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Outline of presentation

• Why worry about rising health spending?
• How does NZ compare?
• Is long-run spending growth inevitable? 
• Are there reasons to keep spending more?
• What is our shared challenge?
• What will it take?
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Why worry? Need we say more….
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Health/GDP ratio projected to keep 
rising across OECD

• NZ: LTFM 
– base case: 12.4%
– scenario range: 9.7-15.7%

• OECD projections: a little 
lower (see chart)

• US projections: 
– Total spending: 19.5% in 2017; 

37% in 2050
– Federal spending: growing to 

12% in 2050

OECD Projections of Public Health & LTC 
Spending as a Percent of GDP (2006)
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Key drivers of health expenditure 
growth
• Demand side

• Population health: rising obesity/chronic disease; disability?  
• Demographics: ageing and ethnicity factors, pop. growth
• Expectations: rising age of median voter; technology fuels 

demand; rising incomes

• Supply side
• Technology: keeps expanding beneficial scope of system
• Workforce: highly skilled, global, English-speaking market
• Models of care: determine hospital admission rates
• Productivity: how to beat Baumol’s cost disease?!
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How does NZ compare?
Health expenditure as a share of GDP, OECD countries, 

2005
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Health expenditure per capita, OECD countries, 2005
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NZ spending level is ok: 

• Spend at OECD average given 
GDP (what our income would 
predict) – 9%

• Per capita spend is modest
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NZ health spending growth more 
problematic
• Slow growth relative to 

GDP over 1980s-1990s 
across OECD – but not 
NZ (or Australia) 

• NZ real spending growth 
very high relative to GDP 
growth in recent years – 
more than double (4.3% 
to 1.9% annual average)

1995-2005 (OECD 2007)
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• NZ managing pharmaceutical spending well
– Growing second slowest in OECD (above only Japan)
– Declining proportion of health spending (opposite to OECD trend)

• Implies high growth in other areas of health spending
– Looks excessive and unsustainable cf OECD
– Few countries had faster spending growth than NZ (10th overall)

• There are clear choices: countries travel at different speeds, different mix
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Life 
expectancy

Above average and above 
what is predicted by health 
spending per capita/GDP 
ratio 

☺ Ranking fallen since 1960 
(7th to 11th) 

Improving ranking for 
males 65+

Now behind Australia

☺

Premature 
mortality

Now worse than OECD 
average, especially for 
females

Reduction since 1970 
below average

Much lower reduction 
than in Australia

Mortality from 
cancer, heart 
disease, stroke

Cancer: higher than 
OECD average

HD: near bottom of OECD

Stroke: higher than 
average for females, lower 
for males

Lower than average in 
1960 – ie now worse

Similar to 1980 

Similar to 1980

Infant mortality Slightly lower than OECD 
average

Ranking has fallen since 
1970 (9th to 21st )

• Health status  
improving, but not as 
fast as other 
countries…

• So NZ’s overall 
ranking is declining

• Females compare 
least favourably

• Serious health 
inequalities

• Obesity high and 
rising – chronic 
disease burden 
growing Source: OECD Health at a Glance, 2007

Performance of the NZ health system: 
a very mixed picture
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Are there good reasons to keep 
spending more on health?
• International literature argues that spending on 

health has the potential to:
– Manage long term fiscal and economic costs 

associated with chronic diseases
– Enhance welfare: by using new technologies 

cost-effectively to improve health outcomes  
– Contribute to economic growth 
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Reducing the burden of chronic 
disease 

• Chronic disease accounts for possibly 80% of health care 
use – and its prevalence is growing

• A significant driver of increased health spending in the 
long term
– eg UK Foresight report: obesity and related chronic diseases will add 

£45.5 billion per year to health spending by 2050

• People with chronic diseases participate less in the 
workforce, retire earlier, and are likely to work less 
productively (and die prematurely)

• Management strategies and the evidence base on cost- 
effectiveness are relatively new/still developing



© The Treasury

Technological change needs to be 
carefully managed
• Technological change is a major driver of increased 

health care spending (and improved outcomes)
• Evidence from the US shows that: 

– new technology has been ‘worth it’ because the value of 
improved health outcomes has exceeded the cost 

– but highest spending regions do not necessarily have the 
best outcomes 

– and interventions that improve outcomes are not necessarily 
expensive

• Technology must therefore be used cost-effectively to 
capture its full value – issues include overuse, 
underuse, adoption & disinvestment
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Health and economic growth

• Improved health enhances human 
capital:

– Healthier children learn better and stay in 
school longer

– Healthier adults work more and longer, 
are more productive and earn more

• Poor health reduces labour force 
participation, especially poor mental 
health

• Possible way of managing health 
spending risk: invest marginal health 
$ in HK-enhancing areas 

• Growing the economy would help 
finance health spending: area we 
need to better understand
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Our shared challenge

• Slowing the rate of health spending while meeting 
increasing expectations
– assume we need to keep improving health outcomes 

with proportionately smaller increases to Vote Health
• Exacerbated by demand- and supply-side 

pressures 
• Relatively small changes in spending growth 

make a big difference over time
• Recognising different aspects to affordability
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It’s not all doom and gloom…

• Demographics will play a bigger role in future spending in 
NZ than many other countries, but

• OECD evidence shows that countries decide the level, 
trajectory and composition of spending, and

• NZ may be better placed to contain costs than some:
– overall spending control easiest through budget setting 

(tax-funded, single payer systems)
– DHB model enables an integrated approach to health 

care (some good examples) & PHCS has potential
• But possibly exposed to global labour market pressures



© The Treasury

What do we have in mind?

• Effective strategy needs committed leadership over time & 
broad consensus for slower growth 

• Widely shared interest in getting better VfM from health 
sector, improving performance & productivity 

• Making changes to address long-term challenges now 
means smaller adjustments possible, more palatable 
choices, smoother transitions

• Looking inside the “production function” for solutions: eg 
changing models of care
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Example: Doing more outside hospitals 
to improve system productivity
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Source: Barker et al, NZFP (2006)
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Source: Central Region TAS (2002) 

Evidence suggests primary care services can substitute for some hospital 
services

Possible to maintain effectiveness & patient satisfaction while improving 
cost-effectiveness

Our focus: are District Health Boards motivated to continuously seek & share  
these innovations?
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Getting better value for money means working 
smarter to get the best outcomes from available 
resources…

Need to get the most we can out of all the 
resources going into health

… for tomorrow’s health system to deliver 
what NZers require

… at a price we can realistically afford.
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