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The Fallacy of Health Care Reform as
Economic Stimulus

Robert A. Book, Ph.D.

After spending decades trying to reduce health
care costs, some commentators and policymakers
now argue that health care costs should be in-
creased to stimulate the economy.*

At the crux of the argument are the notions that
increasing spending on health care will create jobs
that can be filled by those losing jobs in other areas
of the economy—and that implementing long-pro-
posed reforms (such as an increased emphasis on
primary care and large-scale deployment of health
IT) will reduce health care costs.

These two arguments are fundamentally at odds
with each other. Advocates claim simultaneously
that (a) it would stimulate economic growth to
spend more money on these reforms, and (b) these
reforms would reduce total health care costs—that
is, result in spending less money. Perhaps one could
make an intelligent argument for either proposition,
but it is not possible to make both of those claims
and be consistent.

Two Sides of the Same Coin. The entire pro-
posal rests on the assumption that one can get a “free
lunch” by looking at only one side of the ledger—by
counting the benefits of reform but ignoring the
costs. Health care jobs are clearly a benefit to work-
ers who would otherwise have worse jobs or no jobs
at all, but as long as employees need to be paid, one
person’s job is also another’s cost. Artificially increas-
ing the number of health care jobs also artificially
(and wastefully) increases health care costs. On the
other hand, reducing total health care spending
means there is someone who would otherwise be

L\
e A

paid who is either no longer being paid or being paid
less—and that person is losing a job or taking a pay
cut. Spending money on health care might create
jobs in the health care industry but only at the cost of
jobs destroyed elsewhere in the economy. In other
words, health care reform might reduce health care
costs, or it might create new health care jobs, but it
cannot do both simultaneously.

Any money the government spends on health
care (or anything else) has to come from some-
where—either higher taxes, more borrowing, or
inflation—and that means less is available to the
economy for private spending. Government spend-
ing cannot cause prosperity; it can only reallocate
resources from one person or activity to another.
Prosperity—economic expansion—can be achieved
only by increasing total production, not simply mov-
ing it around. For this to occur, entrepreneurial indi-
viduals and companies have to find it worthwhile to
engage in productive activity and investment. The
only way government can induce sustainable eco-
nomic expansion is to reduce the taxes and regula-
tions that inhibit productive activity.

In the long run, wasteful spending will not stim-
ulate the overall economy or improve health care; it
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will only divert resources that would be better used
elsewhere. Health care reforms are beneficial only if
they result in todays health care at lower costs,
improved health care at the same or tolerably higher
costs, or some combination of the two.

Increasing Spending While Cutting Spending?
Health care expenditures are taking up an ever-
larger share of GDP, rising from 13.7 percent in
1993 to 16.0 percent in 2006 and forecasted to
grow to almost 20 percent by 2017.2 Proponents of
reform have long argued that this trend is sucking
the lifeblood out of our economy, and bound to
cause or deepen a recession. And yet, now some of
those same experts are arguing that, in order to get
the economy out of a recession, health care spend-
ing must be increased. In essence, it is as if they are
saying, “Our economy is threatened because heath
care spending is too high, so to solve the problem
we need to make it higher.”

For example, MIT economist Jonathan Gruber
says that “health care reform can be an engine of
job growth,” and he cites two main categories of
job opportunities. First, he argues that longstand-
ing proposals for reform of primary care would
create new jobs for nurse practitioners and physi-
cian assistants, which would save money because
primary care is cheaper than specialty care. Sec-
ond, he cites President-elect Barack Obama’s pro-
posal to spend $50 billion on health information
technology, which would create jobs in the IT
sector and save money through more efficient
record-keeping.’

However, in order for heath care reform to be
“an engine of job growth,” health care spending
must go up, not down. After all, the main reason
people like jobs is that they come with paychecks.
The goal of reducing health care costs directly con-
tradicts the “logic” of stimulus spending. The idea
of stimulus through primary care reform is a con-
tradiction: Spending will be reduced, as higher-
paying specialty care jobs are replaced by lower-
paying primary care jobs. Furthermore, these
jobs—in serious professions requiring real exper-
tise and years of training—would do little to
improve the short-term job prospects of people laid
off from other industries.

The idea that increased health IT spending will
result in a permanent increase in jobs in the IT sec-
tor is a red herring. If health IT will reduce health
care costs in the long run, then those new jobs in the
technology sector will be more than offset by money
saved—that is, jobs “lost”™—in other sectors. There
will be less need for file clerks and office staff and
perhaps even nurses.” To argue that health IT is
both a good stimulus and a way to reduce health
care costs is in effect arguing that it is good because
it creates (technology) jobs but also good because it
destroys even more (health care) jobs.

Medicaid Reform as Stimulus Spending? Some
advocate Medicaid expansion as part of a stimulus
package. Medicaid is a complex program in need of
reform to provide better health care for the poor at a
lower cost, but there is no reason to believe that
Medicaid expansion would be a source of stimulus
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for the overall economy. The argument that it would
comes in two forms.

First, some claim that expanding Medicaid eligi-
bility would cause previously uninsured families to
spend more on consumer goods, since they would
not have to save for unexpected medical expenses.
Gruber and Yelowitz find that previously uninsured
households that become eligible for Medicaid do
indeed spend more.” But this does not mean that
total consumer spending increases—the money
used to fund Medicaid expansion has to come from
somewhere; in particular, whoever paid the taxes to
fund the expansion had to reduce their own spend-
ing. Furthermore, the recessionary effects of taxa-
tion mean that the decrease in spending by other
taxpayers is greater than the increase in spending by
new Medicaid recipients.

Second, others argue that increasing federal
funding for Medicaid and SCHIP would free up
state money for public works (“roads and bridges”).
In fact, it would do no such thing. These are match-
ing fund programs: The states run the programs,
and the federal government provides subsidies pro-
portional to the funding provided by the states
themselves. If the federal government gave states
money to enroll more people in these programs,
that would require states to spend less money on
public works projects to meet the matching require-
ments. In fact, under existing law, states could

already increase the amount of federal money they
receive for Medicaid by choosing to spend more on
their own. But they do not, because that would
require cutting spending on other programs—for
example, public works projects.

No Free Lunch. All of these arguments still
neglect the bigger picture: Any money the federal
government spends on health care reform, health
IT, Medicaid, roads and bridges, or anything else
has to come from somewhere. And that “somewhere”
is either increased taxes, more borrowing, or infla-
tion of the currency, any combination of which
would cancel out any “stimulus” effect of the new
spending. Spending money on health care or “roads
and bridges” might create jobs in the health care or
construction industries, but that is only at the cost
of jobs destroyed somewhere else. This is what
economists mean when they say, “There is no such
thing as a free lunch.”

Prosperity cannot be achieved by simply moving
resources around from one sector of the economy to
another. Rather, it can be achieved only by increas-
ing production, which can be induced not by
spending but by reducing the taxes and regulations
that inhibit productive activity.

—Robert A. Book, Ph.D., is Senior Research Fellow
in Health Economics in the Center for Data Analysis at
The Heritage Foundation.
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