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Part I: Private Health Insurance: An analysis of recent policy initiatives

Any analysis of private health insurance (PHI) in Australia must begin with an acknowledgement that its role (and who should pay) is disputed. Given the existence of a tax-based universal health care system (Medicare), some believe that that the cost of PHI should be met entirely by individuals because PHI only funds “optional extras” such as choice of doctor, more timely elective surgery and a private room. Others believe that PHI deserves government support because use of the private health sector reduces the need for public funding of Medicare. 

Regardless of these ideological beliefs, by 1997 this “mixed” system was in trouble. An Industry Commission report noted that PHI premiums were rising rapidly, fund membership was progressively falling (from 50% in 1984 to 31% in 1997) and the public hospital system was also under strain. [1] PHI was not only becoming less affordable; it was also less attractive because an uncoordinated proliferation of doctors' bills caused unpredictable “out-of-pocket” expenses. This created a vicious circle in which rising premiums led to the lower risk (younger) members dropping out, shrinking the pool of insured but also raising its overall risk, leading to higher pay outs and higher premiums yet again.

Sequential policy initiatives by the Coalition government included:

· Taxation “incentives” to encourage PHI (such as the 1% Medicare levy for high income earners without PHI);

· A 30% government PHI rebate (from April 2005 increased to 35 per cent for those aged between 65 and 69, and to 40 per cent for those aged 70 or older);

· Legislation requiring “no gaps” or “known gaps” policies to be offered by all health insurers, and

· “Lifetime Health Cover” allowing health funds to offer lower premium rates to people entering insurance early in their lives and higher premiums for people joining later supported by a massive advertising campaign. 

In response, the coverage of PHI peaked at 45% in late 2000 and more younger people joined the funds. Subsequently, these figures have slowly declined. As of 31 Dec 2005, 43% of the population was covered by PHI and the average age of policy holders was slowly increasing. [2] The main cause of increased coverage appeared to be “LifetimeHealth Cover” probably aided by the 30% rebate which made PHI more affordable. The 30% rebate costs about $2.5 billion annually while the 2005 increase in rebates for the aged has added $111.3 million per year. 

The Prime Minister argues that these policy measures have provided “private health choice for most Australians”. [3] The government notes that private hospital beds are increasing and that more than 50% of surgery is now done in private hospitals. They quote research (sponsored by Medibank Private) that argues that for every dollar the government spends on the private health insurance rebate, the state and federal governments would otherwise have to spend $2 providing these services via the public system. [4,5] 

These opinions are disputed [6-8]. The only objective justification for spending public money on  private health care would be if this approach was more cost-effective than expanding the public sector. However, when controlled for case type, a number of surgical procedures cost considerably more in private hospitals than in public hospitals and some, for example operative interventions during childbirth delivery, appear to be performed excessively. [9] There is also wide variation in the cost of the same procedure on similar patients in comparable private hospitals. [10] Less cost controls are imposed on private hospitals by health insurers than are demanded of public hospitals by State Health Departments. For example, the use of diagnostic related grouping (DRG) case payment, volume-outcome purchasing and pay for performance are common in the public sector but rare in the private sector. [11] In addition, even the health minister recently acknowledged that many patients still face “nasty surprises” when their bills arrive despite the introduction of “no-gap” PHI policies. [12] It can be argued that providing public subsidy for PHI without demanding that the funds purchase services more efficiently is simply rewarding laziness. 

Another concern with subsidising PHI with public money is equity. [7] The lower a person's income the less likely it is that they will have PHI yet poorer people tend to have greater health needs than those with higher socioeconomic status. While there are about a million Australians over 65 who are privately insured there is another 1.5 million, mostly age pension recipients, who rely on the public system. In addition, there are far fewer private hospitals in the country compared to the cities so that people in rural areas (who also have lower income) also miss out. Furthermore, people with PHI (often with less health care needs) make more use of health services, probably because of capacity to pay and consumer and supplier-induced demand. Given constraints on health services supply, such as the number of surgeons available, it is likely that services provided for patients with PHI come at the expense those without PHI (but whose needs are greater). Finally, the PHI rebate is regressive, reducing the contribution gap between the rich and the poor. 

In short, given the inefficiencies and inequity outlined above, it is not surprising that many believe the PHI rebate would have been better spent funding more public hospital beds for the chronically ill, decreasing public elective surgery waiting times, and improving services in hospital accident and emergency centres. The 2004 National Platform and Constitution of the Australian Labor Party [13] says, “Labor believes that the private health insurance industry needs to be reviewed, including the operation of the private health insurance rebate”. 

Policy options for an alternative government include:

1. Immediately eliminating the PHI rebate and transferring the money saved to expand the public health sector. While ideologically sound this option is likely to be politically unpalatable.

2. Over time, slowly reducing the PHI rebate (and the regulatory constraints on funds) in order to allow market forces to ultimately determine the health services insured against and the premium levels. Once again, the money saved would be invested in the public sector. 

3. Progressively linking the PHI rebate to specific performance indicators that funds would have to meet in order to continue to have their premiums subsidised with public money. 

4. A combination of 2 & 3 above.

5. Doing nothing until such time as the inexorable cycle of rising health care costs, rising PHI premiums and falling fund membership produces the next unavoidable crisis. 

Further debate on these options (and additional policy suggestions) are welcomed. 

In part II of this essay the possible sale of Medicare Private will be considered in the light of the above analysis.

Conflict of interest statement. The author is a member of Medibank Private and a member of the Australian Labor Party. 

References

1. Industry Commission, Private Health Insurance, (Report No 57), Canberra, AGPS, 1997. Available: http://www.pc.gov.au/ic/inquiry/57privatehealth/finalreport/ 

2. Private Health Insurance Administrative Council. Industry Statistics. Canberra, 2006. Available: http://www.phiac.gov.au/statistics/index.htm 

3. Howard J. Government rewards older Australians who contribute to private health insurance. Press release, August 22, 2004. Available: http://www.pm.gov.au/news/media_releases/media_Release1090.html
4. Harper I. Brief summary of Harper Report on 30% Rebate for PHI. Available: http://www.fedhealth.com.au/WebFiles/30_percent_rebate_harper_report_brief_summary.Pdf 

5. Harper I. Preserving Choice: A Defence of Public Support for Private Health Care Funding in Australia. Harper Associates 2003, Commissioned by Medibank Private Limited. Available: www.medibankprivate.com.au/pdfs/PreservingChoiceSummary.pdf  

6. Duckett S, Jackson T. The New Health Insurance Rebate: An Inefficient Way of Assisting Public Hospitals. Medical Journal of Australia 72 (2000), pp.439-442. Available: http://www.mja.com.au/public/issues/172_09_010500/duckett/duckett.html 

7. Hindle D, McAuley I. The effects of increased private health insurance: a review of the evidence. Australian Health Review 2004: 28; 119-138. 

8. Lokuge B, Denniss R, Faunce TA. Private health insurance and regional Australia. Med J Aust 2005; 182: 290-293. Available: http://www.mja.com.au/public/issues/182_06_210305/lok10745_fm.html 

9. King JF. Obstetric interventions among private and public patients. BMJ 2000; 321: 125-126. Available: http://bmj.bmjjournals.com/cgi/content/full/321/7254/125  

10. King JF. Metherell M. Hospital costs outed in bid to ease excess fees. Sydney Morning Herald; June 8, 2005. Available: http://smh.com.au/news/National/Hospital-costs-outed-in-bid-to-ease-excess-fees/2005/06/07/1118123841735.html 

11. Willcox S. Buying best value health care: Evolution of purchasing among Australian private health insurers. Australia and New Zealand Health Policy 2005; 2:6. Available: http://www.anzhealthpolicy.com/content/2/1/6 

12. Abbott T. Private patient gap payments. Press release, July 25, 2005. Available: http://www.health.gov.au/internet/ministers/publishing.nsf/Content/health-mediarel-yr2005-ta-abb090.htm 

13. Australian Labor Party. National Platform and Constitution 2004 [90]. Available: http://www.alp.org.au/platform/index.php 

Part II: The Sale of Medibank Private: For better or for worse?

Another Private Health Insurance (PHI) issue on which government and opposition policy diverge is Medibank Private. The government appears to be actively considering selling off Medibank Private. [14] In contrast, the 2004 National Platform and Constitution of the Australian Labor Party [15] says, “Labor believes Medibank Private plays an important role as a market leader to hold down premiums and keep the private health insurance market competitive and consumer oriented. Medibank Private will therefore be retained in public ownership”. 

While Medibank Private currently has the largest national market share of all funds (29%) there is little evidence that it has led the way in keeping the private health insurance market competitive. In 2002, Medibank Private made a net loss of $175 million. Its cost structure was high, revenue did not cover costs and the company only survived on investment income, the interest of which was also declining. Subsequently, a new management team has steadily improved performance. Nevertheless, in 2004, the Private Health Insurance Ombudsman's “State of the Health Funds Report” ranked Medibank Private behind a number of other funds on finances and costs, price of top hospital cover and ancillary cover. [16] 

By 2004/05, Medibank Private had substantially improved its financial position with a revenue of $2.8 billion and an underwriting profit of $63 million, the latter the first for 5 years. In addition, helped by an equity injection of $85 million from their shareholder (the Federal government), investment income rose to $68 million. Medibank Private also reported reduced management expenses (9.2% of premium income) and a reduction in the inexorable increase of provider costs by more competitive contract negotiations. [17] Furthermore, over the last 6 months of 2005, their membership (and that of other funds) has shown a small increase. 

Clearly, Medibank Private is now in a better financial position to be sold if that is the government's intent. If floated on the market, with the exception of Telstra, it could be the biggest listing for years with a market capitalisation estimated in the press to be around $2 billion. The alternative approach is a trade sale. It is unlikely that a total sale of Medibank Private to another major fund would be approved by the Australian Competition and Consumer Commission but other funds may be interested in the sale of parts of the organisation in order to improve their national coverage. 

However, the top four health funds already control around 80% of the market so allowing three funds to digest portions of Medibank Private seems unlikely to produce improved performance by itself. Administrative costs might be reduced slightly by economies of scale but these savings are insignificant when compared with the cost drivers of increased premiums; increasing price of services purchased (linked to advances in medical technology) and increased utilisation by members. 

These drivers will only be moderated by an innovative health fund who takes on the more aggressive role of health broker (with the support of their members) as distinct from being a passive health payer. A fund acting as a health broker would use its market power to purchase cost-effective services for members at the most competitive price taking into account quality and safety considerations. It would encourage members to utilise more cost-effective services, perhaps by reducing the front-end deductible or co-payment for such services. It would actively assist members to maintain a healthy lifestyle, address their health risks and better manage chronic disease knowing that investments in these areas will reduce hospital utilisation and health costs in the longer term. 

One reason for the recently improved financial performance of Medibank Private has been more competitive price negotiations with private hospitals. It may be that government ownership (and sensitivity) hampers commercial negotiations, particularly with high cost hospitals in marginal electorates. It is possible that a privatised Medibank Private could negotiate cost-effective services more aggressively if existing members were educated about what needs to be done and participated in the organisation's transformation, for example by being offered shares and greater involvement in return for past loyalty. After all, it has been the increased premiums borne by members (as well as more efficient administration) that has made Medibank Private viable for sale. Finally, a privatised, freer, more innovative Medibank Private might stimulate a wave of demutualisation, amalgamation and increased efficiency of the remaining 42 health funds, many of whom are far too small to achieve economies of scales. 

However, like all funds, a privatised Medibank Private will still be constrained by existing perverse government regulation. For example, urinary incontinence is prevalent in older women and its management has traditionally been surgical with the cost of treatment around $4000. Physiotherapy has been shown to be an equally effective, low-risk, first-line treatment and costs only about $300.[18] However, surgery is routinely covered by PHI hospital tables (and Medicare item numbers) whereas physiotherapy is only covered if consumers take out “extra” PHI cover. Another example is successful pilot programs run by Medicare Private to encourage health risk assessment by members and better self-management of diabetes. Currently, any financial benefit that accrues  to Medibank Private from a reduction in members hospital claims as a consequence of preventative programs is largely nullified by the reinsurance pool to which all funds must contribute. There is little incentive for one fund to spend substantial money on preventative programs for their members if they end up having to contribute to the hospital costs of other funds who have not undertaken such activities. In short, regulatory issues also need to be addressed if PHI funds are to become more efficient. 

The following policy options appear open to the government with respect to the sale of Medibank Private:

1. A trade sale of parts of the organisation to other funds to improve their national coverage.

2. A float of the existing organisation, ideally with member participation through share options and other strategies.

3. Regulatory changes to encourage a privatised Medibank Private (and other funds) to become more innovative and cost-effective. These could include linking government rebates to fund performance indicators as suggested in part 1 of this essay.

4. No sale; merely maintaining the existing situation.

Further debate on these options (and additional policy suggestions) are welcomed. 
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