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ABSTRACT: This article shows the relationship between health spending per capita and life
expectancy in the OECD. Most countries are grouped around a 45 degree line with life
expectancy duly rising with spending. Health care expenditures and life expectancy have both
been rising in many countries, including in the Netherlands. However, it is unclear to what
extent increased health care spending caused the increase in life expectancy. Establishing a
causal link between health care expenditures and mortality is difficult for several reasons.
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INTRODUCTION

Life expectancy at birth measures how long on average a newborn can expect to live, if current
death rates do not change. However, the actual age-specific death rate of any particular birth
cohort cannot be known in advance. If rates are falling, as has been the case over the past
decades in OECD countries, actual life spans will be higher than life expectancy calculated
using current death rates.The methodology used to calculate life expectancy can vary slightly
between countries. This can change a country’s estimates by a fraction of a year.In OECD
countries, life expectancy at age 65 has increased significantly for both men and women during
the past 50 years. Some of the factors explaining the gains in life expectancy at age 65 include
advances in medical care combined with greater access to health care, healthierlife styles and
improved living conditions before and after people reach age 65. A growing share of the
population is now age 65 and older.longer life expectancy is accompanied by good health
among ageing populations has important implications for health and long-term care systems.
In 2013, people at age 65 in OECD countries could expect to live for another 20.5 years on
average for women and 17.2 years for men. Life expectancy at age 65 in the OECD was the
highest in Japan for women (24.0 years) and Switzerland for men (19.0 years). Life expectancy
at age 65 is lower in Turkey as well as in some of the major emerging economies such as South
Africa and the Russian Federation.

On average across OECD countries, life expectancy at age 65 has increased by 5.6 years for
women and 4.4 years for men since 1960. While the gender gap in life expectancy at age 65
widened in many countries in the 1960s and the 1970s, it has slightly narrowed over the past
30 years. In some countries such as the United States, New Zealand and the United Kingdom,
the overall gains in life expectancy at age 65 since 1960 have been greater for men than for
women.

Japan has achieved the highest gains in life expectancy at age 65 since 1960, with an increase
of almost ten years for women and over seven years for men. The gains in life expectancy have
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been more modest in some central and eastern European countries, such as the Slovak Republic
and Hungary, particularly for men. (Figurel)

Increased life expectancy at age 65 does not necessarily mean that the extra years lived are in
good health. In Europe, an indicator of disability-free life expectancy known as healthy life
years has recently been developed and is calculated regularly, based on a general question about
disability in the European Survey of Income and Living Conditions (EU-SILC). Given that this
indicator has only recently been developed, long time series are not yet available.

In 2013, among European countries participating in the survey, the average number of healthy
life years at age 65 was almost the same for women and men, at 9.0 years for women and 8.8
years for men. The absence of any significant gender gap in healthy life years means that women
are more likely to live with some type of activity limitation after age 65 than men. Sweden and
Norway had the highest number of healthy life years at age 65 in 2013, with 14 years or more
for women and 13.5 years for men. The Slovak Republic had the lowest number of healthy life
years at less than five for both women and men.(Figurel)

Other OECD countries also calculate similar indicators of disability-free life expectancy,
although the survey instru-ments to measure disability may vary slightly. In Japan, disability-
free life expectancy at aged 65 was estimated to be 15.6 years for women and 12.6 years for
men in 2004(Cabinet Office, Government of Japan, 2006). In the United States, females born
in 2001-02 can expect to live 66.9 years free from activity limitation, and males 63.6 years
(USD department of Health and Human Services, 2006).

Figure 1: Healthy life years at age 65, European countries, 2013
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Source: European Health and Life Expectancy Information System (EHLEIS); Eurostat
Statistics Database
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Life expectancy at birth

Life expectancy at birth continues to increase remarkably in OECD countries, reflecting sharp
reductions in mortality rates at all ages. These gains in longevity can be attributed to a number
of factors including rising living standards, improved lifestyle and better education, and greater
access to quality health services. Other factors such as better nutrition, sanitation and housing
also play a role, particularly in countries with emerging economies.

On average across OECD countries, life expectancy at birth for the whole population reached
79.5 years in 2014, a gain of more than 11 years since 1960. Japan leads a large group (including
almost two-thirds of the 34 OECD countries) in which life expectancy at birth is currently 80
years or more. A second group, including Portugal, the United States and a number of central
and eastern European countries has a life expectancy of between 75 and 80 years. Life
expectancy among OECD countries was lowest in Turkey and Hungary. (Figure 1)

However, while life expectancy in Hungary has increased only modestly since 1960, it has

increased rapidly in Turkey, so that it is quickly approaching the OECD average (OECD and
World Bank, 2008).

The gender gap in life expectancy stood at 5.5 years on average across OECD countries in 2014,
with life expec-tancy reaching 76.7 years among men and 82.2 years among women. While the
gender gaps in life expectancy increased substantially in many countries during the 1960sand

the 1970s, it narrowed during the past 30 years, reflect-ing higher gains in life expectancy
among men than among women. (Figure 2)

Life expectancy at birth 2014, and years gained since 1960
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Higher health spending per capita is generally associated with higher life expectancy at birth,
although this relationship tends to be less pronounced in countries with the highest health
spending per capita. Japan and Spain stand out as having relatively high life expectancies, and

the United States, Denmark and Hungary relatively low life expectancies, given their levels of
health spending. (Figure 3)
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Figure3: Life expectancy at birth and health spending per capita, 2014
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The steady growth in health spending

A third important trend observed over the past 50 years among health systems in OECD
countries has been the steady rise in health spending, which has tended to grow faster than GDP.
In 1960, health spending accounted for under 4% of GDP on average across OECD countries.
By 2013, this had risen to 9.6%, and in a dozen countries health spending accounted for over
10% of GDP. The health spending share of GDP grew particularly rapidlyin the United States,
rising from about 5% in 1960 to over 17% in 2013, which is 5 percentage points more than in
the next two highest countries, the Netherlands and France, which allocated 12% and 11.8%
respectively.(Figure4)

Health spending per capita has also grown rapidly over the past few decades, at a rate of 6.1%
per year in real terms on average across OECD countries during the 1970s, falling to 3.3% per
year in the 1980s, then up to 3.7% in the 1990s, and 4.0% between 2000 and 2013. The rate of
growth of health spending has consistently exceeded GDP growth in each and every decade.
But it has varied across countries. (Figure4)

In the United States, health expenditure has increased faster than in all other high-income
OECD countries since 1970, increasing five-fold in real terms, even taking account population
growth. In many countries, the health spending share of GDP has tended to rise strongly during
economic recessions, and then to stabilise or decline only slightly during periods of economic
expansion. Looking back at the recession of the early 1990s, some countries such as Canada
and Finland substantially reduced public expenditure on health in order to reduce their
budgetary deficits, leading to a noticeable reduction in the health spending share of GDP for a
few years. But these reductions in public spending on health often proved to be short-lived and
after a short period of cost-containment, growing supply and demand of health services led to
a revival of health expenditure growth which exceeded GDP growth.
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Figure 4: Total health expenditure as a share of GDP, 2013
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Source: OECD Health Data

The public sector is the main source of health financing in all OECD countries, except in Chile,
Mexico and the United States. The public share of health spending was 72% of total health
expenditure on average across OECD countries in 2013, a share that has been relatively stable
over the past 20 years. However, there has been a convergence of the public share of health
spending among OECD countries in recent decades. Many of those countries that had a
relatively high public share in the early 1990s, such as Poland and Hungary, have decreased
their share, while other countries which historically had a relatively low level (e.g.Portugal,
Turkey) have increased their public share, reflecting health system reforms and the expansion
of public health insurance coverage.

As shown in this edition of Health at a Glance, while there is some relationship between higher
health spending per capita and higher life expectancy, the relationship tends to be less
pronounced as countries spend more on health. This indicates that many other factors beyond
health spending affect life expectancy. The weak correlation at high levels of health expenditure
suggests that there is room to improve the efficiency of health systems to ensure that the
additional money spent on health brings about measurable benefits in terms of health outcomes.
4The influence of health care spending on life expectancy: related literature

Life expectancy has been on the rise in most Western countries since the nineteenth century.
The question whether medical care has played an important role in this rise has been a topic
of intense scientific debate (Nolte and McKee 2004). Until the 1950s it was assumed that
medical care has contributed substantially to the observed mortality decrease, mainly through
effective combating of infectious diseases. However, Thomas McKeown challenged this
common wisdom. He published several studies in which he demonstrated that the decline in
mortality of infectious diseases preceded the introduction of effective medical therapies

for these diseases.
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From this, McKeown concluded that medical care has not made a substantial contribution to
the mortality decline since the middle of the nineteenth century until the 1950s. Although
some of the conclusions drawn by McKeown have been questioned (especially his conclusion
that improvements in longevity were mainly the result of improved living standards leading
to better nutrition), the importance of his work should not be underestimated (Mackenbach
1996; Bunker 2001).

An important lesson from the work of McKeown is that it cannot be automatically assumed that
more medical care always leads to an increase in life expectancy. Since the 1950s causes of
death have changed from mainly infectious diseases to chronic diseases, and medical care has
changed in response to this epidemiological transition (Cutler et al. 2006).

The main conclusion from this line of research is that medical care has contributed to the
increase in life expectancy in Western countries since the 1950s. Some studies have gone a
step further. They have argued not only that medical care is an important cause of increased
life expectancy, but also that the investments in medical care were good value for money
(Meerding et al. 2007; Cutler et al. 2006; Cutler and McClellan 2001). Using published
evidence on the effectiveness of specific preventive and curative interventions within the
health care sector, these studies have tried to construct a counterfactual to estimate life
expectancy in the absence of these interventions. This counterfactual situation involves the
absence of medical curative care and/or of various forms of prevention, such as medication to
lower blood pressure and cholesterol levels, vaccinations, and early detection of diseases
(screening).

Differences between observed life expectancy and counterfactual life expectancy were then
related to the costs of the various interventions in order to assess whether the interventions
offered value for money.

Cutler and McClellan (Cutler et al. 2006) estimated the costs and benefits of medical
technology for five health conditions in the US by combining data from several sources. They
concluded that ‘the benefits from lower infant mortality and better treatment of heart attacks
have been sufficiently great that they alone are about equal to the entire cost increase for
medical care over time’. For the Netherlands, Meerding et al. (2007) combined historical data
on incidence and mortality for infectious diseases, cancer, and cardiovascular disease with
information about the year in which specific medical innovations were introduced to construct
counterfactuals. Based on their analyses, they concluded that medical care has contributed to
approximately 50% of the seven-year increase in life expectancy since the 1950s. The yield per
euro spent on health care, however, varied substantially from one disease group to another
(from €3,100 spent per life year gained for cardiovascular diseases to €15,000 per life year
gained for cancer).

Against the backdrop of this literature, it is very likely that medical care on balance has
contributed to the high levels of life expectancy witnessed today in many countries. However,
this in itself does not imply that marginal increases in health care spending will further increase
life expectancy.
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CONCLUSION

Health care spending has increased in the Netherlands, a part of this increase has probably
resulted in higher life expectancy, which in turn may have had its repercussions on public
finance. However, the exact impact of health care spending on life expectancy growth in the
Netherlands is difficult to pinpoint. Applying the estimates from published studies to the
observed increase in health care spending in the Netherlands between 2000 and 2010 would
imply that 0.3% to almost 50% (1.6 years) of the increase in life expectancy is caused by
increasing health care spending. If the influence of health care spending on life expectancy is
at the higher end of these estimates, increased health care spending will have had a clear impact
on pension funds. After all, a one-year increase in life expectancy at retirement age increases
pension liabilities by 3 to 4 percent.

If we extrapolate these findings into the future, this would imply that additional investments
in the health care sector may cause further increases in life expectancy. As the strength of the
effect of health care expenditures on life expectancy is rather  uncertain, strong policy
recommendations are difficult to give. Given the age profile of mortality risk, gains in life
expectancy  through increased health care spending will probably be reached through
decreasing mortality rates at higher ages. Increases in life expectancy at higher ages may create
an additional demand for health care but also imply an increase in pension liabilities. Based on
these consequences within and outside the health care sector, it is important that, when
evaluating new medical technologies that are known to extend life, costs of increased life
expectancy are included, but that is currently not done. If further research allows better
quantification of the strength of the effect of health care spending on life expectancy, the role
of such spending as a determinant of mortality could be acknowledged when making forecasts
of life expectancy.
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