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An International Comparison
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One of the great myths about American society is that our

lack of a “universal” health plan harms our competitiveness.
Even Lee Scott, former CEO of Wal-Mart, a company that has
introduced some headline-making innovations in health benefits
for its workforce and customers, bemoans the cost of U.S. health
care as a burden on the economy: “The soaring cost of health
care in America cannot be sustained over the long term by any
business that offers health benefits to its employees. And every
day that we do not work together to solve this challenge is a day
our country becomes less competitive in the global economy,”
according to Mr. Scott.!

Many other American business leaders and politicians

have complained that U.S. health care puts this nation at a
competitive disadvantage.” The masters of this refrain, of
course, are the American automakers. Years before driving
themselves into bankruptcy and the unwelcoming arms of
their new owners, the American taxpayers, they used to claim
that they spent up to $1,600 per car on health care. This was
more than they spent on steel, and a multiple of what they
claimed their foreign competitors spent. According to professor
Regina Herzlinger of Harvard Business School, these claims are
inflated.> Nevertheless, there’s little doubt that U.S. automakers
fund significantly greater health benefits than their foreign

competitors, putting them at a disadvantage.

Case closed? Not at all. We dont hear Mark Zuckerberg
complaining that Facebook’s health care costs are preventing
him from competing against foreign social-media businesses.
Indeed, while all Americans complain about health costs, and
fewer employers are offering health benefits, the argument that
our health “system” reduces our competitiveness versus other

countries with “universal” health care is actually quite weak.

Key Points:

Domestic critics claim that U.S. health
care is a drag on productivity, but
the United States is the world’s most

productive nation.

American productivity leads to much
higher national income than in other
countries, suggesting that our high health
spending as a share of GDP is not out of

line.

After spending more on health care,

the United States has more dollars per
person to spend on all ozher goods and
services than our neighbors do: about
$4,500 more than Canada, $5,000 more
than Great Britain, $6,000 more than

Germany, and $8,000 more than France.

Obamacare, which massively increases
government control of Americans’ access
to health care, threatens our productivity

and general welfare.
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Of course, the rigidities and inefficiencies in U.S. health care caused by massive government intrusion create pain
for many Americans, and the need to get rid of these obstacles to health ownership is a constant theme of health care
studies at PRI. Nevertheless, the percentage of all firms offering health benefits actually increased from 66 percent in
1999 to 69 percent in 2010. Recently, a greater number of smaller firms have begun to offer health benefits.*

The status quo is clearly unacceptable in many ways: lack of

We don’t hear Mark Zuckerberg portability of health benefits, opaque prices for health services,

reckless trial lawyers driving up health costs through expensive

complaining that Facebook’s

litigation, and regulation that reduces competition amongst both

health care costs are preventing payers and providers. These are some of the problems for which
him from competing against PRI and others have proposed solutions. Nevertheless, we need

to be more skeptical about claims that the current organization of

foreign social-media businesses.
U.S. health care results in such a terrible burden on the nation’s

welfare. That is why we have challenged “conservative” reforms
in the direction of “universal” health care, such as former Governor

Romney’s efforts in Massachusetts, which is proving unwieldy as anticipated.®

Even a “conservative” reform can play into the hands of those who seek more government power over our health
care. For example, the Medicare Modernization Act of 2003 brought us Health Savings Accounts and tried to inject
market forces into Medicare by creating a prescription drug benefit, Part D, offered only through private insurers.
It also created added incentives for seniors to enroll in Medicare Advantage, where they receive all their benefits

through private insurers.

Unfortunately, this made both drug makers and health insurers more dependent on government for their success,
instead of patients. Further, as we anticipated years ago, the “free-market” protections in these programs are
withering under the attack of those who demand more political control over health care.® Under Obamacare, the
government will decide whether a patient can take a “blue pill” or a “red pill,” according to a statement the president
himself made during the debate.”

One major goal of those who seek to expand state power over our health choices to reduce the amount spent on
health care. One oft-cited metric is that the United States spends far more on health than other countries as a share
of Gross Domestic Product (GDP). But this measurement can mislead. For example, advocates of government
monopoly health care point out that Canadian and U.S. health spending as a share of GDP was about the same
before the Canadian government took over health care, but diverged starting in 1970, soon after the government

completed its takeover. This is presented as evidence that the state can control costs better than the private sector.

Advocates ignore that real GDP growth in Canada dramatically outpaced U.S. growth between 1969 and 1987,
meaning that the denominator of the health spending per GDP ratio grew much faster in Canada, not that the
numerator grew much slower. In fact, between 1975 and 1987, the period soon after the Canadian state imposed its
monopoly, real dollar spending on physicians’ services in Canada stabilized at just under the U.S. rate of growth: 4.2

percent versus 4.8 percent annually.®

Common sense indicates that richer countries will spend more on health care. Robert L. Ohsfeldt and John R.
Schneider estimate that an increase of $1,000 in GDP per person results in a $110 increase in health care spending,
if the relationship is linear. If this is the case, then something is seriously wrong in American health care, because the

United States spends far more than that for each dollar increase in GDP’ This model, however, is a poor fit.

It is more likely that nations increase their health spending at a certain 7aze as GDP goes up, not a certain dollar
amount. The international evidence fits the latter hypothesis much better: a thousand-dollar increase in GDP
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increases health spending by about 8 percent.' In this case, health spending really ratchets up as national income
increases. For example, if GDP increases from $30,000 per capital to $31,000, health spending increases by $232;
but if GDP per capita increases from $40,000 to $41,000, health spending increases by $500. According to Ohsfeldt
and Schneider, this model explains 93 percent of variation in health spending internationally—much greater
explanatory power than the linear (dollar for dollar) model. Most importantly, the United States is not at all

an outlier.

We have almost

This finding challenges our intuition, however, because it is hard to grasp how .

& & . gtasp one-third more
much more the U.S. earns than other countries, and how much buying power
. - o, resources than
this gives us. U.S. GDP per capita is far greater than almost any other nations

and this is largely due to American productivity. U.S. GDP per person engaged Germany or France—
(employed) in 2008 was $65,480, followed by Hong Kong at $58,605 and

Ireland at $55,986. Some of this was due to Americans working longer hours,

after paying for health

care—a “bonus” of

but mostly it was due to productivity: value produced per hour worked. Most American pro ductivi ty

developed countries produce between 60 percent and 90 percent of the value
that the U.S. does, per hour worked. For the four countries compared in this
analysis, France was the second most productive, with a productivity rate 91 percent of the United States. Germany

lagged at 72 percent. "

Table 1 compares the USA with four countries whose health care systems are often held up as admirable options:
Canada, Germany, France, and Great Britain. In all these countries, GDP per capita was significantly less than the
United States. The U.S. spent significantly more on health care per person than comparable countries. Nevertheless,
Americans still have much more money left over affer paying for health care. Indeed, we have almost one-third more

resources than Germany or France—affer paying for health care—a “bonus” of American productivity.

Although many Americans suffer without the means to pay for their health care, PRI has argued elsewhere that this is
largely a consequence of misguided government intrusion. And it’s not as though the American welfare state cannot
subsidize those truly incapable of financial self-reliance. Medicaid, the joint state-federal program for poor patients
has grown relentlessly in the last four decades.'*

American crusaders for “universal” health care—as opposed to universal choice in health care—emphasize America’s
uniqueness in lacking this characteristic of the modern welfare state. Given the benefits of America’s productivity,

perhaps it is a uniqueness we should not rush to abandon.

Table 1: National Accounts for Five Countries, U.S. dollars, Purchasing Power Parity, 2008

U.S. Canada Germany France BG feat
ritain

GDP $46,901 $38,923 $36,918 $34,641 $37,250
Health Spending $7,538 $4,079 $3,737 $3,696 $3,129
Difference $39,363 $34,844 $33,181 $30,945 $34,121
U.S. ‘bonus after health 13% 19% 270 15%
spending as percentage
U.S. ‘bon‘us after health $4.519 $6.182 $8.418 $5.242
spending in dollars

Source: Organization for Economic Co-operation and Development, StatExtracts (Paris, France, Organization for Economic Co-operation and
Development, data extracted November 2010).
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