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2 PRODUCTIVITY REVIEW 

 

Why a better health system matters 

1 Introduction
Many of the issues confronting the Australian health care system have origins in the 
heightening prevalence of chronic conditions among the population, how the system is 
structured, where resources are allocated and how its prime actors behave. There is a 
particular concern about how Australia’s health system engages in preventative care and, 
where people have acquired a chronic illness, how it integrates care to manage their 
condition. 

This paper provides supporting evidence for key aspects of chapter 2 in the main report. 

• It assesses how Australia’s health system is performing in achieving the health
aspirations of Australians (‘the good’ — section 2 and ‘the bad’ — section 3). This is
not a systematic assessment of the functioning of the system — a task that is explored
in Supporting Paper 5 (SP 5) and chapter 2 in the main report. Rather, it selectively
examines some of the indicators of the health or ill-health of the nation, including the
prevalence of key chronic diseases (which are the target of the reforms recommended
in the chapter 2 in the main report and in SP 5). These indicators are ultimately
measures of the outputs of the health care system.1

• It explains why, and to what degree, health matters for almost all aspects of a society,
including its economic and social impacts (section 4). Its broad impacts and its large
costs means that even small improvements in managing or preventing chronic
conditions can produce substantial benefits for people’s wellbeing, labour markets,
productivity and avoided health care costs.

• Appendix A focuses on obesity and its consequences since this is now commonly
identified as a priority for action by governments and individuals.

2 Where the Australian health system is performing 
well 

In many respects, Australians enjoy comparatively good health, and by many measures, 
outcomes are improving (table 1). The vast bulk of Australians had ‘confidence that they 

1 Supporting papers are available on the Productivity Commission’s website at www.pc.gov.au and are 
referenced throughout this paper using the abbreviation ‘SP’ and the relevant number. 
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would receive quality and safe medical care, effective medication and the best medical 
technology if they were seriously ill’ (MCHP and Nous 2012). 

Life expectancy at birth increased by nearly 12.5 years for males and 10.3 years for 
females between 1960 and 2014, much of it due to lower mortality rates in people’s older 
years (AIHW 2017b). In 2015, among OECD countries, Australia had the third highest 
period life expectancy at birth for males (80.9 years), and the sixth highest for females 
(84.8 years) (WHO 2016).2 Given trends, future life expectancy will probably increase 
substantially, with Australia still likely to maintain its high longevity status compared with 
other OECD countries (Kontis et al. 2017). Moreover, age-specific disability rates have 
fallen considerably, and especially profound disability rates for older people (figure 1). The 
overall burden of disease — measured as disability-adjusted life years — has also fallen 
(figure 2) — and as a result health-adjusted life expectancy has risen over 
time (AIHW 2016b, p. 12). Australia’s life and health expectancy are at the high end of 
OECD countries (figure 3). 

Table 1 Where Australia is doing well compared with other OECD 
countries 

Description Measure Comment 

Life expectancya 82.8 years people; 80.9 
males, 84.8 females 

3rd highest among 35 OECD countries in 
2015 for all people and males, and 6th for 

females 
Healthy life expectancy 71.9 Highest among 35 OECD countries in 2015  
Number of adults in good to 
excellent healthb

15.8 million Australians 85.2% of the population aged 15+ population 
in 2014-15 

Average of 13 WHO 
International Health 
Regulations core capacity 
scores 

100 out of 100 Equal first among 35 OECD countries 

Prevalence of smoking 
among females 

13.1% age standardised rate 
for people aged 15+ years 

6th lowest among 34 OECD countries (where 
data are available) 

Prevalence of smoking 
among males 

16.7% age standardised rate 
for people aged 15+ years 

Lowest among 34 OECD countries (where 
data are available) 

Mortality rate attributed to 
ambient air pollution 

0.4 per 100 000 population Equal lowest among 35 OECD countries in 
2012 

 

a World Health Organisation, Global Health Observatory. b ABS 2016, National Health Survey: First
Results, 2014-15 — Australia, table 1, Cat. no. 4364.0 

2 Period life expectancy is likely to understate the actual life expectancy of a person born in any given year 
because it assumes that future mortality rates for any given age remain the same as the base year of the 
calculation. Typically, cohort life expectancies can be expected to be about 10 years more than period life 
expectancies. There are no widely available estimates of cohort life expectancies among OECD countries. 
Australia’s ranking in cohort life expectancies might vary from that implied by the period life 
expectancies. For example, Australia has very high obesity rates compared with many other countries and 
the full effects of that on mortality rates for older people is yet to be observed, and therefore not captured 
by period measures.  
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Figure 1 Disability rates are falling 
Percentage points change in disability prevalence rates, by age, 1998 to 2015 

a Other disability rates are equal to the rates for all disabilities less rates for severe and profound disability.
They mainly relate to moderate and mild core activity limitations and those with a schooling or employment 
restriction. 
Sources: ABS, Survey of Disability, Ageing and Carers, Cat. no. 4430 (1998 and 2015 editions). 

It is difficult to estimate value for money, but Australia spends less per capita on health 
that many countries for comparable or better outcomes in life expectancy. One imperfect 
but useful measure of the ‘bang for a buck’ for health spending for any country is the 
degree to which it achieves better or worse life expectancy outcomes than that predicted 
from the estimated relationship between life expectancy and health expenditure per capita 
(figure 4).3 Australia was ranked 14th out of 35 OECD countries in terms of this measure 
of the bang for a buck. However, among the 17 OECD countries whose GDP per capita 
exceeded the OECD average (the ‘rich’ countries), Australia had the third highest bang for 
a buck (figure 5).4 

3 Excluding the United States, which is an outlier. GDP is measured in PPP terms. 
4 While other factors than health expenditure affect life expectancy, the empirical literature is consistent 

with a link (Gallet and Doucouliagos 2016; Medeiros and Schwierz 2015; Zare, Gaskin and 
Anderson 2015). The elasticity of life expectancy with respect to health expenditure for OECD countries 
in 2014 derived by the Commission (excluding the United States as an outlier) is consistent with the 
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Figure 2 Australians are living longer and with less disability 
2003 and 2011a 

a YLL is years of life lost, while YLD is years lived with disability.
Source: AIHW (2016a, p. 76). 

And Australia is faring comparatively well by international benchmarks in certain areas of 
preventative health — most notably in reducing rates of smoking (AIHW 2016b, p. 16). 
Deaths due to transport accidents have fallen.5 So too has alcohol consumption, potentially 
reducing the health consequences that flow from excessive use. 

Australia has also been a leader in particular arenas of technology development and 
adoption, such as the Cochlear implant, the development of ‘spray on skin’, the human 
papillomavirus vaccine (which reduces the risks of cervical and many other cancers), and 
the effective treatment of H. pylori bacteria (a major cause of stomach cancer).  

meta-analysis of Gallet and Doucouliagos even after controlling for other factors influencing life 
expectancy. 

5 ABS 2016, Causes of Death, Australia, 2015, Cat. no. 3303.0 and BITRE (2017). There has been a small 
increase in road user death rates in recent years, but the trend is still negative. 
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Figure 3 Australians have relatively high life expectancy and health 
years of life, 2015a 

a OECD countries plus Singapore. HALE is health-adjusted life years.
Source: Online data from the Global Burden of Disease Study 2015 and the Institute for Health Metrics and 
Evaluation (IHME). 

Figure 4 Relationship between life expectancy and health spending per 
capita, 2014a 

a All OECD countries except the United States.
Source: OECD Health Statistics (online) for 2014. 
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Figure 5 Australia’s health bonus 
Difference between actual life expectancy and life expectancy given health 
spending per capita, for the richest OECD countries, 2014a 

a The richest countries are those with GDP per capita adjusted for purchasing power parity (PPP) above the
OECD average. Expected expenditure was based on a regression of log life expectancy against the log 
value of health spending (in PPP terms) per capita. 
Source: OECD Health Statistics (online) for 2014. 

3 The burden of chronic conditions 
Medical advances have lowered the rate of premature death, for example from infectious 
disease and trauma. The burden of disease has therefore shifted from premature death to 
managing chronic and complex conditions such as diabetes, lung cancer, cardiovascular 
disease and mental illness (table 2). As the risk factors vary by socioeconomic status and 
location, there are major health inequalities in Australia (table 3 and figure 6). Nearly 
45 per cent of Australians have three or more long-term illnesses — a share that has grown 
significantly over time. Nearly three million people say they are only ‘fair to poor’ health 
(table 4). 

A consequence of this shift is that while life and health-adjusted life expectancies have 
increased, Australia has a high number of years spent in ill-health in absolute terms and as 
a share of life expectancy. On both of these measures, these rates are second highest 
among a wide range of OECD and other developed countries. Were Australia to have the 
same ratio of healthy life expectancy to life expectancy as Singapore, Australians could 
expect about 2.6 years more of healthy life (figure 7).  
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Table 2 A snapshot of Australian’s major health problems and 
lifestyle risks 

Description Measure Comment 

Selected long-term conditions 

Diabetesa 1.2 million people 5% of the population in 2014-15. Rates were 12.8% of 
obese people and 2.5% of normal weight people 

Mental and behavioural 
problemsa

4.0 million people 17.5% of the population in 2014-15. More than double 
this proportion experience a mental disorder over their 

lifetimesb 

Chronic obstructive 
pulmonary diseasea

0.6 million people 2.6% of the population in 2014-15 

Heart, stroke and 
vascular diseasea

1.2 million people 5.2% of the population in 2014-15 

Suicidesc 3 027 in 2015, up 43% 
from 2006. 12.6 

per 100 000 people in 
2015c

21st highest in 2012 in OECD, but about double the 
rate of the best‑performing countriesd 

Lifestyle risk factorsa 
High/very high 
psychological distress 

2.1 million people 11.8% of 18+ population in 2014-15 

Obesity 4.9 million people 27.5% of 18+ population in 2014-15 

High blood pressure 4.1 million people 23% of the 18+ population in 2014-15 

Daily smoker 2.6 million people 14.7% of the 18+ population in 2014-15 

Risky/high risk alcohol 
consumption 

1.8 million people 10% of the 18+ population in 2014-15 

No/low exercise level 11.7 million people 65.9% of the 18+ population 
Inadequate fruit or 
vegetable consumption 

16.8 million people 94.9% of the 18+ population 
 

a ABS 2015, Australian National Health Survey: First Results, 2014-15, Cat. no. 4364.0. b The lifetime
mental illness rate is based on ABS 2008, National Survey of Mental Health and Wellbeing: Summary of 
Results, 2007, Cat. no. 4326, released 23 October). c ABS 2016, Causes of Death, Australia, 2015,
Cat. no. 3303.0. d WHO, Health Statistics 2016, Annex B.
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Table 3 There is significant health inequality in Australia 
Factor Measure Context 

Disability ratesa
1st quintile (lowest income) 
2nd quintile 
3rd quintile 
4th quintile 
5th quintile (highest income) 

37.3% 
34.7% 
17.9% 
12.0% 
9.6% 

Prevalence rates by household income quintiles for 
people aged 15+ years, 2015 

Relative death ratesb
Highest status (5) 
4 
3 
2 
Lowest status (1) 

1.00 
1.09 
1.16 
1.23 
1.29 

Ratio of age-standardised death rates by socioeconomic 
group, 2009–2011 relative to the highest group. If all 
quintiles had the 5th quintile rates, there would have 

been about 54 000 fewer deaths in this period.  

Chronic disease ratesc
1st quintile (lowest income) 
2nd quintile 
3rd quintile 
4th quintile 
5th quintile (highest income) 

15.2% 
10.2% 
9.8% 
5.9% 
6.1% 

Prevalence rates of people with 3 or more chronic 
illnesses, 2015 

Chronic disease ratesc
Major cities 
Inner regional 
Outer regional 

8.3% 
12.4% 
10.8% 

Prevalence rates of people with 3 or more chronic 
illnesses, 2015 

Life expectancy at 25 yearsd
Males (years) 

Low education 
Medium education 
High education 

Females (years) 
Low education 
Medium education 
High education 

52.6 
55.9 
59.3 

58.2 
60.4 
61.9 

6.7 year life expectancy gap between lowest and 
highest educational attainment for males, 

and a 3.7 year gap for females 

Immunisation rates for 1 year oldse
Rate in best area 
Rate in worst area 

98.2% 
73.3% 

Rates in about 1500 postcodes throughout Australia in 
2014-15 

 

a ABS 2017, Disability, Ageing and Carers, Australia: Summary of Findings, 2015, Cat. no. 4430.0. b AIHW
2014, Mortality Inequalities in Australia, 2009–2011, Bulletin 124, August. c ABS 2016, National Health
Survey: First Results, 2014-15 — Australia, table 1, Cat. no. 4364.0 d OECD (2017) e NHPA (2016).
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Figure 6 People in very remote areas live 18 years less 
2015 

Source: ABS 2016, Deaths, Australia, 2015, Cat. no. 3302. 

Table 4 Aggregate measures of ill-health and disability 
Factor Measure Context 

Years spent in ill healtha 10.9 years Highest among OECD countries and higher than 
would be expected given life expectancy 

Number of adults in poor to fair 
healthb

2.8 million people 14.8% of the population aged 15+ population in 
2014-15 compared with 15.1% in 2007-08 

Number of people with 3 or more 
long-term conditionsb

10.1 million 
people 

44.1% of the population in 2014-15 compared with 
38.8% in 2007-08 g  

Number of people with a disabilityc 4.3 million people 18.3% of the population in 2015 

Number of people with a profound 
or severe disabilityc

1.4 million people 5.8% of the population in 2015. Of people aged 70+ 
years, 23.0% have profound or severe disability 

 

Sources: a World health Organisation, Global Health Observatory. b ABS 2016, National Health Survey: First
Results, 2014-15 — Australia, table 1, Cat. no. 4364.0 c ABS 2017, Disability, Ageing and Carers, Australia:
Summary of Findings, 2015, Cat. no. 4430.0.  
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Figure 7 Australians live longer, but a greater share of that life is spent 
in ill health compared with most countries 
2015 

Years spent in ill-health as a share of life expectancy Years of healthy life gained if Australia had the same 
ratio of ill-health to life expectancy as Singapore 

Source: Institute for Health Metrics and Evaluation (IHME), 2016, Global Burden of Disease Study 2015. 

The burden of disease is measured by its cumulative effect on years lost from premature 
death and years spent with disability.6 The Australian Institute of Health and 
Welfare (2016a, p. 13) estimated that 31 per cent of the Australian burden of disease in 
2011 was preventable. The estimate is not exceptional by international benchmarks. In a 
global context, the World Health Organisation estimated that 80 per cent of all heart 
disease, strokes and diabetes are preventable and 40 per cent of cancers (WHO 2005, 
p. 18). In the United States, the Centres for Disease Control and Prevention (2014)

6 The sum of these years is referred to as ‘disability adjusted life years’ or DALYs. 
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estimated that 20 to 40 per cent of deaths from heart disease, cancer, chronic respiratory 
diseases, stroke, and unintentional injuries could be prevented (and as a result, 12.5 to 
25 per cent of all deaths). 

For some health conditions, the very existence of the disease reflect modifiable risk 
factors. For instance, an estimated 96 per cent of the burden posed by diabetes in Australia 
reflects modifiable risk factors such as excessive body fat and physical 
inactivity (AIHW 2016a, p. 122).  

But prevention is only feasible if the community and the health system is geared to early 
intervention and proper management of existing conditions. The problems are known — 
the solutions have only partly been implemented. While the Australian health system is a 
high-performing one by global standards, there are nevertheless a range of systemic flaws 
that weaken its capacity to address chronic illness effectively. (Table 5 provides just a few 
indicators across various domains of performance — some indicating excellence, others 
not.) Some concerns relate to coordination and communication within the system 
(including use of IT), some to the diversion of resources to unjustified clinical practices 
and away from critical needs, and others to the way that health professionals work with one 
another to produce outcomes. In chapter 2 of the main report, we have set out a health care 
system that is likely to reduce the incidence of chronic diseases or moderate their effects, 
and this issue is not examined further in this paper. 

4 Why should we care about preventative health?
The enduring nature of chronic conditions affects health care costs and people’s capacity to 
participate in society, including in the workforce. 

Wellbeing matters 

Fair or poor self-reported health status, mental illness and psychological stress, and poor 
dental health, and have major adverse impacts on people’s sense of 
wellbeing (VicDHHS 2015, p. x, 82).7 To put this in perspective, 24 per cent of older 
people with type 2 diabetes are on anti-depressants (AIHW 2016d). Sixty per cent of 
people with type 2 diabetes will develop eye disease within 20 years of first 
diagnosis (Dirani 2013). In 2012-13, there were 3570 lower limb amputations relating to 
diabetes or approximately 1.7 per cent of all diabetics in that year (AIHW 2017a). 

7 A major challenge for preventative health is that while people do not like being unwell, they do not have 
the same attitude to unhealthy habits. Some of the key precipitating factors behind ill-health, such as 
obesity, a sedentary lifestyle, the composition of diet, smoking and alcohol consumption have relatively 
weak links to perceived wellbeing. 
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Table 5 System indicators 
Description Measure Comment 

Use of cardiac catheterisationb 7.4 fold variation in 
use between areas 

Age-standardised use of technique in areas of 
NSW. Example of substantial unwarranted clinical 

variations 

Knee arthroscopiesb 71 087 admissions Unneeded treatment given no evidence of clinical 
benefits in the majority of cases 

Unplanned readmissionsc About 7% in NSW 
hospitals in 2014-15 

Measure of problems in initial hospitalisation and in 
follow-up care 

Vancomycin resistance in 
Enterococcus faeciumd

About 45 per cent 
resistant 

Indication of mismanagement of antibiotics. 
Highest rate compared with 29 European countries 

Practice nurses used 
managing/caring for people with 
chronic conditionsa

81% of GPs Australia ranked 5th among 10 developed 
countries, with the three best: UK (96%), 

Netherlands (92%) and New Zealand (90%) 

Capacity to email a GP about a 
medical question or concerna

30% of GPs Australia ranked 9th out of 10 developed countries, 
with the 3 best: Switzerland (80%), the 

Netherlands (57%) and the United States (57%) 
GPs use of electronic medical 
recordsa

92% of GPs Australia ranked 6th among 10 developed 
countries, with the 3 best: New Zealand (100%), 

Norway (99%) and Sweden (99%) 
Share of primary care providers 
who report they always receive a 
notification when a patient is seen 
in an Emergency Departmenta

18% of GPs Australia ranked 9th among 10 developed 
economies with the 3 best: Netherlands (68%), 

New Zealand (56%) and UK (49%) 

GPs saying health system works 
wella

48% of GPs Australia ranked 5th among 10 developed 
countries, with the 3 best: Norway (67%), New 

Zealand (57%) and Switzerland (54%) 

Quality of Deathe Index value of 91.6 
out of 100 

Based on measures of the availability, affordability 
and quality of end-of-life care. Data relates to 
period 2011–2014. Australia was ranked 2nd 

globally, just behind the UK, and well ahead of 
many other OECD countries 

 

a Osborn et al.(2015). b ACSQHC and AIHW (2014). c BHI (2015). d ACSQHC (2016). e Economist
Intelligence Unit (2015). 

Impacts on labour supply 

Poor health status represents one of the largest brakes on an economy’s labour supply, and 
thereby successful preventative health measures can potentially have significant positive 
economic effects. Ill health and disability also restricts the productivity of those in the 
workforce. 
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Participating in the labour force 

Labour force participation is much lower for people with work limitations, disability and 
ill-health (figure 8).8  

• For example, in June 2014, only an approximate 40 per cent of people aged 25-49 years
with a profound or severe disability participated in the labour market. For those aged
50-69 years, this had fallen to one in five. In comparison, the participation rates for
people with no disability or health condition were about 90 and 80 per cent respectively
for these two age groups.9 (Much the same contrast occurs for people with poor
compared with excellent self-assessed health status and, to a lesser extent, for people
with and without long-term health conditions.) For men under 55 years, ill health and
disability is the major reason for premature exit from the labour
market (Lattimore 2007). The effects of ill-health on participation vary over age and by
disease, but common preventable conditions like diabetes and emphysema lead to
major reductions in participation (figure 9).

• A working age male with excellent health has a probability of participating in the
labour market that is 63 percentage points higher than someone in poor health (Cai and
Kalb 2006, p. 12). The incremental labour market benefits of increasing health status
decreases as people become healthier. For example, the gain in the participation rate
from moving from poor to fair health is 34 percentage points, while the gain from
moving from good health to very good health is 5 percentage points. This suggests that
preventative health measures can be effective even if they only have modest effects on
those who are most unwell.

• The successful prevention of a mental health or nervous condition is predicted to raise
the probability of labour force participation, of both men and women who would have
experienced that condition, by between 17 and 26 percentage points (Laplagne, Glover
and Shomos 2007, p. 48). The effect would be larger if the person said they were in
poor health and had a mental condition.

• Only 36 per cent of mothers with ‘work-affected’ health conditions were employed
compared with 63 per cent for other mothers (Renda 2007). Work-affected mothers
were much more likely to work less than 15 hours a week (p. 15). Of those not in work,
such mothers were much more likely to say that they would find it ‘very difficult’ to
obtain a suitable job compared to other mothers (p. 18). Their job search intensity was
also less (p. 11).

Family members’ participation rates are also lower. People’s ill-health and disability not 
only affects their own labour market involvement, but also those who provide informal 
care. From age 35 years on, caring for people with a disability becomes a significant driver 
of non-participation by people without disabilities (ABS 2015a, table 6).  

8 There are comprehensive tables of supporting data and graphs in Excel spreadsheets available from the 
Commission. 

9 Based on ABS, General Social Survey, June 2014, Tablebuilder data extraction. 
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Unemployment and underemployment is higher. Where people with disabilities or 
ill-health are in the labour force, they are more likely to be unemployed or 
underemployed (ABS 2015a, table 4, 2015b, microdata). For example, unemployment 
rates for a person aged 25-49 years old with poor self-assessed health is about six times 
higher than for people in the same age group in excellent health (ABS 2015b, microdata). 

Hours of work are shorter. Employed people with lower health status or with disabilities 
are more likely to work part-time and, therefore, for fewer hours than those in good or 
better health (ABS 2015b, microdata). This divergence grows with age. People with mental 
health conditions in particular tend to work fewer hours (ABS 2015b, microdata). 

Absenteeism rates are higher. If people have disabilities or long-term health conditions, 
they are (unsurprisingly) more likely to take sick leave. For example, someone with 
generally poor health had approximately 50 per cent more sick leave days in 2014 than the 
average.10 People with the highest ratings for health-risks (based on a composite measure 
of obesity, poor nutrition, low physical activity, high stress and other risk factors) had nine 
times the annual absenteeism rate than those whose health risks were low to 
moderate (Medibank Private 2005, p. 5). This underlies an important element of 
absenteeism, which is that the distribution of days off is highly skewed, with most people 
only taking off a few days a year, but a few experiencing major illness or injury taking 
many weeks (Sturman 1996). Since preventative health is mainly focused on the latter 
group, successful preventative health measures are likely to have larger effects on average 
absenteeism than might seem to be implied by the prevalence of disease and major injury. 
Another feature of employer absenteeism data is that, over several years, medically 
certified absences appear to ‘distil risk factors for mortality’ that may not be immediately 
apparent to the person or to the certifying physicians (Kivimäki et al. 2003). In other 
words, the data itself may be a resource for early interventions and preventative health. A 
higher prevalence of chronic illnesses is also associated with higher likelihood of 
presenteeism (being unwell at work), which reduces labour productivity of those at 
work.11 

From an economy-wide level, the above adverse labour supply effects of poor health can 
be seen as a ‘big picture’ productivity measure in that it reduces overall economic output 
per capita.  

10 Based on analysis of the HILDA survey, which shows average sick leave days of about 4.5 per 
person (Wilkins 2016, pp. 52–53). This is well below those recorded by employers, which are 
approximately 8.5 days per person per year (Direct Health Solutions 2015). If the percentage variations in 
HILDA data between people with different health status are roughly correct, then people in generally 
poor health have about four more days of sick leave per year.  

11 The evidence is partial and draws principally on data from the United States (Econtech 2007; Goetzel et 
al. 2004; Medibank Private 2011; Schultz and Edington 2007). 
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Wage rates and productivity 

However, ill-health and disability have important second round effects on productivity. 
Presenteeism only captures one aspect of the impacts of disease or disability on 
productivity since people with chronic illnesses or disability may choose jobs that have 
lower productivity rates than the jobs that they could have performed had they had higher 
health status. Wage effects may better capture both presenteeism and job selection effects. 
For example: 

• for a man who retains employment, poor mental health reduces hourly wages by about
5 per cent (Forbes, Barker and Turner 2010, p. 27). Major injury had a somewhat
higher impact. Wage effects for women are lower than men

• people in very good health can earn an hourly wage 18 per cent higher than those in
poor or fair health (Cai 2007, p. 17)

• men with a nervous or emotional condition earn 35 per cent less than average earnings,
while men with chronic pain earn 15 per cent less (Brazenor 2002).

The lower incomes that arise from lower wages and labour supply reduce Australian 
Government revenue through lower income and consumption tax receipts. 

The fiscal dimension 

An attractive feature of preventative health and better management of chronic conditions is 
that, if effective, not only do they produce benefits for people (their key goal), but they can 
partly alleviate budget pressures, reducing the extent that governments must increase tax 
rates or cut needed services and transfers. Similarly, reducing low quality care can provide 
significant efficiency gains, with one estimate suggesting that approximately 10 to 
15 per cent of health spending is used inefficiently due to poor-quality care (Herkes 2016). 

Societies invest huge resources in increasing health status, in providing care, and in 
lengthening life spans. In Australia, aggregate health care expenditure from private and 
public sources accounted for about $162 billion in 2014-15 (the most recently available 
data), exceeding 10 per cent of GDP for the first time in Australia’s 
history (AIHW 2016c). A rough estimate suggests that expenditure could be about 
$5 billion higher in 2015-16.12 Of the $162 billion, over $62 billion was spent on hospital 
care nationwide in 2014-15 (SCRGSP 2017, table EA.2). 

12 There is a relatively strong relationship between the ABS National Accounts (Cat. no. 5204.0) estimates 
of spending by general government and data compiled by the Productivity Commission on health 
spending for the SCRGSP. Given ABS data were available for 2014-15, this relationship was used to 
estimate a measure of health spending for 2014-15 consistent with previous SCRGSP estimates.  
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Figure 8 The many ills of ill-health 
2014 

Low labour force participation 
rates 

Unemployment is higher Ill-health is the main reason for 
premature retirement for males 

Caring for disabled/elderly 
persons is one of the main 
reasons for not being in the 

labour force (NLF)  

Part-time work rates 
are higher 

Employed people with mental 
health problems work shorter 

hours 

Sources: From right to left and top to bottom, the sources are for charts 1, 2, 5 and 6: ABS 2015, General 
Social Survey, Australia, 2014, Cat. no. 4159.0, microdata; chart 3 from ABS 2016, Retirement and 
Retirement Intentions, Australia, July 2014 to June 2015, table 5.1, Cat. no. 6238.0; and chart 4 from ABS 
2015, Disability and Labour Force Participation, 2012, table 6, Cat. no. 4433.0.55.006. 
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Figure 9 The labour force participation ‘deficit’ of disease a 
2014 

a The deficit is the difference between the participation of people without a health condition in the given age
group and the rate for a given disease. 
Source: ABS 2015, General Social Survey, Australia, 2014, Cat. no. 4159.0, microdata. 

About 70 per cent of health funding is from the Australian and state and territory 
governments. These figures exclude expenditure on other services that address the 
disability associated with health status — the aged care and disability sectors ($15.8 billion 
and $8 billion in 2014-15 respectively), with the latter due to expand significantly after the 
full roll out of the National Disability Insurance Scheme.13  

Accordingly, in 2014-15, close to $210 billion, some 13 per cent of GDP, was spent on 
meeting the various health-related needs of Australians. The government-funded share of 
this represents more than one third of total taxation revenue collected by all levels of 
government, and approximately $10 000 per taxpayer.14  

Taxpayer-funded income support for people in ill-health or with acquired disabilities add 
another layer of costs, some of which could be avoided through prevention or early 
intervention. The Disability Support Pension and various carer and sickness payments 
provide support equivalent to about $24 billion in 2014-15 (SCRGSP 2016, p. 14.8). 
Further, while many people are often on welfare payments for short periods, the likelihood 
of leaving welfare payments for people in poor health or who have work restrictions are 
much lower. For instance, there is approximately an 80 per cent lower likelihood that 
someone with a severe work restriction will cease welfare payments at any given time 

13 Based on data from tables 13A.5 and 14.A.6 respectively from SCRGSP (2016). 
14 ABS 2016, Government Finance Statistics, Australia, 2014-15, table 1, Cat. no. 5512.0 (released 

26 April). 
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compared with the typical experiences of people (Wilkins 2016, pp. 40–42). Consequently, 
the average duration on welfare is much higher for those with health and disability issues. 
Low earnings and premature retirement also affects Australian Government age pension 
obligations. For instance, individuals aged 45 to 64 years who have retired early due to 
depression have 73 per cent lower income then their full time employed 
counterparts (Schofield et al. 2011), suggesting much higher qualification rates for the age 
pension.  

In addition, one of the key economic and social roles of governments is to redistribute 
resources through taxes, transfers and the direct provision of goods and services (such as 
health and educational services). Cost effective preventative health measures may reduce 
inequality without the tax and other distortions imposed by the tax/transfer system.  

The gains from effective preventative care and improved management of the health care 
system also extend to some often neglected beneficial second-round effects. Any 
reductions in health care costs borne by taxpayers lowers taxes, and with that, the adverse 
impacts that taxes have on investment and labour supply across the economy generally. 
Income taxes are typically the first recourse for revenue shortfalls for the Australian 
Government under current policy settings. The most recent estimates suggests that they 
impose an approximate $200–$390 million ‘deadweight’ economic burden for every one 
billion dollars of unneeded taxpayer-funded expenditures (Cao et al. 2015; Murphy 2016). 
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Appendix A Obesity 

Some public health analysts see obesity as ‘the’ major public health challenge of the 21st 
century. For example, the World Health Organisation observed with alarm: 

At the other end of the malnutrition scale, obesity is one of today’s most blatantly visible – yet 
most neglected – public health problems. Paradoxically coexisting with undernutrition, an 
escalating global epidemic of overweight and obesity – “globesity” – is taking over many parts 
of the world. If immediate action is not taken, millions will suffer from an array of serious 
health disorders. (WHO 2017, p. 1)  

A.1 Prevalence
When The Economist quipped that the ‘world is round’, its allusion was to body shape not 
to an astronomical observation (Howard 2012). Over the long run, obesity rates have 
climbed for nearly all countries, with some estimates suggesting that about 300 million 
people are affected globally (NCD-RisC 2016; Peirson et al. 2014).  

Australian obesity prevalence is similar to New Zealand, Canada and the United Kingdom, 
but remains considerably below the rate in the United States, where the prevalence rate is 
about one third. There is some evidence that adult obesity levels may have stabilised in 
developed countries, with a number of OECD countries showing modest declines in 
prevalence in the 2010s (OECD 2016).15 Nevertheless, for all developed economies, with 
the notable exception of South Korea and Japan, obesity levels are sufficiently high to pose 
significant population-wide health risks. In Australia, obesity is rated as one of the key 
single most important risk factor for poor health (AIHW 2016a). The year-by-year changes 
have been ‘small’ — for example only 0.4 percentage points per year in Australia from 
1995 to 2014-15 (figure A.1). However, the progressive increase has meant that in 
2014-15, nearly five million Australian adults were obese, amounting to one quarter of 
adults. (A further 6.3 million Australian adults were overweight.) To illustrate the meaning 
of the measure, an Australian man of average height (175.6 cm) would be obese if his 
weight exceeded 92.5 kg and morbidly obese if his weight exceeded 123.3 kg. A woman of 
average height (161.8 cm) would be obese if her weight exceeded 78.5 kg and morbidly 
obese if her weight went beyond 104.7 kg.16  

15 Only a few years ago, several public health analysts projected that every American adult would be obese 
by 2048 — an unlikely outcome (Wang et al. 2008). 

16 Average heights are based on ABS 2012, Australian Health Survey: First Results, 2011-12, 
Cat. no. 4364.0.55.001 (released 29 October). 
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There are several other potentially disturbing aspects of Australia’s experiences. 

First, the share of people who are very obese has been growing over time, and this presents 
a particularly high risk of premature morbidity and mortality. For example, in 2014-15, 
3.2 per cent of Australian adults (570 000 people) were ‘morbidly’ obese (with a body 
mass index (BMI) greater than 40), more than two times the rate in 2011-12 and greater 
than three times the prevalence rate in 1995 (ABS 2015c, 2013, p. 4). 

Second, people’s perceptions of their healthy weight are often inaccurate (ABS 2006, 
p. 55). A substantial share of people who perceive themselves to be of an ‘acceptable’
weight are actually overweight or obese when measured using (self-reported) height and
weight. In 2004-05, for example, of males who thought they were of acceptable weight,
approximately 47 per cent were overweight or obese, a figure that had climbed since
1995.17 Moreover, people lie. When self-reporting their weight and height (the basis for
the BMI), people say they are taller and lighter than they are. Accordingly, people’s
self-reported height and weight tend to underestimate actual BMIs, further accentuating
that people’s views about the degree to which they are overweight are often poorly
informed.18 On the other hand, there are many people, particularly females, who believe
they are overweight when they are in the underweight/normal BMI category.
Misperceptions are important because:

• people who do not believe they are overweight, even if they are, are less likely to
change their behaviours following public health interventions

• there is a risk of undernourishment if normal or underweight people respond to obesity
prevention measures by significantly reducing their caloric intake (Lobstein et
al. 2015).

Third, the rate of obesity levels in children have been rising significantly over the longer 
run — rising from 1.8 per cent of 7 to 15 year olds in 1985 to 7.9 per cent by 2012 (Garnett 
et al. 2016). High obesity levels in parents partly explain higher obesity levels in children, 
creating a potentially problematic health cycle (Bammann et al. 2014; Oken 2009). To this 
extent, the growing obesity prevalence rates in children may put pressure on future adult 
prevalence rates (noting that the estimates of obesity in figure A.1 are period rather than 
cohort prevalence rates). 

17 This misperception was much lower for females (at 20.7 per cent). 
18 In one Australian study, people overstated their height by 2 cm and understated their weight by 2 kg, with 

the result that when accurate measures of height and weight were used, the measured prevalence of 
obesity increased by 40 per cent (WHO 2001, p. 60). 
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Figure A.1 Adult obesity has emerged as a major health risk 

1980–2015 2014 or nearest year 

Prevalence of obesity 
2014-15 

Prevalence of high risk waist 
circumference 2014-15 

Prevalence of class III 
(morbid) obesity 2014-15 

a In Australian and international statistics, obesity is typically measured by the body mass index (BMI),
which is derived by dividing a person’s weight in kilograms by their height (in meters) squared. A BMI of 30 
or more is labelled as obese. While the BMI does not control for muscle mass and the location of fat on the 
body, it is still a useful and simple method for gauging excess body fat and is correlated with poor health 
outcomes. Trends in BMI are also closely related to increases in high-risk waist circumference — another 
measure commonly employed. Class III (or morbid) obesity refers to a BMI of 40 or more.  
Sources: ABS 2015, National Health Survey: First Results, 2014-15 — Australia, Cat. no. 4364.0, table 8, 
released 8 December for 2014-15 data. The time series data are from OECD 2016, Health Statistics 2016 
database, 30 June. 

Finally, there are strong associations between disadvantage and obesity, which also plays 
out at the regional level. For instance, in Queensland in 2015-16, the adult obesity rate in 
the Northwest health service area was 38.5 per cent, while it was 16.4 per cent in the Gold 
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Coast area.19 The corresponding numbers in 2009-10 were 31 and 16.4 per cent, indicating 
that obesity rates had risen by nearly 25 per cent in the more remote area over a very short 
period. 

A.2 The health effects of high body mass

The burden of disease 

The picture suggested by obesity trends paints a grim picture of Australians’ health. While 
it has not yet materialised into declining health or life expectancy, it is contributing to 
chronic illnesses that are debilitating and costly. 

The burden of disease attributable to high body mass has increased over time in Australia 
(figure A.2), as it has in other countries, such as the United States (Jia and Lubetkin 2010). 

Figure A.2 The burden of disease posed by high body mass has been 
increasing 
2003 to 2011 

Change in disability 
adjusted life years 

Change in age-standardised rate 
of disability adjusted life years per 

1000 people 

This figure is divided into two panels, 
both of which show the change in the 
burden of disease imposed by thirteen 
risk factors between 2003 and 2011. 

One of those factors is high body mass. 
The first panel shows the burden of 

disease measured by disability adjusted 
life years has increased for high body 

mass and six other factors. The second 
panel shows the change in the age-

standardised rate of disability adjusted 
life years. Using this measure, the 

burden of disease has only increased for 
high body mass and drug use. 

Source: AIHW (2016a, p. 76). 

19 Queensland Government 2016, Overweight and obesity in Queensland – regional detailed data. 
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Life expectancy and disability 

Among children, obesity heightens the risk of ill-health even in a person’s early years. 
Being overweight at age 4-5 years increases the health costs of children in their first five 
years of school (Au 2012). Obesity is strongly implicated with chronic illnesses in young 
adults, such as early onset type 2 diabetes (Kelly et al. 2013; Reilly and Kelly 2011). It 
suggests the likelihood of higher obesity levels at older ages, producing health and other 
costs that can endure for 50 years or more.  

Overall, the effects of higher body mass on mortality and disability are strong, 
notwithstanding the multiple complexities in controlling for many other factors driving 
health. 

Obesity and wellbeing 

The evidence suggests that obese people tend to report lower levels of subjective 
happiness. Most of this appears to be attributable to the adverse impacts of obesity on 
health, such that obesity has little effect on happiness of people who are not yet suffering 
from ill-health (Ul-Haq et al. 2014) 

The effects of obesity may be changing 

One of the challenges for preventative health measures is that the largest benefits are often 
realised many years after their introduction. This reflects that the greatest burden of disease 
occurs in middle and old age. Yet, given medical advances, the burden of disease of an 
obese person aged 60 years in 2046 (a 30 year old in 2016) may be very different from a 
person aged 60 years today. There is evidence that obesity-related years of life lost has 
declined over time for class 1 obese people, though this does not seem to apply to more 
severe types of obesity (Mehta et al. 2014).  

On the one hand, this implies that the life expectancy dividend of preventative health 
measures aimed at obesity may fall over time because future medical interventions 
counteract the mortality risks of excess body fat. On the other hand, preventative measures 
may save the health care resources used to achieve that greater longevity and those that are 
then needed to treat the conditions and disabilities that still manifest themselves in obese 
people who live longer lives. Evidence in the United States suggests that functional 
impairment rates have actually risen over time for obese people (Alley and Chang 2007).  
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