








An Unhealthy America

The next tables rank the top five and bottom five states in terms of historical real GDP. The top five overall performers
in 2003 are not surprising at all. California, New York, Texas, Florida, and lllinois all enjoy large economies, large land
mass, and large industries. The economies of the bottom five states are generally based in the service sectors or
agriculture. There are a lot of vacant miles in Montana, North and South Dakota, and Wyoming. Vermont has small land
mass, relatively remote geographical status, and little industry.

Historical Real GDP by State, 1970

Top 5 States US$Billions | Bottom 5 States ~ US$ Billions
California 243.85 South Dakota 4.20
New York 203.35 Montana 443

Texas 96.82 North Dakota 3.65

Florida 70.46 Vermont 3.86

lllinois 105.60 Wyoming 2.84
Source: Milken Institute

Historical Real GDP by State, 2003

Top 5 States US$ Billions | Bottom 5 States  US$ Billions
California 1468.90 South Dakota 27.18
New York 833.52 Montana 2491

Texas 815.68 North Dakota 21.01

Florida 553.94 Vermont 20.87

lllinois 499.50 Wyoming 20.11
Source: Milken Institute

Projected Real GDP by State,

2023 - US$ Billions

Top 5 States Baseline Optimistic Bottom 5 States Baseline Optimistic
California 2450.61 2621.31 South Dakota 39.26 42.05
New York 1093.76 1173.00 Montana 46.05 49.31

Texas 1273.57 1364.75 North Dakota 29.64 31.74

Florida 1159.87 1239.00 Vermont 33.14 3549

lllinois 678.06 726.16 Wyoming 32.56 34.86
Source: Milken Institute

Projected Real GDP by State, 2050 - US$ Billions

Top 5 States Baseline Optimistic Bottom 5 States Baseline Optimistic
California 5188.22 6096.22 South Dakota 56.30 66.20
New York 1650.46 1945.55 Montana 7744 91.09

Texas 2946.70 3466.98 North Dakota 40.59 47.72

Florida 3009.00 3540.33 Vermont 56.26 66.15

lllinois 1072.18 1260.62 Wyoming 52.23 61.40
Source: Milken Institute
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VI: CONCLUSION

This report quantifies the staggering cost for the national economy, and to employers, of failing to address the rising
costs of chronic disease. It differs from the majority of research, which generally addresses the costs of specific diseases
for individuals, government programs, or society as a whole.

While our focus on aggregate economic impact dictates a different methodological approach, our results are generally
consistent with other published estimates for treatment expenditures and productivity losses. Our findings on the long-term
impacts of improvements in health are also consistent with the few published studies of this kind. A study by Murphy
and Topel, for example,** found even more dramatic savings, concluding in 2003 that a 10 percent reduction in mortality
from heart disease would have a value of $5.5 trillion to current and future generations, while a 10 percent reduction in
mortality from cancer would be worth $4.4 trillion.

The clear implication of our findings is that good health is an investment in economic growth. The United States faces an
increasingly competitive global economy, and our national economic performance is closely tied to our ability to maintain
the best-educated, most highly trained, and healthiest work force. While it is well understood among policy-makers
that economic growth is dependent on investments in human capital, the importance of good health in maintaining a
competitive work force is frequently ignored. Better health leads to greater investments in education, resulting in
higher levels of human capital—which in turn causes wealth to increase in a virtuous cycle of economic growth.

During the past twenty-five years, the United States has made remarkable progress in reducing death and disability
attributable to many chronic diseases. Behavioral changes—especially the reduction in smoking—and early screening
and innovations in medical technology and interventions are responsible for the improvement. Yet much remains to be
accomplished to diminish the deleterious impacts on the quality and length of life.

Our findings lead to the following observations:
= Without action soon, aging of our population will lead to critically high rates of chronic disease.

Despite reductions in cancer incidence and heart disease prevalence, the aging population will likely lead to
dramatic increases in these disease rates over the next two decades. Prevention and early intervention, however,
can reduce disability and premature death rates. We project that as many as 40 million cases of chronic disease
could potentially be avoided in the next twenty years.

m  The business cost of lost productivity is huge compared to the costs of treatment.

In 2003 the United States spent $227.0 billion on the seven chronic diseases studied here. But after accounting for
lost workdays and lowered employee productivity, the indirect impacts on employers and the economy ran an
additional $1.1 trillion. Behavioral changes, early intervention, and more effective management of existing disease
can reduce the human suffering and costs. We could, in fact, reasonably expect within two decades to reduce the
economic impact of these diseases by as much as $1.3 trillion annually—of which the lion’s share, $905.0 billion,
would result from gains in worker productivity.

94. Kevin Murphy and Robert Topel, “Diminishing Returns? The Costs and Benefits of Improving Health,” Perspectives in
Biology and Medicine 46, no. 3 Supplement Summer (2003).
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= Promoting better health is an investment in economic growth.

Good health contributes to economic growth: we project that in 2050, with improved prevention and early
intervention, real economic output could grow by 17.6 percent over baseline projections, or $5.7 trillion. Better
health leads to greater investments in education, resulting in higher levels of human capital—which in turn cause
wealth to increase in a virtuous cycle of economic growth. At the macroeconomic level, increased health, lower
chronic disease, and improved life expectancy raise the rates of return to a variety of investments. The result is
faster human and physical capital accumulation that ignites an explosion in knowledge and technology.

With these observations in mind, we offer the following recommendations for change:
= National health care expenditures should be reported for key chronic diseases.

Significant gap exist in the country’s system of reporting health-care expenditures. While we have very good
information on spending by type of purchaser and by site of service, we do not track national spending by condition.
Sources like the MEPS survey go a long distance in filling this gap, but there is a critical need for a new system of
national health accounts that would help policy-makers assess the value we are receiving in return for our spending.
We must develop a way to measure growth in treatment costs that simultaneously allows us to evaluate progress
in improving treatment outcomes. Today such analysis requires a team of computer programmers to assemble; it
should be available in simple tables for the general public.

= Theincentives in the health-care system should promote prevention and early intervention.

The health-care system, both public and private, must introduce incentives that encourage and reward prevention
and early intervention. Most chronic diseases are highly preventable. Their shared risk factors suggest that
coordinated prevention programs could have a major impact. Today our health-care system is a leader in providing
world-class care for people with acuteillnesses. We need to focus our efforts on creating the same level of excellence
in preventing and managing chronic disease.

= Asanation, we need to renew our commitment to achieving a “healthy body weight.”
Increasing obesity rates threaten to send treatment costs for diabetes and related conditions, such as heart disease
and stroke, soaring over the next twenty years. We need a strong, long-term national commitment to promote
health, wellness, and healthy body weight. Employers, insurers, governments, and communities all need to work
together to achieve this. Much of the effort could be directed at educating consumers to change behaviors. If we
could reduce the rate of obesity over the next twenty years, we could likely lower annual health-care expenditures
by $59.7 billion.

There are important impacts on government and businesses. Medicare, the fastest-growing component of the federal
budget, threatens to widen the budget deficit to unacceptable levels unless changes are made. The impact on state
budgets is equally onerous: Medicaid falls behind prison expenditures for fastest-growing state spending category.

Escalating health-care costs are eroding the ability of U.S. companies to compete against foreign firms. In many cases,
foreign governments cover health costs, or U.S. competitors don’t bear the full costs of providing health-care coverage.
Additionally, many U.S. firms provide health-insurance coverage to their retirees, which increases costs dramatically.
Holding other factors constant, lower costs of health care permit foreign firms to offer lower prices for goods and services.
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The rise in chronic disease is costing us lives, quality of life, and prosperity. Our current health-care debates focus
primarily on the extension of coverage and the design of efficient financing mechanisms. Equal attention should be
paid to addressing the rising rates of chronic illness that will sap our productivity and drive our health-care costs
needlessly higher. Our results show that even modest reductions in the burden of disease would yield dividends not just
in lower health-care costs, but in higher productivity and economic output.

Our analysis should be seen as a contribution toward a sorely needed national discussion on health-care spending and

chronic disease. Further research will add additional precision and knowledge on the multiple personal, societal, and
economic costs of chronic disease, as well as opportunities to reduce or avoid these costs.
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