.2
Czech Republic 7.5 2.0 2.0
Denmark 6.6 2.7 2.7
Finland 8.1 3.8 3.8
Japan 5.8 2.4 2.4
Korea 0.7 0.8 0.5
Netherlands 7.2 4.8 4.8
New Zealand 6.7 4.0 4.0
Norway 5.2 3.5 3.2
Sweden 8.1 3.2 3.2
United Kingdom 5.6 1.8 1.7
United States 2.6 4.4 4.4
Average 6.0 3.3 33

a) The peak values are in 2050 except for Denmark and Korea (2035), Norway and
the United Kingdom (2040).

Note: In practice, most countries projecting health care have taken the impact of
ageing into account by weighting per-capita care costs by age/sex groups by the
population structure for each five year period. Among countries using an approach
based on per-capita costs per age group weighted by the importance of each age
group, the results can differ considerably. This depends on the following factors.
The United Kingdom does not appear to have included long-term-care costs. The
fineness of the breakdown of costs by age group and by sex varies across countries.
The Japanese health-care projections only distinguish between persons aged over
and under seventy, while the Belgian projections are based on a breakdown by five-
year age groups and by sex. The pattern of costs per capita across age groups varies,
some times considerably, across countries (e.g. the ratio of health and long-term
care costs of the over-65 age group relative to the under 65s is around 5.5 in Canada
and the Netherlands while for Belgium it is around four). Countries have taken very
different approaches to take into account trends in income, relative prices or tech-
nology. Finally the Netherlands allows for »costs of death« in calculating the trends
over time in health-care costs (see footnote in text).

Source: OECD
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year period. Figures 2 and 3 provide two illustrative examples of the rising
per capita health care costs by age group.®

There appears to be considerable scope in many countries for policy to
limit the spending increases and/or to improve the effectiveness of med-
ical systems.

On this basis, the average increase in expenditure over the 2000-2050
period is 3 to 3%2 percentage points of GDP — for the fourteen countries
where this information is available. But for five countries (Australia,
Canada, the Netherlands, New Zealand and the United States) increases
of four percentage points or more are projected (OECD, 2001a, Dang,
Antolin and Oxley, 2001). Some of the cross-country variation arises
from differing movements in the dependency ratio — e.g. the smaller
projected increase in spending in Denmark, Sweden and the United
Kingdom reflects slower ageing than in the other countries. Country re-
sults also vary depending on the fineness of the breakdown of cost esti-
mates by age group (ranging from five-year age groups in Belgium to
only two age groups in Japan). But the key difference probably arises
from the assumptions about the other factors affecting health and long-
term spending (i.e. the »trend increases« in per-capita costs assumed by
each country) as small differences in growth rates can have large cumu-
lated effects on the ratio of expenditure to GDP over periods as long as
fifty years.19 Thus, while these rather mechanical projections indicate
that ageing will undoubtedly put upward pressure on government bud-
gets, the results need to be taken with a great deal of caution.

Four factors not included in these calculations are likely to be very im-
portant in determining final outcomes.

9. Note that the profiles presented here are for illustrative purposes and are not nec-
essarily those underlying the country projections (see Jacobzone 200r1).

10. Several countries only allowed per-capita costs to rise in line with productivity and
wage rates (Canada, Denmark, and Sweden). The Netherlands set the annual in-
crease at 1.75 per cent with 0.4 per cent added to the growth rate over the period
to 2020. The Czech Republic allows per capita health-care costs to rise by three
per cent per annum to 2015 and then by two per cent thereafter (but only 1.5 per
cent growth for long-term care). The United Kingdom assumes that both current
and capital costs rise in line with real GDP.
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Figure 2:

United States — Health Expenditure Per Capita by Age-group
(as a percentage of GDP per capita)
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Source: The medical costs of the young and old: a forty year pespective (David Cutler an Ellen Meara, June 1997).

Figure 3:
France — Health Expenditure Per Capita by Age-group
(as a percentage of GDP per capita)
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First, increases in longevity may prove to be underestimated such that
the number of elderly may be higher than in these projections (Lee Tul-
japurkar, 1998, Schieber Hewitt, 2000).

Second, a few countries provide the per-capita costs of care by age
group for different years (Figures 2 and 3). These data indicate that the
increase in per-capita care costs over time has been concentrated in ex-
penditures related to birth (relatively minor) and, most importantly, for
the elderly. This phenomenon is certainly most pronounced in the
United States (Cutler Meara 1999). More detailed U.S. studies have
shown that most of the increase in expenditures at older ages is due to
the more intensive use of high-cost technology (Fuchs 1998). For exam-
ple, the number of older persons receiving procedures such as angio-
plasty, coronary artery bypass graft, carotid endarterectomy or hip re-
placement has been multiplied by from three to ten for the oldest age
groups in the U.S. between 1987 and 1995. Since countries did not include
the possible effects of such shifts in their calculations, the increase in
spending could be much higher if such trends continue. Therefore,
these projections could well underestimate the total increase. But much
will depend on public policy regarding technology and its use, and also
on future increases in GDP and GDP per capita. Different national atti-
tudes to diffusion and treatment may already explain the fact that the
progressive increase in per-capita costs for the elderly is less marked in
countries outside of the United States. However, as health-care needs to
be financed, it is likely that at the end of the day, the relative use of tech-
nology, and the implied increase in health-care spending, will also reflect
the increase in GDP per capita and the capacity to finance the increased
spending.

Third, with the exception of the Netherlands, estimates of likely
trends in health and long-term care spending, do not take into account
— in any formal way — the impact of lengthening lifetimes and falling
mortality at higher ages. As noted above, a significant part of health-care
spending and long-term care is concentrated in the last few years of life.
Population projections used in this study assume a further increase in life
expectancy at birth of around 4% years (men and women combined).
Assuming that recent downward trends in mortality continue, these
»death-related« costs may be delayed and overall health care-expendi-
tures could grow more slowly over time than indicated here. (Cutler
Sheiner 1998, Zweifel 1999). These projections do not factor in the im-
pact of decreasing severe disability among the elderly, which may
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dampen the demand for formal long-term care. Estimates at the OECD
suggest that, if recent downward trends in disability among the elderly
continue, this could affect the growth in the costs of long-term care, par-
ticularly of institutional long-term care (Jacobzone 2001).

Fourth, there may be upward pressure on the relative cost of labor in
the health-care sector. As the health-care sector expands, demand for la-
bor will increase and the cost of labor may be bid up in order to draw
new workers into the health-care sector. This may be all the more the
case as this type of work is increasingly seen as »difficult« or »physically
and emotionally taxing«, requiring shift- and weekend-work, which dis-
rupts family life. Budget tightening has also led to an impression among
health-care workers in many countries of a worsening in work condi-
tions. Women make up a large share of health-care workers and in some
countries the gender discrimination may have led to lower wage rates
than otherwise for some segments of health-care workers. With weak-
ening gender segregation in work and pay, women now have a wider
choice of activities to choose from, making it more difficult to draw in
labor unless wages adjust. Indeed, some countries are currently finding
it difficult to recruit nurses and other medical personnel. At the level of
doctors, the impact of constraints on the number of places in medical
schools in recent years may also have the result of an increase in their
bargaining power vis a vis the payers/insurers. The extent of any substi-
tution between capital and labor is severely limited by the fact that much
of care (and its quality) depends on human intervention — particularly
for long-term care.

Health-care Policy, Technology
and the Growth of Health-care Spending

In sum, while there is great uncertainty surrounding the increase in
health-care spending, cost pressures are likely to increase. The easy re-
sponse to this is to allow health-care spending to increase. Indeed, it is
sometimes argued that, if higher health-care spending is desired by elec-
torates, then these increases should be allowed. However, the uncom-
fortable fact is that such increases very rarely come at the price of reduc-
tions in other types of budget spending. This apparent difficulty in mak-
ing budgetary choices has partly contributed to a progressive increase in
overall public spending and tax pressure (or deficits), which can have its
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own efficiency costs in terms of overall economic performance. Further
increases in health-care spending will come on top of the expected rise
in other age-related spending, such as old-age pensions (OECD, 20071a).

On the other hand, as adumbrated above, there appears to be consid-
erable scope in many countries for policy to limit the spending increases
and/or to improve the effectiveness of medical-care systems. Indeed,
governments have a responsibility to their electorates to ensure that the
public funds are being spent in the most efficient and cost-effective way.
Increased government spending on health care needs to be conditional
on making progress in this area. The following paragraphs suggest some
of the aspects of health-care policy that governments may need to exam-
ine.

Preventing injuries and casualties or even increasing education levels
could prove to be the best method of improving health outcomes over
the longer haul.

In the short to medium term, governments can influence spending
by modifying the incentives embedded in the way health-care services
are provided and paid for (Oxley and MacFarlan 1995). For example,
there is some evidence that health care spending is lower and has grown
less rapidly in countries with general-practitioner gatekeeper systems
(where »family doctors« oversee access to specialists and hospital care)
(Gerdtham et al, 1998) and higher where doctors are paid on a fee-for-
service basis.1! Evidence in the United States shows that the move to
managed care systems — in particular Health Maintenance Organisations
— can reduce health care costs by as much as thirty to forty percent (Cut-
ler et al. 2000), with spill-over effects and overall reductions in expen-
diture (Baker 1997) without having a measurable impact on health out-
comes). Thus, there may be some difficult choices between the degree
of individual choice over doctor and treatment and control of costs.
These changes can lead to important one-off gains in spending (al-
though spread over a number of years). Indeed, costs have begun rising
again in the United States after several years of stability.

11. Gatekeeper systems come at a cost of reduced choice by the patient. However,
such sytems can also lead to an improvement in the overall quality of care as the
gp centralises all the information on the patient.
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There are also political limits to cost-containment policies, particu-
larly where they had been taken very far. For example, there has been a
seeming »revolt« of the general public in the United Kingdom (where
spending as a share of GDP was, until recently, lower than average)
against long waiting times and the difficulty in accessing certain medical
technology despite reforms to the health-care system aimed at improv-
ing efficiency.

Going beyond these short- to medium-term efficiency gains to
achieve longer-term containment of health-care costs will require get-
ting a better grip on underlying factors affecting the growth of costs. In
this context, governments may well need to consider the overall policy
framework for health care, reconsider the share of overall health-care
spending financed by the state and how technology can best be used to
provide a combination of better health outcomes and reduced costs.

Greater emphasis needs to be placed on evaluation of the benefits.

At a first level, governments will need to pay increasing attention to
what public spending on health is intended to achieve. Up to now, the
bulk of spending has been on funding curative medicine, while less at-
tention has been paid to the impact of this spending on health outcomes
and whether there are alternative means of improving population health
at lower cost. Much of health care is now becoming focused on treating
chronic conditions most often among the elderly rather than on com-
municable diseases as in the past. Such care certainly leads to improve-
ments in the quality of life. But it would certainly be better if these
chronic conditions could be prevented or delayed as long as possible,
thereby eliminating the associated health-care costs or delaying them
into the future. Policy makers need to evaluate whether such outcomes
can be achieved at lower cost by other policies, such as population-based
interventions, or interventions on preventing injuries and casualties, or
even increasing education levels. However, changes in these areas are
notoriously difficult to introduce and may depend on other background
factors. Indeed, recent trends in disability over the past twenty years in
the United States may be related to increases in education levels which
took place fifty to sixty years ago (Freedman Martin 1999). But they
could prove to be the best long-term method of improving health out-
comes over the longer haul.
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A second area where governments can act to constrain net costs is to
reduce the share of overall health- and long-term care costs paid for by
the government. While careful attention needs to be paid to the impli-
cations of policies for access to health care, there may be some scope for
increasing private share of costs:

» Reducing insurance cover for high-cost treatments with little proven
therapeutic value.

» Increasing co-payments for certain services with high private value
and a strong price elasticity. Demand for health care is closely linked to
income and this effect is all the stronger where the services are largely
free. Without some brake on individual demand, cost control can only
be achieved by rationing, leading amongst other things, to longer wait-
ing lists.

> Asking individuals to pay for a larger share of the cost of long-term
care (which is expected to increase with the ageing of the population).

Finally the authorities will need to focus on how policies can best en-
sure that technological change is cost decreasing rather than cost in-
creasing and /or has a significant positive impact on health outcomes and
the quality of life. Health-care suppliers need to find a balance between
too little medical technology (which may unnecessarily limit individual
well-being), and extensive use in areas where marginal benefit are low
and costs high. This contrasts with the past circumstances in the United
States where, as mentioned, insurers willingly accepted new innovation
as it appeared. Greater emphasis needs to be placed on evaluation of the
benefits: technologies need to be screened, and only those yielding sig-
nificant health-care improvements should be fully funded from the pub-
lic purse.

In addition, there is a responsibility for the larger countries to take
steps to influence the development of medical technology upstream in a
way that favors the development of more cost-effective technology. This
requires achieving an appropriate degree of control of the supply of tech-
nologies and their diffusion within health-care systems. However, it
needs to be recognized that the the relation between technology, health
outcomes and the quality of life is complex. For example, a number of
studies of reductions in disability in the United States indicate that more
effective medical interventions have played a role. While this reduces the
need for (and cost of) long-term care, such improvements may, in fact,
be very costly to achieve. Thus, there may be tradeoffs between different
aspects of care.
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Such policies to ensure that research leads to more effective outcomes
and/or lower costs may create some risk that private-sector incentives
to innovate could be reduced. Government policies which indicate pri-
ority areas of research with the broader view of improving health out-
comes may help researchers to focus on areas where the social benefits
are high and where the markets are assured.

For such evaluations to take place, better information is needed. In-
dicators such as life expectancy, cause of death, or even prevalence of dis-
case help better understand where research needs to focus and where
data collection on health outcomes is necessary. In addition, longitudi-
nal data on the income, health and wealth of older persons is absolutely
critical in obtaining a fuller understanding of the overall links between
technology, outcomes and social systems within the context of an ageing
population. In this context, building cross-country data sets with com-
mon definitions and possibly longitudinal data is extremely important,
permitting policy makers to benefit better from the experience in other
countries (National Research Council 2001).

There will be continuing pressure on health systems in the future, as
a result of population ageing and other underlying factors. Most recent
estimates presented here suggest that costs as a share of GDP could rise
overall by between three and four percentage points of GDP for an »av-
erage« OECD country. This will come on top of an equivalent amount as
a result of increased old-age pension transfers to the retired. Therefore,
the need for priority setting and evidenced-based medical decision mak-
ing will remain high on the agenda. The policy dilemma can then only
be addressed through an increased productivity of health-care systems,
searching out value for money in improving quality of life.
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