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Submission to the Senate Select Committee on Medicare 

Introduction

This submission deals with policy issues in relation to proposals for change in the conditions under which Medicare benefits are paid for General Practitioner services and in relation to the 30% rebate on private health insurance premiums.  It does not cover all of the Terms of Reference but I would be happy to speak to them if asked.  

It starts from the premise that Medicare is a universal insurance system to which everyone contributes.  It pools the financial risks of accessing medical services but does not of itself determine their nature, quality and distribution.

GP insurance issues. 

Bulk billing is a key element of Medicare’s medical insurance.  Since reaching a peak of 80.6% of all GP services in 1996-97 it  has fallen to 68.6% in the first quarter of 2003.  That is of concern because primary care is the point of entry to the whole health care system, GP services are central to it and under Australian conditions bulk billing is the only way of giving a full insurance coverage of GP fees.   It is what most Australians want, as the push for private gap insurance shows.  Despite some entrenched beliefs, there is no evidence that partial insurance (ie, one with co-payments) leads to a more efficient use of medical services and there is some support for the contention that financial obstacles to primary may lead to more, and more expensive, specialist attention.  Patients naturally like bulk billing and their demands plus bulk billing’s value as a ‘practice builder’ have been important in maintaining its level.  But free care was not the only reason for its introduction   Good insurance requires predictable fees.  Bulk billing has achieved that and from a national viewpoint, it has also ensured that universal coverage did not simply lead to higher charges.  

However it requires an ‘adequate’ benefit level because in a bulk billing system most of the doctor’s revenue comes from Medicare.  That revenue has to cover the cost of running a practice and giving a ‘fair’ income to the practitioner.  The medical leadership has argued that incomes are now inadequate for two reasons.  The first is that because rising practice costs have not been matched by fee increases, incomes have been eroded.  The second, and quite independent one, is that a government-AMA relative value study has concluded that, in comparison with the benefits paid for other medical services, the GP’s work was undervalued by about 50%.  On that basis, the ‘standard consultation’ fee should then have been over $45 in 2001, with a similar proportionate increase in the benefit. 

It is hard to document either proposition. The common argument that fees have not moved in line with the CPI does not hold up.  In 1984-85, Medicare’s first year, the average benefit per GP service was $12.83.  In 2001-2002, it was $27.45, an increase of 119%.  In the same period, the CPI increased by only 109%.  Some of the fee growth involved new ‘enhanced primary care’ items but they accounted for less than 10% of rise and they are just as relevant to the GPs’ revenue position as the standard consultation charges.   

The relative value estimates are equally uncertain.  They relate only to GP fees in comparison with specialists, not to any absolute measurement of ‘worth’.  It would be just as valid to say instead that specialists were overpaid, which is what a similar study in the US concluded.  In any case, the implications of moving to the ‘relative value’ fee would be considerable.  For the average fulltime GP, revenue would rise by around $100, 000 a year.  Given stable practice costs, that would nearly double their net incomes.  Neither the government nor the community would tolerate such increases. 

Despite these problems, the GPs do have a case, though it is not entirely measurable.    The CPI is certainly a poor indicator of the cost changes which doctors have faced.  Staff expenses are significant and in a period of rising real incomes, salaries have risen more than prices generally. The cost of medical supplies, often imported, will have increased more than the average, whereas those components of the CPI which have risen least – mortgage interest, food, etc.- have little relevance to medical practice.  And on the relative value side, the GPs’ perception of having done much less well than the specialists is almost certainly correct, in terms of both fee levels and the broader support which programs like the private health insurance rebate give to procedural doctors.  There are also perceptions that in a time of widening income differentials, GPs have lost ground relative to other professionals whose training they regard as less rigorous and whose jobs they see as less demanding. 

Whether these beliefs are right or not is actually irrelevant.  GPs are discontented and they can make their discontent felt.  More patients are being charged and more are being charged at higher levels.  But despite the claims of those with an interest in talking up the ‘crisis’, bulk billing has not collapsed.  Its share of all GP services has fallen by 12 percentage points from its 1996-97 peak. Three quarters of that decline has occurred since 2000-2001, which corresponds with a period of vigorous AMA campaigning on the issue, and over 40% of it has taken place over the last nine months. 

Nevertheless, on average 85% of all the people who were bulk billed in 1996-97 would still be bulk billed now.  That is important to remember.  The present level is well above that needed to cover the most disadvantaged people – in the government’s proposal, the health care cardholders.  There are certainly some areas, mainly rural, where it is hard to find a doctor who bulk bills ordinary patients but that has been the case for years.  And there are other areas where the local GP may have cut back.  But there is no good evidence that disadvantaged patients are being charged in any significant numbers. Most of the complaints have not come from them but from others who find their personal costs rising and, of course, the doctors. 

Responses
The Government’s response to has been to effectively withdraw from offering full insurance for anyone other than health care card holders.  Subject to agreements with doctors, that group would still be bulk billed.  The Government’s cost estimates imply they would use about 55% of all GP services, although income alone is a poor measure of medically related need and there would be pressure to go beyond that (at the doctor’s expense).  For all other patients, doctors who entered these agreements would be allowed to claim the Medicare benefit directly from the Health Insurance Commission and add whatever extra charge they liked.  The agreements would offer incentives to bulk bill cardholders at rates which varied by region and there would be a specific safety net for ‘concessional’ patients who were not bulk billed.  The existing Medicare safety net would disappear for other GP visits (with present bulk billing levels, GP fees account for very little of it now) to be replaced by a subsidised private insurance safety net which would cover the gaps between benefits and doctor charges for all services once patient outlays exceeded $1000 in a year.   

These changes go to the heart of Medicare.  Conceptually, they are a reversion to a pre-Medicare system and, indeed, even to the 1960s arrangements which the Medibank of 1975.replaced.  Everyone would be entitled to the same Medicare benefit but because it would no longer be related to the fees charged to most patients, it would be a discretionary government assistance, not an insurance payment.  And whatever might be said, people would be treated differently according to their incomes, not because the benefit would vary but because the doctors’ fees would.  The government’s package is portrayed as a $917 million program over four years but only about half of it -  $140 million a year at most – would go to anything relevant to the billing changes now proposed and only about $85 million a year would go directly to the GPs who make the charging decisions. The rest would be spent on training more doctors, providing more nurses (which would help doctors expand their practices but not necessarily cut their fees), administration and safety nets which would not be necessary but for changes proposed, including a 30% PHI rebate for the private one.  Training more doctors and providing more nurses in under-supplied areas are both good policies, but they address problems of physical access rather than insurance.  Despite the notions of some economists, increasing the doctor supply is a very inefficient way to limit fees.  It would take many years and many billions of dollars to raise competition in rural areas to the level where charging was affected.

The arithmetic of the government’s proposals is set out below in a section which examines it and the opposition alternative in detail.  Put simply, they invite doctors to achieve their income targets by charging non-concessional patients directly and the arrangements for claiming Medicare benefits would be changed to facilitate it. That would significantly reduce the quality of Medicare insurance for such people, because the charges would be uncertain. The government has argued that there is no reason why doctors’ fees should rise and in the short run that might well be true for patients who are already charged.  However more people would pay them.  For all GP services (not just standard consultations) the average fee for patients who are not bulk billed is now $43 per visit, not too far short of the target figure. That would imply an average co-payment of $15 per visit.   In areas where there is competition for patients, it might not be applied to everyone immediately but for GPs to get the income increases they are apparently seeking, it would ultimately be almost inevitable.  In most areas, the extra payments for bulk billing would be too low for doctors to bulk bill beyond the concessional patient limit and the collection of a $15 co-payment would be easy.  In that event, total patient payments would rise by of about $210 million a year - about 14 million formerly bulk billed visits at a net $15 each.  

The Opposition proposals are, not surprisingly, exactly the opposite.  They would also treat people differently but the distinction would be based on how their doctor charged, rather than their income level.  Benefits for patient-billed services would not change but those for bulk billed services would rise, initially to 95% of the schedule fee but two years later to 100% of that fee.  In addition, bonuses would be paid to doctors who bulk billed at or above a target level in each area - 80% in capital cities, 75% in outer metropolitan areas and rural cities and 70% in rural towns and remote areas.  The regions would be similar but not identical to those in which the incentives to bulk bill concessional patients would vary in the government proposal. The Opposition would follow the government’s proposals on doctor training and practice nurses but it would not need to change the present safety net and it would not allow a private insurance one.  Its program would cost public funds about $250 million a year more than under the government’s proposals but as will be shown, overall spending on GP services would be very similar.  Apart from the differentiation between benefits for bulk billed and patient billed attendances, Medicare would not be altered.  Public insurance would simply substitute for patient charges.       

Implications

These proposals raise issues ranging from philosophical positions to arguments over  the effectiveness of their incentives and the likelihood of their success.  They could be discussed separately but comparison requires that they be put in context and the best way of doing so is to calculate the revenue which full time general practitioners with ‘typical’ practices would earn under the two alternatives. They are the ultimate decision makers.  Table 1 shows baseline data of estimated workloads and revenues for the average full time GP in the first quarter of 2003, given the average level of bulk billing and the average fee now charged for patient-billed services.  They cover all GP services, not just the ‘standard’ Medicare-funded consultations.  The data are all derived from published sources.

Table 2 needs some explanation.  The first line shows the estimated revenue that the average full time GP now earns from Medicare-supported consultations in each of the five different areas for which the Government and Opposition propose to make different payments.  The figures take account of different levels of bulk billing by region but they assume a practice of the average size.  In reality, the differences between metropolitan and country doctors would be larger than those shown here because country doctors see more patients.  

The other lines show the Medicare-supported revenues which would result from the Government and Opposition proposals on the assumption that, on the government side, GPs would;

(a) accept the present offer on bulk billing for the 55% of their services attributable to concessional patients

(b) charge all other patients the current average fee of $43 per visit.

and on the Opposition side that they would:

(a) be paid for bulk billed services at 95% of schedule fees and meet the target levels for bulk billing bonus payments in each area, and

(b) charge for all other services at  the same average fee of $ 43 per visit. 

For the Opposition proposal, figures are also shown at 100% bulk billing.  The calculations reflect the total effect of the two proposals, not just the Medicare payments. They therefore include the changes in the bulk billing / patient billing balance which would result from them.  The assumption of 55% bulk billing under the Government’s proposals and at the target levels under the Opposition proposals is because these are the levels at which doctors would maximise their incomes   If money is the only issue, that is the relevant criterion.   Under the Government scheme bulk billing beyond 55% would reduce the doctor’s revenue, whereas under the Opposition proposals any gains from bulk billing at lower than the target rates would be offset by the loss of bonuses.   

Table 1.  Estimated average workloads and revenues, full time General Practitioners, all services, 2003 

Full-time equivalent GPs = 16,000

Average of 6,250 Medicare-supported consultations per year

69% of consultations are currently bulk billed (76% in capital cities, about 60% in outer metropolitan and regional centres, 55% in the country).  About 3,500 consultations are for concessional card holders

Average Medicare-supported consultation revenue  = $204,300 per year

comprising:

· bulk bill payments, $122,900 per year ( $28.5 per consultation),   

· patient billing,  $ 83,300 per year, ($43.0  per consultation) 

Other revenue  (procedures, Veteran Affairs payments, workers compensation, hospital payments etc.)   =  $50,100 per year 

Total revenue  = $256,300 

Sources:  Department of Health and Ageing, A Fairer Medicare, 2003:  Medicare Statistics, March Quarter 2003:   Steering Committee for the Review of Commonwealth/State Service Programs, Report on Government Services, 2003.  

Practice expenses are not known.  The traditional assumption has been between 50% and 55% of total revenue, on average, but the actual figures have never been documented and there is no public measure of changes in them. Because costs differ by area and practice organisation (solo practice, partnerships, groups, corporate practice, etc.) the actual expense ratios will vary considerably.  

Table 2.  Estimated Medicare-supported fee revenue per full time General Practitioner;  current and under the Government and Opposition proposals              ($000 per year)
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As can be seen, at the current average fee of $43 per visit for patient-billed services the overall results would be very similar.  The changes are much less dramatic than when only Medicare payments are cited, because changes in the bulk bill / patient bill balance tend to offset them.  Doctors in the cities and the rural areas would do best in both proposals.  Rural and remote area doctors would gain slightly more under the Government’s scheme, those in country towns and outer metropolitan areas would do better under the Opposition proposals, in the latter case quite significantly.  However the averages conceal the biggest winners from the Opposition scheme, namely those doctors who 100% bulk bill.  From a standard sized practice, they would gross only $178,000 a year at present, as compared to the $206,500 which they would earn from full bulk billing under the Opposition’s proposal.  That 16% increase would be a powerful incentive to continue. 

Despite these differences, the weighted average outcomes would differ by less than 3% under the two schemes, a figure much less than the variation in individual doctors’ earnings.  That implies a similar cost to the community as a whole and, of course, a similar rise in overall GP incomes.   However the sources would be entirely different.  For example, some of the biggest gainers would be city doctors but whereas in the Opposition scheme it would result from higher payments for bulk billing, in the Government proposals it would come from less bulk billing and more charging of patients. As estimated earlier, net patient payments would rise by about $210 million a year under the Government reforms.  Under the Opposition’s program they would fall by about $100 million.  

Comments  

From a purely insurance viewpoint, comparison is relatively easy.  Insurance is about the sharing of financial risks.  For individuals, there are two uncertainties associated with medical care.  The first is about the need for it, the second is about its price.  Full insurance covers both types of uncertainty and for people who are bulk billed under Medicare the financial risks are zero, although there may be differences in service access.  A system with fixed co-payments shifts some of the cost of service use to individuals.  A system with unknown co-payments adds uncertainty over prices to the usage risk.   

That latter is what happens in about 30% of GP services now and it is what the Government proposes for all ‘ordinary’ patients.  On average, only 66% of their fees would be covered by Medicare.  That could be justified if ‘moral hazard’ (excessive use) could be demonstrated but the Government has not claimed that.  Nor is there any clear evidence of it.  Australians visit GPs at rates which are almost identical to those in other advanced countries and over the last seven years consultations per person have actually fallen by 10%.  The rate would certainly be lower if there was no insurance.  However the alternative to Medicare is not no insurance but private insurance which cannot vary its contribution rates by income and is thus less equitable.  

Reducing insurance coverage might also be justified if it was believed that existing GP fees were too high, that Medicare benefits supported that excess and that market forces (patient resistance) should be used to limit them.  It is a common argument of market economists.  But that conflicts with all the claims about Medicare’s parsimony.  If it were true, it would have been impossible for doctors ever to cease bulk billing or to raise their patient fees to present levels.  It would certainly be inconsistent with the traditional aim of the organised medical profession to have a legally divided market under which the government paid for disadvantaged people in one part and it was free to charge full market prices in the other.  If the latter were not higher, what would be the point?   It also assumes that patients can resist increasing costs.  But most see their visits as necessary and their cost as unavoidable.  Fees are rarely questioned.  If bulk billing was no longer offered, some people who found costs a barrier could either stay away or go to public hospitals and the 9% increase in outpatient attendances between 1998-99 and 2000-2001 may have reflected that shift.  However hospitals are inaccessible, GP-type visits are discouraged or not available and there are waiting times and travel costs attached to outpatient treatment which many people find excessive.    .   

If neither of these propositions hold, it is hard to avoid the conclusion that the government either finds the provision of comprehensive insurance too hard or simply does not want to do it.  The cost savings would be quite small.  Its private health insurance reforms have promoted private insurance as an alternative to Medicare on the hospital side and allowing the private funds to add out-of-hospital medical charges to the subsidised gap insurance they already offer for in-patient care opens the door to more participation overall.  The reasons for prohibiting out-of-hospital insurance are quite clear.  If a government recognises, and indeed subsidises, charges higher than its own fee schedule regards as ‘reasonable’, how can that schedule be defended?   Why should any doctor then observe it?   That is a major cost problem for insurance but if Medicare no longer tried to offer universal cover, it would not matter.  For patients, Medicare benefits would be invisible. They could be frozen and any gaps left for private insurance to pick up.   .  

The Opposition proposals

The Government’s program offers no constructive alternative to the present fee-for--service reimbursement system and neither does the Opposition’s, although in defence neither party could realistically offer one in the present climate.  The Opposition’s program maintains the status quo but with very strong incentives for bulk billing and the same support for under-resourced areas as in the Government’s proposal.  It is actually very generous to doctors   Indeed, it could be criticised as too generous because it would give them income increases which might or might not happen under the Government’s policy of leaving it to the market.  

I do not see that is a valid criticism at present but it raises some important issues for the future.  The current situation has arisen for a number of reasons, including the freezing of GP benefits in 1996 and the mishandling of a Government/AMA relative value study which raised GP expectations of a substantial fee increase but which the Government ignored.  Some doctors have decided that they need more money and they have shown that they can get it.  Their arguments may be right but there has been no independent justification of them.  If the present structure continues there would need to be a much more transparent formula for fee review, including much better information on practice expenses and incomes than doctors have been willing to supply.  Otherwise, the same pressures could arise again, with or without the present set of causes.  Neither the Government or the Opposition proposals address the basic problem of the whole system, namely, the unrestricted freedom of doctors to charge whatever fees they wish.  That may be less protected by the Constitution than governments have been happy to accept to date.  

Conclusions

In many ways, the present proposals reflect the common view of Medicare as encompassing all of the Australian health care system.  The Government’s arguments talk more about geographic differences in access to GPs than about the major conceptual changes to Medicare with which they are rhetorically linked.  There are of course some common factors.  Doctors in under-serviced areas have more monopolistic pricing power than those where there is greater competition.  But the two issues are entirely different.  The Opposition’s program includes the same outlays for training more doctors and providing more practice nurses, and it provides for the same fee differentials by geographic area without any of the Government’s structural reforms.  There is no link between them.  Moreover it is not clear that higher fee-for-service payments are the best way to handle the reluctance of doctors to practice outside cities.  Country doctors already earn more than their city counterparts.  Social isolation, lack of professional support, problems with children’s education, etc, are cited more frequently than money   Addressing them needs organisation and the Commonwealth already has some directed programs in place.  It has nothing to do with the changes which are proposed for Medicare.

For all of the reasons outlined earlier, I do not support the changes that the Government wants. They would be attractive to those people who are already being charged for GP services and the immediate effects might not be very large for other people who did not qualify for concessional status.  But they would eventually change the whole nature of Medicare. The present structure requires the government to provide adequate insurance coverage to everyone on equitable terms, in return for compulsory contributions though the Medicare levy and taxes.  For two thirds of the population, that insurance would be substantially reduced for GP visits.  Patients would meet about one third of costs.  Although I do not believe that the arguments for co-payments are valid, small and fixed charges would not irrevocably compromise Medicare’s role.  But under the Government’s program they would be uncertain and limited only by what the doctors chose to charge.  I would expect an average of about $15 per visit for non-concessional patients.  That would be high enough to make private insurance worthwhile, at least for people who already hold it for hospital care, which would in turn make the collection of even higher charges easier. The only way to get full cover would be to buy it privately.  

These are very fundamental changes for a small saving in net Commonwealth outlays  – about $250 million a year or only 3% of Medicare’s total cost.  The savings would be greater if they were extended to all services and despite the government’s assurances, I do not believe that they would be limited to GP visits only.  How could the freedom now being offered to GPs be denied to specialists?  Once that happened, Medicare would no longer be an insurer but a welfare system with discounted payments to doctors and all of the discrimination which welfare clients face.  The stated justification – a relatively small decline in GP bulk billing – does not warrant such radical treatment, nor does the implication that the cost of maintaining it would be prohibitive. The doctor distribution is an entirely different matter.   

That does not mean that the present system is perfect.  Its uniform benefits pass the test of interpersonal equality but they do not reflect regional cost differences and so do not provide the same cover everywhere.   Different levels of bulk billing may result.  The geographic fee differentials in both the Government and the Opposition proposals would thus be an improvement.  They amount to 11% between city doctors and rural/remote practitioners.  However it not clear how they were arrived at.  They really relate to fees, and costs are not only the determinant of fees.  Market power helps.  In principle, the two factors could be separated but only if the necessary cost data were collected.  They would have to come from doctors, voluntarily or compulsorily.  Registration is currently the only condition for doctor participation in the Medicare program, a freedom unparalleled in any other national system. There is no reason why they should not be required to participate in independent and confidential surveys of practice costs.  It would be in their interest to do so.  

The present system of fee review is also flawed.  Governments will not surrender the control of Medicare benefits and neither should they.  However confidence requires that the reasons for their decisions are known.  Until the mid-1980s the recommendations of a Medical Fees Tribunal were public, but the AMA subsequently withdrew from the process in the (mistaken) belief that it could do better by direct action.  That was convenient for the government of the day.  However it left Medicare with no documented defence of its benefits, as the current dispute over bulk billing shows.  Many GPs have practiced under nothing else but Medicare, accept bulk billing willingly and have no wish to charge their patients.  But they do not trust the government to pay.  Some will not return to bulk billing ordinary patients at all and others will not do so without legislative assurances of a more transparent review process.  Any reduction in government power would be strongly resisted by the policy departments but more openness would be a small price to pay.   

The Private Health Insurance Rebate. 

The Committee has raised the question of whether it would be possible to reallocate some funds from the Private Health Insurance Rebate to supporting Medicare’s medical insurance side.   In January 2003 I was asked by the State and Territory Health Ministers to evaluate the effects of the 30% rebate.  A copy of the report is attached for the Committee’s information.  I concluded that the rebate had not produced the results claimed for it.  It had not increased the flow of private funds into hospital care. All of the extra money passing through the private health funds was actually government subsidy.  Only about half of the rebate’s cost went to additional hospital treatment.  The remainder went to more ancillary services (mainly dentistry); to more and higher gap insurance for in-hospital medical fees;  to higher levels of insurance cover, higher administrative cost and to reducing the premiums of people who were already insured.  It had increased admissions to private hospitals considerably, but the overall cost per additional admission was over twice the public hospital average and the effect on public hospitals had been small.  By 2000-2001, only about 7.7% of public patients had switched to private patient status.  The notional savings to the public hospitals amounted to only 27% of the rebate’s cost and to only 4% of all public hospital expenditure.  Some limited surveys showed that growth in public patient admissions had resumed in 2001-2002 but official data for that year will be available in a few days time.  

Whether funds should be diverted from that program to supporting Medicare’s insurance is a political judgement which I am not qualified to make.  It is certainly a very large program - nearly ten times the amount estimated above as needed to restore an adequate level of GP bulk billing – and in my opinion a very wasteful one.  In the light of their relative importance, I would probably put maintaining Medicare’s integrity as an insurer above increasing an Australian hospital admission rate which is already very high by world standards and above marginally reducing waiting times for minor elective surgery and diagnostic procedures.  Only a fraction of the money would be needed.  However hospital waiting times have been an issue for much longer than the recent decline in GP bulk billing and if any funds were made available from changes to the rebate, the major claimants would be State public hospitals. 

John Deeble 

21-6-2003 
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