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Optimising the input mix for a
futureproof health system

Presenter: Sarah Hogan, Deputy Chief Executive & Principal Economist

Date: 14 October 2025



Key messages

1. Labour costs are a source of unavoidable cost growth in the health sector.
2. How we spend affects how much we spend.

3. Urgent need for improved decision-making with a long-term strategy:
* Not for cost containment!

* Forinput mix optimisation!
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Futureproofing funding — A long-term strategy

What do we mean?
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When we think about cost drivers...

We talk about...

We tend to ignore...

Ageing and Burden of
LE disease

Expectations Innovation

Incomes Output mix
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20 Years of price changes in a market-based system (USA)

Selected Consumer Goods & Serwces, Wages (January 1998 to December 2018)

250%
H ital
e ol
o, ! /
«Qde | ' / fﬁ.'t'ﬁ?ne& =
' ees
MORE |t |
EXPENSIVE ‘ -. /
| " College 9

Textbooks

—3
Child Care m
& Nursery
School (“)

| : ‘ /J Medical
100% | - | i

150%

Care Ser VECES
Average
Hourly

. Earnmgs
/ ﬂ

Housing

_._‘éﬁ:Food &

50% ..__tBeverages ;
CPI for o
P — - All Iltems &/
——— : ‘ New cars e
— — == . : : —_——.—5——[ ~—= Household
0 Ny [ = e e === e sl Lgai i | : = == Furnishings

: l | Apparel -
\ | : . i - L %[I'El%sg’ne E
on | ﬁ — N -=——=..—.Serv?ces

MORE T~ SR L
AFFORDABLE T e

-100% | | - Televisions{oHR
1998 1999 2000'2001 2002 2003 WOdizoos 2006 2007|2008 2009 2010 201 2012 2013 2014 2015 2016 2017 2018

Article & Sources:
https//howmuch.net/articles/price-changes-in-usa-in-past-20-years

CPI and other price indices - Bureau of Labor Statistics - https:/data.bls.gov/PDQWeb/cu h OWM u C h net
N 2 |E|Q Average hourly earnings - Bureau of Labor Statistics - https://data.bls.gov/timeseries/CESO500000008

ECONOMIC HESEARCH




Fiscal affordability and political sustainability: Cost growth?

< \J fie  Can health spending continue to grow as a
g4 % of GDP?

* The role of productivity
* Avoidable vs unavoidable cost growth

Y 10 the and
Burng é‘:emw:"" ;r?r 5:::’
Peath oW

“Fiscal illusion” (Baumol 1992)

“.. an unfortunate choice in this arena does
_— indeed threaten to bring us an economy, in the
e words of the poet, ‘where wealth accumulates
and men decay’.” (Baumol 1993).
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Publicly mandated health expenditure as % of GDP, by financing type 2000-2023

. Rapid growth...
...and reversal

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 20m 2012 2013 204 2015 2016 2017 2018 2019 2020 2021 2022 2023

New Zedand e 16-country average e= Tax average Mandatory heaith insurance average

Source: OECD data
Note: OECD estimates for New Zealand after 2018 not included

NAER Source: Tenbensel & Lorgelly, 2025. -



New Zealand’s input mix

Delivery of Health Services, 70.3% Other, 10.4%

Long-term
Residential and
Home Care,
14.4%

Disability Support HCSS & ARC,
Services, 7.4% 7.0%

Primary, Community, Public and Total Pharmaceutical Expenditure,

Population Health Services, 4.9%
Hospital and Specialist Services, 44.6% 25.7%

Government and mandatory schemes only

NZIER
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Comparisons: Low level of transparency — confidence in decisions?

Alignment of expenditure for comparability

NZ Health & Disability OECD Health System
System Financing

Vote Health

A ACC-funded health [
SEIVICES Government and

compulsory schemes

Disability Support
Services

Other health

spending
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New Zealand’s input mix is an outlier

Total Long-term

Delivery of health . . . Other health
) pharmaceutical residential and .
services . expenditure
expenditure home care

Average (mean) 61.4% 13.3% 16.1% 9.2%
Australia 65.2% 12.2% 9.8% 12.9%
Canada 65.2% 9.6% 19.8% 5.5%
Denmark 60.2% 9.2% 23.0% 7.6%
Finland 59.9% 11.6% 25.2% 33%
Germany 54.3% 16.4% 12.4% 16.9%
Iceland 61.8% 10.4% 19.7% 8.1%

Korea 66.4% 19.3% 10.5% 38%

New Zealand 14.4% 10.4%
Norway 54.6%

6.6%

Portugal 462%  260%  20%  258%

Spain 63.9% 22.6% 7.5% 6.0%
Switzerland 62.0% 13.6% 19.2% 5.1%
United Kingdom 68.1% 10.0% 14.5% 7.4%

NZIER Government and mandatory schemes only
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Are we spending enough on medicines?

Total pharmaceutical expenditure per capita (PPPs)

Government and mandatory schemes only
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Total pharmaceutical expenditure (% of GDP) vs. HALE/LE

Government and mandatory schemes only
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Where do we spend now for a futureproof system?

Objectives

* Isflexible, adaptable

 Recognises opportunities and is ready to invest
 Supports people to manage their own health

* Transparent and accountable

Enablers: The key inputs to strengthen

Planning
Digital and
technology decision-

Non-
medical
workforce

making
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