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Motivation

• Increasing dependence of health insurance 
revenue on subsidy from other sectors of 
government
– Rapid increase in health insurance (HI) 

expenditure due to population aging
– Population aging also reduce revenue base for HI 

contribution





• More dependence on the government subsidy 
means:
– Reducing labor income tax
– Increasing capital income tax and consumption tax
– Because: 

• HI contribution is typically imposed on labor income (or 
non-capital income)

• The source of the government subsidy is tax revenue, 
which consists of labor income tax, capital income tax, 
and consumption tax.



• Economic effects of the tax base change (1)
– Reduces the net tax burden of future generation.
– Increases that of current generation.
– This will improve the social welfare, because:

• Under the current fiscal policy in Korea, the net tax 
burden is shifted to the future generation.

• Redistribution of the tax burden from future generation 
to current generation will equalize the net tax burden 
across generations, which will improve social welfare.









• Economic effects of the tax base change (2)
– Does it improve the growth?
– Coexistence of growth-improving effects and growth-

delaying effects
• Reducing labor income tax and increasing consumption tax 

raise the savings rate
• Increasing capital income tax reduces the savings.
• Reducing labor income tax increase labor supply
• Technological improvement is expected if the production 

increases due to the tax base change (Chun (2013)).

– The simulation of Korean case shows that the tax base 
change improves the growth and the welfare of the 
future generations.







• Economic effects of the tax base change (3)
– Any possibility of increase in the health 

expenditure?
– From political economy perspective (Persson and 

Tabellini (1999)):
• Tax burden is generally progressive.
• HI contribution is generally regressive, because of the 

existence of income ceiling for HI contribution 
imposition.

• Revenue-neutral increase in tax-financing will reduce 
the median voter’s fiscal burden, which will make her 
vote for larger HI expenditure.



– Bureaucrats’ behavior (Niskanen (1968))
• HI policy makers and administrators, who want to increase 

budget and power (influence), will try to increase the HI 
expenditure, because they do not have to make much effort 
to increase the contribution revenue, if the problem of the 
health insurance budget deficit is relieved by the subsidy.

• They will make less effort to control the HI expenditure 
increase, by implementing cost-saving benefit formulae and 
treatment fee payment system and reinforcing its 
administration to reduce frauds of benefit recipients and 
healthcare providers



This paper addresses

• Effects of the revenue-neutral increase in tax-
financing on (public) health expenditure.
– Using 2010 OECD Health Data 



Estimation



• Dependent variables:
– National health expenditure (Tot_Exp_GDP) 
– Public health expenditure (Pub_Exp_GDP)

• Independent variables:
– Demand side:

• GDP_pc: GDP per capita
• Sen_rate: proportion of the aged 65 and older
• OOP: proportion of out-of-pocket money

– Supply side
• Nm_Physician_1000: number of physician per 1000 people

– Physician-induced supply (McGuire (2000)) vs. reducing 
physician’s income (depending on demand elasticity of physician)

• Share_Hospital_Exp: share of hospital care
• Unit_MRI_1million: number of unit of MRI per 1million 

people



• Independent variables – continued-
– Policy side:

• Soc_gov: share of HI fund share in public health 
expenditure 

• Gov_Exp: public health expenditure share in national 
health expenditure



• Samples
– OECD countries
– OECD countries as of 1961
– European OECD countries
– European OECD countries as of 1961
– European OECD countries as of 1961, with 

Soc_Gov larger than 10%.













Summary

• The increase in the tax-financing or more 
dependence on the subsidy from other sectors 
of the general government is likely to increase 
the health care expenditure.

• Then, what is its effect on the welfare? 



Further Research

• Identification of optimal HI revenue structure 
(General Equilibrium Model Approach)
– Increase in tax-financing increases the health 

expenditure, which increases the tax burden.
– The resulting Health expenditure increase 

improves the health (McGuire (2000))
– Growth effect of revenue neutral increase in tax-

financing improves social welfare (Chun (2012)) 



• Identification of process of health expenditure 
change due to the increase in the tax-financing.
– higher progressivity of the tax burden makes the 

median voter prefer higher public Health expenditure 
under the tax-financed system.

• Investigate the relationship between the progressivity of the 
tax burden and the health care expenditure (Data problem?).

– Identification of the median voter 
How does population aging affect the median voter’s 
decision?

• As population ages, the median voter is getting older.
• PHI contribution is typically not imposed on the older age 

groups.
• In extremely old society, the increase in the tax-financing 

may reduce PHI expenditure. 



– Bureaucrats’ behavior (General Equilibrium Model)
• Bureaucrats try to maximize the health expenditure.
• Possibility of implicit collusion with physicians

– Physicians want to increase the quantity of heath care service 
and to reduce the effort, to increase the pecuniary revenue and 
to reduce disutility from the health care service efforts. 

– The physician's effort and the quantity of the physician's 
service are the substitutes in the production of the good health, 
if the quantity is large enough (Ma and McGuire (1997)). 


