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1.0
Executive Summary

[image: image4.wmf]
Catholic Health Australia is the largest non-government provider grouping of health, community and aged care services in Australia, nationally representing Catholic health care sponsors, systems, facilities, and related organisations and services. CHA seeks to be an active participant in the health policy debate. In undertaking its advocacy role CHA seeks to promote the goal of a health care system that values respect for human dignity, is person-centred, has a special concern for the poor, the common good, the appropriate stewardship of resources, and delivers social justice. 

CHA welcomes the opportunity to contribute to this inquiry into the structure and distributive effects of the Australian taxation system. In this submission CHA restrict its comments to the structure and distributive effects of taxation as they relate to health and aged care policies. This submission is of a preliminary nature and CHA looks forward to making further contributions to this inquiry over the next 12 months as part of a coordinated Catholic Church approach, with agencies such as Catholic Welfare Australia and the Australian Catholic Bishops’ Conference. In this context CHA requests that the Committee note that the Catholic health and aged care sector is part of a broader Catholic Church sector. Several agencies within the Catholic sector are making separate submissions to this inquiry and may make complementary and related statements within their submissions. This is reflective of the diversity of the Church as well as the manner in which Catholic Church’s agencies share common areas of interest through their provision of human services.

One of the main levers for maintaining and improving social and distributive justice is the taxation system. A taxation system is not just about reductionism and maintaining minimal levels of protection and safety nets. The taxation system should underpin and support policies that serve the community by providing essential services such as health care in a way that all in the community can reach their full potential and contribute to society.
CHA contends that there are a number of anomalies within the current system that are contributing to decreasing progressivity of income taxation thus leading to social inequities. It recommends exclusion of ancillary private health insurance cover from the scope of the 30% rebate arrangements. It recommends consideration of a number of options for improving the efficiency and equity within the 30% rebate arrangements more generally. The government through the taxation system has at its disposal a number of options for instilling equity into the 30% rebate arrangement while at the same time ensuring that private health insurance remains affordable and sustainable, thus remaining supportive of the current government policy of retaining choice within the Australian health care system. 

Due to the nature of health care, extensions of insurance arrangements in the private health sector to out-of-hospital arrangements would introduce further distortions and inequities between public and private health funding. CHA further contends that copayments are generally inequitable and discriminate most against the poor and disadvantaged; any consideration of their introduction or extension should be done with utmost caution. Australia’s taxation base would benefit from consideration of the introduction of a number of measures concerned with promoting options for increasing older peoples’ participation in the workforce, reducing taxation on superannuation contributions, and establishing long term health and ageing savings schemes as an adjunct to public and private insurance arrangements. 

Inquiries about this submission are welcome.

Ph:

 02 6260 5980

Fax:
02 6260 5486

Mob: 
0418 486 440

Email: 
secretariat@cha.org.au

Francis Sullivan

Chief Executive Officer

17 April 2003

2.0
Recommendations
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Catholic Health Australia calls on policy makers and government to:

1. Remove ancillary private health insurance products from the scope of the 30% rebate arrangements.

2. Consider a range of options of reform of the 30% rebate that would contribute to the improved equity and efficiency of private health insurance arrangements.

3. Reconsider current proposals before Parliament such as the introduction of increased copayments on pharmaceuticals due to their regressive impact on families with low incomes and children.

4. Consider a range of reforms aimed at increasing older persons’ participation in the workforce, reforming taxation on superannuation, increasing superannuation guarantee level, establishing long term health and aged care savings schemes, and introducing an entitlement based aged care benefits schedule.

3.0
About CHA
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3.1
Advocacy Goals

Catholic Health Australia seeks to be an active participant in the health policy debate. In undertaking its advocacy role CHA seeks to promote the goal of a health care system that values respect for human dignity, is person-centred, has a special concern for the poor, the common good, the appropriate stewardship of resources, and delivers social justice. 

CHA continues to work for a fairer health, community and aged care system. It calls for policy initiatives, legislative reforms and funding models that are geared towards the achievement of a just system and a system that facilitates service providers and individuals to better meet the community’s needs. 

Catholic health, community and aged care providers seek to develop ministries that are steeped in the values of our heritage and Catholic tradition. 

The foundation and reason for the church’s healing ministry is the healing and redeeming ministry of Jesus. Catholic health care is committed to the dignity of the person made in the image of God, an image that unfolds over a lifetime.

This commitment to the continued nurturing and growth of the ministry is based on a Catholic understanding of social justice; respect for diversity; a commitment to equity, access for the most marginalised, excellence in service and responsible stewardship; and the courage to embrace creative change.

3.2
Foundational Principles

The Catholic health, community and aged care ministry is defined by these foundational principles: 

Dignity: Each person has an intrinsic value and inalienable right to life. Everyone has a right to essential comprehensive health care. 

Respect for Human Life: From the moment of conception to natural death, each person has inherent dignity and a right to life consistent with that dignity.

Service:  Health care is a social good. It is a service, not a commodity used for maximising profit.

Common Good: Social conditions should allow people to reach their full human potential and to realise their human dignity. Equitable access to care, developing research and training, and conducting professional inquiry into the social, ethical and cultural aspects of health, builds social conditions and communities that respect human life and allow people to realise their potential.

Association: Every person is both sacred and special. How we organise society – in economics, politics, law and policy – directly affects human dignity and the capacity of individuals to grow in community.

Preference for the Poor: Priority must be given to the needs and opportunities of the poor and disadvantaged. This encompasses economic, cultural and individual notions of poverty and disadvantage.

Stewardship: Health resources should be prudently developed, maintained and shared in the interests of the community as a whole and balanced with resources needed for essential human services. 

Subsidiarity: The identified needs of individuals and the community are best addressed at the level where responses and resources are available, appropriate and effective.

The submission will be argued predominantly from the principles of human dignity and respect for human life, solidarity and the common good, and the linked principles of subsidiarity and socialisation.

The purpose of economics is the service of people, their material needs and those of their moral, spiritual and religious life. Economic activity is to be carried out according to its own methods and laws but within the limits of morality.

Efficiency at the price of equity undermines the social fabric. The principle of common good holds that individual fulfilment should not be at the expense of the social wellbeing of all people living in the community. The principle of Solidarity and Common Good involves a vision of society and our relationships with one another. Solidarity is not a vague feeling of compassion or shallow distress at the misfortunes of people. It is a firm and consistent determination to commit oneself to the common good, to the good of each individual because we are all responsible for that.

The foundation and reason for the Church’s healing ministry is the healing and redeeming ministry of Jesus. Of central importance to Catholic social teaching is the fundamental notion of human dignity. Catholic health care is committed to the dignity of the person, each with an intrinsic and inalienable right to life. Human dignity is a free gift from God; it does not depend on human effort, work or accomplishments.
 Building on this principle, health care is a social and personal good. It is a service, not a commodity used for maximising profit.

Catholic tradition holds that goods and burdens of a community are to be distributed on the basis that not all persons can contribute in the same way. Wherever possible burdens should be distributed equitably with due emphasis on a persons capacity to contribute.
 Applying the principle of distributive justice to tax reform means that progressive taxation is preferred to regressive taxation, and that revenue raising and distribution are sensitive to extreme inequality and disadvantage.

In line with the linked principles of Subsidiarity and Socialisation it is important to balance the need for effective services with the need for freedom and pluralism; we should not take from people their right to help themselves. Our services should enable people to take power over their lives rather than becoming dependent. At the same time society has a responsibility to recognise suffering that is so entrenched by our economic and political systems that the actions of families and individuals is inadequate to meet their needs and thus the State should tax those with sufficient resources in order to redistribute to those with inadequate resources to participate in community. This is justice, not charity. So while we should not necessarily rely on governments first to solve every social ill, nevertheless, the nature of society is such that governments should play a role in essential services such as health care. 

3.3 The Catholic Health, Community and Aged Care Sector – Background

CHA is the largest non-government provider grouping of health, community and aged care services in Australia, nationally representing Catholic health care sponsors, systems, facilities, and related organisations and services. 

The sector comprises providers of the highest quality care in a network of services ranging from acute care to community based services. These services have been developed throughout the course of Australia’s development in response to community needs. The services return the benefits derived from their businesses to their services and to the community; they do not operate for profit; they are church and charitable organisations.

The sector plays a significant role in Australia’s overall health care industry, representing around 13% of the market and employing around 30,000 people. 

The Catholic health ministry is broad, encompassing many aspects of human services. Services cover aged care, disability services, family services, paediatric, children and youth services, mental health services, palliative care, alcohol and drug services, veterans health, primary care, acute care, non acute care, step down transitional, rehabilitation, diagnostics, preventive public health, medical and bioethics research institutes.
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Services are provided in a number of settings, for example, residential, community care, in the home, the workplace, hospitals, medical clinics, hospices, correctional facilities, as well as for people who are homeless. Services are provided in rural, remote, provincial and metropolitan settings, both privately funded as well as on behalf of the public sector.

It is from these premises and the principles underpinning them, that CHA advocates for appropriate structural reform of the taxation system. It is from these premises and underpinning principles that this CHA submission is made.

4.0
Introduction
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One of the main levers for maintaining and improving social and distributive justice is the taxation system. A taxation system is not just about reductionism and maintaining minimal levels of protection and safety nets. The taxation system should underpin and support policies that serve the community by providing essential services of education, health care, major infrastructure, employment opportunities and so on, so that all in the community can reach their full potential and contribute to society. While there will always be differences of opinion about the ‘right’ levels of taxation and the most appropriate use to which taxation is put, there is no doubt that without a progressive taxation system the community is diminished in that as individuals our ability to contribute to the common good is diminished.

4.1
Preserving a Tradition of Service

The tax exempt status of church and charitable organisations is continuously being challenged. CHA contends that any change to tax law in this regard will have a detrimental effect on the Australian health care system. Church and charitable health care organisations have a rich history of providing health care to the communities they serve. The mission of Catholic health care organisations has remained the same since 1835 when the first Catholic health care services commenced in Australia and since 1857 when the first Catholic hospital was established in Australia. As health care services developed they have worked in partnership with governments to improve the social and economic circumstances of the community. They carry on centuries-old traditions of bringing Christ’s healing ministry to those who suffer – the ill, the disabled, the elderly, the disadvantaged, the marginalised, the poor, serving those that others with a profit motive do not. Operating surpluses where they exist are used to expand services, meet future capital needs, serve the poor in areas of unmet need, cover future deficits. They do not provide a return to individual shareholders. Nor do they seek to compete with private enterprises in money-making ventures. It is imperative for the well being of all of Australia that the church and charitable sector is not discouraged from continuing to provide health care services.

4.2
Health Care as a Social Good

CHA believes that health care is an essential social good. The sector takes seriously its responsibility to be a voice for the disadvantaged as well as an advocate for a just, compassionate, excellent, secure and equitable health system that is person-centred in its delivery of care. The sector continually espouses to government and the Australian community, the value of health care as an essential social good, not merely a commodity that is used to maximise return on investment to meet the economic interests of private shareholders.

Social goods form the fabric of our society and belong to us all. They benefit us all through the realisation of a better society, and therefore need to be funded by the community, not just by those using them. The delivery of social goods brings with it a community responsibility. Individuals may participate by way of contributing where they can, but should not be burdened to the point that their contribution disadvantages them from accessing other essential social goods of life. 

In this submission CHA will restrict its comments to the structure and distributive effects of taxation as they relate to health and aged care policies.

5.0 Health Care in the Context of the Australian Taxation System
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While regarded as one of the most effective and efficient systems in the world, the Australian health care system is complex, involving multiple funders and providers. The goal of the health system is ‘universal access to medically effective care at least cost’.
 The taxation system plays a vital role in achieving this goal shaping the system’s equity, efficiency and effectiveness.

5.1
A Summary of the System

Under universal coverage, what is covered: some preventive services; inpatient and outpatient hospital care; doctor services; inpatient and outpatient drugs; mental health care; rehabilitation; free choice of general practitioner.

The cost sharing arrangement: Medicare reimburses 75% of the scheduled fee from private inpatient services and 85% of the ambulatory GP services. Doctors are free to charge above the scheduled fee or they may direct bill the government when there is no patient charge. 68% of medical services are bulk billed. Prescription pharmaceuticals have a patient copayment. Out of pocket payments account for around 18% of health care expenditures.

Expenditure and Revenues: 8.5% of gross domestic product is spent on health care services. The nominal growth in health expenditure (6.4% per annum) has been slightly greater than the nominal growth in GDP (5.1%) during the 1990s.

Medicare: is funded by a mix of general tax revenue, a 1.5% levy on taxable income (accounts for 17.8% of federal health outlays), state revenue and fees paid by patients. A Medicare levy surcharge of 1% applies to high income individuals without private health insurance. The government funds 71% ($53.7B) of health care expenditures (48% federal and 23% state). The shift up from 44.2% for federal since 1996-97 is largely due to the rebate – the federal government has essentially shifted $2B of revenue from private insurance to the public sector. The 30% rebate has not increased health expenditure, it has shifted it, and it is therefore questionable about whether it has added any measurable health benefits.

Private Insurance: is provided predominantly by not-for-profit mutual insurers that cover the gap between Medicare benefits and scheduled fees for inpatient services. Doctors may bill above this schedule. Private insurers offer private hospital treatment, choice of specialists and avoidance of elective surgery queues. Private insurance covers 44% of the population and accounts for 11% of health care expenditure. 30% of private insurance premiums are paid by the government through a rebate. In the design of Medicare, private care was seen as an opt up rather than an opt out stream with private insurance funding extra demands of patients and doctors alike but in a regulated way. Prior to the rebate, and up until 1986-87 subsidies (of around 12.5%) were paid direct to private hospitals reducing up front both their charges and the cost of insurance to cover them. The effect of their removal was a significant public saving but it triggered price growth in insurance and began a process of separating the private sector from the Medicare structure instilling a user pays element. Increasingly the perception is that the two sectors run in parallel rather than being interwoven (and sometimes conveniently used as a lobbying tool). The public debate that has ensued about the 30% rebate has tended to further accentuate the split between those with and those without private health insurance heightening the perception of the existence of two parallel systems rather than building on the possible synergies between the two.

The remaining 18% of funding is predominantly from out of pocket payments by individuals and other minor sources such as motor vehicle third party and workers compensation insurers.

Cost containment: Australia controls its health care costs through a combination of fee schedules, strong pharmaceutical evaluation processes, limits on the diffusion of high cost technologies, global hospital budgets, copayments for pharmaceuticals, waiting lists, and limits on medical students and Medicare provider licences.

So there has been little movement in the numbers over the last 10 years except for the 30% rebate and the movement down and up of private health insurance membership. The decline in private health insurance membership which is relatively insensitive to price during the 1990s was largely attributed to perceptions about value for money as premiums rose and growing confidence in the stability of Medicare. The sharp increase in membership that occurred in 2000-2001 has been variously attributed to the introduction of the 30% rebate, lifetime health cover, and the fear campaign associated with its implementation, although commentators disagree markedly about the relative contributions of each of these factors.

6.0 A Balanced View of Intergenerational Transfer and Equity Issues
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CHA holds strongly to the view that Australia needs to develop a balanced view in relation to intergenerational equity issues. Social equity remains an issue of very considerable importance and concern. Good policy should simultaneously aim to address issues of social and intergenerational equity. 

6.1
The Intergenerational Report

The 2002-2003 Budget was accompanied by the release of the first Intergenerational Report, as recommended by the 1996 National Commission of Audit. Five years in the making, the Report was to highlight major long term challenges for the Federal Budget, including the effects of numeric and structural ageing – which precipitate both an increased demand for services and a diminished tax base from which to finance them.
However, the conclusions of the report are that despite a possible funding gap by the 2040s of some 5% of GDP ($87 billion in today’s dollars) the Government is proposing no immediate strategies to address the cost of the gap between government services and available revenue. Government assurances don’t equate with CHA’s analysis of the future costs of long term care and the adequacy of retirement incomes.

The Intergenerational Report also hides its assumptions well. On p61, however, some sensitivity analysis reveals that the base case projection for growth in health costs is not even at historical levels (3%p.a. over the last twelve years). Given that technology is perhaps the most unpredictable variable of the future, that assumption is worrying especially when projections at historical levels (which may still be too conservative) would increase Federal outlays by 1.5% of GDP (ie, to 9.5% from about 8% projected in 2042)?

Another worrying omission is that Federal expenditures are considered in a vacuum, with no “scene setting” about what might be happening to State/Territory finances (not included in the index) or indeed to the private-public health and ageing financing mix. The critical issues of inter-personal versus inter-generational transfers get little airing, although it is the baby-busters and Generation X who will pay twice. 

The Intergenerational Report recommends key priorities that lack specific solution oriented analysis, for example:

· achieving budget balance over the economic cycle;

· maintaining an efficient, effective medical health system, with widespread participation in PHI;

· containing growth in the PBS;

· developing an affordable and effective residential aged care system that can accommodate the expected growth in the number of very old people (over 85);

· preserving a well-targeted social safety net that encourages working age people to find jobs and remain employed;

· encouraging mature age participation in the labour force; and

· maintaining a retirement incomes policy that encourages private saving for retirement and reduces future demand for the age pension.

6.2
Demographic Shifts

Over the past 30 years, the Australian population has gone through significant demographic change. By 2041 those aged 65 and over will represent 25% of the population compared with 8% 30 years ago and just over 12% currently. This cohort of the population is expected to surge as a percentage of the total.

The ageing of the Australian population will continue with increasing impacts on the need for and cost of health and aged care. Those aged 65 to 74 use almost twice as many medical services per capita as those aged 45-54 and over five times as many as those aged 10 to 14. In the case of hospital utilisation, the age differences are larger. Those aged 65 to 74 use three to four times as many patient days in hospital per capita as those aged 45-54 and some 17 times as many as those aged 5 to 14 while those aged 75+ almost eight times as many patient days in hospital per capita as those aged 45-54 and 40 times as many as those aged 5 to 14.

Chart 1: Population by Age 1971


Chart 2: Population by Age 2001

Chart 3: Population by Age 2041


Rates of utilisation of both medical services and hospital services have changed over time. They will continue to change due to influences such as:

· Changing epidemiology in which chronic and degenerative conditions such as dementia, arthritis, osteoporosis and diabetes are heading for “epidemic” proportions.

· Changing health technologies which will save resources in some areas but make a claim for additional resources in other areas. Others have generated large cost increases. In budgetary terms the initial high costs of new health technologies are often spotlighted and this can be a very poor indicator of the unit costs and savings in later years to the broader community.

· Changing patient expectations whereby an older population will have deeper concern for access to health and aged care, influencing political processes and outcomes. There will be implications related to the willingness of people to contribute to their own health and aged care costs, either through taxation, through private health insurance or through out-of-pocket contributions.

· Changing family and support structures whereby the number of single person households is projected to increase by over 70% from under 1.6 million in 1996 to over 2.7 million in 2021. For those aged 65 and over the increase is 90%. This has implications for the taxation system as families become less accessible as ‘free’ carers.

While we cannot easily foresee the full impact of these changes, there is nonetheless a substantial bundle of evidence for the proposition that the demographic change in prospect will generate higher demand for health and aged care than the demographic change in retrospect.

6.3
Less Dependence on Intergenerational Transfers

It will not be possible to meet increasing health care and retirement income expectations of the Australian community if we continue to rely on intergenerational transfers to the same extent as we do today. The crude dependency ratio (proportion of people over 65 relative to population) will double in the next four decades.

Chart 4: Persons Aged 65+ as a % of total population

NATSEM simulations of future trends in wealth inequality provide interesting projections for consideration in the equation also. Australia has an ageing population and the baby boomers are approaching retirement. There is a relationship between age and wealth. Wealth increases with age during working years but starts to reverse at retirement as draw down begins. Family wealth will increase by an average of 3.3% annually during the next 30 years; at that time the average family will be worth $446,000. But it won’t be equal. From 2000-2010 wealth of the poor decreases and redistribution of wealth occurs among the wealthy. Between 2010-2030 wealth of the poor continues to decrease while redistribution among the wealthy is minimal. The ageing population and differing asset portfolios are cited as the main factors. Over the 30 year period the number of people aged 65+ will grow significantly and almost half of all family wealth will belong to households headed by a person aged 65+. It predicts home ownership will drop for young families and home ownership is the primary savings vehicle for Australians. While housing levels are projected to fall investments that pay interest or provide income are forecast to almost double over the next 30 years and the primary beneficiaries are those aged 65+.

6.4
Intergenerational Issues in Private Health Insurance

There are also significant intergenerational equity issues with private health insurance. Before the introduction of the 30% rebate, a key factor in the decline of private health insurance coverage was the loss of younger members who were rapidly losing interest in voluntarily cross-subsidising the health costs of older members. To keep the younger members “in the game”, we have seen significant policy change involving both incentives (carrots to make participation attractive) and disincentives (sticks to financially penalise those who chose to be non-members, at least while young and healthy). Funds can now offer exclusionary products, allowing younger members to obtain cheaper health cover relating more closely to their own health risk profile, limiting the scope for the young to cross-subsidise the old. Additionally, the Government introduced Lifetime Health Cover under which members joining past the age of 30 years pay a higher annual premium than those who join by 30, to enhance equity in the lifetime cost of private health insurance. Transitions to address intergenerational equity issues are already underway in private health insurance, forcing changes that reduce young-to-old cross-subsidies and thus diminish the threat that the younger members of the future will have to carry an inequitable burden. Further reform of private health insurance may in the future be linked to personal responsibility for healthy ageing (diet, exercise, lifestyle).

If one starts with the view that intergenerational equity issues only arise in the context of the Federal Budget, then it follows that much of the problem can be avoided by reducing the role of public health insurance and increasing the role of private health insurance. The reality is that simply switching health insurance from the public sector to the private sector merely serves to privatise the problem of achieving intergenerational equity. It does not solve the problem at all. In order to achieve equity, high participation is essential. Otherwise, people just game the system to avoid sharing the risks with high users of care. In order to achieve high participation, it seems that we have to use a policy construct involving both carrots and sticks. If private health insurance is mandated by these arrangements, then the premiums assume many of the characteristics of taxation anyway. Those in the lowest income categories continue to need support to access private health care.

7.0 Public and Private Health Interface


The Catholic sector maintains a significant presence in both the public and private sectors; in some cases as collocated privately and publicly funded health care services; in other cases as collocated health and aged care services; and increasingly using existing infrastructure as a springboard to home and community care delivery. 

7.1
Private Health Insurance and Perceived Inequities

The private health industry has been the focus of reform initiatives for some time because of concern to maintain the private sector option as a viable complement and supplement to the public sector, not a parallel alternative, and because of its necessary interface with the public health care system. Health care is not a commodity; its delivery does not operate as do ‘widgets’ in a free market. However, it is recognised that costs are a factor, hence efficiency in delivery and effective outcomes are important in the context of considering competition in health care. Because of this it has been argued ‘the issue is not about free markets, but rather about the optimal regulation of markets’.

Furthermore, Medicare was not designed as a safety net although some current rhetoric might seek to increasingly cast it in those terms. It relies on community solidarity to keep it sustainable and available as a comprehensive health care system for all. But equally CHA supports the underpinning policy around the 30% rebate that was when it was introduced articulated as being about ensuring the private health care system operates as a viable complement to the Medicare and public hospital system. As Wright has argued, in the main the privately insured are not ‘takers from the system’.
 Their 70% contribution to health insurance, while giving them some personal benefits, also contributes to the long term sustainability of the entire system. It is inappropriate to consider the Australian health care system in an either/or public vs private construct. The diverse nature of the system brings both challenges and strengths; it is a system that CHA believes is worth maintaining albeit with some room for improvement.

CHA argues that support for the notion of a private health care rebate is consistent with a policy of universal health care; government subsidies apply to both the MBS and the PBS. In the case of the MBS and the PBS the subsidy applies at the point of service delivery. The principal concern with the current structure of the 30% rebate is that it is not entirely consistent with other government subsidies; instead of applying at the point of service, it supports insurance. Its structure introduces anomalies and inconsistencies by not directly supporting the delivery of health care services.

While the $2.13 billion Commonwealth expenditure on the private health insurance subsidy and the 30% rebate, along with the introduction of Lifetime Health Cover have had benefits in stabilising the industry, there is a need to focus on the long term viability of a rebate on insurance premiums where the current structure does not link the rebate directly back into the health care system, or distorts the product, or the community’s perception about the product. An ideal opportunity (and a responsibility) exists for Government as a significant funder, to use whatever levers it has to improve it structurally. A number of options will be proposed in this submission for consideration (section 7.2-3). 

The debate about how much health insurance should be private and how much should be public needs to be resolved through consensus and cooperation of the key players, importantly government at Federal, State and Territory levels. If private health insurance is mandated like occupational superannuation, premiums are effectively just a different form of taxation with arguably the deadweight losses to the economy like those expected from income taxes, but different to the extent of being regressive. With private health insurance the poor pay the same amount as the rich but the relative impact on the poor is greater. And the argument that only the well off subscribe to private health insurance is false; many battlers, low income, elderly, disadvantaged, those on low incomes with children subscribe to it. The impact of queuing for needed health care, on low income workers in terms of their employment opportunities for example, is relatively greater than for those on high income who can afford to jump the queue. There may be scope to address equity objectives through a tiered system of premiums based on income and assets assessments.

While there is debate about the costs and benefits of the 30% rebate, as long as current government policy of limiting access to health care services through tight budgetary constraints continues, it is important that those who are disadvantaged and elderly, low income earners with children who opt for top up private health insurance for fear of inadequate access, must be assisted to access health care (public or private). Because of the nature of health care including its centrality to human life and its integral relationship with human dignity CHA believes there are compelling social policy reasons for supporting the general thrust of the 30% rebate.

While the government appears resistant to modifying its general policy support for the 30% rebate and with some good reason, some structural reform is suggested for consideration. A number of options for reform of the 30% rebate arrangements are available to government through the taxation system and government budgetary processes.

7.2
Ancillary Rebate Reform Options

First and foremost CHA contends that ancillary insurance should be excluded from the scope of the 30% rebate arrangements, with its subsidy component of around $500 million per annum transferred to restored targeted programs. 

If the purpose of the rebate was to shift inpatient demand from the public sector to the private sector, a subsidy for ancillary cover does not meet this goal. It contributes nothing towards hospital care. Deeble claims only about 40% of the $2.13 billion supported hospital service use that may provide future public offsets. The remainder went to ancillary services, upgraded insurance products, reducing out of pocket costs of already insured people.

The inclusion of ancillaries in the 30% rebate arrangement instils some stark distributional anomalies. It is difficult to argue that the ‘simplicity’ or ‘promoting the product’ reasons that presumably underpinned this decision outweigh equity issues. With a significant proportion of this benefit going towards private dental care it exacerbates maldistribution between private dental care and poorly resourced public dental care. The subsidy for public dental care for adults is approximately $177 million each year, while the private health insurance rebate is approximately $316-345 million per year. Higher income adults using private dental insurance and dental care receive nearly five times the subsidy received by aged pensioners seeking public dental care.

There are a number of program areas that would benefit from redistribution of savings achieved through removal of ancillary products from the scope of the 30% rebate. The savings could be redirected through the AHCAs (arguably the most systematic component of the Australian health care system) to services currently experiencing viability problems such as:

· mental health services particularly improving access to community care.

· oncology and cancer services with specific regard to pharmaceutical costs.

· palliative care services.

· rehabilitation, transitional and respite services.

· patients with significant co-morbidities affecting lengths of stay.

· HIV and AIDS services.

· drug and Alcohol rehabilitation services.

· Aboriginal health care services.

· dental care.


7.3
General Rebate Reform Options

The government through the taxation system also has at its disposal a number of options for instilling equity into the 30% rebate arrangement while at the same time ensuring that private health insurance remains affordable and sustainable, thus remaining supportive of the current government policy of retaining choice within the Australian health care system.

A number of reforms of the existing 30% rebate arrangement may even increase private health insurance take-up:

· Increase the rebate to say 40% for low income earners and the elderly, and reduce the rebate to say 0% for high income earners so that its impact is more progressive rather than regressive. This would be designed to capture high income earners who may be subscribing to low cost private health insurance products for the sole purpose of avoiding the Medicare levy surcharge contribution.

· The Medicare levy surcharge for high income earners not subscribing to private health insurance (1%) could be increased to a level that is more commensurate with the cost of private health insurance thus providing a real incentive for its uptake (to say 2-3%). This additional revenue should help cover the cost of the 30% rebate and free up revenue for the health system generally. The argument is not about removing funding from the health system. Any revenues from restructuring of the rebate should remain in the health system.

· The current system of income tax disincentives for those not holding private health insurance could be extended to capture a higher proportion of middle to high income earners by decreasing the point at which the threshold takes effect.

· Complementary policy may be required to monitor and regulate the provision of private health insurance to ensure quality and cost-effective health insurance products and to reduce the future risk of coverage of questionable items such as occurred with public subsidy for the purchase of running shoes.

· Medical gap insurance over schedule fees is inflationary to private health insurance shifting resources to doctors incomes and not to additional services. Providing a rebate towards medical gap insurance that is up to 25% over the fee that the government deems fair, sends an inappropriate price signal. This anomaly costs $200 million per annum.

· Extension of gap insurance to out of hospital (doctor) services potentially threatens the universality of Medicare by introducing three tiers of health care and moving it much closer to the denounced USA model. Those who feel most compelled to take up private health insurance because of unknown risk are often young families with children and who have low incomes and who are not health care card concessions. They will be most disadvantaged by such a proposal.

Not only that it increases the risk that the well-off will further seek to abrogate their responsibilities to the less well off pressuring governments to introduce an opt-out of Medicare scheme.

· Similarly suggestions that those who hold private health insurance should be obliged to use it rather than the public sector are fraught with dangers that they would increasingly pressure policy that enables them to opt-out of contributing towards Medicare.

· It is inappropriate that the administrative costs incurred by private health funds are subsidised through the 30% rebate. Administrative costs soak up 11% of private health insurance funds compared with Medicare administration costs of 3%.

· Improve public hospitals’ access to any benefit of increased private health insurance membership by promoting more realistic payment of hospital benefits by health funds to public hospitals for private inpatients.

· Increase incentives for the treatment of public patients in private hospitals, improving resource and capital utilisation of any spare capacity and better integration of public and private sectors.

· Consider reintroduction of subsidies being paid directly to private hospitals based on throughput and other performance outcomes, rather than directly to private health insurance products. This reduces both hospital charges and therefore the insurance required to cover them. Up until 1986-87 subsidies (of around 12.5%) were paid direct to private hospitals reducing up-front both their charges and the cost of insurance to cover them. They were removed as a budget saving but they commenced the exponential spiral in increased insurance costs (and thus decline in private health insurance membership). This option would mean the current rebate would become more consistent with the policy of universal health care, where government subsidies are delivered at the point of service delivery (as with the MBS and the PBS).


8.0 Moral Hazard and Copayments – Social Inequities


There is considerable moral hazard in the current system. Perceptions of risks change with insurance against them. People are more inclined to seek services, doctors are more inclined to recommend services when all costs are covered. Medicare ameliorates against this with fixed hospital budgets, and waiting lists and using clinical need as the primary criteria for access. But unreasonably long queues for those with chronic illness because of insufficient resources in the system is hardly efficient, beneficial for the economy, or fair.

The levers for containing private health insurance costs are just not there when the primary funders (government and health funds) promote and advertise the major feature of the private insurance product as ‘unrestricted access’. Add to that a proportion of members who perceive they were obliged to take up the product under lifetime health cover threats, and the hazard for uncontrolled utilisation, supply induced demand, cost increase, and run-away inflationary health care abounds.

The policy challenge is to introduce sensible price signals for most health consumers and most health episodes to combat moral hazard, while ensuring the universality of the system so that those in need can always access care. One area in need of redress is the proliferation of Health Care Cards, where asset tests may be indicated in an effort to support general practitioners who are finding it increasingly difficult to remain viable within a bulk-billing framework. 

8.1
The Inequity in the Pharmaceutical Test Case

Price signals such as copayments implemented at the point of service are generally inequitable and discriminate against the most disadvantaged. The proposal to markedly increase the PBS copayment in the 2002 federal budget is an example of the copayment inequity. It is inequitable to heap more and more price signals on pharmaceuticals for example as was attempted in the 2002 Federal budget simply because PBS spending has been identified as fast growing; those most in need may be disadvantaged, and increasingly families with children will be pushed into a situation of disadvantage. It is arguable that Australia has not “hit the wall” in regard to national pharmaceutical spending. By international comparisons, Australia is a relatively modest spender on pharmaceuticals due in no small part to the cost effectiveness processes in place for PBS listing.

The highest income groups spend less than 2% of their incomes on pharmaceuticals while for low income groups who sit just outside the thresholds for concessional PBS access, pharmaceuticals claim 7% of family income, which may increase to nearly 9% within the next five years, as illustrated in Chart 5.
 A recent study found that almost 20% of Australians reported not filling a prescription in the past year due to the copayment cost, yet these people are the ones who need it most as socio-economic status increases the risk of poor health in old age.

Chart 5: Proportion of family income spent on PBS-subsidised drugs by general patients

Patient copayments are not necessarily and universally “bad”, but like everything a sense of balance is required. If the proposed sharp increase in PBS copayments are warranted by current budgetary circumstances, then the proposal should have ensured that the changes could be implemented in a manner that was not socially regressive. In short, the structure of income taxes and social security payments needed to be changed at the same time so that the higher copayments do not have the effect of pushing more of the tax burden onto lower income groups.

The issue of copayments needs to be revisited, and addressed across the whole spectrum of health care as copayments are not just an issue for the PBS alone. In any revisiting, it is extremely important that the social equity objective not be lost. The removal of a subsidy is the same, in effect, as the imposition of a tax. Just as new taxes are assessed for their impact and their equity, so too must any proposals for removal of subsidies.


This is not to say that copayments are unimportant in sending accurate price signals to consumers. Rather, the mechanism that was promulgated in the 2002-2003 Budget is a blunt instrument that treats all drugs as the same and all patients as the same, and which grossly over-estimates the “savings” from the PBS cuts because it seemingly denies that reducing pharmaceutical usage will potentially worsen health outcomes and increase other health and welfare system costs.

We should use the knowledge we have about these effects to protect vulnerable groups. The higher PBS copayments proposed in the Budget amount to a tax on the sick and the poor. They were not a balanced response to intergenerational pressures. And they are based on a spurious assumption: that we can cut funding now or raise taxes to pay for it. A more forward-thinking approach, which treats spending on dominant health therapies as an investment rather than a cost is suggested.


9.0 Longer Term Structural Reform for Health and Aged Care


9.1
Infrastructure Support For Health and Aged Care

In the health and aged care sector, the Gregory Report (1994) identified a significant decline in the capital expenditure and hence the quality of nursing home buildings, as providers were not allowed to charge variable fees nor entry contributions and the funding arrangements did not provide an adequate return on investment in capital stock. Reforms in aged care introduced in 1997 included certification processes to ensure that that new buildings must now meet defined resident per room and other standards and existing residential aged care facilities must meet quality standards by 2008. The reforms did not, however, solve the financial aspects of the capital investment problem, which needs to be at the forefront of further structural reform and deregulation of the residential aged care sector, and well before the first wave of baby boomers turn 60 in 2005. A plethora of issues are related to this problem, including the likely increased concentration of ownership of providers, locational aspects of nursing home and hostel closures, capacity for disability and mental health care, access for lower income people and implications for home-based care services to allow baby boomers to “age in place”.

People aged over 65 account for 12% of the Australian population, 30% of hospital admissions, and 43% of hospital bed day use (Howe, 2002). Despite the constant blame game between the Commonwealth and the States over the existence (or not) of phantom aged care beds as a result of a severe capital crisis in the high care end of residential aged care, the fact remains, the elderly and frail are the losers in this game. 

The key to a robust, efficient and effective health system is the development of a National Aged Care System encompassing improved integration of care services between the acute, residential, transitional, mental health and home and community care sectors. The current situation of a myriad of disparate programs leaves consumers at a loss in moving through the system and results in unnecessary duplication between programs, jurisdictions and providers, and piecemeal health and aged care. Strategies must be implemented to improve the continuity of care across programs and to address any cost shifting, service fragmentation and jurisdictional duplication measures that impede quality care.

Australia needs an holistic approach to achieve and maintain intergenerational equity.  A limited and piecemeal strategy (trying to solve the issues to the extent that they arise in the Federal Budget but not addressing them elsewhere) would be poor policy.

9.2
An Ageing Population – Problem or Opportunity?

In 40 years time, Australia will be a much wealthier nation than it is today. Even on the very conservative figures in the IGR, GDP per head of population will be over 80% higher than it is today. It is simply not plausible for anyone to suggest that a much wealthier Australia will be unable to offer all its citizens access to high quality health and aged care. To the extent that it does so will ultimately be a matter of choice reflected in social and economic policies adopted by the governments of the day.

CHA contends that we need a change in the national mindset. Australia ought to see the provision of high quality health and aged care as an opportunity, rather than as a problem. As part of that process of rethinking the issues, it is clearly important that policy makers and the population at large come to understand that older people are a valuable “resource” with the potential to make a strong positive contribution to society in many difference capacities (including as volunteers and carers). 

Some key issues for consideration in this context are:

9.2.1
Workforce Options

Workforce participation by older Australians: There are many reasons why workforce participation may increase, and policy settings should support continued participation. Professors Dowrick and MacDonald from ANU argue that older workers will be better placed in a knowledge-based economy because future cohorts will be more likely to have commenced work later in life, less likely to work in manual labour, had more experience of changing jobs and retraining and be more likely to have dependent children. “Without any changes in policy, the chances of considerably increased labour force participation for men in the 45-64 age group is high. With healthier ageing, employment beyond age 65 could also be a future prospect. Beyond these social changes, over such a long period of time, it is well within the bounds of policy potential that incentives for early retirement that pervade the system at present will be reversed and become incentives to remain in the labour force. National variations in levels of early retirement have been shown to be due primarily to differences in the incentive system. Countries that provide strong incentives to retire early have early retirement.”
 There is evidence that attitudes towards mature workers are already becoming more positive, particularly in high growth industries.
 

9.2.2
Superannuation Options

Improving taxation arrangements – in line with industry and consumer priorities for incentives to save, equity and adequacy, there is a strong case for removal of the taxation on contributions. While in economic purist terms there is also a strong case for removal of the taxation of earnings, a realistic compromise position to preserve the Federal fiscal position might be to retain tax (15%) on earnings but leave in place the full imputation credit entitlement.

Increasing the SG rate – a consensus position on adequacy needs to be developed in conjunction with industry and consumers, utilising common modelling techniques. It is likely that the consensus position would suggest an increase in the SG element. So as not to impact too harshly on lower-income earners, any increase should be phased in incrementally over a period of years and there would need to be compelling consensus evidence to increase SG beyond 12%. Part of the levy could be quarantined for specific usage for ageing and/or health expenditures.

Simplification of the superannuation system – many anomalies have arisen in recent years, indicating the need for a review and overhaul including distilling the eight categories of tax at the end-benefit stage into one category, with benefits taxed on a sliding scale.

9.2.3
Health Savings Accounts – a Complement Not a Replacement to Medicare and Private Health Insurance

Health savings accounts could be facilitated as an add-on to superannuation (and Medicare and private health insurance), and managed in the same framework as superannuation. Health savings accounts offer the potential for consumers to be better able to meet their lifetime out-of-pocket health expenses. Used properly, they would increase access to health care when older, when health needs are greater and when incomes are lower and assets harder to redeem (eg, the family home). To the extent that Australia needs to reduce its reliance on intergenerational transfers, it also means that the older generation will be assuming more of the financial responsibility. NATSEM research that the 65+ will be the wealthiest group in 2030 should be considered in the policy mix and health savings accounts must be considered as an option. It is important to understand that health savings accounts are not intended or likely to replace health insurance. Rather, their role should be complementary. There is a good deal of variability in lifetime health costs from one individual to another. People will therefore wish to see the retention of a system that allows excessive financial risks of poor health to be shared. An insurance system will continue to be needed.

9.2.4
Social Insurance Scheme

CHA's 2002-2003 Federal Budget submission called for the establishment of a compulsory social insurance scheme to fund long term aged care.

“CHA supports the concept of a compulsory savings vehicle dedicated to meeting some of the costs of long term aged care services. Treasury and Finance departments should commence concerted work on a scheme that can be equitable, efficient and effective in the financing of aged care services. CHA has always contended that the funding of essential aged care should be a combination of community responsibility and individual participation. A savings insurance vehicle could be associated with the guaranteed superannuation levy, but if employment-based it must compensate for people with interrupted paid working lives. Moreover, a clearer differentiation between paying for health care and sub-acute services as opposed to long-term residential and home-based care may be necessary.”

9.2.5
Aged Care Benefits Schedule

An Aged Care Benefits Schedule (ACBS) could be designed to provide aged Australians in lower socio-economic groups with an entitlement-based provision for key aged care services, similar in rationale to the Medicare Benefits Schedule (MBS), which provides an entitlement-based provision for all Australians for key health services. An ACBS as proposed by CHA, however, would be different from the MBS in that it would be designed specifically to provide a safety net and tiered rebate arrangement for aged Australians in lower socio-economic groups.

An ACBS could include schedule items relating to residential care services, home-based care services and in-hospital services (to be provided in private hospitals after an agreed waiting time had elapsed in the public hospital system. Rebate items might be based on the assessed needs of the individual, including levels of disability and mental health needs. Respite services for carers might also be incorporated in the schedule.

The formula for rebate levels and their indexation would need to be developed and agreed by a working group of key stakeholders. Rebate weights might be set on the basis of age and a sliding scale relating to income and asset testing, with greatest coverage for the oldest and most financially needy. Income and asset group (YAG) tests would also need to be indexed, and related to single/married status and other factors, possibly as per the age pension to reduce administrative complexity.

Entry to the ACBS might need to be limited to new entrants, for budget reasons as well as the complexity of welfare and equity issues associated with pre-existing buy-in schemes involving initial up-front payments designed to contribute to fixed (capital) costs of aged care. 

Implementation might involve magnetised cards, similar to the Medicare Card, together with software developed for aged care providers and for claims through Medicare offices. Financial assessment would be conducted on application for the card with periodic assessment updates and an obligation to provide relevant changes to details. Card swiping would then automatically generate the calculated rebate based on the item and the rebate weight (through electronically stored YAG and age data) at the point of service provision.

Costing and discussion of financing options could be included in the context of the review of pricing of residential aged care currently underway and due to report late 2003.


10.0
Inquiry Terms of Reference


The Senate has referred the following matter to the above Committee for inquiry and report by June 2004:

The structure and distributive effects of the Australian taxation system with reference to:

a)
the level, extent and distribution of the current tax burden on individuals and businesses;

b)
the impact of (a) on taxpayers' families;

c)
the use and efficacy of various tax and expenditure incentives to influence social and economic conduct, for instance participation in the workforce;

d)
the long term social and economic impact of the current distribution of taxation, government spending and employment including the intergenerational consequences of the tax structure;

(e)
the respective roles of the Commonwealth and the States in relation to the collection and distribution of taxation revenue; and

(f)
any other relevant issues which may arise in the course of the inquiry.

Recommendation 1: Remove ancillary private health insurance products from the scope of the 30% rebate arrangements.

















The Sector Snapshot:





17000 residential aged care beds


5312 independent living and retirement units


4112 community aged care packages


4729 home and community care services


58 hospitals


7700 hospital beds


38 privately funded hospitals


20 publicly funded hospitals


7 teaching hospitals


8 dedicated hospices


17 rural and regional hospitals


rural and regional aged care services


publicly and privately funded collocated facilities











The Budget PBS cuts are a blunt instrument which potentially over-estimates savings, worsen health outcomes and increase other health and welfare costs.
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Recommendation 4: Consider a range of reforms aimed at increasing older persons’ participation in the workforce, reforming taxation on superannuation, increasing superannuation guarantee level, establishing long term health and aged care savings schemes, and introducing an entitlement based aged care benefits schedule.














Recommendation 3: Reconsider current proposals before Parliament such as the introduction of increased copayments on pharmaceuticals due to their regressive impact on families with low incomes and children.














Recommendation 2: Consider a range of options of reform of the 30% rebate that would contribute to the improved equity and efficiency of private health insurance arrangements.
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