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Comparing health care spending across developed countries is a complex, often oversimplified
task, and the opportunities to learn from such comparisons are limited. This brief, one in a
series of papers intended to define the key drivers in health care spending, highlights tensions

related to decreasing spending and the limited utility of international comparisons of health care
spending.

The U.S. Spends a Lot ... on Many Things

U.S. health care spending, both as a percentage of gross domestic product (GDP) and per
capita, is the highest in the world, as it has been for the past 20 years. In 2020, nearly a fifth
(18.8%) of the country’s GDP went toward health consumption spending (i.e., costs from
personal health care such as hospital care, physician and clinical services, and prescription
drugs; these costs exclude spending for research and equipment and make up 95% of total

health care spending) and reached $11,945 per capita (Figure 1)."

$12,000 United States

o 510,000
|-
£
S $8,000
o Switzerland ™
E $6,000 Netherlandsm ™ Germany
a Canada® m United Kingdom
T $4,000 Italy ™
&

$2,000

S0
0.0% 5.0% 10.0% 15.0% 20.0%
Health Consumption as a Percentage of GDP

Figure 1. Health consumption spending per capita and as a percentage of gross domestic
product (GDP), 2020.

Note: Data for Canada and Switzerland are as of 2019; data for others are as of 2020.
Sources: AAMC analysis of CMS National Health Expenditures data for the United States and OECD data for all other countries.
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Comparing overall spending as a percentage of GDP (or as per capita spending) is frequently
done to highlight the variation in spending across countries but without identifying the context or
causes of that variation. Authors often present higher U.S. spending overall as de facto
evidence of waste without placing it in the context of the U.S. economy as a whole or examining
the reasons behind the higher costs. Consider this comparison: In 2020, U.S. military spending
as a percentage of GDP was 50% higher than the Organization for Economic Cooperation and
Development (OECD) average (3.7% vs. 2.5%),? yet those numbers by themselves tell us very
little. Similarly, in 2017, OECD members spent 3.5 times the U.S. level of public spending for

families as a percentage of GDP (2.1% vs. 0.6%),® which also tells us very little.

U.S. Health Care Is Composed of Multiple Financing Systems

U.S. health care financing is a mix of public and private insurers (payers) and providers
operating independently or within multiple heterogeneous systems. Public health insurance (i.e.,
Medicare and Medicaid), established in the 1960s, was intended primarily as coverage for
hospital care for elderly people, people with disabilities, and poor people.* In 2020, more than
half (59%) of the nonelderly U.S. population was insured by private insurance obtained through
employers, and about 6% was covered through individually purchased plans, predominantly
through the Affordable Care Act Marketplace.®

The United States is the only developed country that does not provide a basic health care plan
to all residents.® As a result, more than 27 million nonelderly people (10% of the nonelderly
population) remained uninsured in 2020,” and that lack of insurance coverage affects the costs

of health services for everyone (discussed in other papers in this series). Traditional Medicare

coverage resembles some other countries’ single-payer systems, but it operates within a large
private system and pays only for coverage for adults aged 65 and older and people with

disabilities or specific conditions.

Given the multiple financing systems in the United States, it should not be a surprise to see
higher spending amounts (discussed later in this paper) compared with similar countries. And
while the United States spends considerably more than other countries on health care, the

growth in spending from year to year has remained in line with other similar countries (Figure 2).
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Figure 2. Annual percentage growth in health care spending by country.
Source: AAMC analysis of CMS National Health Expenditures data for the United States and OECD data for all other countries.

Less on Health, More on Care — Despite Greater Basic Needs

The United States spends most of its health care dollars on clinical services, and it spends less
on social services as a percentage of GDP than other developed countries do. The relatively
lower spending on social services, which affects social determinants of health, contributes to
many of the poorer health-related outcomes in the United States, such as life expectancy at
birth.81° In 2019, the United States spent 18.7% of GDP on public social spending,'’ less than

the average of all OECD countries (20.0%) and far less than countries such as France and

Germany (Figure 3).
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Figure 3. Public social spending as a percentage of GDP and poverty rate by country.

Note: Social spending values for Canada and Switzerland are from 2018; data for all other countries are from 2019. Poverty
rate for Germany is from 2018; data for all other countries are from 2019. OECD average calculated with latest available values
for OECD countries.

Source: OECD. Social spending (indicator). doi:10.1787/7497563b-en. Poverty rate (indicator). doi:10.1787/0fe1315d-en.
Accessed March 25, 2022.

The need for social services spending is higher in the United States than in other developed
countries because of the higher percentage of people living in poverty (which negatively affects
health): 18.0% of people in the United States were living below the poverty level in 2019 (the
second highest rate of all OECD countries after Costa Rica) compared with 12.4% in the United
Kingdom and 8.4% in France.'?> Comparing average incomes can obscure the extent of poverty;
on average, U.S. residents out-earn most other countries. However, the United States also had
the highest share of workers earning less than two-thirds of median earnings in 2020: nearly a
quarter of the U.S. population (24%) compared with the OECD average of 14%."

Higher Costs Tied to Higher Wages and Administrative Costs

In addition to the glaring differences between the health and financial systems across developed
countries, there are differences in labor and administrative costs. More than half of U.S.
inpatient hospital costs are for wages and benefits.'* Data about total wages in health care are
limited, but a review of 2019 or 2020 tax documents for 30 large and financially well-performing

health systems across the United States found the wages (excluding benefits) of employees
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account for an average of 39% of the systems’ total spending. For some health systems, that
percentage is much larger, up to 59%. These estimates do not include the wages of physicians
not directly employed by a health system, so the values are likely underestimates of true labor

costs.

According to our review of those 30 U.S. health systems, the estimate for total wages in 2020
ranged between $0.9 and $2.3 trillion — and was most likely close to $1.5 trillion (39% of total
health care spending). In another analysis of fiscal year (FY) 2019 Medicare spending data from
258 hospitals across the United States, wages accounted for 38% of hospital spending and
ranged from 14% to 91%.'% In 2019, the share of total reported health spending that went
toward wages in Italy and the Netherlands was 31% and 69%, respectively, and in 2018 in the

United Kingdom, that value was 46%.®

Altering the labor component of health care costs in the U.S. economy has not been a focus in
federal policy, and it probably should not be. If the labor costs of all employees in the U.S.
health sector were reduced to the 31% share of health spending attributable to wages in Italy,
the United States would save $300 billion (assuming 39% of U.S. health spending is currently
attributable to labor). The loss of income to much of the health care labor force would likely
cause further attrition and workforce shortages at a time when clinical personnel are already in
short supply.'” Reducing labor costs is unrealistic in the near term, because hospitals alone
have reported a 37% increase in labor costs in the past two years and an increase of more than

100% in contract nurses’ median hourly wages.'®

Although total wages for physicians amount to a very large number in the United States, their
pay accounts for a small percentage of total health care spending. According to an analysis
using Medscape’s average physician salary, OECD's 2019 number of U.S. practicing
physicians, and CMS 2020 National Health Expenditures data, physician income made up only
7% of total health expenditures in 2020.19-20

The high estimated administrative costs in the United States consistently stand out in
worldwide comparisons. By one estimate, these costs totaled $765 billion in 2018.2" They are
the nonclinical costs of running a health care practice or system, including billing, insurance,
marketing, enrollment, and quality measurement.?’ However, administrative costs also capture
the costs associated with allowing patients to choose their providers and insurers (e.g.,

marketing costs for plans and providers).?? In theory, the U.S. system is based on choice and
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competition, where all entities (insurers, providers, employers, and patients) make choices

about whom to accept and cover and where to enroll.

Due to the complexity of the large private insurance market, we expect administrative costs in
the United States to be higher than in other developed countries, though research has
suggested that select administrative costs are “excessive.”?*2° Not surprisingly, researchers
have also found that countries with single-payer health systems such as Canada spend

considerably less on administrative costs than the United States.?5:%7

Billing and insurance-related costs make up a large share of the total administrative costs, and

while billing and payment for services are necessary in a fee-for-service environment, research
has suggested that introducing standardized billing and claims across insurers, simplifying prior
authorizations, and improving data accessibility across providers within health systems could

result in substantial decreases in costs.?32527-29

Limiting the Growth in U.S. Health Care Spending Is Not a Quick Process

While some health policy changes in the past century have slowed growth in health care
spending, none have reduced total costs of health care. International comparisons help
highlight the issue of higher costs in the United States and keep the discussion of costs on the
policy agenda, but they are not useful in illuminating next steps for reducing growth in spending
from year to year. Policymakers would be wise to look for incremental steps toward reducing
spending growth, at least until the political will for a sweeping system change becomes a

serious possibility.

Most people would probably agree that eliminating some of the administrative processes that
result in the need for many nonclinical positions per clinician is a reasonable goal. A critical
examination of administrative processes that do not add value or control unnecessary clinical
spending, such as claims, billing, and prior authorizations, would be beneficial, as could
increasing the wages of the lowest-paid health care workers (e.g., aides and assistants) to meet

clinical demand.

While the United States will not mirror the health care financing arrangements of other
countries in the coming decade, it does have opportunities to control costs. Reducing the
growth in nonlabor costs — of supplies, drugs, and administration — may be possible with

carefully crafted incremental policies.
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As policymakers and others discuss reforms for controlling costs in the U.S. health care system,
it is time to set aside the international comparisons of differing health systems, populations, and
environments and instead focus on where the country can feasibly direct resources within health

care to improve outcomes while holding the growth in spending to a minimum.
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