Medical Industry Leadership Institute Open Education Hub module: m10001 1

1.1 GROWTH IN HEALTH SPENDING, 1929
TO PRESENT

Christopher Conover

This work is produced by Medical Industry Leadership Institute Open Education Hub and licensed under the
Attribution 3.07

Abstract

Over eight decades, constant dollar U.S. health spending per person increased five times as much as
real output per capita

Spending on health care in the United States has increased more than 60-fold since 1929.! This remarkable
growth is measured in constant dollars that equalize general purchasing power across decades.? In contrast,
the U.S. economy grew only 12-fold over the same period (figure 1.1a).
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National health expenditures (NHE) and NHE per capita are the best available single measures of the
size of the health sector.> NHE reflects the total amount of spending on health care, including goods and
services having to do with personal health care, public health activities, public and private health insurance,
related investments in research, and capital investment.* Both gross domestic product (GDP) and NHE
measure output only within the borders of the United States.®

The U.S. population is approximately 2.5 times as large as it was in 1929. Even when considering
spending growth in per capita terms, inflation-adjusted health spending was 25 times as large at the end of
these 80 years as at the start. GDP per capita quintupled (figure 1.1b). Does this mean that today’s average
Americans receive 25 times as much medical care as their counterparts did in 19297 It does not. Figures
1.1a and 1.1b show how the total dollars spent on health care changed over time, but the estimates shown
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1U.S. health expenditures are tracked by the Centers for Medicare and Medicaid Services (CMS). Historical data from 1960-
2011 are on-line (CMS 2012). Data for 1929-1960 are reported in Cooper, Worthington and McGee, 1973. These historical
figures were adjusted by author assuming that the difference between CMS and SSA-reported figures in 1960 persisted back to
1929.

2Both GDP and health spending have been adjusted using the GDP price deflator reported by the Bureau of Economic
Analysis.

3The health sector is currently the largest single share of the economy (CMS 2011a). The National Health Expenditure
Accounts (NHEA) are compatible with the National Income and Product Accounts (NIPA), but provide a more complete picture
of the health care sector of the nation’s economy in a single set of statistics. NHEA are comprehensive (including all main
components of the health care system), multi-dimensional (tracking both expenditures and sources of funds), and consistent
(using a common set of definitions that permits comparisons among categories and over time). A detailed explanation of the
difference between the slightly higher NHE figure calculated by CMS and the one calculated by BEA for the NIPA is provided
by Hartman, Kornfeld and Catlin (2010).

4Quick Definitions are at CMS (2011b). A complete description of definitions, sources and methods is at CMS (2011a).

5"The cost of medical care administered outside the U.S. is not included in the NHEA" (CMS 2011a:6). Thus, NHE currently
does not capture medical tourism by U.S. residents, but it does capture medical tourism of people who come to the U.S. for
medical care.
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are adjusted only for changes in general purchasing power rather than purchasing power within the health
sector. Devoting 25 times as much real economic output to purchasing medical care is not equivalent to
saying that U.S. residents receive 25 times as much medical services (for example, physician visits, hospital
days) as they did in 1929.
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The GDP implicit price deflator is the most comprehensive measure of pure price inflation for the economy
as a whole. The Consumer Price Index (CPI) is better known but covers only approximately 60 percent
of the economy, omitting rural areas, government purchases, and investment goods. Because half of health
spending currently is publicly funded, it is more accurate to use a price index, such as the GDP deflator,
that broadly reflects the entire economy. Adjusting NHE by the GDP deflator reflects the opportunity cost
of health care, which measures how the total value of other goods and services that society could have
purchased instead of health care has changed over time, while excluding a cause of growth—economy-wide
inflation— largely beyond the control of the health sector.

1 Downloads

Download Excel tables used to create both figures: Figures 1.1a/1.1b Tables® . This workbook includes:

e Table 1.1 | U.S. Total Real National Health Expenditures Using Alternative Price Deflators: 1929 to
2021
e Table 1.1a. Inflation in the U.S. Health Sector Using Alternative Price Indexes: 1929 to 2021

Download PowerPoint versions of both figures.

Figure 1.1a Image Slide (as it appears above)”

Figure 1.1a Editable Slide (can be formatted as desired)®
Figure 1.1b Image Slide (as it appears above)?

Figure 1.1b Editable Slide (can be formatted as desired)'?
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