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Health and the economy 

Presentation by Martin McKee 

Thank you for inviting me to speak at this forum. Like the other 

panellists, I was given a list of questions on the general theme 

“Does Europe matter?”. One of them asked whether the EU should 

take action in the health sector to improve health or was health 

determined by other factors, such as macroeconomic trends. As is 

often the case, it is actually more useful to reframe the question. 

As I hope to show, this is not an “either/or” question. Both are true, 

but together they are only part of the story.  

I want to begin by reviewing some work that we have recently 

completed that looks at the relationship between health and the 

economy. This was a project undertaken by the London School of 

Hygiene and Tropical Medicine, the European Regional Office of 

WHO, and the Centre for European Policy Studies here in 

Brussels, with funding from DG Sanco. Our starting point was a 

very important report published in 2001 by the Commission on 

Macroeconomics and Health. That report was looking at the 

situation in developing countries. It showed that, at least in poor 

countries, good health was an essential determinant of economic 

growth and conversely that bad health was a significant brake on 

economic and social development. This work has been highly 

influential, providing the intellectual underpinning for contemporary 

policies on international development assistance. Unfortunately we 

cannot simply assume that the situation in developing countries 

can be applied to high income countries. Countries such as those 

in the EU differ in two important respects.  
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First, while in developing countries the predominant disease 

burden is attributable to communicable diseases, maternal and 

perinatal conditions and nutritional deficiencies, in developed 

countries the greatest burden is attributable to non-communicable 

diseases, such as cardiovascular disease, diabetes, injuries and 

mental health problems. The Commission on Macroeconomics and 

Health was able to identify certain basic interventions to address 

the diseases that predominate in developing countries, such as 

bed nets to prevent malaria. However the threats to health in 

Europe, however, are substantially more complex. In particular, 

they require multifaceted intersectoral policies to prevent them 

from arising and integrated multi-disciplinary management 

strategies to treat them. 

Second, production techniques in high-income countries have 

particular features. Agriculture and primary extraction are less 

important within the economy. Technological progress has meant 

that manual labour has become a less important factor in 

generating output than in developing countries. The importance of 

manual labour in the overall economy is likely to influence the 

ways in which ill health impacts upon labour market outcomes. 

In our report we were able to bring together in one place a wealth 

of evidence that is normally scattered among many different places 

to look at the contribution of health to the economy in high-income 

countries. This encompasses cost-of-illness studies; the impact of 

health at the individual and household level; the macroeconomic 

impact of health, the economic value of better health and the 

impact of the health system on the economy. 
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We began from a simple theoretical framework in which health 

could contribute to economic outcomes in high-income countries 

through four main channels: higher productivity, higher labour 

supply, improved skills as a result of greater education and 

training, and increased savings available for investment in physical 

and intellectual capital. So what did we find?  

We were able to show that a significant amount of evidence exists 

to support the economic importance of health in the labour market 

in rich countries. We found that health matters for a number of 

economic outcomes: wages, earnings, the amount of hours 

worked, labour force participation, early retirement and the labour 

supply of those giving care to ill household members. In addition 

we reviewed the comparatively scarce evidence from high income 

countries on the effect of health on education and on savings.  

There was compelling evidence that poor health negatively affects 

wages and earnings. The magnitude of the impact obviously differs 

across studies and direct comparability of results among countries 

is limited. However the overall effect was clear.  

We were also able to demonstrate the existence of an extensive 

empirical literature, mainly from the USA but more recently also 

from Europe, showing that health increases the probability of 

participating in the labour force. In the same way we could show a 

significant and robust role for ill health in anticipating the decision 

to retire from the labour force. Again, the relationship has been 

more extensively researched in the USA than in Europe. However, 

these findings raise important questions that we don’t have time to 

go into now about the impact of differences in institutional 
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frameworks, such as pension rules, availability of disability benefits 

and occupational insurance arrangements. 

Ill health matters not only for the performance in the labour market 

of the individual directly concerned but also for that of their family 

members who, in turn, will often have to adjust their labour market 

behaviour. We showed that, in general, men appeared to reduce 

their own labour supply by substantial amounts if their wives 

became ill but women were more likely to work if their husbands 

became ill. Obviously this can partly be explained by the unequal 

distribution of gender roles within the family and the different 

situation of men and women in the labour market.  

We also looked at the impact of health at the macroeconomic 

level. We were able to show that historical studies that had 

explored the role of health in particular countries over the past one 

or two centuries have confirmed that much of today’s economic 

wealth is directly attributable to past achievements in health. We 

already know that health — typically measured as life expectancy 

or adult mortality — is a very robust and sizeable predictor of 

subsequent economic growth in virtually all studies that have 

explored this issue in poor countries. However, researchers have 

focused less on the specific role of health in economic growth in 

high-income countries, and in the few cases in which this was 

done, health was not always found to be positively related to 

economic growth. We suspected that this was due in part to the 

use of health indicators that imperfectly capture the existing health 

differences between high-income countries. We were able to 

confirm this by showing how, if cardiovascular mortality is used as 

a measure of ill health, health is a significant predictor of 
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subsequent economic growth in high-income countries, but not in 

low- and middle-income countries. 

It is widely accepted that GDP is an imperfect measure of social 

welfare. It is simply the sum of monetary transactions in the 

economy and as a result it fails to incorporate non-market goods, 

such as the value of health. The true purpose of economic activity 

is the maximisation of social welfare, and not necessarily the 

production of goods by themselves. Since health is an important 

component of properly defined social welfare, measuring the 

economic cost of ill health only in terms of foregone GDP leaves 

out a potentially major part of its ‘full income’ impact, which we can 

define as its impact on social welfare. We undertook an innovative 

analysis that placed a monetary value on the years of life gained in 

EU countries in the past decade, both in total and those additional 

years that can be attributed to the contribution of health care. This 

showed that Europe has achieved major gains in full income, and 

moreover that when we compared investment in health care with 

the economic gains associated with the increases in years lived, in 

many countries there was at least a two-fold return on investment.  

Finally, while there is a direct effect of health on the economy, 

there is also an impact of the health system on the economy 

irrespective of the ways in which the health system affects health. 

The health sector ‘matters’ in economic terms simply because of 

its size. As one of the largest service industries, it represents one 

of the most important sectors in developed economies. Currently 

its output accounts for about 7 % of GDP in the EU-15, larger than 

the 5 % accounted for by the financial services sector or the retail 

trade sector. And around 9 % of all workers in the EU-25 are 
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employed in the health and social work sector. Through its sheer 

accounting effect, trends in productivity and efficiency in the health 

sector will have a large impact on these performance measures in 

economies as a whole. Moreover, the performance of the health 

sector will affect the competitiveness of the overall economy via its 

effect on labour costs, labour market flexibility and the allocation of 

resources at the macroeconomic level. 

In our study we were able to review an extensive body of evidence 

on the link from health to the economy. We have shown that 

investment in the health of the people of Europe will be an 

important means to enhance the economy of Europe. However, we 

did not look at the other side of the equation, because it is already 

so well understood. This is the link from the economy to health. 

There is an enormous body of research showing that economic 

growth is good for health, at least as long as the economic gains 

are distributed in an equitable manner, as has largely been the 

case in Europe. Obviously the situation is very different in the 

USA, as we have seen in the aftermath of Hurricane Katrina.  

So what does this mean for European policy? We have been able 

to show, on both theoretical and empirical; grounds, that the 

European welfare state can be good for economic growth. The 

challenge is to create policies that will support the development of 

a virtuous circle in which investments in the health of Europe’s 

citizens lead to improved economic performance which in turn lead 

to better health and so on. Investment in policies that promote 

health must therefore be at the heart of the Lisbon Agenda. In the 

time available, I can’t go into the detail of what must be done. 

Obviously we need policies at all levels, and in many sectors. We 
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need action by local and regional governments, by national 

governments, and by the European Union. Where action takes 

place depends on what needs to be done. For example, decisions 

about traffic calming measures are best taken by local government 

but action to ban tobacco advertising, because of its cross border 

nature, is best taken by the European Union. However, to return to 

the original question “Does Europe matter?”, no-one, I think, would 

argue with the contention that European policies matter for 

economic growth and as a consequence, the European institutions 

have a legitimate role in intervening to support this aim. What I 

have tried to show is that, in pursuit of economic growth they have 

a powerful justification for intervening to promote health.  

I also believe that, even if this was not the case, we could still 

legitimately ask our representatives to take actions that would 

promote the health of the citizens of Europe anyway, but that is 

something that I am sure others will want to address.  

Thank you 
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