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management in the public sector and has a lengthy experience in the health sector. He was 
a technical analyst/manager in the Central Regional Health Authority, Health Funding 
Authority, and Ministry of Health.

and chair of the Health Funding Authority from 1996 to 2000.

AC K N OW L E D G E M E N T

acknowledged.

A B O U T T H E A U T H O R S





vii

The performance of the public health system and public hospitals especially is an 
enduring and crucial issue for public policy under any government. The value of spending 
in the sector, approaching 20 percent of government spending and 8 percent of the total 

and improvements in the wider economy.

concern, as is the paucity of transparent and reliable information with which to evaluate 

possibly unsustainable – increases in funding each year, the system struggles to meet 

the points system.1

Long-term and consistent time series data on performance have not been easily available 
to researchers, so studies are often compromised by weak data. Hospital performance 
data are fragmentary and hard to obtain because they are not routinely and consistently 
assembled in a readily usable form. Even the Ministry of Health, in a recent report on 

policy discussion?

Such data as have emerged in recent years have been compromised by technical 

regards productivity. The two main conclusions of a 2005 Treasury report (released under 

• Real (that is, Consumers Price Index-adjusted) hospital expenditure in 2003/04 
was 13.4 percent higher than in 2000/01, whilst measured hospital outputs were 

to have fallen 7.7 percent (2.6 percent per year) over the past three years (1997/98 to 
2000/01).

• Over the previous three years (1997/98 to 2000/01), the same approach suggests that 

1 The points system refers to the system used to prioritise patients for elective surgery. It was expected 

timeframe.

F O R E WO R D
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turned to Mani Maniparathy for advice on how to get the data we were interested in. Mani 

Authority, Health Funding Authority, and Ministry of Health. Using the methodology he 
describes in this paper which summarises his results, he has produced new time series 
data on hospital performance in terms of value for money and productivity.

inconsistencies in the primary data sources, the study reinforces and extends the trends 

years between 2000/01 and 2005/06. When only diagnostic-related groups are used to 
measure output (as a proxy for all output), cost per unit increased 11 percent between 
2000/01 and 2005/06 as opposed to 18 percent when all output is used.

• Overall productivity of personnel in public hospitals decreased 8 percent over 

decrease of approximately 15 percent for medical personnel and 11 percent for 

by the contracting out of certain services like cleaning, maintenance and information 
technology.)

• The overall real average personnel costs for hospital services increased approximately 

In assembling this data, our purpose is to stimulate research and discussion, so this is 

productivity.

maintained, but what explains the apparent decline in output per employee? Are 
there time lags that mean increases in unit costs today will result in improvements in 
productivity in the future?

the administrative cost increases that have arisen from duplicating the funding function 
that was with the Health Funding Authority among the 21 District Health Boards (DHBs); 

of Health and other government health agencies.

What are the real reasons behind the deterioration in productivity and value for money 
in the hospital sector? The data suggest a break in trend productivity that coincides with
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the abolition of the purchaser–provider model of health funding. What have been the 

use of private providers on productivity? Has the location of the funding function within 

administrative costs?

In this connection, the paper points to the increase in payments to hospitals that are 
not tied to service delivery but are provided as lump sums. These have reached levels 

Authority was in operation, these payments are outside the spirit of the Public Finance 

It is encouraging that, in the last few years, interest in the issues has increased with 
the creation of the Performance Assessment Steering Group (established in 2005 with 
representatives from the Ministry of Health, the Treasury and DHBs). But it is perplexing 

re-emergence of interest in information on productivity within government is welcome, 

The 2007 Ministry of Health report points to the use of productivity and cost data for 
benchmarking DHBs, but under existing governance and funding arrangements it is 
not clear that there is any system of incentives to achieve benchmarks. Hence, there are 

hospital cost data using data envelope analysis was abandoned as out of tune with the 
DHB model and the politics behind it. This was unfortunate, as a continuation of this 
analysis could have helped to explain the reasons behind the productivity trends.

There is a rich agenda for policy analysts and evaluators in exploring the causes of the 
productivity decline. One conclusion that is clear, however, is that a continuation of the 
trends in these series will create serious problems for future governments in terms of 

Looking to the future, we hope that this data can be developed into a more robust and 
consistent time series. It is encouraging that Bakker Maniparathy Claridge Ltd is willing 
to update the study periodically and make it available to researchers. On a wider scale, I 
would like to see Statistics New Zealand mandated to produce performance information 
to high and consistent standards across the public sector and selected private sector areas 
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to support a drive for performance improvement. The health sector would be a good 

protection for performance information held by state sector service providers.2 It is not 
policy advice, which is rightly accorded some protection. It was disappointing that 
the Ministry of Health was not as cooperative as it could have been in releasing this 
information to us.

together and express my appreciation to the New Zealand Business Roundtable for 

for her contribution to the research.

2 Address delivered on 28 August 2008 at the Annual General Meeting of the New Zealand Institute of 
Economic Research on the occasion of its 50th anniversary.
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Outputs

METHODOLOGY

Hip replacement 100 4.0 400 110 4.0 440
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Surgical 271,419 285,010 298,265 294,318 298,031 302,638 311,471 317,299

Maternity 48,111 50,253 49,554 48,622 49,550 51,185 49,853 52,159

Neonatal 20,625 23,343 24,273 25,042 27,429 26,503 25,456 25,452
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Note: The 2003/04 and 2004/05 non-diagnostic related group data are of poor quality, so are not used in 

Community 70,168 78,711 91,960 97,130 95,034 84,526 89,339 87,122

Clinical training agency  27,427 27,418 26,048 24,844 23,677 23,742

Disability 114,288 90,785 109,537 100,304 95,447 87,142 60,502 68,491

Mental 177,055 172,698 198,475 192,588 197,940 183,968 194,479 210,830

Public 15,542 15,605 22,252 22,541 21,503 20,189 19,284 12,502

Other 16  3,203  17,564
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Inputs

Nursing personnel  17,164 17,607 18,265 19,447 19,908 20,219 21,270 21,470

All 40,242 41,343 42,412 43,730 44,332 45,245 47,545 48,386
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Health Expenditure Trends in New Zealand 1996–2006

Treasury Report: Value for money in health – the DHB sector




