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Submission on Medicare

I wish to address the second and fourth dot points in the terms of reference published in The Australian on June 18th 2003.

I have previously had published A PROPOSAL FOR FINANCING MEDICAL CARE EXPENDITURES IN AUSTRALIA at the 1992 Economics in Business and Government Conference on Micro-Economic Policy and Reform for International Competitiveness organised by the Economic Society of Australia (Queensland) Inc and many of the ideas found in that paper are adapted in my submission below.

Thank you for the opportunity to submit my views for your consideration. I would be very happy to make a submission in person and answer questions from the Select Senate Committee about any of the matters I touch on below if the Committee visits Perth to hold hearings.

Yours truly,

Henryk Michal Kowalik

Term of reference: The impact of general practitioner shortages on patients’ ability to access appropriate care in a timely manner.

General practitioners are not evenly distributed throughout the population. Some locations have an overabundance of GPs while other localities find it very difficult to attract a GP. This problem of lack of GPs, particularly in country areas in WA like Menzies, Leonora, Laverton, Norseman, has been chronic and seemingly insoluble.

A fresh approach is required. The above mentioned localities do not suffer from politician shortage. These towns are as well represented in the Commonwealth parliament as Mosman Park, Peppermint Grove or Cottesloe because Australia is divided into more or less equal electorates and each has one parliamentary representative. A similar solution can be made to work with GPs. There are let us say approximately 20,000 GPs in Australia. Let us say one per thousand of the population.

A local government area with a population of 8,000 should have proportionately 8GPs servicing that area. It would be a simple matter for the Commonwealth to transfer the allocation of Medicare provider numbers to local government on the basis of population. Local governments would then allocate their scarce Medicare provider numbers to GPs who applied for them.

Local government areas like Mosman Park would eventually lose their excess Medicare provider numbers while Menzies, Leonora and Laverton would have gain their numbers immediately. There would of course have to be transitional arrangements so that existing Medicare provider number holders would not lose their billing privileges during the remainder of their working lives or until they surrendered their licences to practice medicine. But future numbers could be allocated strictly on the basis of population.

The effects of such a policy would be to channel new graduate GPs to country areas that are currently poorly served for that is where Medicare provider numbers could be had. Local governments would be unlikely to award their Medicare provider numbers to GPs who were not willing to serve in that local government area.

This proposal will not generate more GPs in the short run but will distribute GPs throughout the country more evenly than is done under the current arrangements. Graduating GPs can still practice anywhere they want to but they would not necessarily have a Medicare provider number which was not transferable nor saleable unless they had applied to and been awarded a number by a local government. The Medicare provider number belongs to the Commonwealth but would be allocated by local government as the Commonwealth’s agent instead of the existing arrangement. The Commonwealth could work up a suitable code of practice for the 600 odd local governments in Australia on how to administer this proposal.

Should the Commonwealth decide to create more Medicare provider numbers, it could do so quite easily but should allocate and spread the numbers evenly so that each local government area had more or less the same ratio of persons to GPs as anywhere else in the country.

Term of reference: Alternatives in the Australian context that could improve the Medicare principles of access and affordability within an economically sustainable system of primary care.

A concern for government is the rising cost of providing medical services. The reforms which have been introduced in Australia over the last twenty five years have been mostly attempts to curtail the cost of medical care to governments.

This proposal is an idea that hasn’t been tried in Australia. In its most simple form it argues for taxing health benefits consumed by individuals. The total value of the costs of medical and hospital care could be defined as benefits and integrated with the annual income tax returns. Something similar happens to university education with HECS fees which are added to a person’s permanent debt to the Commonwealth if not paid at the time.

Inclusion of the dollar value of health benefits within income would raise the amount of a person’s taxable income and result in the Commonwealth recouping some of the health expenditure. To ensure that the additional tax burden due to incurring health costs is not too high, it is important that the taxpayer’s liability should be limited, say, to one tenth of the value of the taxpayer’s assessable income above the threshold for income tax. A person without assessable income would not pay additional tax. A co-payment of about ten percent of the cost of the health benefit with a maximum payment of ten dollars per scheduled item would make the taxpayer immediately aware that medical care is not free.

An example may help to illustrate this point. Suppose a person with an assessable income of $35,000 consults a GP who charges $50 for the consultation. Let us suppose the Scheduled fee for this consultation is $40 which Medicare pays. The person pays $50 to the GP and recoups $40 from Medicare and recoups $6 from a private health insurer if that person is a member of a health fund, but that person pays $4 for the co-payment which is not insurable nor refundable. At the end of the financial year the $40 Medicare benefit is added to that person’s income and income tax is levied on that $40 benefit. If the person’s assessable income was $35,000 then $29,000 of their income is in excess of $6,000 and up to $2,900 of health benefits could be considered for additional tax. If the person used more than $2,900 of health benefits, the excess would not be taxed. The amount of additional tax on the $40 benefit would closely follow the tax rates with the amounts being one tenth as published by the Australian Tax Office.

Thus for a person on an income of $35,000, health expenditure between $0 and $1,500 would be taxed at 30c in the $1, health expenditure between $1,501 and $2,900 would be taxed at 17c in the $1 and expenditure above $2,900 would be free of tax. If the $50 consultation was the only one during the financial year the $40 government contribution through Medicare would be taxed at 30c in the $1 and so the additional tax payable would be $12. The marginal cost of the $50 consultation to the person would be the $4 co-payment plus the additional tax of $12. If the person was not insured with a private health fund an additional payment of $6 would apply.

The same consultation for a person on $6,500 who is not insured separately with a private health fund would cost them the $4 co-payment plus the $40 Medicare benefit taxed at 17c in the $1 which is $6.80 to a total of $10.80.

The Medicare benefit is not added to income to generate tax for such a process could put a person into a higher tax bracket. The benefit is taxed at the rate applicable at the highest level the taxpayer has reached and the rate falls with increased Medicare benefits.

A supplementary payment may be necessary for the chronically ill, especially the elderly, who are in need of continuing medical care. Co-payments can become a heavy burden for some people who may need special assistance.

Families that are able to split incomes to reduce tax liability will be assessed more tax than families with a single income earner who is then the only person to tax for Medicare benefits. Gains on income splitting are losses for Medicare benefits.

For the above system to work each person in Australia would have their own tax file number and their own Medicare number. The linkage of the two numbers would be all the administrative arrangements of which the ordinary taxpayer need be aware.

