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Health and Prevention — How Sustainable
are Our Healthcare Systems?

Health expenditure is at a high level in numerous countries and is
continuing to increase. Since it promotes longer-term growth and
welfare, it tends to have positive effects on the economy. However,
rising health expenditure can also be a sign of inefficiency and
cause harm to other sectors of the economy. Since households are
obliged to spend ever-increasing amounts on their healthcare,
there is less of their budget left for other expenditures such as edu-
cation or social security. Many economies are therefore trying to
stem the growth of healthcare expenditure.

From a corporate perspective, efficient healthcare systems are es-
sential, as absence from work caused by illness or accidents is ex-
tremely costly for companies. The resources devoted to healthcare
provision must therefore be used in the most targeted and efficient
way possible. One appropriate solution to this question is preven-
tion and the promotion of healthy lifestyles; these two issues were
also the focus of the 64 global meeting of the WHO in May 2011.
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The increasing significance of prevention and pro-
moting healthcare is beneficial to companies whose
products and services promote a healthy lifestyle.
Companies that also maintain comprehensive
healthcare and safety management systems for
their employees and suppliers are also reducing
their medium- to long-term internal costs, which
should also have a positive effect on their business.
Investing in such companies is thus advantageous
for longer-term investors. On the other hand, com-
panies offering products and services that are prob-
lematic from a healthcare policy perspective — the
classic example being the tobacco industry — pose
more of a problem for investors.

Is rising healthcare expenditure a double-
edged sword for the economy?

The healthcare sector generates relatively high lev-
els of value and employment compared with other
industries. Rising healthcare expenditure, as ob-
served in many countries — including Switzerland
and Germany — is thus not a bad thing per se from
an economic perspective: if more funds flow into the
health sector, this can increase the value generated
and lead to more employment in the medium term.
This was shown by a study carried out by INFRAS
(2010) and commissioned by the Swiss Pharmaceu-
tical Firms Association (vips): in many European and
Scandinavian countries, healthcare is already one of
the most value generation-intensive industries. In
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Switzerland, for example, it was responsible for
11.4% of GDP for 2009. Higher healthcare expendi-
ture also has a positive effect on the health of the
population. Since healthier people are also more
productive, this tends to lead to economic growth.
Over the longer term, this leads to a better quality of
life and greater welfare (INFRAS 2010).

However, is rising healthcare expenditure really only
a good thing for the economy and society? Or are
there losers in the equation? The fact that high ex-
penditure on healthcare can also lead to some
downside effects was illustrated by the OECD and
WHO’s analysis of the Swiss healthcare system in
2010. According to this analysis, although the Swiss
healthcare system is one of the world’s best in
terms of quality, it is also expensive, relatively inef-
ficient and not transparent enough. Switzerland’s
healthcare expenditure expressed as a percentage
of gross domestic product is exceeded by only six
OECD countries (USA, Holland, France, Germany,
Denmark and Canada). The report contains 26 rec-
ommendations for reform, including numerous pro-
posals on how to reduce costs.

As the INFRAS report (2010) shows, cost trends in
the healthcare industry have a tangible effect on
public finances. The more expenditure the popula-
tion has to shoulder for healthcare, the less budget
remains for other outgoings. The biggest winners in
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Figure 1 Simulation of the effects on value creation and employment of an increase of just under 10% in healthcare expenditure

Source: INFRAS 2010.
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terms of rising healthcare expenditure are chiefly
healthcare providers (hospitals, doctors, care cen-
tres, etc.) and, downstream, the medical equip-
ment manufacturers, insurers, and research and
development (Figure 1). The Swiss pharma industry
benefits only slightly at first from an increase in
demand for its pharmaceuticals on the domestic
market. Since it is heavily export-orientated, it
really profits only if demand for pharmaceuticals
also rises in export countries. The manufacturers,
credit institutions, the hotel and restaurant indus-
try and many other sectors, on the other hand, tend
to suffer from high healthcare costs, as they leave
no room for other expenditure, i.e. they cause
'opportunity costs'. For this reason, these sectors
have a direct interest in making cost savings with
regard to healthcare.

Prevention for increased efficiency

Preventing illness is an effective way of improving
the population’s health and increasing life expec-
tancy. Prevention is considerably more cost-
effective and associated with fewer unpleasant
side-effects than restoring health via curative
measures once an illness has taken hold. This was
also stressed by the recommendations for reform
made by the OECD and the WHO (2010): if Switzer-
land wants to run its healthcare system more effi-
ciently, prevention and health promotion should be
bolstered. Whereas on average, OECD countries
devote 3.1% of their healthcare expenditure to pre-
vention, only 2.3% of expenditure in Switzerland is
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devoted to preventing illness (Figure 2). The
neighbouring countries of France and Italy spend
even lower shares, at 2.0% and 0.7% respectively.
Germany, on the other hand, attaches more value
to prevention, spending 3.7%.

In many places, politics plays an active role in pro-
moting prevention. In Switzerland, for example, the
parliament has recently passed a new law on pre-
vention that is intended inter alia to prevent
chronic illnesses such as cancer and diabetes, to-
gether with mental illnesses. Similar campaigns
are on the political agenda in Germany, France and
the UK.

The global health organisation WHO also focused
on the topic of preventing and fighting non-
transmissible illnesses at its 64" worldwide meet-
ing in 2011. The fact that the spotlight is on non-
transmissible and chronic illnesses such as cardio-
vascular disorders, cancer, respiratory diseases
and diabetes is no coincidence. These conditions
have become the leading causes of death world-
wide and are continuing to increase in industrial
nations alongside greater life expectancy. Merely
adopting a healthy lifestyle considerably reduces
the risk of catching these illnesses. Therefore, pre-
vention, raising awareness and early detection are
of the utmost importance, as well as being rela-
tively cost-effective. Last but not least, social
framework conditions should also be configured to
ensure that a healthy lifestyle is within the reach of
everyone.

Expenditure on prevention and advertising as a percentage of healthcare ex-

penditure in OECD countries 2008

Italy
Denmark (2007)
Iceland
Austria
Portugal (2006)
Luxembourg
France
Norway
Australia (2007)
Switzerland (2007)
Poland 2.3
Spain 2.4
Japan (2007) 2.4
Korea 25
Czech Republic 2.7
Belgium 2
Estonia 2.8
OECD average 3.1
Sweden
United States
Germany
Slovenia
Hungary
Slovak Republic
Netherlands
Finland
New Zealand
Canada

bl
]

5.7
6.0
Zl

0 1 2 3

Figure 2 Source: OECD Health Data 2010.
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Obstacles to prevention

Placing greater weight on promoting prevention
would require a paradigm shift in healthcare pol-
icy. This does however pose certain obstacles. One
fundamental uncertainty inherent in prevention is
the fact that people’s health is the result of a great
many different factors. Other than in terms of cur-
ing illnesses, the purposes and success rate of
prevention are not always easy to determine. If
several measures are employed at the same time,
it can also often be difficult to assess which meas-
ure was the most effective. Do prevention cam-
paigns curb cigarette smoking? Or is the drop in
smoking more to due with the tax on tobacco, the
ban on smoking in restaurants, clubs and bars or
even a purely social trend?

If health-related investments are to be helped to
break through on a broad scale, cooperation from
the economy is vital. This is not, however, always
easily achieved: as mentioned above, rising health-
care costs result in lower expenditure in other sec-
tors. For this reason, wide sections of the economy
are interested in an efficient and cost-effective
public health service, which could be promoted via
prevention. However, the individual economic sec-
tors involved would benefit comparatively little and
often only indirectly. This explains why they show
such little effort and involvement in favour of pre-
vention. Against this, several powerful players in
the healthcare and nutrition industry whose reve-
nues would be hurt by prevention are resisting ef-
forts to promote prevention: ‘calorie producers’ in
the food and drink industry, for example, or manu-
facturers of pleasure items such as alcohol and
tobacco actually benefit from unhealthy nutritional
and lifestyle habits. Many wholesalers also want to
protect their profit margins in the low-price seg-
ment in particular and thus rely chiefly on un-
healthy foods laden with fat and sugar. No wonder
they are so attached to the status quo and want to
protect their economic interests (Neue Zircher
Zeitung, 2011a). This also applies to companies in
the healthcare sector, because fewer people be-
coming sick would result in a drop in demand for
pharmaceuticals and medical services. Pharma
companies rely only on preventive medicine if they
would profit financially by doing so, e.g. by provid-
ing new vaccines or molecular early diagnoses,
and/or if they are able to depict themselves as ex-
emplary. Some foodstuff producers also strive to
follow this path to success by championing foods
such as low-calorie products as effective against
obesity, or promoting products with added vita-
mins.

Preventing illnesses within companies

Companies typically have a vested interest in en-
suring their own employees remain healthy. Ab-
sences from work — whether caused by accidents
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at home or in the workplace or by illness — are a
burden both on the employees affected and on the
company itself, and generate high costs. Healthy
employees, motivated workers and successful
teams can no longer be taken for granted -
changes, reorganisations and increasing demands
from customers leave employees and teams faced
with formidable challenges. Investing in corporate
health and safety management systems that in-
clude precautionary measures means that compa-
nies can obtain and nurture employees who are
healthy, happy, effective and motivated. It also en-
ables any excessive loads placed on employees to
be identified early and avoided by raising aware-
ness and taking appropriate measures. This mini-
mises health-related absences and costs. Simi-
larly, companies can also benefit from using guide-
lines, audits or informational services as a contri-
bution towards creating good working conditions at
their suppliers as well.

That said, companies are faced with a similar di-
lemma to political bodies: preventive measures
involve costs, and their usefulness is difficult to
assess in advance and difficult to measure after
the event. For example, some companies first be-
come aware that actively regulating workload or
taking out insurance against lengthy employee ab-
sences can be financially worthwhile when inci-
dences of stress-related illnesses such as burn-
outs or cardiovascular problems increase.

In light of the facts mentioned above — healthcare
expenditure in many countries is rising and effi-
cient uses of that expenditure, such as prevention
and health promotion, are increasingly being re-
garded as important — we can assume that prod-
ucts dangerous to health will see restrictions im-
posed on them by the political sphere, whereas
products that promote health or prevent disease
will tend to be promoted more strongly. Therefore,
companies that provide healthy products have bet-
ter longer-term prospects for investors. On the
other hand, companies offering products and ser-
vices that are problematic from a healthcare policy
perspective — the classic example being the to-
bacco industry — pose more of a problem for inves-
tors.

In addition, an ever-increasing number of compa-
nies are expected to implement preventive health-
care measures for their employees. Over the me-
dium-to-long term, companies can profit from
solid health and safety management systems by
saving operating costs and thus generating higher
returns. Companies on the other hand whose strat-
egy is to skimp on preventive measures represent a
risk not only to their employees but also to inves-
tors, since a large number of employee sick days
for illnesses or accidents will also end up affecting
their economic performance.
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DISCLAIMER

The assessments and data reported above are offered
by Inrate for informational purpose or for being used by
financial professionals. They are in no way
recommendations to invest or disinvest in any financial
product. They must not be understood as a financial
forecast of financial performance of underlying
securities of researched companies.

© All rights are reserved. The entire paper and its parts
are protected by copyright. Utilizations other than
those legally permitted need to prior written
permissions from the authors.

Inrate Ltd.

Rue de Romont 2
CH - 1700 Fribourg
+41 58 344 00 00
Binzstrasse 23

CH - 8045 Ziirich
+41 58 344 00 20
www.inrate.com

5



