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Abstract

The purpose of this study is to analyze the effects of economic growth on household out-of-
pocket spending using a dynamic computable general equilibrium model. The present study
is an applied research in terms of its purpose, and it is a descriptive and analytical research
in terms of its process. The data collection method is library research, and the data
collection tool is databases. Data were collected from the Central Bank, the World Health
Organization, and the Statistical Center of Iran for the years 1390 to 1400 for high-income
provinces. The dynamic computable general equilibrium model and Diner software were
used to analyze the data. The findings showed that economic growth increases household
out-of-pocket spending on health and medical expenses, so economic growth affects the
consumption of health services and their tariffs in high-income provinces.Therefore,
economic growth may be accompanied by an increase in the prices of essential goods and
services, which leads to an increase in household out-of-pocket expenditure, even despite an
increase in nominal income. In contrast, sustainable and inclusive economic growth,
accompanied by improved efficiency in the provision of public services and curb of inflation,
can help reduce or control these costs.
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Extended Abstract

The nexus between macroeconomic performance
and household welfare remains one of the most
critical focal points in development economics,
particularly concerning the accessibility and
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affordability of essential services such as
healthcare. While economic growth, typically
measured by Gross Domestic Product (GDP), is
fundamentally viewed as a driver of human
development and improved living standards, its
impact on the microeconomic burden of
households specifically Out-of-Pocket (OOP)
expenditures is multifaceted and often paradoxical.
In many developing and emerging economies,
including Iran, the transition toward higher
economic growth does not invariably translate into
reduced financial vulnerability for households in
the health sector. Instead, the structural shifts in
consumption patterns, inflationary pressures on
medical services, and the evolving role of the state
in health financing can exacerbate the fiscal burden
on private individuals.

In the Iranian context, despite various health
reforms aimed at increasing insurance coverage,

the share of OOP expenditures remains a
significant concern for policymakers. The
volatility of economic indicators and the

fluctuating efficiency of public health spending
necessitate a sophisticated analytical approach to
understand how macroeconomic shocks and
growth trajectories influence the financial stability
of households. Previous literature has often relied
on static econometric models or cross-sectional
analyses, which fail to capture the temporal
dynamics and the feedback loops between
economic agents. There is a profound research gap
regarding the dynamic interaction between
economic growth and health-related financial
shocks, especially when examining high-income
provinces that represent the leading edge of the
country’s economic activity. This study seeks to
address this gap by investigating the impact of
economic growth on household OOP health
expenditures through a rigorous computational
lens, providing a nuanced understanding of how
growth-induced changes propagate through the
economy to affect private health spending.

Methodology

To capture the complex, intertemporal, and
stochastic nature of the economy, this research
employs a Dynamic  Stochastic  General
Equilibrium (DSGE) model, implemented via the

Dynare software environment. Unlike traditional
static models, the DSGE framework allows for the
integration  of  microeconomic  foundations
representing households, the government, and the
monetary  authority  within a  macro-level
equilibrium structure. The study adopts an applied,
ex-post facto research design, utilizing longitudinal
data spanning the period from 1390 to 1403
(2011-2024). The empirical scope is specifically
focused on high-income provinces in Iran, selected
to observe the dynamics in regions where
economic fluctuations are most pronounced and
impactful. Data were meticulously gathered from
authoritative sources, including the Central Bank
of Iran, the World Health Organization (WHO),
and the Statistical Center of Iran.

The methodological workflow follows a rigorous
five-stage stochastic modeling process. First, the
model establishes the optimality conditions for all
economic agents, including the household’s utility
maximization subject to budget constraints and the
government’s fiscal rule. Second, a steady-state
equilibrium is identified, providing the baseline
upon which shocks are applied. Third, the model
undergoes log-linearization to transform non-linear
equilibrium equations into a tractable linear form
suitable for computational analysis. Fourth,
Bayesian estimation is utilized to calibrate the
model parameters, ensuring that the structural
components align with the observed historical data
of the selected provinces. Finally, Impulse
Response Functions (IRFs) are derived to simulate
how a one-standard-deviation shock to economic
growth affects the endogenous variables,
specifically the household’s OOP health
expenditures, over time. This approach ensures
that the results are not merely correlations but are
grounded in the structural mechanisms of
economic interaction.

Results and Discussion

The empirical findings of the DSGE model reveal
a significant and counter-intuitive relationship
between economic growth and household financial
burden. The model fit, validated through second-
order moment comparisons and rigorous t-tests and
F-tests at the 95% confidence level, confirms the
reliability of the simulated trajectories. The most
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prominent result indicates that positive economic
growth shocks lead to a subsequent increase in
household OOP health expenditures. This
phenomenon can be attributed to several structural
mechanisms: as the economy expands, the
increased demand for high-quality medical
services and specialized healthcare often outpaces
the supply-side adjustments, leading to price
increases in the health sector. Furthermore,
growth-induced inflation in essential service
sectors can diminish the real value of public
subsidies, effectively shifting a larger portion of
the health financing burden onto the private
household budget.

The analysis of the impulse response functions
demonstrates that while the impact on medical
tariffs may show varying degrees of volatility in
the short term, there is a sustained upward trend in
healthcare costs in the long term following periods
of economic expansion. These results suggest that
without concurrent improvements in the efficiency
of public health delivery, economic growth may
inadvertently act as a catalyst for increased
financial precariousness among households. These
findings are highly consistent with recent
international literature. Specifically, the results
align with the findings of Lee et al. (2023)
regarding the role of income in private health
spending in Asian economies, and the observations
made by Farooqi et al. (2024) concerning the
complexities of growth and health status in
developing nations. The results also corroborate
the work of Pengui et al. (2022) and Tizara & Abdi
(2021), reinforcing the theoretical consensus that
macroeconomic expansion must be accompanied
by robust institutional frameworks and efficient
public spending to ensure that the benefits of
growth are inclusive and do not come at the cost of
increased private medical debt.

Conclusion

This study concludes that economic growth, in the
absence of strategic institutional interventions,
does not inherently function as a mechanism for
reducing the financial burden of healthcare on
households. In fact, the dynamic equilibrium
analysis suggests that growth can exacerbate OOP
expenditures through price escalations and shifts in
the cost-sharing structure between the state and the

private sector. For the high-income provinces of
Iran, this implies that higher GDP levels do not
automatically safeguard households against health-
related financial shocks. Therefore, a policy
paradigm shift is required. Policymakers should
focus on enhancing the efficiency of public health
expenditures and optimizing the tariff structures to
prevent the “crowding out” of public services by
private costs.

Furthermore, it is recommended that the
government strengthens the integration of basic
and complementary insurance schemes to mitigate
the volatility of OOP spending. Efforts should be
made to prevent premature or unchecked
privatization of health services, which tends to
heighten the sensitivity of household budgets to
macroeconomic fluctuations. Additionally, the
findings suggest a need for a more equitable
redistribution of health resources, ensuring that the
fiscal lessons learned from high-income provinces
can inform the stabilization of health financing in
lower-income regions. Future research should aim
to incorporate more granular data on specific
medical service types and explore the role of
digital  health  technologies in potentially
decoupling economic growth from rising
healthcare costs.
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