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The major driver of 
increasing healthcare costs 
is the development of new 
health technologies. All new 
technology costs money. A 
generation ago, there were 
no MRIs or CT scans, and 
organ transplants were a 
news item more than a reg-
ular procedure. 

The second com-
ponent to rising costs is 
increased utilisation of 
health technology. While 
this is partly driven by an 
older population, it is over-
whelmingly the product of 
more people generally using 

the more widely available technology. 
Whereas sports people a few generations 
ago retired when they injured a knee, 
teen footballers these days have anterior 
cruciate ligaments repaired and continue 
their careers. Similarly, we have an array 
of medicines now available that were un-
heard of a generation ago.

Medicines, medical devices and in-
creasingly complex testing and diagnosis 
options mean that we are spending more 
to better treat conditions in people that 
would previously have not been treated, 
or not been treated in the same fashion, 
usually less effectively treating or man-
aging conditions (particularly chronic, 
long-term conditions).

The results of such costs driving 
health spending can be seen through 
population screening programs. Mass-
screening programs have reduced 
deaths from cervical cancer by half 
over the last decade. Similarly, vaccines 
against cervical cancer are now part 
of the publicly-funded immunisation 
schedule for young women. Both of 
these have cost more in simple spend-
ing terms, but they have ‘purchased’ 
an improvement in health outcomes—
lower incidence of cervical cancer and 

a dramatic reduction in the death rate.
Some increases in spending on new 

technology in the short term can also lead 
to lower costs in treating conditions over 
time. The 2005 Nobel Prize in Medicine 
was awarded to Barry Marshall and J. 
Robin Warren of Western Australia for 
their research into the cause of peptic ul-
cers. This research led to a dramatic shift 
in the treatment of ulcers—many people 
could now be treated with a series of 
medicines rather than major surgery. 

More government spending will fix 
our health system—MYTH
Not surprisingly for an area dominated 
by government, the debate about how to 
improve our health system is dominated 
by demands for increased government 
spending. This is particularly true when 
it comes to discussion of the public hos-
pital system. However, the truth is that 
we actually have very little information 
about exactly what our health spending 
delivers in improving health outcomes—
that is, the improvement in health for 
the money we spend. We measure in-
puts through spending and government 
programs, outputs through hospital and 
aged care beds, Medicare services deliv-
ered and hospital separations—but we 
are particularly poor at actually measur-
ing what all these do for the actual health 
status of patients. 

The Medicare system is predomi-
nantly managed through a ‘fee for ser-
vice’ structure. Rather than paying for 
effectively treating a patient or manag-
ing a condition, most interactions in our 
health system are funded by paying for 
time or procedures. Simply paying more 
for such interactions is no guarantee 
of improving the health status of those 
being treated. Similarly, substantial in-
creases in funding to public hospitals are 
no guarantee that more patients are be-
ing treated or that such funding is being 
used in the most efficient manner. 

Per capita health spending in Aus-
tralia increased by over 80 per cent in the 
ten years to 2003, but at the same time 
concern about the state of our health sys-
tem remains unabated. Similarly, over the 
term of the Howard government, health 
spending nearly doubled (in nominal 
terms) but these concerns seemed to in-
crease towards the end of that period. 

Little research has been under-
taken into the ‘efficiency’ of our recent 
increases in health spending overall. In 
this particular area, the influence of the 
labour force issues is critical. The influ-
ence of health sector unions in the state-
run public hospital system is particularly 
strong—and this may in itself lead to 
extra spending being directed to wage 
and salary increases that do not benefit 
patients or the efficiency of the system 
overall.

The health debate is likely to only 
increase in importance over time. Health 
spending is rising faster than inflation, 
health technology continues to devel-
op, bringing further cost increases, and 
an ageing population and increasingly 
aware consumers demand access to the 
best health treatments available. As long 
as we retain a predominantly publicly-
funded health system this has a direct 
impact on the public through higher 
taxes. 

It is critical that the current health 
reform debate further involve the most 
important but under-recognised part of 
the system—the patient. Sadly the tradi-
tion of provider and expert-dominated 
debates seems set to continue, as even 
the Prime Minister’s National Health 
and Hospitals Reform Commission fails 
to include a consumer voice.

Expert advice has its place. But ex-
perts should guide, not determine, the 
structure and funding of our health sys-
tem. 

It is critical that the current health reform  
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