INDUSTRY COMMISSION

PRIVATE HEALTH
INSURANCE

REPORT NO. 57

28 FEBRUARY 1997

Australian Gover nment Publishing Service
Canberra



© Commonwealth of Australia 1997
|SBN 0644 47628 1

This work is copyright. Apart from any use as permitted under the Copyright
Act 1968, the work may be reproduced in whole or in part for study or training
purposes, subject to the inclusion of an acknowledgment of the source.
Reproduction for commercial usage or sale requires prior written permission
from the Australian Government Publishing Service. Requests and inquiries
concerning reproduction and rights should be addressed to the Manager,
Commonwealth Information Services, AGPS, GPO Box 84, Canberra ACT
2601.

Enquiries

Industry Commission
Level 3, Nature Conservation House
Cnr Emu Bank & Benjamin Way

PO Box 80
BELCONNEN ACT 2616

Phone: (06) 240 3200

Acknowledgments

In conducting its inquiry, the Commission benefited greatly from the
participation of a wide range of people and organisations. The Commission is
grateful to all those who provided written submissions or gave freely of their
time to discuss issuesin various forums,

Commissioners would also like to express their appreciation for the sustained
efforts and commitment of their research team, who assisted in the preparation
of this report against severe time constraints.

Forming the Productivity Commission

The Industry Commission, the former Bureau of Industry Economics and the Economic
Planning Advisory Commission have amalgamated on an administrative basis to prepare for
the formation of the Productivity Commission. Legidation formally establishing the new
Commission is before Parliament.



E! INDUSTRY

COMMISSION
ihe
é;\‘&‘ Canberra Offi
anberra Office
c? EBP |AEC Post Office Box 80
= iC BELCONNEN ACT 2616
. . Level 3
Productivity

Nature Conservation House

Commission Cnr Emu Bank & Benjamin Way

BELCONNEN ACT 2617

Telephone  (06) 240 3200
Facsimile (06) 240 3399

Head Office
Telephone  (03) 9653 2100

28 February 1997

The Honourable Peter Costello MP
Treasurer

Parliament House

CANBERRA ACT 2600

Dear Treasurer

In accordance with Section 7 of the Industry Commission Act 1989, we have
pleasure in submitting to you the Commission’s final report on Private Health
| nsurance.

Yours sincerely
Gary Banks Helen Owens Brendon Kearney
Executive Commissioner Commissioner Associate Commissioner

(Presiding)



CONTENTS

ABBREVIATIONS
GLOSSARY
OVERVIEW
RECOMMENDATIONS
1 INTRODUCTION
11 Background
12 Scope of the inquiry
13 The inquiry process
14 Structure of the report

2 THEROLE OF PRIVATE HEALTH INSURANCE IN
AUSTRALIA

2.1 Overview of the Australian health care system
2.2 Expenditure on health care
2.3 Role of private health insurance

3 THE REGULATORY AND INSTITUTIONAL
ENVIRONMENT

3.1 Community rating

3.2 Reinsurance

3.3 Registration requirements

34 Requirements about products

35 Waiting periods and transfers

3.6 Approval of rules (including premiums)
3.7 Reserves

3.8 Complaints Commissioner

3.9 Negotiation between funds, hospitals and doctors

Page
XXi
XXili

XXIX

© N O N B R

17
22
31

32
41
46
53

66
68
72
73
Page




PRIVATE HEALTH INSURANCE

3.10 Rebatesand levy
3.11 Issuesrelating to Medibank Private
4  STRUCTURE AND PERFORMANCE OF THE INDUSTRY
4.1 Structure of the industry
4.2 Nature of the ‘ product’
4.3 Financial performance
4.4 Product and service innovation
4.5 Governance
5 COMPETITIONINHEALTH INSURANCE
51 Introduction
5.2 Participants comments on competition
53 How do health insurance organisations compete?
54 Market characteristics
55 Relative ease or difficulty of entry
5.6 Concluding comments
6 USERS OF HEALTH INSURANCE
6.1 Introduction
6.2 An overview of health insurance membership
6.3 Outlook for demand
6.4 Determinants of demand
7 WHY ARE PREMIUMSRISING?
7.1 Introduction
7.2 Background to recent premium increases
7.3 The major cost components
7.4 The major cost drivers
7.5 Impact of changesin hospital usage
7.6 Impact of changesin hospital bed day benefits

78
91
95
95
102
105
122
130
137
137
138
139
144
145
154
157
157
157
166
167
195
195
197
200
203
205
213
Page

vi



CONTENTS

10

1.7
7.8
7.9
7.10
711
7.12

IMPROVING EFFICIENCY AND CONTAINING COSTS

8.1
8.2
8.3
8.4
8.5

Medical gap and prostheses

Other underlying factors

Health fund management costs
Reserves

Government policy and cost transfers

Impact of cost drivers on premiums

Cost containment and efficiency
Nature of the problem
Contracting arrangements
Incentives within the system

Scope for enhancing efficiency

THE BROAD POLICY CONTEXT

9.1
9.2
9.3
9.4

Introduction
The broad policy context
Challenges faced by the health care system

Systemic reform options

POLICY OPTIONS

10.1
10.2
10.3
10.4
105
10.6
10.7
10.8
10.9

Introduction

Community rating

Other price regulations

Product regulations

Pre-existing ailment rules

Reinsurance

Governance and conduct of health insurance funds
Reserves

Changesto deal with consumer concerns

238
242
246
248
249
251
257
257
258
259
260
268
291
291
291
294
296
313
313
314
326
328
334
338
353
360
367
Page

Vii



PRIVATE HEALTH INSURANCE

10.10 Cost containment and efficiency strategies
10.11 Tax and rebate regime
10.12 A wider inquiry?

11 IMPLEMENTATION AND EFFECTS

11.1  Implementation strategies
11.2  Broad impacts
11.3  Impact on cost drivers
114  Impact on stakeholders
11.5  Summing up
APPENDICES
A Termsof reference
B Participation in theinquiry
C Rating schemes
D Reinsurance
E Taxation issues
F Mandatory cover
G Scale economiesin health insurance
H Hit and runs
I Health insurance costs
REFERENCES
BOXES
1.1 The private health insurance incentives
1.2 Thevicious circle of falling membership
1.3 COAG and health system reform
2.1 Rationales for government involvement in health care
2.2 Medicare Principles
2.3 Roundtable remarks on the role of private health insurance

372
379
384
387
387
389
390
392
399

401
403
411
439
465
475
483
491
495
519

10
13
24
Page

viii



CONTENTS

Boxes (cont’ d)

31
3.2
3.3
34
35
3.6
3.7
3.8
3.9
3.10

311

3.12
3.13
3.14

4.1
4.2
4.3
4.4
4.5
4.6
5.1

6.1
6.2

Overview of regulation
The regulators

Community rating

Recent changes in the interpretation of community rating

APHA on the effects of community rating

SGIC on community rating in practice
Registration requirements

Product coverage and the 1995 amendments
Waiting periods for hospital cover

The Department’ s preferred approach to solvency and
diversification

Complaints about health insurance received by the
Complaints Commissioner

Forms of contractual arrangement

The Trade Practices Act

Estimating the possible budgetary savings and costs of
the rebates/surcharge arrangements

Health insurance organisations

Mergers, acquisitions and closures
Types of cover

Front end deductibles and excesses
MBF srevised governance arrangements

HCF s governance arrangements

32
33
33
34
35
37
47
53
64
70

74

75
77
88

96
103
105
123
134
135

Legidlative review provisions of the Competition Principles 137

Agreement

Anillustration of risk pooling and risk aversion

168

Consumer submissions relating to affordability of insurance 176

during old age

Page




PRIVATE HEALTH INSURANCE

Boxes (cont’ d)

6.3
7.1

7.2
8.1
8.2
8.3
8.4
8.5
8.6
91

9.2

9.3

10.1
10.2
10.3
10.4
10.5
10.6
10.7
10.8

C1l
C2
C3

“Dear Commissioner” ... Consumers speak out

Summary of factors underlying increases in hospital
Insurance premiums

How a health fund sets its premiums
Competitive pressures — participants views
Charges for in-hospital medical services
Casemix classifications

Competing views on case payment

Taskforce on quality in Australian health care
Potential savings from coordinated care

Reform to private health insurance: a‘pimple on
a pumpkin’?

Participants comments on systemic reform
Coordinated caretrials

Problems affecting private health insurance

A tale of two people

Elective surgery products (ESPs)

The introduction of ano claim bonus?

The impact of reinsurance on catastrophe insurance
A takeover mechanism proposed by SGIO

The payments experience

A bigger role for public hospitalsin providing elective
surgery to private patients?

Modelling lifetime rating
Exit mechanisms for funded lifetime rating

Participants views on lifetime community rating systems

192
196

199
261
266
280
281
286
289
293

298
300
314
316
329
333
343
356
368
378

415
419
421




CONTENTS

Page
Boxes (cont’ d)
C.4  Cdculation of premiums under an unfunded lifetime 426
rating scheme
C5 Participants comments on differential waiting periods 431
C.6  The Singapore system of medical savings 435
C.7 Participants' views on medical savings accounts 437
D.1  FED simulation model 454
.1 A computer algorithm for solving the linear interpolation 501
method
FIGURES
11 Private health insurance coverage and premiums 2
2.1 Linkages between health care consumers, payers 11
and providers

2.2 Another participant’ s weighing up of the costs and benefits 16
of private health insurance

2.3 Australia s health expenditure as a proportion of GDP 17

24 International comparison of expenditure per person, 1993 19

2.5 Expenditure by source of funds 1993-94 20

3.1 Hospital and ancillary claim rates (per SEU), by age 39

4.1 Magjor insurers share of members by state/territory, 100
30 June 1996

4.2 Concentration (as per cent of members) of three largest 101

insurers by state, June 1991 and June 1996

4.3 Trend rates of growth in financial indicators of registered 106
health insurance organisations, 1984-85 to 1995-96

4.4 Trend rates of growth in benefits paid, 1989-90 to 199596 107
4.5 Profit/loss ratios of health insurance organisations 108
4.6 Reserve to benefits ratio, 1984-85 to 1995-96 110
4.7 HCF sinvestments, 1996 111

Xi



PRIVATE HEALTH INSURANCE

Figures (cont’ d)

4.8

4.9
4.10

4.11

6.1
6.2
6.3

6.4

6.5
6.6
6.7
6.8

6.9

6.10

6.11
6.12

6.13

6.14

Operating expenses of general insurance and private health
insurance

Typical management costs for an open fund

Management costs as a proportion of contribution income:
comparative performance between open and closed funds

Management costs and premium income for open funds,
1995-96

Share of people covered by hospital insurance
Share of people covered by hospital insurance, by state

Share of privately insured with supplementary cover,
by state, March quarter 1982 to June quarter 1995

Share of people with health insurance having ancillary
cover

The uptake of specialised insurance products
Uptake of hospital insurance by income group, 199293
Hospital insurance coverage rates by income quintile

Age characteristics of insured and uninsured by
income quintile, 1993-94

Age distribution of membership of hospital insurance,
1992-93

Actuaria attractiveness of private health insurance by
age group
Relative incomes of insured/non-insured

Membership of hospital insurance by age, 1990 and
1995

People covered by hospital insurance by age, 1978-79
to 1995-96

Real premiums for a basic hospital insurance policy, single
person (monthly contribution rate, 1989-90 prices)

Page

114

115
116

120

159
160
162

163

170
173
174
174

177

178

178
181

182

183

Page

Xii



CONTENTS

Figures (cont’ d)

6.15
6.16
6.17
7.1
7.2

7.3

74
75
7.6

1.7

7.8
7.9

7.10

7.11

7.12

7.13

7.14

Private health insurance affordability, by year and by age
Single memberships as a share of insured contributors
Why do people |eave health insurance?

Hospital insurance premiums, 1989-90 to 1995-96

Health fund expenditure — hospital, ancillary and
management costs, 1995-96

Hospital insurance benefits paid, by major category,
1995-96

Decomposition of hospital insurance cost pressures
Decomposition of changing hospital usage

Public and private hospital admissions per insured person
covered, 1989-90 to 1995-96

Reductionsin average length of stay, public and private
hospitals, 1989-90 to 1995-96

Decomposition of bed day benefits

Annual insured bed days (per 1000 SEU) by hospital type,
198990 to 1995-96

Increases in private hospital benefits paid per bed day and
CPl, 1989-90 to 1995-96

Private hospital expenditure and surplus element, 1991-92
to 199495

Private acute hospital patient types, by occupied bed days,
199192 and 1994-95

Impact of changesin medical gap service use and cost
on changes in hospital insurance benefits per SEU (red
terms), 198990 to 1995-96

Impact of changesin prostheses service use and cost
on changes in hospital insurance benefits per SEU (rea
terms), 198990 to 1995-96

184
188
191
198
201

202

204
206
208

209

215
216

218

221

226

239

241

Xiii



PRIVATE HEALTH INSURANCE

Figures (cont’ d)

7.15

8.1
91
9.2
10.1
10.2
111
Cil
C2
C3

C4
C5

D.1
D.2
D.3

E.l

Gl

G.2

G.3
H.1

Contribution of key cost driversto increased hospital
insurance premiums, 1989-90 to 1995-96

The contracting framework

Design criteriafor a health system

Options for systemic reform

Impacts of national reinsurance

Therole of reinsurance in different systems

Taking the pressure off premium growth

The rating scheme continuum

Funded lifetime versus community rating premiums

Reserve equity (real 1995 prices) of apersonin alifetime
community rated policy

Subsidy required for transition to lifetime rating

Reinsurance and relative premiums with late entry
penalties: an example

Impact on inefficiency as bed daysrise
Premiums associated with different excesses

Differencesin state drawing rates relative to the Australian
average, 1995-96

Relative premiums of taxed and untaxed funds with
growing membership

Simulated effects of scale and product mix on management
costs per member

Association between membership decline and real
management costs per member, 1989-90 to 1995-96

Defining the minimum cost frontier

Obstetric benefits, by length of fund membership, for
members who exited the fund in 1995 and 1996

Page

254

260
295
297
348
350
391
413
418
420

425
429

452
453
463

471

486

488

489
492

Page

Xiv



CONTENTS

Figures (cont’ d)

.1
1.2

TABLES
2.1

2.2

2.3
24
2.5
2.6
2.7
2.8
31
3.2

3.3
4.1
4.2

4.3

4.4

4.5

4.6

The linear interpolation method

Estimates of average length of stay (beds) by privately
insured patients in private hospitals, 198990 to 1995-96

One participant’s comparison of private health insurance
vs Medicare

Health services expenditure by country as a proportion
of GDP

Growth in Australia s health care expenditure
Australia’s health expenditure per person
Selected areas of expenditure

Expenditure by source of funds 1993-94
Health fund expenditure

Indicators of price changes

Rates of assistance provided by the rebates

Survey data on the likely effect of the health insurance
rebates, November 1996

Financial incentives for families
Changes in the number of health organisations and funds

Membership and market shares of major health organisati
30 June 1996

Degree of seller concentration for open funds by
state/territory, 30 June 1996

Industry reserves by number of contribution months and
organisation size, June 1996

Return on investments for different categories of health
insurance organisations, June 1995

Management costs of selected insurers, June 1996

Tables (cont’d)

497
514

15

18

18
19
20
21
22
22
84
85

89
98

ons, 99

100

110

112

117
Page

XV



PRIVATE HEALTH INSURANCE

4.7
4.8
4.9

6.1
6.2

6.3

6.4

6.5

6.6
6.7
6.8

6.9

6.10
6.11
6.12
7.1

7.2

7.3

Number of HPPASs by state, 30 September 1996
Number of MPPAs by state, 30 September 1996

Structure of private health insurance organisations,
December 1996

Membership of hospital insurance, June 1996

Trend grow rates in shares of people covered by state,
June 1984 to June 1996

Shiftsin type of insurance, March quarter 1982 to June
quarter 1995

Proportion of separations by insurance status, private
hospitals, 1991-92 to 1994-95

Long run trends in membership shares by state,
2000 to 2030

Age of patient by hospital sector, 1994-95
Uptake of health insurance by age group, 1979 to 1995

Impact of health status on likelihood of insurance,
1989-90

Bed days for the insured compared to the uninsured,
199192

Bed days for the insured compared to the uninsured, by year

Other determinants of health insurance status

Why do people insure?

Contributions of hospital benefit categoriesto real annual
changesin overall hospital benefits (SEU basis), 1989-90

to 1995-96

Impact of changesin public and private hospital utilisation
(insured bed days per SEU) and its components on hospital

insurance benefits, 1989-90 to 1995-96

Changes in health funds’ membership coverage, 1989-90

to 1995-96

126
127
130

158
161

162

166

166

179
180
185

187

187
189
190
203

207

211

XVi



CONTENTS

Page
Tables (cont’ d)

7.4 Impact of changing usage of free standing day hospitals 212
on hospital insurance benefits, 1989-90 to 1995-96

7.5 Impact of changesin public and private hospital usageon 217
health insurance benefits, 1989-90 to 1995-96

7.6 Changesin real private hospital admission charges and 220
impact on hospital insurance benefits, 1989-90 to 1995-96
1.7 Contribution of expenditure components and surplus 222

element to real increasesin private hospital admission
charges, 1991-92 to 1994-95

7.8 Private hospitals with selected specialised units, 199495 224

7.9 Separations and average cost weight (private national) 227
per separation, AN-DRG Version 3.0, private acute
hospitals, NSW and SA, 1991-92 to 1994-95

7.10  Average cost weight (public national) per separation, 228
AN-DRG v3.0, private and public acute hospitals, NSW
and SA combined, 1994-95

7.11  Impact of ALOS changesin private hospitals on hospital 230
insurance benefits, 198990 to 1995-96

7.12  Impact of changes in hospital insurance cover on hospital 233
insurance benefits, 1989-90 to 1995-96

7.13  Changesin benefits per public hospital admission and 235
impact on hospital insurance benefits, 1989-90 to 1995-96

7.14  Impact on hospital insurance benefits of ALOS changes 235
for insured patients in public hospitals, 198990 to 1995-96

7.15 Changesin benefits per bed day for free standing day 236
hospitals and impact on hospital insurance benefits,
1989-90 to 1995-96

7.16  Changesin medica gap benefits and impact on hospital 239
insurance benefits, 198990 to 1995-96

7.17  Changesin prostheses benefits and impact on hospital 241
insurance benefits, 198990 to 1995-96

Page

XVii



PRIVATE HEALTH INSURANCE

Tables (cont’d)

7.18 Impact of changing age composition and adverse selection 245
on hospital insurance benefits, 198990 to 1995-96

7.19  Impact of changing age composition and adverse selection 245
on hospital insurance benefits over the period 1990 to 1995

7.20  Changesin health fund reserves and impact on premiums, 249

198990 to 1995-96
7.21 AHIA and AMA estimates of the impact of earlier 250
government policy changes on health fund costs, 1994-95
7.22  Key contributorsto real increasesin hospital insurance 252
benefits and premiums, 1989-90 to 1995-96
9.1 Implications of the opting out approach 309
10.1  Criteriafor ng insurance rating schemes 319
10.2  How do different schemes rate? 320
10.3  Participants views on reform of reinsurance 345

10.4  Rating the rebate/levy surcharge against some objectives 379

D.1 Size of the reinsurance pool, 1989-90 to 1995-96 440

D.2 A simple example of reinsurance 446

D.3 Factors underlying variation in funds drawing rates 448

D4 Impact of poor cost containment on net benefits paid 450
per SEU

D.5 Premiums, benefits and loadings in front end deductible 455
policies compared to standard policies

D.6 Impact of ‘ Swiss cheese’ policies 460

D.7 Estimates of impact of national reinsurance, 1995-96 462

D.8 Deviation in insurance demographic profile and state 464
demographic profile, 199495

E.1l Premium setting in a tax-exempt fund 468

E.2 Premium setting in ataxable fund 468

Page

Tables (cont’ d)

XViii



CONTENTS

F.1

F.2
G1

.1
1.2

.4
1.5
1.6
[.7
1.8

1.9
.10
.11

.12
.13
.14

[.15

1.16

The relative importance of the private sector in the
treatment of psychiatric disorders

Treatment of psychiatric disorders by age of patient

Management costs per member by nature of fund
operation, 1995-96

Definition of variables

Summary of sources of increases in hospital benefits
per SEU, 1989-90 to 1995-96

Impact of inflation on changes in hospital insurance
benefits per SEU, 198990 to 1995-96

Comparison of cost driversidentified in submissions
Hospital insurance benefits, 1995-96

Hospital insurance benefits, by major category, 1995-96
Patient revenue per bed day, private hospitals

Nominal change in patient revenue per bed day, private
hospitals

480

481

502
505

506

507
508
508
508
509

Real change in patient revenue per bed day, private hospitals 509

Changein length of stay, 198990 to 1994-95

Proportion of insured bed days (per 1000 SEU), by
hospital type

Benefits paid per bed day, by hospital type
Real change in benefits paid per day, by hospital type

Contributions of inputs and surplus to real patient revenue
per bed day, private hospitals, 1991-92 and 1994-95

Contributions of inputs and surplus to real patient revenue
per bed day, private hospitals, 1991-92 to 1994-95

Contribution of inputs and surplus to real increases
in patient revenue per bed day, private hospitals, 1991-92
to 199495

Tables (cont’ d)

509
510

511
512
513

513

514

Page

XiX



PRIVATE HEALTH INSURANCE

.17

1.18

1.19

1.20

.21

Industry data— SEUS, persons covered and hospital 515
usage, 1988-89 to 1995-96

Industry data— SEUS, persons covered and population 515
estimates, 198990 to 1995-96

Industry data— hospital insurance benefits, 198990 to 516
1995-96

Industry data— reserves, contribution income, management 516
costs and investment income, 1988-89 to 1995-96

Industry data— various, 1989-90 to 1995-96 517

XX



ABBREVIATIONS

ABA
ABS
ACA
ACCC
ACHCA
AIHW
AHA
AHIA
AHSA
ALOS
AMA
AN-DRG
APHA
COAG
CCU
Department

DRG
ESP
FAI
FED
FTE
HBA

HBF

Applicable benefits arrangement

Australian Bureau of Statistics

Australian Consumers' Association
Australian Competition and Consumer Commission
Australian Catholic Health Care Association
Australian Institute of Health & Welfare
Australian Hospitals Association

Australian Health Insurance Association
Australian Health Service Alliance

Average length of stay

Australian Medical Association

Australian National Diagnosis Related Group
Australian Private Hospitals Association
Council of Australian Governments

Critical care unit

Commonwealth Department of Health and Family
Services

Diagnosis related group
Elective surgery product
FAI Health Benefits
Front end deductible
Full time equivalent

Hospitals Benefits Association (operated by National
Mutual)

Hospital Benefit Fund of WA

XXi



PRIVATE HEALTH INSURANCE

HCF
HCoA
HIC
HIRMAA

HMO
HPPA
ICU

Hospitals Contribution Fund of Australia
Health Care of Australia
Health Insurance Commission

Health Insurance Restricted Membership Association of
Australia

Health maintenance organisation

Hospital purchaser-provider agreement
Intensive care unit

Insurance and Superannuation Commission
Information technol ogy

Medical Benefits Fund of Australia

Medical Benefits Schedule

Medical purchaser-provider agreement

National Health Act 1953 (as amended)

Nursing Home Type Patient

NIB Health Funds Ltd

National Mutual Health Insurance Pty Ltd
Practitioner agreement

Pharmaceutical Benefits Schedule

Pre-existing aillment rules

Private Health Insurance Administration Council
Private Health Insurance Complaints Commissioner
Restricted membership organisation

Single equivalent unit

SGIC Health (now operating as SGIO Health)

XXii



1 ABBREVIATIONS

XXili



GLOSSARY

Ad vaorem

Adverse
selection

Ambulatory
patient

Ancillary cover

Applicable
benefits
arrangement

Asymmetric
information

Average length
of stay

Capitation
Case payment
Casemix
Clinica
protocol

Coordinated
care

Expressed as a percentage of the price or value.

The process whereby higher risk people purchase
insurance — lower risk people do not join (or they
leave) to avoid subsidising the higher risks.

A patient who istreated out of hospital.

Covers services such as dental, prescribed optical
appliances, physiotherapy, chiropractic, hearing aids,
and speech therapy. These services do not require
referral from a medical practitioner for health fund
cover.

An arrangement that a health fund enters into with
some or all contributors under which the contributors
are covered wholly (or partly) for liability to pay fees
and charges for hospital and medical services.

Two parties to a (potential) transaction have different
information about the attributes of the service or
product. For example, a doctor has more medical
knowledge than the patient.

The average (or mean) number of days of stay in
hospital for agroup of patients.

Payment per head of population.
Casemix based (episodic) payment system.

Describes the mix and types of patients treated by a
hospital, according to their medical conditions.

Practice guides designed to assist practitioners make
optimal decisions about health care intervention.

Coordination of care of patients between different
health programs or sectors of the health system
usually by the assistance of care coordinators or
managers.
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Copayment

Community
rating

Cream
skimming

DRGs

FED

Gap

Health status

‘Hit and run’

HPPA

Portion of the cost of an insured health service met
by the user — usually a fixed amount, or proportion
of the fee, specified in advance.

This principle guarantees access by all members of
the community to private health insurance. Health
funds are not able to discriminate between people on
the basis of age or health status, for example.

Adapting a service or product to appeal most to those
people from whom the greatest return can be
obtained by the provider (usually the lower risks).

Diagnosis related groups. A convenient way of
classifying hospital in-patient casemix, which has a
direct relationship to resources used. The criteria for
developing groupings are that they are clinically
meaningful and involve similar resource use.

Front end deductible — generally refers to an excess
payment required from the health fund contributor.

Describes the difference between the MBS fee and
the Medicare rebate. The gap for in-hospital services
can be covered by a health fund. Where MPPASs
exist, funds can also cover any difference between
the MBS fee and the actual service charge.

Health condition of the population.

The phenomenon of an individua joining a health
fund to receive benefits for medical expenses which
are known to be looming — and then leaving after
those benefits are obtained. A form of adverse
selection.

Hospital purchaser-provider agreement. Describes a
contract between a health fund and a hospital, under
the provisions of the 1995 Amendment Act. These
include: a single hbill for al accommodation
expenses; provision of casemix data in a specified
form; and no out-of-pocket expenses, or an agreed
level of out-of-pocket expenses, for the contributor.
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Lifetime
community
rating

Managed care

Managed
competition

MBS

Medicare
Agreements
Memberships

Mora hazard

MPPA

An insurance arrangement in which premiums rise
with the age of entry.

Refers to any system whereby the payer for heath
care seeks to exercise some control over the care
provided, in terms of cost, quality, and
appropriateness of care, and even choice of the
provider.

Refers to competition among health care plans and
among health care providers within a comprehensive
government regulated framework. In Australia, this
could involve private health insurers covering a more
comprehensive range of health services (such as al
pharmaceutical and medical services). Also can refer
to arrangements where someone (eg a generd
medical practitioner), is assigned by the payer to
organise, negotiate, and possibly pay, for a range of
health services which an individual may require.

The Commonwealth Medica Benefits Schedule
specifies fee levels for medical services. Medicare
rebates are set on the basis of the MBS, although
many doctors charge more than the MBS fee.

Agreements between the Commonwealth and the
states and territories about public hospital treatment
and funding.

The number of either single or family memberships
of a health fund. (Used interchangeably with
‘contributors’.)

The effect of incentive on behaviour — for example,
an individual with health insurance may take less
care of their own health.

Medical purchaser-provider agreement. Describes a
contract between a health fund and a doctor, under
the provisions of the 1995 Amendment Act. A fund
can negotiate with medical providers and establish an
agreement where there are no out-of-pocket expenses
or an agreed level of out-of-pocket expenses for the
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Open
membership
fund

PEARS

PHIAC

PA

‘Reinsurance’

Reserves

Restricted or
closed

membership
organisation

Salf-insurance

SEU

patient. The fund can pay benefits above the
scheduled fee where such an agreement exists.

A health fund which must take all persons who wish
to join, subject only to pre-existing ailment rules and
waiting periods.

Rules specifying the maximum time that people with
pre-existing allments must wait before private
hospital insurance benefits.

The Private Health Insurance Administration
Council. Established under amendments to the
National Health Act in 1989. Responsibilities include
ensuring health funds meet minimum solvency
requirements as defined in the Act, and the
administration of the reinsurance arrangements.

Practitioner agreement. An agreement between a
hospital and a doctor, under the provisions of the
1995 Amendment Act.

A system for sharing the hospital costs of high risk
members among health funds.

Health funds are required to keep reserves of at least
$1 million or two break-even contribution months,
whichever isthe greater. When afund falls below the
requirement, it must make application for an
exemption.

A health benefits organisation whose membership is
restricted, for example to certain industry or
employment groups. Pre-existing ailment and waiting
period rules apply as for open funds, and
participation in reinsurance is required.

The payment by an individual for their hospital care
on an episode-by-episode basis.

Single equivalent unit. Calculated by multiplying
family memberships by two, and adding the number
of single memberships. The new membership
categories of couples and single parent families also
count as two single equivalent units.
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Sovereign risk The unforeseen costs of a change in government
policy.
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» Private health insurance occupies a significant but ambiguous position within
Australia' s health care system.

— It is a voluntary facility for private funding of hospital care and
ancillaries, sitting alongside a compulsory tax-financed public system
(Medicare) that isavailableto all.

— It is dso constrained by regulation designed to pursue similar non-
discriminatory access objectives to those in the public system.

* Given the existence of ‘universal’ public health care, some participants
argued that the logical role of private health insurance was just to fund
‘optional extras (additional comfort, choice). Others saw it as providing a
desirable aternative to public funding and provision.

— In practice, it plays both roles. providing top-up funding for
additional services and amenities, as well as displacing the need for
public funding for services available under Medicare.

e But this'mixed’ systemisin trouble:

—  premiums for private health insurance are rising rapidly, fewer
people can afford to choose private health insurance and fund
membership isfalling;

— demand pressure is consequently growing on a public system beset
by funding difficulties; and

—  private hedlth insurance's ‘safety valve' function for the public
system is deteriorating.

» The need to alleviate budgetary pressures, among other objectives, has led to
a series of government initiatives in recent years intended to stem the decline
in private health insurance;

— including a range of regulatory changes and, most recently, financial
inducements from July 1997 to improve its attractiveness.

» But in the meantime premium increases have continued, raising community
concerns that have led to thisinquiry.
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State of the industry

» Since the introduction of Medicare, private health insurance has diminished
considerably in terms of its coverage of the population, but has maintained its
contribution to the funding of health care.

Box 1:

e Itisa$4.5 hillion industry

* It coversaround 6 million people or one-third of the population

* |t comprises 48 health benefits organisations

» Only three organisations operate ‘for profit’

Some facts about private health insurance

accounting for 11 per cent of total health care expenditure
and about 18 per cent of hospital funding.

who are on average wealthier, older (and apparently in better health) than the
rest of the community

the magjority of whom have ‘top cover’ at premiums averaging around $1230
for individuals or $2460 for families (equivalent to around 8Yz per cent of
average weekly earnings after-tax).

but the six largest have nearly 80 per cent of total membership, and
in most states the top two funds have at least half the market between them.

most are ‘mutuals
the largest (and only national one) is a Commonwealth non-profit body.

» Membership of hospital insurance has fallen at a steady rate, reaching over
five per cent per annum in the last three years. It now covers a third of the
population, compared to about 50 per cent in mid-1984.

Simple extrapolation of the membership trend would have it
bottoming out at 10-12 per cent; but Queensland’s longer experience
with a free public hospital system suggests that the low point could
be double that.

How low membership falls will depend largely on community
perceptions about the value of private health insurance compared to
service under Medicare, and how policy measures affect that
comparison.
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Fund membership has fallen...
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» The price of private heath insurance has been rising inexorably, at a rate
averaging 3%z times CPI inflation since 1990.

» The attractiveness of private health insurance has also been diminished by
unpredictable ‘out-of-pocket’ expenses associated with hospital treatment,
which can be large:

— and this is compounded by the uncoordinated proliferation of
doctors' bills.
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» The complexity of the product has meant that many consumers are unaware
of the exact nature of the benefits to which they are entitled until they need to
claim — and then they are unpleasantly surprised.

Box 2. Consumers speak out

‘My wife and myself are 67 years of age and at this time, where probably more than ever
before we need to belong to a health fund, it may be necessary to discontinue our
membership because of increasing charges.’

‘Believing all the advertising | had seen regarding private health cover, | simply assumed
that | was covered for all expenses. Much to my dismay, on discharge | found that |
needed to find some $350 extra for the hospital bill and a further $600+ for the
specialist.’

‘We have found that some of the health funds policies, in their fee structures and
excesses, make it amost impossible to make an informed choice.’

‘Comparison shopping for private health insurance is a nightmare for consumers. An
absolute disgrace!’

‘I arrived home in a very disturbed and weak state and within days was back in hospital
with post operative amnesia. Then the bills arrived. Surgeons' bills. Anaesthetists bills.
Pathologists’ hills. Doctors' bills. Unknown doctors' bills. Chemists' bills. Ambulance
bills. Claiming from [a mgjor private fund] and Medicare became a nightmare.’

‘“Whilst receiving treatment as a private patient in a public hospital, the person in the
next bed was a public patient and received the same treatment by the same medical
practitioner, yet was not faced with any out-of-pocket costs.’

‘The fund's huge cost is an outrage, yet | don't dare drop it only because | know that
private insurance, in this demaocracy, gets you into hospital faster. My wife might be in
desperate need for it some day, so | hang on, bleeding money. It's that unfair priority,
rather than superior service, that keeps many of usin.’

Source: A selection from among over 75 submissions received from individuals and families.

» The bewildering and expanding array of ‘tables’ being offered by the fundsis
in part a (perverse) manifestation of competitive activity driven by the
constraints of the regulatory framework.

» The major regulatory influence on the industry’s performance are the rules
giving effect to the Government’s policy of ‘community rating’.

—  This concept has never been clearly defined, and has become elastic
In interpretation, but essentially means that funds are not to
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discriminate between people in setting premiums or benefits on the
basis of expected claimsrisk.

» Together with the supporting ‘reinsurance’ pool arrangements — which serve
to even out differences in the burden of claims resulting from older or
chronicaly ill members — community rating of private funds in
circumstances where members can enter or leave at will (with Medicare as a
backstop) has created some perverse effects. It has:

dulled the incentive for funds to reduce costs, especially in those risk
categories covered by reinsurance;

led to a proliferation of products designed to target particular groups
(while precluding development of some products that would be in
demand); and

heightened ‘ adverse selection’, whereby lower risk people have been
leaving (unwilling to pay the actuarialy excessive premiums needed
to ‘pay for’ higher risk people) and those expecting to make claims
have been joining (some of whom *hit and run’).

» These effects have created an inherent instability in the industry. They add to
what has become avicious circle, in which rising premiums lead to the lower
risk members dropping out first (see box 3). This not only shrinks the pool of
insured but raises its overall riskiness, leading to higher pay outs and higher
premiums again.

Why are premiums rising so fast?

» The rapid growth in premiums has been interpreted by some as showing that
the private system is either increasingly inefficient or anti-competitive, or
both. But the facts are inconvenient to such an interpretation.

* The degree of competitive pressure on funds is greater than the relatively

high level of concentration within state markets would suggest, and has been
Increasing.

There are no effective regulatory barriers, of a discriminatory kind,
to the entry of new firms (or to the interstate expansion of existing
ones). There are, however, mgor regulatory constraints on all players
— notably through community rating — which make the industry
unattractive to enter and limit choice within the market.

In the latter respect, key regulations relating to private health
insurance would require further examination under the Competition
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Principles Agreement. But this is essentialy precluded by the
Commission’ s terms of reference.

—  There aso appear to be few significant economic barriers to new
entrants, other than low expectations of profitability and the
impregnability of the mutual fundsto ‘hostile’ takeovers.

Box 3:  Thevicious circle of falling membership
Payouts rise

‘Hit and run’
Higher premiums

Adverse selection

Basic care guaranteed

under Medicare _
Drop insurance

(Diagram derived from ICA/LISA, Sub. 161, p. 7.)

‘In our opinion these price increases are a natura result of an inherently unstable
funding system ... This instability results from the cost increases beyond inflation which
are an inherent part of health insurance under the current structure. As premiums
increase, progressively more and more members with lower expected health insurance
costs will give up their health insurance, with membership reducing until only the most
costly members survive, supported by heavy government controls and subsidies.’

(Australian Institute of Actuaries, Sub. 141, p. 2)

» To understand why premiums have been rising, the first thing to be aware of
is that the costs incurred by funds consist overwhelmingly of benefits paid to
members. In the most basic sense, therefore, premiums are rising fast because
payouts to members are rising fast.

—  Funds are not making excessive surpluses or profits (indeed many are
losing money); and
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—  while administrative costs have been rising, their share of total fund
income has not and, in any case, remains small relative to payouts
(although scope remains for administrative savings).

Prostheses

3%

Health funds’ costs
Private hospital

Ancillary

Medical gap
Public
hospital
Day 19 Management
hospital costs

Source: PHIAC 1996a

» A second key point is that a large proportion of the rise in premiums since
Medicare was first introduced has been policy induced — involving the
withdrawal of arange of subsidies to private funding and provision.

—  This factor has been estimated to account for around 30 per cent of
the current level of premiums;

—  though its effect largely pre-dates the 1990s, which have seen further
substantial premium rises.

» The maor contributorsto the rise in premiums (above general inflation) since
199091 were found by the Commission to be:

— a substantia rise in the proportion of fund members using private
rather than public hospitals (the formers charges being about twice
the subsidised public rates):

-- this factor dominated all others, especially in 1995-96;
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-- the shift has reflected several ‘push’ and ‘pull’ factors,
among which public hospital access problems (partly
policy-induced via Medicare Agreements), and a
consequent enhancement of private hospital capability,
have been influential;

— an increase in average private hospital admission charges, due
primarily to changes in technology and clinical practice;

— anincreasein average hospital admissions by private patients:

-- with the net effect on average utilisation of services being
largely offset by reductions in average length of stay;

-- and the rising admissions partly reflecting a change in fund
composition towards older and sicker members as
community coverage dwindles (‘ adverse selection’).

» Indeed adverse selection is a significant underlying contributor to a number
of the cost drivers. Available evidence suggests that it may have contributed
around 17 per cent to real premium increases in the 1990s.

— In the future, as other influences such as the public-private shift
diminish, it will become more dominant as an underlying force for
premium increases.

Key contributors to increased hospital insurance premiums in the 1990s

Utilisation

Health fund admin costs
Medical gap
Changes in cover

Ageing

Prostheses

Priv. hosp charges

Adverse selection

Public to private shift

10 15 20 25 30

Per cent contribution

» Lesser contributors over the last six years included the costs of prostheses
(which were relatively small but have been growing fast), medical gap
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payments, public hospital charges and the introduction of ‘100 per cent’

cover.

» The most important cost drivers behind premium increases are thus not under
the direct control of the funds. They reflect decisions by governments,
doctors, patients and hospitals about what treatment occurs, where it takes
place and at what price. And they are influenced by ongoing shifts in the risk
profile of the diminishing pool of members under community rating.

Thisis not to say, however, that the funds are powerless to influence
some of these cost drivers.

Recent policy initiatives

» Faced with adverse budgetary implications of the fallout from private
Insurance, governments have made changes to the regulatory framework and
announced financial incentives for membership.

» The main regulatory changes in recent years include:

legislation to facilitate contracting between funds, doctors and
hospitals, that would allow greater certainty about fees and scope to
moderate cost increases:

-- these have been partly successful, but only with private
hospitals and, in alowing 100 per cent cover, have
exacerbated cost pressures in the short term;

permission for funds to sell excess (or ‘front end deductibles’)
policies as well as tables excluding certain treatments, so as to allow
more affordable products, with consumers bearing some of the risks:

-- these have become increasingly popular as full cover
premiums have risen, but they have also led to so-called
‘cream skimming' as lower risk existing members self-
select lower cover, at some cost to higher risk groups;

the categories of members for community rating purposes have been
extended from singles vs family (with the family rate having to be
twice the single rate) to a fourway split containing two new family
categories — couple and single parent — with no restrictions on
pricing relativities among them:

-- together with policies which exclude certain medical
conditions, this recent change gives funds greater scope to
provide more targeted products at lower prices, but the
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extent to which it encourages new entry as opposed to the
‘cannibalising’ of members among funds is unclear.

» The Government has also announced financial incentives to apply from July
1997, consisting of (@) rebates for members below certain income ceilings
and (b) a Medicare levy surcharge for those with incomes above specified
thresholds (see box 4).

The rebates provide a high rate of assistance, especially on the
cheaper tables;

they are likely to have a moderate, but predominantly short-term
impact on membership levels (unless the subsidies were to increase
in line with premiums);

while this will bring some savings in public health expenditure, the
fact that the bulk of the rebates will go to existing fund members,
means that the net budgetary effects will be negative.

Box 4:

The private health insurance incentives

From 1 July 1997, single people earning less than $35 000 a year, and couples and
families earning less than $70 000, will be eligible for private health insurance
rebates. The income threshold for families will rise by $3000 for each additional
child.

The rebates will be paid asfollows:

Singles: $100 for hospital cover, and $25 for ancillary cover;
Couples: $200 for hospital cover, and $50 for ancillary cover;
Families: $350 for hospital cover, and $100 for ancillary cover.

Higher income earners will face a Medicare levy surcharge of 1 per cent from 1 July
1997 if they do not take out private health insurance. This applies to single people
earning more than $50 000 and families earning more than $100 000.

Need for systemic reform

 In undertaking reforms, governments have had a number of objectives, some
of which are incompatible. They include:

— easing the budgetary pressure on publicly funded hedth care and

encouraging people to take up and retain private health cover, while
providing universal accessto free health services;
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— ensuring that access to the private system is generally available at
prices which do not discriminate against high-risk groups, while
allowing funds greater scope to provide products which meet the
specific needs of particular (low-risk) groups.

Ad hoc and piecemeal reforms to a complex, interactive system can have
some beneficial effects, but also can create further tensions and the need for
additional government interventions.

The outcome is a system which, despite numerous policy changes, has
inherent and unresolved tensions, the most fundamental being the unstable
Interaction between private health insurance and the public system.

Policies for private health insurance need to be informed by an understanding
of how the overall system can most effectively operate.

—  This raises issues beyond the assigned scope of this inquiry, but
getting some understanding of the larger design problems and reform
models was seen as a pre-condition for providing sound policy
advice in the specific areas identified by the terms of reference.

Health policy is complicated by the necessity for multiple objectives and in
the range of mechanisms and institutions that can play a role in achieving
them.

—  Important objectives include consumer choice, efficient and high
quality service delivery, equitable and efficient allocation of services
and ensuring overall stability and coherence in the system.

Many participants (and others) had views about broader systemic reforms that
were needed in health care financing and delivery, often tied to their
perspective about the appropriate role of private health insurance. From these
and the wider literature it is possible to distil three somewhat stylised models:

(@  more emphasis on public funding and delivery (with improvement
In system design);

(b) a predominantly private market for provision, funding and
intermediary services,

(c) amixed system, with coordinated public and private invol vement:

-- one variant, known as ‘managed competition’, separates
health care delivery from financing, and groups of
providers and intermediaries compete in a managed market
for tax funded dollars;
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-- in another variant, access to the public system is restricted
to lower income households, with others compulsorily
insuring.

Box 5:  Participants on the ‘bigger picture’

Perhaps the greatest immediate problem nationally is that reform is proceeding in a
piecemeal manner. We lack a clear vision of the objectives of health care financing, and
the principles and policy settings which will move us toward attainment of the
objectives. (Healthscope Limited, Sub. 190, p. 1.)

The policy processes in health care perhaps are best caled ‘muddling through’ or
‘digointed incrementalism’ — a decision-making process in which:

‘decision makers consider only incremental alternatives at any one time, together
with a limited number of alternative means. Solutions will be considered only if
they are redlistic or, in other words, appropriate to the available means. Thereisno
clearly defined problem, no one decision; problems are never “solved”.’ (lan
McAuley [also citing Hall 1980], Sub. 13, p. 3)

There are design features in Medicare which, quite apart from their effects on the
performance of the public system itself, hamper the development of greater efficiency in
the private health insurance industry. (Peter Carroll, Sub. 9, p. 25)

Any useful inquiry must study the health system and interfaces in entirety ... the actual
insurance is at the summit of a cumbersome, ridiculously costly, system ... (Robert
Green, Sub. 143, p. 1)

» Each model has strengths and weaknesses (there is no perfect system) and
each implies quite different roles for private hedth insurance and its
regulation.

—  Private insurance would effectively become peripheral under a
strengthened public system (and community rating would have no
place in private insurance). Yet it would dominate under a primarily
private health care system or in systems in which near complete
opting out was sanctioned or mandatory.

— Under managed competition models, the role of insurers (as fund
holders) would also be far more significant, although the main
funding source would be a ‘capitation’ payment from government
rather than the consumer (who nevertheless could ‘top up’ for extra
cover).
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» The critical lesson from a quick review of even such simplified models of
health care reform is that the role of, and problems faced by, private health
Insurance cannot be separated from the system as awhole.

» The Commission has nevertheless considered the scope for policy changes,
within the limits of its terms of reference, which would improve community
welfare, without getting in the way of wider and potentially more beneficial
changes.

Reducing ‘adverse selection’

» Adverse selection — good health risks leaving, bad risks coming and staying
— is the combined result of community rating regulation and the fallback of
free public hospitals. Its effects could be moderated — helping to stabilise
the overal system — by some changes to regulations, without undermining
the broad principle of community rating.

‘Lifetime’ community rating

» The most effective mechanism — raised by a cross-section of participants —
would be a form of ‘lifetime’ community rating, which introduces penalties
for later aged entry to insurance.

—  For example, a 65 year old who had entered insurance at age 35
would pay a much lower premium than one who had entered at say
60 years of age — and would pay the same premium as someone
entering today at the age of 35.

» This system has obvious advantages in deterring late and ‘ strategic’ entry into
health insurance. It is thus much fairer to existing and long-term members, as
well as producing a more balanced pool of risks and thus lower premiums.

* Inits pure form, lifetime community rating is a ‘funded’ scheme, in which
people pool reserves within their age cohort to meet their health costs in old
age. Premiums are set to meet expected costs over the remaining years of life.

—  While relatively effective in addressing adverse selection, such a
system is likely to require complex and costly transitiona
arrangements and could remain vulnerable to or impede broader
changes in the health system.

— Until a wider review of the health system takes place, such radical
restructuring of community rating may be counterproductive.
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» These difficulties are largely avoided with an unfunded lifetime community
rating scheme, which essentially imposes higher premiums on those who
enter insurance later in life. Contrary to a funded approach, the level of
premiums would depend on the composition of the membership pool in a
given year.

The Commission aso considered a ‘non-price’ variant of this form of
lifetime community rating, which would involve longer eigibility
waiting periods for late joiners. Such a scheme could be combined
with the premium-based one, but this would be confusing. In
choosing between the two, the Commission has been attracted to the
price variant because of some advantages in efficiency and
community acceptance.

» The Commission considers that introducing unfunded lifetime community
rating would not create inequities:

no existing member would be adversely affected (indeed pressure on
their premiums would be reduced); and

a grace period would ensure that intending members were not
disadvantaged.

Pre-existing ailments

 |ssues of age aside, many insurers have argued that the regulated maximum
waiting periods for pre-existing ailments are too short and facilitate ‘hit and
runs, to the detriment of existing members.

The Commission considers that Iengthening waiting periods would
be a positive step for obstetrics and conditions particularly subject to
strategic entry.

No claim bonuses?

» One way of reducing the incentive for good risks to leave private health
insurance would be to allow provision of no claim bonuses in premiums.
These would aso mitigate ‘moral hazard’ effects (overuse of services
because of insurance).

On closer examination, however, the Commission considers that,
despite the moderating influence of reinsurance, no claim bonuses
would inevitably lead to higher premiums for the sick (against the
principle of community rating) and there is significant potential for
cost shifting (back) to the public system.
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Facilitating innovative products

The extent of innovation is constrained by various regulations and
Institutional arrangements.

Product regulations

Funds currently cannot offer some products and are at the same time obliged
to offer others, providing fewer options for consumers wanting more
selective service cover.

The Commission has considered participants views on the rationale for
requiring funds to offer cover in al products for in-hospital psychiatric,
rehabilitation and palliative care (but for no other categories of care). While
there may be some justification in the case of psychiatric care — subject to
appropriate admission criteria — the Commission found no compelling
reason for singling out rehabilitative and palliative care in this way.

Changing reinsurance

Historically, reinsurance has constituted a set of pragmatic risk pooling
arrangements among funds, in support of community rating. The current
arrangements have a number of deficiencies. These are partly a legacy of
previous data constraints, which are rapidly vanishing.

Thereis aneed to revise reinsurance arrangements so that:

—  funds which are effective at containing unit costs or utilisation do
not subsidise those which are not;

—  the effect of family and membership composition differences is
equalised more systematicaly;

—  thereis more scope for funds to target products to attract lower risk
members, aslong as community rating is not destabilised; and

—  out-of-hospital care can be included.

Box 6: Understanding ‘reinsurance’

Reinsurance consists of a common pool for two groups of bad risks (the aged and
chronically ill) into which all funds compulsorily contribute. Funds with a greater
proportion of lower risk people (the young) pay into the reinsurance fund, while those
with a greater proportion of higher risks (the old and those with hospitalisation of 35
days or more) receive transfers from the fund.
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The function of reinsurance is to remove disincentives to recruitment of older and sicker
people — it financially polices community rating by lowering the incentives for funds to
‘cream skim’ the low risk consumers.

Reinsurance has some adverse side effects. For example:

* it decreases any single fund’s incentives to manage the costs of the elderly and the
sick, since most of these costs are pooled with other insurers;

it increases the insurance loading on products offering lower benefits to consumers
such as front end deductibles and exclusion products, thus making these less
attractive to consumers; and

e it also reduces the attractiveness of introducing genuine ‘catastrophe’ insurance
products.

 The Commission considers that these objectives would be best met by
‘composition based’ reinsurance schemes, which adjust for differences
between funds' risk profiles and (sometimes) coverage.

» There is also a case for complementing such changes with *proportional’
reinsurance arrangements, subject to their workability. The current system
imposes the same liability on any policy, regardless of the benefit it offers.
Under proportional reinsurance, the contribution by any policy to the
reinsurance pool would be proportional to the benefit rate provided by that
policy. This would facilitate cost-effective innovation, including cheaper
products, and have some positive equity implications, although there could be
some trade-off in higher premiums for full cover policies.

Enhancing competition

* While the Commission’s judgment is that there is a reasonable degree of
competitive pressure on the private health insurance industry (a major
underlying source being the Medicare system itself), there are also a number
of ways in which it could be enhanced. These would complement other
regulatory changes designed to improve incentives to reduce costs and
innovate.

Governance

* Most of Australias private heath insurers are ‘mutuals. They exhibit a
number of different governance structures, but most lack strong
accountability to members.
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—  Oneissueis how this may be improved in away that provides greater
discipline on performance.

- In particular, it would seem desirable that mechanisms to facilitate
(hostile) takeovers be considered, as under current arrangements this
important source of competitive pressure is virtually irrelevant in the
health insurance industry.

* Mutua funds have an apparent advantage over for-profit competitors in that
they do not pay income tax. There appear to be some impacts on pricing and
output, but the Commission’s assessment is that the distortions are relatively
small.

Medibank Private

» The existence of a dominant government-owned insurer, initialy introduced
to enhance competition and bring a national presence to the industry, aso
raises questions about competitive neutrality. At face value, the co-location
of Medibank Private and Medicare would seem to bring advantages
unavailable to other insurers. And the Commission is unsure to what extent
Medibank Private' s relatively low administrative costs represent cost shifting
to Medicare, rather than greater technical efficiency (or economies of scope).

— At aminimum, there is a case for alowing funds to act as Medicare
retail agents (which would aso simplify billing transactions for
consumers):

-- and for examining the desirability of separating Medibank
Private from the Health Insurance Commission.

Improving cost effectiveness of health care

» The Australian health care system has traditionally combined fee-for-service
medicine with payment of the largest part of health care bills by athird party
— the government (taxpayers) or private insurers. Inherent in the systemisa
tendency for overuse, where patients receive services which they value at less
than the cost of provision. Thisis compounded by the information imbalance
between doctors and patients.

—  These factors work against containing excessive costs within the
system and providing private health insurance members with value
for money.
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—  The problem compounds as technology makes feasible an ever
Increasing range of procedures which are high cost, but sometimes of
guestionable additional clinical worth.

Contracting

e In addition to proposals aready made, there is some scope to improve
incentives within the contracting framework.

* |In particular, the Commission considers that health funds should be free to
choose which private hospitals to contract with and for what services (subject
to members being adequately informed):

—  this implies eliminating the requirement for a specified default
benefit for private hospitals.

» Health funds should not be obliged to pay full hospital benefits for nursing
home type patients in acute hospitals for up to 35 days. They should be free
to negotiate with hospitals about an appropriate rate or with other providers
about treatment on a nursing home basis.

» The Commission also considers that the speedier and widespread adoption of
proper episodic case payment contracts between funds and hospitals will be
facilitated by a number of its recommendations.

—  Allowing doctors to write contracts with hospitals at above the MBS
fee where proper case payment contracts are in place will assist in
this respect.

Other mechanisms

» Case payment contracts can help influence unit costs, but won't necessarily
influence the number of episodes.

» Health funds already pursue options to counter adverse volume incentives,
including ‘step down’ contracts with hospitals (specifying lower payments
after a certain number of treatments), copayments per service received and,
for expensive procedures, products with benefit ceilings and/or exclusions.

—  Proposed changes to the current reinsurance arrangements will
enhance the funds' incentives to act.
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Alleviating other regulatory burdens

Price regulation

The funds are required to notify the Department in advance before
implementing rule changes, including premium changes. The National
Health Act provides for the Minister to disallow changes where they: breach
a condition of registration; adversely affect the rights of contributors; or
affect afund’sfinancial stability.

When applied to price controls, these conditions essentially relate to
solvency, anti-competitive behaviour and equity. In the Commission’s view,
none of the arguments withstand critical examination.

—  For example, solvency is best addressed by a direct instrument
related to reserves: a‘belt and braces approach is not needed.

—  Given the variety of funds, and the absence of significant barriers to
entry, effective collusive behaviour seems unlikely (if anything,
‘price approval’ processes can encourage it) and there is also little
scope for monopoly pricing.

—  Given the benefit-driven nature of pricing, there is little the
Government can achieve by attempting to suppress prices (other than
endangering solvency).

Price regulation — even if informal and infrequently applied — can also act
as a deterrent to entry of new organisations into the market and thus detract
from incentives to be efficient.

The Commission considers that the Government should neither control nor
screen price changes of health insurance products.

Reserve regulation

With the aim of protecting contributors, funds are currently required to
maintain a minimum of $1 million, or two break-even contribution months of
reserves, whichever is greater. Compliance is monitored by the Government
through a statutory agency (PHIAC) reporting to the Minister.

—  The Commission doubts whether the current administrative structure
ensures sufficient independence for PHIAC and proposes that its
powers be vested in an independent Board.

The Commission found a number of problems with existing reserve
management, including:
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— some ambiguity about what happens when a fund breaches the
minimum reserve requirements; and

—  limited requirements regarding liquidity of assets held as reserves.

There should be a clear protocol for breach of reserves, and clearer guidelines
as to what constitutes acceptable liquidity and diversification of reserve
assets.

— Resarves should be set at appropriate levels (which should be
differentiated by fund categories) and funds not meeting them closed
down.

Other consumer needs

Integrated billing

Currently contributors face a proliferation of bills after private hospital
treatment, requiring multiple claims through Medicare and their health fund.
The system inefficiencies and (hidden) costs to consumers are considerable.

The benefits to consumers (and ultimately the whole sector) of ‘single
billing’ are widely recognised. They include reduced transactions (including a
single copayment) and greater certainty about charges. Work underway to
achieve hilling reforms, and to facilitate informed financial consent, should
be completed as quickly as possible.

Comparing products

Consumers and experts alike face a daunting task in deciding what level of
cover (‘table’) to take up and in comparing the offerings of different funds.

To some extent, product complexity has been a side effect of attempts to
alow innovation within community rating constraints. The ultimate
‘solution’ therefore involves systemic considerations beyond the scope of this
inquiry. In the meantime, the Commission does not see a net pay off to the
community from government measures to improve consumer information,
beyond those already available through PHIAC and the Complaints
Commissioner.
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‘Maximising the value of the incentives’

Many of the above proposals are directed at making private health insurance
‘better value' for consumers. They would allow a wider range of products
and (ultimately) lower premiums. And they would be more equitable.

— Inthese ways, they would also enhance the value of the rebate.

There was early confusion as to how the administration of the rebate would
work. A working party has now been set up to deal with implementation
I SSUes:
— administrative arrangements need to be clarified and compliance
costs kept to a minimum.

There need to be phasing provisions in the rebate and levy, to reduce the
currently extreme marginal tax peaks at ceiling /threshold income levels:

—  which otherwise could have adverse employment incentives and lead
to strategic behaviour.

The Commission considers that money set aside for the rebates on ancillaries
may be better spent by giving additional encouragement for hospital cover.

The Commission considers that the rebate/levy arrangements are likely to
have some effect on membership levels in the next few years, but that they
have more questionable effects in terms of other objectives. The underlying
longer term instability of the system will remain.

Impact of proposed reforms

The Commission’s proposals will enhance community welfare as well as the
performance of the private health insurance industry. In particular, the
proposed reforms will:

—  reduce the destabilising effects of adverse selection;

—  strengthen incentives for cost effectiveness, both within funds and in
hospital care;

—  provide greater scope for development of innovative products; and
— overtime, lead to lower premiums.

While placing pressure on providers and funders to perform better, the
Commission considers that no community group would be unfairly
disadvantaged by its proposals, especially if the suggested transitional
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strategies (phasing, grace periods) were adopted. This includes aged
members and those who areill or are just bad health risks.

» Ovedl, by improving the attractiveness of private heath insurance, the
Commission’s proposals would also serve to reduce pressure on the tax-
funded public system.

— Inencouraging early entry and (after a grace period) penalising those
who only choose to buy private insurance when they anticipate high
claims, some people will inevitably make greater use of Medicare
(as, of course, istheir right).

— But this could be avoided only by perpetuating destabilising
arrangements for private health insurance which would end up
Imposing a much greater burden on the public system.

» Nevertheless, the Commission emphasises that its proposals are essentially
incremental in nature and designed to alleviate the problems of the health
insurance industry in the short term. A long-term solution will require more.
Private health insurance is a cog in a machine. One can burnish the gears of
that cog, but ultimately its performance and functioning depend on the rest of
the machine. There are grounds therefore for looking at other aspects of the
health system through awider public review.




RECOMMENDATIONS

The following listing of recommendations is drawn from chapter 10 of the
report.

Recommendation 1

The Commission recommends the introduction of (unfunded) lifetime
community rating for private health insurance, under which people entering
insurance late, for example after the age of 30 years, would pay higher
premiums than those who enter early.

Recommendation 2

The Commission recommends that community rating principles be examined as
part of awider review of the health system.

Recommendation 3

The Commission recommends that community rating no longer apply to
ancillary cover.

Recommendation 4

The Commission recommends that changes in the price of health insurance
products no longer be subject to disallowance.

The Commission also recommends that premium changes not be subject to
monitoring or screening.
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Recommendation 5

The Commission recommends that guaranteed cover should be limited to
psychiatric care which meets appropriate hospital admission criteria — with a
short phasing-in period to develop these criteria.

If, however, this innovation fails to control costs and utilisation within two
years, the Commission recommends that mandated cover be reviewed.

Recommendation 6

The Commission recommends that compulsory coverage for in-hospital
rehabilitative and palliative care no longer be required in every hospital table.

Recommendation 7

The Commission recommends that the current restriction on no clam bonuses
be maintained.

Recommendation 8

The Commission recommends that pre-existing ailment rules be examined as
part of any review of community rating.

Recommendation 9

The Commission supports in principle the extension of maximum waiting times
for conditions commonly subject to ‘hit and run’ behaviour (such as obstetrics),
and recommends that appropriate arrangements be devised by the funds and the
Department of Health and Family Services.

Recommendation 10

The Commission does not recommend implementation of national reinsurance.
However, any review of community rating should include consideration of this
issue.
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Recommendation 11

The Commission recommends that new reinsurance arrangements be devised
which meet the following criteria:

differences in costs among funds due to the demographic characteristics of
their membership (such as age, family size and gender) should be equalised;

funds with lower unit costs and utilisation should not have to subsidise funds
with poorer cost efficiencies;

there should be some scope for funds to target new products at lower risk
groups to recruit new members, as long as community rating is not
destabilised;
out-of-hospital care should be eligible for inclusion as part of any reinsurance
arrangement.

The Commission considers that a composition based reinsurance scheme would
best meet these criteria:

subject to introducing additional age brackets for the elderly, so that funds
with a greater proportion of very old members are not disadvantaged; and

with appropriate transitional arrangements so that the impact on funds
disadvantaged by the changes is spread over a number of years.

The Commission also considers that:

proportional reinsurance, while entailing some risks, may be a useful
complement to the above changes. It should be examined for its workability;
and

reinsurance will need to be adapted if unfunded lifetime community rating is
introduced.

Recommendation 12

The Commission recommends that arrangements be developed to allow ‘ hostile
takeovers of mutual health funds.

Detailed consideration should be given to proposals which:

alow members or nominated representatives to accept or reject (via
mechanisms such as a plebiscite) a hostile takeover;

ensure transparency to members of the terms and conditions of such
takeovers; and
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* include appropriate monitoring of takeover bids in accordance with standard
commercia arrangements.

Recommendation 13

The Commission recommends that the transition of a health insurance fund
from atax exempt to a taxable entity be eased by making appropriate legidative
amendments to the National Health Act.

Recommendation 14

The Commission recommends that private health funds be allowed to act as
retail agents for Medicare, subject to:

* satisfactory privacy arrangements;

* suitable apportionment of the relevant costs; and

» competitive neutrality with the arrangements applying for Medibank Private.

The Commission recommends that, depending on the findings of the current
Treasury review, detailed consideration be given to separating Medibank Private
from the HIC.

Recommendation 15
The Commission recommends that:

 aclear protocol for breach of reserves should be devel oped;

 flexibility should be introduced into reserve requirements for funds facing
different levels of risk; and

 clearer guidelines of what constitutes acceptable liquidity and diversification
of reserves assets should be produced.

Recommendation 16

The Commission recommends that the existing council be disbanded and the
powers of PHIAC be vested in an independent Board, including a
Commissioner and two to four other individuals independent of both the
Department and the industry.
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Recommendation 17

The Commission recommends that work towards achieving billing reforms, and
facilitating informed financial consent, be completed as quickly as possible.

Recommendation 18
The Commission recommends that funds no longer be required to:

» pay benefitsfor NHTPs at the acute rate for the first 35 days; and

* pay a non-contracted private hospital at any specified minimum default bed
rate (including emergency admissions and psychiatric care).

The Commission recommends that where doctors and hospitals contract under

practitioner agreements, the funds be able to offer full coverage for medical fees

above the MBS, as long as proper case payment contracts between funds and

hospital s exist.

The Commission recommends that the proposed wider review into the health
system examine supply constraints in the medical market.

Recommendation 19

The Commission recommends that, in the context of the next Medicare
Agreement, the Commonwealth negotiate with the states and territories about
introducing full economic charging for public hospital services for private
patients.

Recommendation 20

The Commission recommends that the rebates for ancillary insurance be
abandoned. If there was a concern to maintain the overall size of the package of
subsidies to private health insurance, the relevant amount could be added to the
rebates for hospital cover.

Recommendation 21

The Commission recommends that smoother phasing provisions be introduced
in both the rebate and the levy surcharge arrangements.
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Recommendation 22

The Commission recommends a broad public inquiry into Australia’'s health
system. Such an inquiry should encompass.

health financing, including state/federal cost shifting incentives;

integrated health systems and coordinated care (including assessment of the
role of private insurers);

the role of copayments;

competitive neutrality between players in the system (for example between
public and private providers, between untaxed not-for-profit private hospitals
and taxed private hospitals, and taxed and untaxed health insurance funds);

market power exerted by players in the system, including supply constraints
in the medical market;

community rating, including assessment of pre-existing ailment rules,

information management in health care (such as transferable patient records
and use of information in quality assurance); and

progress of protocol development.

In the event that a broad strategic inquiry is considered unmanageable, a number
of specific inquiries could be undertaken, focusing on themes such as financing
issues, quality of health care, and competitive neutrality.
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1 INTRODUCTION

Thisinquiry about the private health insurance industry covers:
e jts structure and conduct;

» issuesrelating to its efficiency and competitiveness; and

» aspects of itsinstitutional and regulatory environment.

This chapter explains the background to the inquiry, outlines the scope of the
report, describes the inquiry process and sets out the report structure.

1.1 Background

In its 1996 Budget, the Commonwealth Government announced measures to
encourage families and individuals to maintain, or take up, private health
insurance. These measures had been foreshadowed by the Coalition before the
1996 federal election.

* From 1 July 1997, incentives of up to $450 a year for families, and $250 a
year for individuals, will be provided to low and middle income people with
private health insurance.

* |n addition, a Medicare levy surcharge will apply from that date for high
Income earners without private insurance. (For details, see box 1.1.)

The Minister for Health and Family Services has stated that the Government is
committed to ‘implementing effective measures to keep private health insurance
within the reach of ordinary Australians' (Wooldridge 1996). An underlying
objective of the incentives, however, is to switch demand from public to private
health care, thus taking pressure off the public hospital system and public
funding of health care (see section 2.3). In recent years, private health insurance
membership has fallen significantly, with a greater treatment and funding load
placed on the public system — seefigure 1.1.

One of the reasons for this inquiry was concern that the announced financial
incentives could lose some effect because of increases in health fund premiums.
In fact, several funds announced such increases between the time of the Budget
and the Prime Minister’s announcement of the reference on 30 August 1996.
And more funds have implemented or announced increases since this inquiry
commenced.




PRIVATE HEALTH INSURANCE

Box 1.2: The private health insurance incentives

From 1 July 1997, single people earning less than $35 000 a year, and couples and
families earning less than $70 000 will be eligible for private health insurance
rebates. The income threshold for families will rise by $3000 for each additional
child.

The annual rebates will be:

Singles. $100 for hospital cover, $25 for ancillary cover, $125 for combined
hospital and ancillary cover;

Couples: $200 for hospital cover, $50 for ancillary cover, $250 for combined cover;
Families: $350 for hospital cover, $100 for ancillary cover, $450 for combined cover.

People can choose to have the rebate paid directly to their health fund in return for a
guaranteed reduction in premiums, or they may choose to receive the payment as a
tax rebate after the end of the financial year.

Higher income earners will face a Medicare levy surcharge of 1 per cent from 1 July
1997 if they do not take out private hospital cover for themselves and all their
dependants. This applies to single people earning more than $50 000 and families
earning more than $100 000.

Source:  Private Health Insurance Incentives Bill 1996 and Explanatory Memorandum, Medicare Levy

Amendment Act (No. 2) 1996 and Explanatory Memorandum.

Figure 1.2: Private health insurance coverage and premiums
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The terms of reference for the inquiry also reflect more general concerns about
the current state of the private health insurance industry, its falling membership,
and the cost pressures it faces. Falling membership and increasing costs create
difficulties for the funds themselves, as well as for public health provision and
funding.

Several factors have led to premium rises. for example, some switching by
private patients from public to private hospitals, and increasing private hospital
usage and costs — in turn reflecting a number of factors which are analysed in
this report.

As premiums rise, many contributors have dropped out of private cover, relying
on ‘free’ access under Medicare to public hospital treatment. A vicious circle
reinforces the process — see box 1.3. If this process were to continue then the
industry — and the health sector generally — could ultimately face severe
problems.

Box 1.4: The vicious circle of falling membership
Payouts rise

‘Hit and run’
Higher premiums

Adverse selection

Basic care guaranteed

under Medicare )
Drop insurance

Source:  Adapted from ICA and LISA, Sub. 161, chart 4.

Legislative changes made in 1995 under the previous Government — the so-
called Lawrence reforms —sought to improve the attractiveness of private
health insurance to consumers. The changes aimed to limit out-of-pocket
expenses by facilitating contracts between funds and hospitals, and between
funds and doctors, at agreed charges. With contracts in place, funds can offer
tables with 100 per cent cover, both for hospital treatment and for the medical
services associated with that treatment. An important element was to allow
funds to contract with doctors to provide rebates beyond the schedule fee. To
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date, 100 per cent hospital cover is widely available, but there is very limited
100 per cent medical cover available (involving no out-of-pocket expenses).
However, the availability of 100 per cent hospital cover is one factor leading to
increasing health fund premiums.

The 1995 changes continue a long tradition of institutional and regulatory
change in the private health insurance area. Insurers have been, and continue to
be, subject to a myriad of government controls. These cover registration of
funds, their rules, premium levels, the products offered, levels of financial
reserves and even mergers and takeovers. In addition, ‘reinsurance
arrangements redistribute money between funds to share the burden of higher
cost members.

Many of these controls are intended to reinforce requirements for ‘community
rating’ by health funds. This concept predates the introduction of Medicare and
has never been precisely defined, but essentially means that a fund cannot
discriminate its premiums or benefits on the basis of age, sex, health status or
claims experience. In other words, community rating provides for ‘equal’ access
to private health insurance for all members of the community.

1.2 Scope of the inquiry

The terms of reference, dated 17 September 1996, focus on private health
insurance and the private health insurance industry, rather than on broader
issues such as the financing of the health care system generally, or improving
the quality of health care. Matters under reference include:

* the current state of the private health insurance industry;
* the cost pressures on the industry;

» the most effective means of ensuring that contributors receive the maximum
benefit from the Government’ s financia incentives;

» options to encourage innovative and price competitive insurance products;
and

 an appropriate regulatory framework within which funds should set reserves
and premiums.

The Commission also examines the institutional and regulatory framework of
private health insurance more generally.

The terms of reference specify that the inquiry be conducted ‘against the
background of the Government’s policy to retain Medicare, bulk billing and
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community rating, and to provide financial incentives for families and
individuals with health insurance’.

The reference also specifies that, in making recommendations, the Commission
‘“aimto improve the overall economic performance of the Australian economy’.

The Commission has been asked to identify groups which would benefit from,
or be disadvantaged by, any proposed measure, and to consider relevant
iImplementation strategies. The reference also specifies a number of other
matters to which the Commission must have regard, including the
intergovernmental Competition Principles Agreement (see chapter 5) and
reforms being devel oped within the COAG process (see box 1.5).

Box 1.6: COAG and health system reform

In February 1994, the Council of Australian Governments (COAG) endorsed the need
for reform of heath and community services. At further meetings in 1995 and 1996,
COAG agreed to broad directions for such reform and an approach to implementation.

According to the June 1996 Communique:

‘there is an urgent need to shift the focus of health and community services from
programs to people, through a partnership between the Commonweath and the
States. This will involve building a system that: provides quality care responsive to
peoples needs; provides incentives for preventive health and cost effective care;
gives better value for taxpayers dollars; more clearly defines roles and
responsihilities; and retains the benefit of universal access to basic health services
through Medicare'.

COAG agreed to severa key elements for the longer term: working towards
arrangements which place all health and related community services, including the MBS
and the PBS, under the umbrella of a single multilateral agreement, with bilateral
arrangements covering funding and outcome measures; exploring long-term global
funding arrangements; and exploring options for a nationally consistent information and
payments system. In the interim, COAG agreed to steps to consolidate and rationalise a
number of existing arrangements, including consideration of transfer of responsibility for
managing aged care programs to the States. COAG agreed that further work will also be
undertaken on the ongoing role of private sector funding.

Part of the ongoing work under the auspices of COAG includes trials in ‘coordinated
care' . (See chapter 9 for further information.)
Source: COAG Task Force on Health and Community Services, Meeting people's needs better, January

1995; COAG Meeting, Communique, 11 April 1995; COAG Meeting, Communique, 14 June
1996.
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The full terms of reference are set out in Appendix A. The Commission was
required to report to the Government by 28 February 1997. The reference notes
the Government’s intention to respond to the Commission’s report as soon as
possible thereafter, at which time it will be publicly released.

1.3 The inquiry process

The inquiry process was designed to facilitate participation by all interested
groups and individuals and to allow the maximum degree of public scrutiny
within the time available. (Appendix B lists the names of organisations and
individual s participating in each of stage of the inquiry process.)

» Informal visits and discussions were held with organisations and individuals
with a range of interests and perspectives — about 40 organisations and
individuals were consulted.

* An issues paper was sent out in late September to assist those wishing to
make submissions.

» A roundtable discussion was held in Canberra on 1 October to encourage an
interchange of ideas among key participants with different interests and
perspectives on the issues.

e Submissions were invited from the public — 191 were received before the
Discussion Draft was released for public comment. These included
submissions from industry organisations, health funds, and medica and
consumer groups. Over 75 of the submissions were from individuals and
families commenting on their experiences in the medical and hospital system,
and as health fund members.

 The Discussion Draft was released on 18 December 1996 for public
comment. Under the terms of reference, the Commission was not required to
produce a draft report. Nevertheless, the Commission saw considerable
benefits in exposing its preliminary analysis and findings to public scrutiny
and comment, so that its report to Government could be as well-informed as
possible.

e A further 97 submissions were received in response to the Draft, and 19
organisations or individuals participated in public hearings on 28, 30 and 31
January 1997. This fina report takes those responses to the Draft into
consideration.
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1.4 Structure of the report

Chapter 2 examines the role of private health insurance, and the importance of
private provision of health services, in the context of the Australian health care
system. It is important to understand the constraints imposed on the private
health insurance industry by policies such as Medicare, bulk billing and
community rating. This chapter explains the Commission’s approach to the
inquiry, given the Government’s support for those policies expressed in the
terms of reference.

Regulation is covered in chapter 3. The chapter describes the complex web of
regulatory requirements, and assesses their effects. It includes participants
comments about regulatory issues.

Chapters 4, 5, 6 and 7 look at the characteristics and operations of the private
health insurance industry. Its structure, conduct and performance are covered in
chapter 4. The nature and extent of competition within the industry are covered
in chapter 5. Chapter 6 covers users of health insurance: it examines the
characteristics of those people with private cover, the reasons why people take
out or drop health insurance, and likely future trends in membership coverage.

Cost pressures are examined in some detail in chapter 7. It includes examination
of those matters referred to in the reference:

* theimpact of declining membership levels;

* increasing health care costs, including the relationship between private health
funds and hospitals;

» usage of private hospitals;

» the impact of reforms alowing the setting of premiums for 100 per cent
private cover; and

» the different costs to the industry of hospital beds in private and public
hospitals.

Chapter 8 discusses the incentives facing health funds, hospitals and medical
providers, and considers the scope for improvements to encourage cost
containment and efficiency.

As a backdrop to examining the scope to make beneficial policy adjustments
within the current terms of reference, chapter 9 looks at different models of
health system reform.

Chapter 10 examines various policy options for private heath insurance, and
develops the Commission’s findings and recommendations. (This is the key
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chapter for readers anxious to get quickly to the reasoning behind the
Commission’s main findings and recommendations.) Chapter 11 discusses the
likely effects on various groups of implementing those recommendations, as
well asimplementation strategies.




2 THE ROLE OF PRIVATE HEALTH
INSURANCE IN AUSTRALIA

In addressing issues relating to the private health insurance industry, it is
important to understand the role of private health insurance in the context of the
Australian health care system. In turn, this requires familiarity with that system,
and why and how governments take such an active part in it.

This chapter firstly provides a brief overview of health care services provision
and funding in Australia. It provides information on the size and make up of the
sector, as well as on the significance of private health insurance. It then
considers the role of private health insurance in the Australian context, both as
envisaged by the Government and participants, and as it operates in practice.
The chapter concludes by presenting the Commission’s approach to the issues,
given the Government’s support for Medicare, bulk billing and community
rating expressed in the terms of reference.

There are both equity and efficiency reasons for some government intervention
in health systems (see box 2.1). While this report does not provide any detailed
assessment of the rationales for government intervention in the health sector
generally, it does describe the nature and extent of government involvement in
private health insurance, examines whether that involvement is appropriate, and
looks at ways to improve the regulatory and institutional environment in which
private health insurance operates.

2.1 Overview of the Australian health care system

In Australia’'s federal system, responsibility for health care is divided between
different levels of government. Governments make decisions about public and
private health care provision, public and private funding, and about regulation.

Significant changes have been made to Australia’'s health care arrangements
over the years as different governments have brought different views about the
need for government intervention, about the appropriate balance between public
and private provision, and public and private financing, and about the
appropriate nature and extent of regulation.
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Box 2.2: Rationales for government involvement in health care

Governments intervene in many areas of the economy in a number of ways and for a
variety of reasons.

In hedth care, government intervention takes the form of regulation, provision of
services, and funding of services. Reasons for intervention include:

» equity: concern that low income should not preclude members of the community from
(at least basic) health care; and

» efficiency: there are problems with asymmetric information (consumers have
difficulty in judging their own best interests), and adverse selection and moral hazard
in insurance arrangements.

These characteristics arise in other areas of the economy as well, and government
solutions are not always necessary. However, the characteristics combine rather uniquely
in health care activity.

The difficult questions are to decide what form the intervention should take and how
much government intervention is appropriate. Different community groups — and policy
analysts — bring different perspectives to these issues.

One important distinction is between government provision of services and government
funding. Justification for government funding need not imply justification for
government provision.

The underlying objectives of government intervention could be summarised as seeking to
obtain:

» an‘improved’ distribution of health services among community members,
» the'‘right’ overal level of health service provision; and
» good health outcomes.

These objectives acknowledge that health care expenditure cannot be unlimited —
expenditure on health care displaces resources available for other community needs and
wants.

Some key features of Australia’s system are listed below (see also figure 2.1,
which attempts to capture some of the main linkages between hedth care
funders and providers):

 private and public supply of both medical and hospital services coexist;

* many medical services are provided on afee-for-service basis,

10
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» the Commonwealth Government funds both medical and hospital services
(from the Medicare levy and general tax revenue);

 state government provision and funding of health servicesis significant;

» services such as dental care, physiotherapy, and ancillary services are mostly
privately provided and funded, although there is some public provision;

* many pharmaceuticals are subsidised;

e voluntary private hospital and ancillary ‘insurance’ is available, with

‘community rating’ applying; and

* regulation is extensive.

Figure 2.2: Linkages between health care consumers, payers and

providers
Professionals Hospitals/other care Providers
organisations
A A
Services Services
Payment Payment
Governments Private insurers Payers
Taxes Rebates Premiums
) C
Q
Patients onsumers
Non-insured Non-insured
payments payments

Source: Adapted from KPMG.

Provision

Medical care in Australia can be provided by private fee-for-service or saaried
medical practitioners. Out of hospital, private providers predominate. In public
hospitals many services are provided by salaried doctors, including specialists,
but there is significant provision of services by doctors under contract or under
fee-for-service. In private hospitals, fee-for-service medica provision

predominates.

11
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The majority of hospital services (both in terms of provision and funding) are
provided by public hospitals under the jurisdiction of state and territory
governments. These public hospitals still predominate for acute care, and in
medical cases requiring hospitalisation. However, in the last few years the range
and sophistication of services available at private hospitals have increased
substantially. Some of these now offer complex surgical procedures, and
accident and emergency facilities. Particular private hospitals offer psychiatric
care, and some provide care for nursing home type patients.

Funding

Funding for health care provision in Australia comes from a number of sources.
The magjority comes from government revenue, with significant contributions
from individuals and private insurance (see figure 2.3). Some government
revenue is sourced from the Medicare levy — this, however, raises less than 10
per cent of health expenditure overall, and less than 20 per cent of
Commonwealth expenditure on health.

The Medicare arrangements channel Commonwealth Government funds
(including the levy) into payment for medical and hospital services:

» For medical services provided out of hospital, patients can receive arebate of
85 per cent of the schedule fee set under the Commonweath Medical
Benefits Schedule (MBS). If the medical practitioner ‘bulk bills', being
prepared to accept the 85 per cent rebate, the patient pays nothing.

 In-hospital medical procedures are free to public patients in public hospitals,
and subsidised to 75 per cent of the MBS fee in other cases.

» Under the Commonwealth-State Medicare Agreements, the Commonwealth
also makes funds available to the states and territories for public hospitals,
subject to a number of conditions set out in the Health Insurance Act 1973.
The agreements are underpinned by the Medicare Principles which, in
summary, provide for choice, universality and equity (see box 2.3).

The current agreements cover the 1993-1998 period. As well as recelving
revenue through the Medicare arrangements, public hospitals receive some
income from private patients (see below).

12



2 THE ROLE OF PRIVATE HEALTH INSURANCE IN AUSTRALIA

Box 2.4: Medicare Principles
[As set out in the Health Insurance Act 1973, sect. 26.]

The Commonwealth and the States are committed to the following principles in the
provision of public hospital services:
Explanatory Note: The Principles focus on the provision of public hospital
services to eligible persons, but operate in an environment where eligible persons
have the right to choose private health care in public and private hospitals
supported by private health insurance.
Choices of services
Principle 1: Eligible persons must be given the choice to receive public hospital services
free of charge as public patients
Explanatory Note 1: Hospital services include in-patient, out-patient, emergency
services (including primary care where appropriate) and day patient services
consistent with currently acceptable medical and health service standards.
Explanatory Note 2: At the time of admission to a hospital, or as soon as
practicable after that, an eligible person will be required to elect or confirm
whether he or she wishes to be treated as a public or private patient.
Universality of services
Principle 2: Access to public hospital servicesisto be on the basis of clinical need
Explanatory Note 1: None of the following factors are to be a determinant of an
eligible person’s priority for receiving hospital services:
whether or not an eligible person has health insurance;
an eligible person’sfinancia status or place of residence;
whether or not an eligible person intends to elect, or elects, to be treated as
apublic or private patient.
Explanatory Note 2: This principle applies equally to waiting times for elective
surgery.
Equity in service provision
Principle 3: To the maximum practicable extent, a State will ensure the provision of
public hospital services equitably to al eligible persons, regardless of their geographical
location
Explanatory Note 1: This principle does not require a local hospital to be equipped
to provide eligible persons with every hospital service they may need.
Explanatory Note 2: In rural and remote areas, a State should ensure provision of
reasonable public access to a basic range of hospital services which are in accord
with clinical practices.
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Private insurance

In the past, private insurance was a more significant element in the funding of
health care than it is at present, covering a wider range of medical services as
well as hospital and ancillary services. However, its service coverage has
diminished since Medicare was introduced in 1984. Further, as noted € sewhere
in the report, the proportion of the population covered by private heath
insurance has been in decline since that time. Even so, private health insurance
cover for hospital services still plays a greater role in Australia than in most
other OECD countries.

Under present arrangements, private health insurance funds are alowed to offer
cover for:

» up to 100 per cent of the charges levied by public and private hospitals, for
services such as accommodation, theatre fees, etc. There now is ho Medicare
rebate for these services;

e up to 25 per cent of the MBS fee to cover the Medicare gap for medical
services provided in hospitals, whether private or public;

» medical cover beyond that 25 per cent gap if a contract exists between the
fund and the doctor specifying the fees to be charged; and

o ancillary services including dentistry, optical, and physiotherapy. These
services do not require referral from a medical practitioner to qualify for
cover from afund.

A fund member with hospital insurance is still able to choose to enter a public
hospital as a public patient. In this case, no charge is incurred either for the
hospital services or medical services rendered while in hospital. However, if the
patient chooses to enter a public hospital as a private patient, hospital and
medical charges will be incurred and can be covered by health funds.

If a fund member with private hospital insurance enters a private hospital, no
credit or rebate is given for the Medicare levy paid. (The Government’s
financial incentives to apply from 1 July 1997 will provide a rebate on
premiums paid to private health funds.) Table 2.1 and figure 2.4 show, in
different ways, how private health insurance can appear unattractive under
present arrangements compared with the Medicare aternative.

Figure 2.5 illustrates how the full costs of hospital care, not merely the costs
associated with additional services, have to be paid by a person receiving
private treatment. According to the submission from the Insurance Council of
Australia and the Life, Investment and Superannuation Association of Australia:
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The [private health insurance] premiums have to cover the full cost of hospital
care but the benefit is the value of choice of doctor, lower waiting times and the
additional amenities offered by private hospital or being treated as a private
patient in a pubic hospital. This excess of costs over benefits would not exist in a
fully private system and is used by the government to shift the cost of
entitlements to service under Medicare on to the privately insured. (Sub. 161,

p. 6)

Table 2.2: One participant’'s comparison of private health insurance vs

Medicare
Key variable Private health insurance Medicare (ie public health
funding)
Hospitalisation Y es — full payment Y es — full payment
Surgeon fee Probably out-of-pocket expenses  Yes— full payment

Pre/post hospital doctor visits
‘Hospital’ in the home

Choice of surgeon

Choice of hospital

Waiting time for electives

Ancillary cover

— can belarge
Not available for cover
Not available for cover

Y es— if consumer is aware

Choice of private or public
hospital — if consumer is aware

A few weeks

Dental, glasses, exercise, physio
— with limited payouts

Yes
Yes

Partial — depends on referral
pattern

Choice of public hospital — if
consumer is aware

Often much longer, particularly
in key specialities
Very limited

Cost $2000 per family — additional Medicare levy and tax
to Medicare levy and tax
Source:  Adapted from a submission from Chappell Dean Pty Ltd (Sub. 18, p. 1).

Control of costs

In recent years, a number of measures have been introduced in an attempt to
reduce the rate of growth of government health care expenditure:

* For medical services, these measures have included reductions in the
Medicare rebate, and control over MBS fee levels. Special arrangements have
been introduced for diagnostic services such as pathology and radiology.
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» Patient copayments for pharmaceuticals under the PBS have risen, although
no medical copayment is required for medical services which are bulk billed.

» With respect to public hospitals, overall funding growth has been slowed or
stopped. Public hospitals continue to operate at close to 100 per cent
capacity, and considerable waiting times may exist, particularly in some
specific areas such as orthopaedics and ENT surgery. Measures such as
output-based funding using casemix classifications have been introduced for
public hospitals in some states to improve technical efficiency.

Waiting times are lower in the private hospital sector for elective services,
although many private hospitals now aso operate at high capacity utilisation
and, for particular hospitals, there may be some wait. Casemix arrangements are
also being introduced into the private hospital sector (see chapter 3).

Figure 2.6: Another participant’s weighing up of the costs and benefits
of private health insurance

Benefits Costs
‘ Out-of -pocket’ - ... and possible
Extra benefits gap - with recent “out-of -pocket’
reforms may not expenses
No queues for exist - mostly it —+ A
elective does
procedures
Choice of Customersdesire
doctor these extra for this
) benefits ... T
Private marginal
hospital services .. but have to benefit ...
and/or private pay apremium
room to cover the full
cost of care 1L v
... but can get
. basic care for
Basic care ‘free’ from
Medicare ...

Source:

Reproduced from ICA and LISA, Sub. 161, p. 6.
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2.2 Expenditure on health care

Until recently, Australia’ s health care expenditure had been steadily growing as
a proportion of GDP, but with some fluctuation from year to year. Over the
1971 to 1995 period, for instance, the ratio of heath care expenditure to GDP
grew from 5.7 per cent to 8.4 per cent (see figure 2.7). The 25-year unweighted
average is 7.5 per cent. Health care expenditure as a proportion of GDP peaked
in 1992 and 1993 at 8.6 per cent and has since declined marginally.

Figure 2.8: Australia’s health expenditure as a proportion of GDP
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Source: AIHW, Health Expenditure Bulletin, Number 12, table 21.

There are difficulties in comparing health care expenditure between countries.
While the data in table 2.3 may not be fully comparable, it suggests that
Australia’' s health care expenditure (as a proportion of GDP) is higher than in
some OECD countries, and lower than in others. The United Kingdom and
Japan have consistently had the lowest expenditure, with the United States the
highest. The table aso shows that Australia’'s health care expenditure as a
proportion of GDP hasincreased, asit has in the other countries shown, with the
possible exception of Sweden.

Peter Carroll commented on the ‘ powerful nature of the demographic forces that
are likely to influence health care expenditure in Australia’ in the coming years
(Sub. D213, p. 1). On certan assumptions, he estimated that health
expenditures in Australia, as a percentage of GDP, could grow to over 10 per
cent in 20 years, and over 15 per cent in 50 years.
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Table 2.4. Health services expenditure by country as a proportion of

GDP (%)
Country 1985 1990 1995
Australia 7.6 7.8 84
Canada 85 9.2 9.5
France 85 8.9 9.9
Germany 8.7 8.3 9.6
Japan 6.7 6.0 7.2
New Zealand 6.4 7.4 na
Sweden 8.9 8.6 7.7%
United Kingdom 5.9 6.0 6.9
United States 10.7 12.7 145
a Not comparable with earlier years.

Source:  AIHW, Health Expenditure Bulletin, Number 12, table 21.

In dollar terms, Australian health care expenditure continues to grow
significantly (see table 2.5), with the rea rate of growth fairly steady. This
growth has been due to increases in price and in the volume (and quality) of
services supplied.

Table 2.6: Growth in Australia’s health care expenditure

Amount Growth rate over previous year

Year Current prices  Constant prices’ Current prices Constant prices®

$million $million % %
1982-83 13239 20673
1984-85 16 546 22 862 10.6 4.1
1989-90 28795 28795 10.2 3.9
199495 (prelim.) 38479 33905 5.4 4.0
a Deflated to 1989-90 prices using specific health deflators.

Source: AIHW, Health Expenditure Bulletin, Number 12, table 1.

In line with this growth in total costs, expenditure per head of population has
also increased, as table 2.7 shows. Figure 2.9 compares health care expenditure
per head of population in Australia with that in selected OECD countries.
Australiaranked in the middle of the countries shown.
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Table 2.8: Australia’s health expenditure per person
Expenditure per person Growth rate over previous year

Year Current prices  Constant prices” Current prices  Constant prices®

$ $ % %
1982-83 866 1352
1984-85 1055 1458 9.2 2.8
198990 1700 1700 8.6 23
1994-95 (prelim.) 2145 1890 43 2.9
a Deflated to 198990 prices using specific health deflators.

Source: AIHW, Health Expenditure Bulletin, Number 12, table 2.

Figure 2.10: International comparison of expenditure per person, 1993
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Health expenditure is spread among a range of services and goods (see table
2.5). In Australia

* Public hospitals are the largest individual area of expenditure. In 1993-94,
they accounted for about 26 per cent of total expenditure.

* Medical services made up the next highest area of expenditure.

» Expenditure on private hospitals accounted for only 6.4 per cent in 1993-94.
By comparison with 1991-92, however, the share of expenditure accounted
for by private hospitals increased (from 6.0 per cent), whereas that for public
hospitals declined (from 27.4 per cent).
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Table 2.9: Selected areas of expenditure (current prices)

1991-92 1993-94

Proportion of Proportion of

Area of expenditure Value total Value total
$million % $million %

Recognised public hospitals 9090 274 9512 26.1
Private hospitals 1983 6.0 2333 6.4
Nursing homes 2613 7.9 2647 7.2
Medical services 5928 17.9 6884 18.9
Dental services 1652 5.0 1831 5.0
Benefit paid pharmaceuticals 1627 4.9 2282 6.2
Other (including capital items) 10241 309 11 006 30.2
Total recurrent expenditure 33134 100.0 36 495 100.0

Source:

AIHW, Health Expenditure Bulletin, Number 12, tables 23 and 25.

Individuals directly bear only a small proportion of total expenditure on health
services, athough they bear a greater proportion of the total than do the private
health funds (see figure 2.11 and table 2.10). The Commonwesalth and states
fund over 80 per cent of expenditure on public hospitals, medical services and

benefit paid pharmaceuticals.

Figure 2.12: Expenditure by source of funds 1993-94

Error! Not a valid embedded object.
Source:

AIHW, Health Expenditure Bulletin, Number 12, table 25.
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Table 2.11: Expenditure by source of funds 1993-94

Sate and Health
local insurance

Area Commonwealth  government funds Individuals Other® Total
$ million
Public hospitals 4 661 4169 493 - 189 9512
Private 168 - 1867 140 159 2333
hospitals
Medical 5700 - 208 683 294 6 884
services
Benefit paid 1887 - - 396 - 2282
pharmaceuticals
Total® 16 435 8255 4078 6017 1710 36495
% of total
Public hospitals 49.0 43.8 5.2 - 2.0 100.0
Private 7.2 - 80.0 6.0 6.8 100.0
hospitals
Medical 82.8 - 3.0 9.9 4.3 100.0
services
Benefit paid 82.7 - - 17.3 - 100.0
pharmaceuticals
Total® 45.0 22.6 11.2 16.5 4.7 100.0
a Includes workers compensation and third party motor vehicle insurance.
b Total includes other areas of health expenditure not shown in thistable.

Source: AIHW, Health Expenditure Bulletin, Number 12, table 25.

In contrast, private health insurance funds bear about 80 per cent of expenditure
on private hospitals. The funds also bear a small share of expenditure on public
hospitals (in respect of private patients) — about 5 per cent in 1993-94, and on
medical services (coverage of the gap).

Although private health insurance membership has been declining as a
proportion of the population, the share of hospital expenditure covered by
private health funds has increased (see table 2.12). However, private health
insurance still only contributes about 11 per cent to the community’s total health
expenditure.

Indicators of price changes in health services all show reasonably consistent
trends, with the exception of the hospital and medical services CPlI which has
grown much faster (see table 2.13). Whereas the other indicators reflect changes
in prices irrespective of whether the additional costs are borne by governments,
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health funds or consumers, the health CPI specifically reflects changes funded
by consumers. That is, it reflects changes in all out-of-pocket expenditure by

consumers, rather than changes in the price of health services overall.

Table 2.14: Health fund expenditure

Total health Share Total  Health fund Share
Total health fund  covered by hospital  expenditure  covered by
Year expenditure  expenditure  healthfund expenditure onhospitals health fund
$million $million % $million $million %
1991-92 33134 3796 115 12 149 2200 18.1
1992-93 34910 3979 114 12 464 2320 18.6
1993-94 36 495 4078 11.2 12 675 2365 18.7
Source:  AIHW, Health Expenditure Bulletin, Number 12, tables 23 to 25.
Table 2.15: Indicators of price changes
Government  Private final Private final
Total GDP expenditureon  consumption consumption
Total health implicit hospital and  index of total index of Hospital &
price index price clinical health expenditure on medical
Year (ATHW) deflator ~ servicesindex  expenditure doctors  services CPI
1975-76 32.3 325 321 326 320 na
1979-80 46.6 46.5 46.5 46.5 459 na
1984-85 72.4 70.4 72.8 71.5 71.5 50.7
1989-90 100.0 100.0 100.0 100.0 100.0 100.0
1994-95 113.5 109.6 1124 1154 1145 155.6
(prelim.)
Source: AIHW, Health Expenditure Bulletin, Number 12, tables 12 and 14.

2.3 Role of private health insurance

Many participants considered that before discussing policy prescriptions for the
private health insurance industry there was a need to define more clearly itsrole
in the Australian health care system. For instance, the NSW Government
commented that:

the terms of reference for the inquiry should consider the role of private health
insurance in relation to broader Government objectives for the health care
system. These include objectives such as maximising the effectiveness of the
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health system in delivering improved health for the Australian community and
caring for those with chronic poor health; ensuring equity in the delivery and
financing of health services; and improving the efficiency of individual health
service providers as well asthe industry asawhole. (Sub. 180, p. 2)

Although the Commission must respond to its terms of reference, it accepts that
it is important to examine how health care is provided and funded in Australia,
and the role of private health insurance in the system.

There was considerable debate about these issues at the Commission’s October
Roundtable (see box 2.5); and many participants canvassed them in their written
submissions. Participants noted considerable ambiguity, both in the underlying
objectives for the health care system and for private health insurance, and in the
way in which the objectives translate into practice.

The debate centred around the respective roles for public and private service
provision, and for public and private funding of health services.

In respect of the present inquiry, the most important issue is that of funding,
rather than whether a particular service is obtained in the public or private
sectors. The remarks in this section of the report thus concentrate on the
question of funding and access to services.

Some confusion arises in discussing issues to do with the role of private health
insurance because different participants use different terminology in their
arguments. Words such as ‘complementary’, ‘supplementary’, ‘substitute’ and
‘competitive’ were used by different participants in different ways, sometimes
with opposite meaning. However, the core issue is the extent to which private
funding should be seen as, or infact is:

* replacing public funding (eg private patientsin private hospitals); or

» topping up public funding to provide extra dimensions of service (eg doctor
of choice, or private room).

This section of the report firstly examines the Government’s objectives for
private health insurance, concentrating on its funding role for hospital services.

It then summarises participants comments about the role for private health
insurance in Australia. Drawing on these comments, the Commission provides
an assessment of the current role of private health insurance and its approach,
given the terms of reference, to the wider question of what role private health
Insurance should play.
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Box 2.6: Roundtable remarks on the role of private health
insurance

John Evered (HIC): ‘private health insurance isn't what it used to be. It was one thing
and now it is becoming — if it hasn't already become — an entirely different thing. It
was an arrangement which provided access to limited services in private hospitals
because private hospitals, by and large, only provided limited services. It aso provided
easy access to public hospitals as a private patient ... But now it is more about access to
an increasingly complex and sophisticated private hospital sector which offers a very
viable alternative to a very large degree to what the public sector provides, and
inevitably that is going to be a more expensive service' (p. 27)

Garry Richardson (NHMI): ‘my view is that the health insurance industry will be what
it is alowed to be ... | don't think it knows what it is alowed to be, or what the
government wantsit to be’ (p. 11)

John Deeble: ‘private health funds offer a means of mobilising ... funds to make it easier
for those people who place a high value on private health care delivery ... But it aso
offers a way in which people can escape the aimost inevitable constraints ... in a public
system’ (p. 19)

Jeff Richardson: ‘there is an important distinction between what is the [current] role of
private health insurance ... and what should it be ... So | think the answer to the “what is”
is highly fluid — it is a matter of politics as much as anything ... And so unless there is
significant structural reform to private health insurance, | think ... the answer to the
“should be” question is that it should be relatively small, a safety net for those people
who don't like the public system’ (pp. 10-11)

Francis Sullivan (ACHCA): ‘1 think from the start it was meant to be complementary in
structure ... it was meant to provide access ... people are buying to queue jump ... it isan
access mechanism now basically to high tech surgical’ (p. 20)

Brent Walker: ‘in fact private health insurance is both supplementary and
complementary in Australia (p. 28)

Clive Ashenden (MBF): ‘if private health insurance is truly supplementary then | don't
see any impediment whatsoever to full risk rating and underwriting for people who elect
to pay something extra. That doesn’'t happen, which suggests to me therefore there’s an
implicit acceptance that it's complementary, and if it is complementary then you are
going to need a range of regulations ... which will ensure that there is equity of access to
the complementary system, and that it is part and parcel of the funding of hedlth in
Australia. | think you've got to make one or the other conclusion, and we're in the
process of being alittle bit pregnant right now’ (p. 39)

Source:  Roundtable transcript.
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The Government’s objectives

The Government’ s objectives for private health insurance, and the private health
insurance industry, are set against its more general policies for the health care
system as a whole. Important elements of those policies are set out in the
Commission’ sterms of reference:

e retain Medicare;
 retain bulk billing; and
* retain community rating.

These policies were also covered in the Coalition’ s health policies in the lead-up
to t