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ANNEX 1.A1 
Special Focus I. 

Promoting Health 
and Fighting Chronic Diseases:  
What Impact on the Economy?

by

Marc Suhrcke, University of East Anglia

Does better health lead to greater wealth, either for an individual or a
society? The question can be tackled using at least three economic concepts
(Suhrcke et al., 2005; Suhrcke et al., 2006):

● Social welfare costs and benefits, to capture the value people place on
better health.

● Micro- and macroeconomic costs, a more limited but more tangible concept.

● Health care costs associated with chronic disease, the most limited but
nevertheless widely applied cost concept.

Social welfare costs

From a welfare economic perspective, the most relevant cost concept is
the value individuals attribute to health in general and chronic disease in
particular, elicited for example by analysing how people act or how they
answer certain questions related to real or hypothetical situations involving a
trade-off between money and health. It turns out that the social welfare
benefit of health is much higher than the other more conventional (but
incomplete) measures, and far too high to be ignored in public policy decisions
(Viscusi and Aldy, 2003; Usher, 1973; Nordhaus, 2003; Costa and Kahn, 2003;
Crafts, 2008). This value also captures the intrinsic value of health, a feature
not shared by the other concepts.

Evaluating the evolution in life expectancy in the European high-income
countries (which grew appreciably between 1970 and 2003) in terms of the
social welfare costs/benefits illustrates the monetary value of the gains. Since
the majority of the improvement in life expectancy in rich countries can be
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attributed to the reduction in chronic diseases, those gains can almost entirely
be interpreted as the welfare benefit from chronic disease reduction. When
expressed as a percentage of per capita GDP, the values attributed to health
gains far exceed each country’s national health expenditures, and range from
29% to 38% of 2003 per capita GDP, or from USD 2 598 to USD 12 676 in terms of
purchasing power parity.

Micro- and macroeconomic costs

The microeconomic perspective assesses costs at the individual or
household level, asking, for example, whether being ill reduces an individual’s
labour productivity or the likelihood that they will be in work. Macroeconomic
consequences are viewed from the national economy level, generally
considering whether ill health damages a country’s economic growth.

The vast majority of studies on the microeconomic consequences of
adult health focus on labour market outcomes (Currie and Madrian, 1999). Ill
health reduces labour productivity measured by earnings (Contoyannis and
Rice, 2001; Jäckle, 2007) and is important in shaping labour supply (García
Gómez, 2008; Gannon, 2005). Good health raises the probability of working in
the first place, and health may even be the main, but not the sole, determinant
of labour supply for older workers (Currie and Madrian, 1999; Sammartino,
1987; Deschryvere, 2004; Lindeboom, 2006; Hagan et al., 2006).

Although there is a significant literature on the impact of risk factors on
labour market outcomes, surprisingly few studies have examined the labour
market impact of smoking in itself, although several studies examine
simultaneous effects of smoking and drinking (Auld, 2005; Lee, 1999; Lye and
Hirschberg, 2004; van Ours, 2004). One study found that smokers earn 4-8%
less than non-smokers (Levine, 1997), while a study in the Netherlands found
that alcohol use was associated with 10% higher wages for males while
smoking reduced them by about 10% (the study found no effects of either in
females) (van Ours, 2004).

Several other studies confirm the somewhat counterintuitive, positive
wage impact of alcohol consumption, although explanations vary. There may
be a beneficial health effect of moderate alcohol consumption, but not in
younger people who have little risk of cardiovascular disease. Another
explanation is that alcohol is consumed during social networking with
colleagues, which may influence chances or promotion or a wage increase by
providing access to information or giving a positive image of commitment to
the firm (MacDonald and Shields, 2001). The observed results could also be
due to measurement problems. For instance, two studies showed that binge
drinking reduced earnings among males and females in the United States
(Keng and Huffman, 2007; Mullahy and Sindelar, 1995) and Finnish data
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demonstrate that alcohol dependence reduces the probability that a man
(woman) would be in full- or part-time work by around 14 (11) percentage
points (Johansson et al., 2006; Johansson et al., 2007).

In theory, being overweight should have effects similar to more general
health variables on labour market outcomes, simply because of the adverse
impact of obesity on health. The impact could be even greater if employers
discriminate against obese job seekers or workers, but it is not possible to
see this from most empirical studies, since they calculate the overall impact
on labour market outcomes, without seeking to disentangle any
discrimination effect from a productivity effect.

However, more research is needed to better explain why results vary
among studies and countries, the interplay with labour market institutions, and
the very complex nature of the relationship between obesity and
socio-economic factors. Some of the differences may result from the imperfect
measures used as a proxy for adiposity (Burkhauser and Cawley, 2008).

At the macroeconomic level, there is comparatively little work on health
and growth in high-income countries. The WHO Commission on
Macroeconomics and Health (WHO, 2001) sought to address this question
several years ago. Noting that politicians have long accepted the case for
investment in physical infrastructure and human resources as a means of
promoting economic growth and reducing poverty, the Commission presented
the case for making similar investments in health, focusing on the urgent
public health crises in Africa, including infectious diseases (HIV/AIDS,
malaria, tuberculosis) and maternal and child health issues. That focus was
entirely justified, but it left unanswered how the relationship between health
and economic outcomes plays out in the advanced countries and for the type
of diseases more common in those countries, i.e. chronic diseases (including
cardiovascular and lung disease, type 2 diabetes and cancer). Consistently
with the findings of a large body of research, the Commissions work showed a
robust impact of health on economic growth. However, some more recent
work focusing on developing countries cautions against – and indeed
reverses – the expectation of major growth dividends from improved health,
arguing that most of the previous work on the subject has not properly
addressed endogeneity in the relationship between health and economic
growth (Acemoglu and Johnson, 2007; Ashraf et al., 2008).

Three studies using health expenditures as a proxy for health in OECD
countries found a positive association between health expenditure and
economic growth or income levels (Beraldo et al., 2005; Rivera and Currais, 1999a
and 1999b). These results are intriguing, especially since expenditure on health
emerges as substantially more important than that on education in explaining
economic growth. On the other hand, two studies based on a sample of
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22 developed countries between 1960 and 1985 found that health – measured by
life expectancy – had no significant impact on economic growth (Knowles and
Owen, 1997) or on per capita income levels (Knowles and Owen, 1995). Does this
mean that, above a certain level of economic development, further health gains
may either have no impact or even reduce subsequent economic growth? There
is no ultimate answer to this question in sight.

Other research (Suhrcke and Urban, 2009), focusing on a health proxy that
displays greater variation between rich countries than the life expectancy,
finds a very robust causal impact on per capita growth rates in a sample of
26 high-income countries over the period 1960-2000. In one estimate, a 10%
reduction in cardiovascular mortality was associated with a one percentage
point increase in growth of per capita income, a seemingly small amount but
one that has a large effect when summed over the long term. Further recent,
more optimistic assessments of the impact of health on growth, if not
specifically related to chronic diseases, include Aghion et al. (2010) and
Cervellati and Sunde (2009).

Health-care costs

The expectation that preventing chronic disease will mitigate or even
reverse the trend of increasing health expenditures cannot be supported by
the research evidence. Even if better health may, in some circumstances, lead
to lower health spending, other cost drivers, in particular technological
progress, more than outweigh any such savings and will most likely contribute
to sustained upward pressure on expenditures. Improvements in population
health can, at best, be expected only to diminish the rate of increase in health
spending. On the other hand, there is not much support for the hypothesis
that better health by itself would be a major cost driver.

Conclusions

Although this discussion does not cover the costs or benefits of
interventions, it does have important policy implications:

● Estimates of the costs of ill health can be thought of as the upper limit of the
economic benefits that could be derived from interventions.

● By showing how chronic disease can reduce social welfare, act as a drag on
the economic conditions of both individuals and entire countries, and can
(possibly) exert upward pressure on health expenditures, it may be possible
to capture the attention of policy makers outside the health system.

● While it is useful to show that better health produces tangible micro- and
macroeconomic benefits, and may in some cases reduce future costs of
health care, these economic benefits are small compared to the relevant
economic gains expressed as the monetary value that people attribute to
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better health. It is the latter that should be factored into the economic
evaluation of chronic disease prevention, as failure to do so risks
understating the true economic benefits derived from health interventions.
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