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Abstract

Health spending is an important expenditure item for production growth because it includes both
Funding: See Page 610 public expenditure and private investment. Therefore, investment in health can lead to production
Received: 2023/08/13 growth by increasing income. This study explains the effects of the quartiles of the share of the rich
Accepted: 2023/11/06 and the poor in the combination of public and private health expenditures, in line with the general

policies of the health system, on the growth of the production sector, using the final quartile regres-
sion model for the period from 1989 to 2021. The results of the estimation show that the indicators
of both private and public government health expenditures and the literacy rate have a positive tem-
poral correlation with production growth in the first (Q,,) and second (Q,) quartiles. As the time lag
components decrease and the data move towards the third (Q,,) and fourth (Q,) quartiles, the cor-
relation between the study indicators and production growth increases. In other words, in the upper
quartiles of society, increases in health expenditures and literacy rates have led to greater production
growth. Moreover, according to the results, a one-unit increase in the ratio of the health cost of the
richest 20% to the poorest 20% in the third (Q,) and fourth (Q,) quartiles reduces GDP per capita
growth by 0.26 and 0.30 units, respectively. The results also suggest that the impact of public health
expenditures on production growth is greater than that of private health expenditures. Therefore,
policymakers should direct public health investments in such a way that they benefit every citizen
equally, without profit motives. On the other hand, due to the sensitivity of the issue, citizens must
have a strong oversight role over the private sector, and economic policymakers should establish a
model system for private health investments that complements public health investments.
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Extended abstract

Introduction

Labor is one of the fundamental inputs in the production process. While the transition
from labor-intensive to capital-intensive production gained momentum after the
Industrial Revolution, labor efficiency and efforts to enhance it have always been of
paramount importance. These efforts led to the emergence of the concept of human
capital, first articulated by Theodore Schultz. The integration of human capital
into growth models has underscored its crucial role in production and economic
development.

Economic growth and higher per capita income contribute to improved nutrition
and public health. Given the significant impact of a healthy workforce on economic
growth, investments in the health sector are vital for both public institutions and
private enterprises. Governments allocate substantial portions of their budgets
to healthcare as a public good. Simultaneously, the relatively inelastic demand for
healthcare services often incentivizes private-sector participation. As a result, health
expenditures—comprising both public and private investments—play a crucial role
in driving economic growth.

Methods
This study investigates the quantile effects of wealth inequality—measured by the
relative shares of the rich and the poor in publicand private healthcare expenditures—
on production sector growth. Using quantile regression models estimated with
EViews and Stata, the study analyzes data from 1989 to 2021, sourced from the
Statistical Center of Iran and the Central Bank of Iran.

The applied model is specified as follows:

Q(amGDP|1y, ne)
=fPog T By ar + B-GG + +5,PH, + B,EX; + . FOF;
+ B, EDU, + B, UNE, + B, CAF, + B,INF. + =,
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Where:

o GDPRGDF® represents Iran’s per capita GDP growth.

o GGGk, and PH.FH. denote government and private healthcare
expenditures, respectively.

o EX.EX., POP.POF., EDU,EDU, UNE.UNE, CAP.CAP, represent
exchange rates, population growth, literacy rates, unemployment rates,
capital formation, and inflation, respectively.

Results and Discussion

The quantile regression results reveal distinct effects of healthcare expenditures
and socioeconomic variables on production growth across different income
segments. In the lower quantiles (Q,. and Q.), government healthcare
spending, private healthcare expenditures, literacy rates, population growth,
and gross capital formation exhibit a positive association with production
growth. However, in the upper quantiles (Q . and Q,.), the impact of government
healthcare spending, private healthcare expenditures, and literacy rates
intensifies, whereas the effect of population growth diminishes. This suggests
that in wealthier segments, increased investments in healthcare and education
significantly enhance production growth.

The study also finds that the expenditure ratio of the richest 20% to the
poorest 20% does not significantly affect per capita GDP growth in the first
two quantiles. However, in the higher quantiles (Q,; and Q,), this effect is
negative and statistically significant. Specifically, a one-unit increase in this
expenditure ratio reduces per capita GDP growth by 0.38 and 0.22 units in Q.
and Q,,, respectively. This indicates that rising wealth inequality can decelerate
production growth, particularly in higher-income segments.

Additionally, the study confirms that exchange rate fluctuations, inflation, and
unemployment negatively impact per capita GDP growth across all quantiles,
with stronger effects in the upper quantiles.

Conclusion

The findings underscore that rising inequality in healthcare expenditures—
where the wealthy outspend the poor—can impede economic growth in higher
quantiles. Conversely, increased public and private healthcare expenditures,
alongside improved literacy rates, substantially enhance production growth in
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these quantiles.

This study provides empirical evidence on the intricate relationship
between wealth disparities in healthcare expenditures and economic growth.
However, these relationships may vary across different economic structures
and healthcare systems.

Given Iran’s classification as a middle- or low-income country, public
healthcare expenditures play a particularly crucial role in sustaining economic
growth. Fluctuations in per capita income directly influence public healthcare
investments. The results suggest that public healthcare spending exerts a more
substantial impact on production growth than private healthcare expenditures.

Economic policymakers should prioritize strategic public healthcare
investments to ensure equitable access without profit-driven motives. Although
private healthcare investments are primarily profit-oriented, policymakers
must develop regulatory frameworks to facilitate private-sector participation
as a complement to public healthcare spending. Additionally, expanding
healthcare investments can generate positive externalities, such as job creation,
which further contributes to national development.
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24. Domestic general government health expenditure (% of current health expenditure)
25. Domestic private health expenditure (% of current health expenditure)

26. World Development Indicators

27. Real effective exchange rate index (2010 = 100)

28. .Edwards

29. Consumer Price Index (CPI)

30. Product Price Index (PPI)

31. Unemployment, total (% of total labor force)

32. School enrollment, secondary (% gross)

33. Population growth (annual %)
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