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9.7 Increase in Total Input Has Outpaced Output in Many Parts of Health Sector


In many parts of the health sector, output generally has increased more slowly than the combined inputs of labor, capital, and other factors of production.




 For much of the past 20 years, overall productivity growth has been negative for ambulatory health care and health facilities. Only in the last decade has multifactor productivity increased slightly in the ambulatory health services sector (figure 9.7a). Various factors of production such as labor, capital, and even information capital are discussed previously in this chapter. However, other inputs into the production process affect the level of output that is attainable. These include energy, materials, and purchased services (for example, legal services), among others. The various inputs are combined, based on their relative contribution to the cost of production. Thus, the net increase in inputs essentially is a weighted average of changes in all the various factors of production. For example, conceivably, efficiency improvements in the energy sector would result in a net decrease in energy inputs required to produce a unit of health output. Thus, the multifactor measure of inputs would have to combine negative growth in energy inputs with positive increases in other factors of production. 

  [image: Multifactor productivity growth has steadily increased in ambulatory care over 20 years but is negative for health facilities.]

 Viewed from this perspective, multifactor productivity generally has been declining in the pharmaceutical industry during the past 20 years (although this might have reversed itself since 1998). In sharp contrast, multifactor productivity in the medical device industry has grown by more than 30 percent during this period. This productivity outpaced the rate of increase in multifactor productivity in the private sector (figure 9.7b). 
  [image: Multifactor productivity has decreased in pharmaceuticals even while increasing in the medical device industry more quickly than in the private sector.]

 These disparate trends reinforce a general point that should have been increasingly clear as this chapter has evolved. The health industry comprises several subsectors that vary greatly in terms of the relative importance of labor, capital, and other factors of production, but also in terms of the degree that changes in such factors contribute to changes in overall output. The goods-producing portions of health care typically are different from the services-producing health industries. Even within the health services sector, health facilities are different from the components of ambulatory health services in terms of various productivity trends. This makes it difficult to generalize about the health industry as a whole. 
1. Downloads 



 Download PowerPoint versions of both figures. 

 	Figure 9.7a Image Slide (as it appears above)

	Figure 9.7a Editable Slide (can be formatted as desired)

	Figure 9.7b Image Slide (as it appears above)

	Figure 9.7b Editable Slide (can be formatted as desired)
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9.7b Multifactor productivity has decreased in pharmaceuticals even while
increasing in the medical device industry more quickly than in the private sector
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