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SG60 Parliament House

CANBERRA  ACT  2600

Dear Senator

Inquiry into superannuation and standards of living in retirement

Thank you for your letter dated 21 August 2002, seeking this Department’s response to issues raised by the Senate Select Committee on Superannuation.

I regret that the Department has been unable to respond to you by 11 September 2002 as requested by the Committee. The issues are complex and the Department has only limited resources to commit to the consideration of proposals that will fall outside the Government’s policies relating to Medicare and choice through private health insurance.  Within the time and the resources available, the Department has taken the approach of examining some of the principles against which the proposed changes might be considered.  

Please find detailed comments attached. I hope these comments are useful to the Committee. 

Yours sincerely

Robert Wells

First Assistant Secretary

Health Industry and Investment Division

Department of Health and Ageing

     October 2002

Attachment

DETAILED COMMENTS FROM THE DEPARTMENT OF HEALTH AND AGEING ON SENATE SELECT COMMITTEE ON SUPERANNUATION LETTER OF 

28 AUGUST 2002

Health issues

The first two sections of your letter concern health care issues. As you are aware, the Government is committed to maintaining strong public and private health sectors providing Australians with better access to health care, regardless of their personal circumstances.  The Government also supports better integration of health care and services for the aged with an emphasis on community care being the preferred option for older people, recognising that wherever possible people wish to stay in their homes. 

The high popularity of Medicare and private health insurance with the Australian community illustrates that Australians share the Government’s commitment to universal health cover through Medicare, and choice through private health insurance. 

Australia is well respected internationally for its provision of high quality services with an appropriate and affordable public/private funding mix and total private and public health expenditure, including individual out of pocket costs, at a moderate (by international standards) 9% of Gross Domestic Product. Australia has a high percentage of private health funding compared to most OECD countries, at 32% of total expenditure in 2000: only the United States has a substantially higher private contribution. 

Recent reforms to private health insurance, such as the Government’s 30% Rebate and Lifetime Health Cover, reinforce the Government’s commitment to giving Australians greater choice in health care while ensuring a sustainable and balanced health system for the future by supporting a private health sector that complements the public health system. 

The Senate Select Committee has indicated that it is interested in examining the financing of health care costs through risk pooling. 

As noted in our Submission, over their life times people may have a diverse range of health and care needs.  Their needs may include: maintaining good health and preventing disease, treating occasional illnesses, and managing ongoing conditions, community support services to continue to live active lives in their own homes, carer support, acute hospital care, or high level care in residential aged care.

This diversity should be borne in mind when considering the adequacy and sources of retirement income.  Even so, these needs should not be regarded as separate needs each requiring separate compartmentalised provision.  Flexible and integrated income arrangements are required, responsive to the particular circumstances of families and individuals.

Health accounts through superannuation

The Committee seeks an assessment of an option put forward by Dr FitzGerald for compulsory health savings accounts funded through additional superannuation contributions.

Dr FitzGerald’s proposal raises important policy considerations, including for the Government’s commitment to universal access to affordable health services under Medicare, and for choice in private health insurance.  The Government’s views on the appropriateness of additional compulsory contributions to superannuation are also of importance.  

At the outset, it is not clear to the Department what problem Dr FitzGerald’s proposals are attempting to fix.  At the individual level, Australians have access, either through publicly-funded Medicare or a combination of Medicare and private health insurance, to affordable high quality health care throughout their lives.  The cost to the nation of providing this level of health care is around the average for OECD countries and well below such countries as Canada and the United States.  The Government’s Intergenerational Report, released as part of the May 2002 Budget, provides analysis of possible directions in future health care outlays. 

The Department notes that there have been calls in the past, including from retiree groups, for voluntary health savings accounts.  Such accounts could have a role to play in saving for health services in old age, and proposals need to be examined on their merits.

In general, health accounts would fit more comfortably within a managed care health system such as that in the United States, than within the Australian mixed public/private health and aged care system.  Clearly, though, this would depend on the detailed design of any specific model proposed for the Australian context.

Consideration of any model would need to include assessment of the potential substitution of these savings for discretionary savings and private health insurance membership or premium levels.  For example, health account holders may choose to forgo private health insurance or purchase a cheaper product with more exclusions and higher front-end deductibles and co-payments

A central issue for the effectiveness of health savings accounts is the absence of risk pooling.

Health care needs are highly unpredictable and fall very unevenly between individuals and from year to year.  In addition, high health care expenditure is particularly concentrated in the last few years of life and is therefore very difficult for individuals to budget for. 

Moreover, Australian and international analysis and research shows that high health care expenditure is more likely to be required by those who are least likely to be able to pay for it, including people with long term disabilities, people from indigenous backgrounds, older people on low or fixed incomes and people from lower socio-economic groups.

Further, individuals have limited capacity to assess their health risk and quantify what future resources will be needed to deal with that risk, particularly in old age.  This is compounded by the fact that people with higher health care needs often have low or interrupted workforce participation and low lifetime income.
Because the superannuation guarantee charge is related to income, it could be assumed that health account balances would rise in line with the lifetime working income of the account holder.  The greatest amounts of money would be held by individuals who were well off during their working lives, had higher retirement incomes, and were better able to purchase private health insurance and pay for discretionary health and care services from their income.  The smallest amounts of money would be held by people who had lower working incomes or interrupted working lives, and who were likely to have higher health care needs and less ongoing income or other savings. People who had not participated in the workforce, such as some people with long term disabilities, would not have access to superannuation or linked health savings accounts.   

Fundamentally, though, it would be a question of individual priorities so it is unclear how health accounts would impact on other expenditure patterns or on superannuation and other forms of savings.

In contrast, superannuation works for retirement incomes because the required income level per year falls within a predictable and relatively narrow band for each family/individual, so putting aside a fixed proportion of income against this is reasonable.

A critical design detail for health savings accounts would be the proportion of the population expected to meet all or part of their health care costs from such accounts and consequential impacts on Medicare.  Assuming a normal distribution for lifetime health costs (though this in itself would be difficult as little is known about what the distribution looks like), the difference in the amount of money required in accounts to cover 70% of the population as compared to 60% is more than the difference in moving from 50% to 60%, ie, the relationship is not linear.  Further, the income dependency means that this non-linearity is likely to be exacerbated.

Another factor to bear in mind is that the higher the proportion of income directed into accounts, the greater the amount of money likely to still be in accounts when people die.  The money left over is ‘wasted’, as it was put aside to cover health needs but not spent on health. 

This means that under a system of compulsory health accounts, the total funds put aside for  health care would be greater than the funding actually required to cover the same costs.   Without accounts, the only allocation required is the health care funding.  

Proposers of these accounts may claim that this cost is offset by the revenue generated from forced savings plus savings from account holders’ decisions to forgo expenditure on discretionary health services.  However, international research indicates that consumers faced with high health care costs are equally likely to forgo necessary health care services, with potential long term costs to the individual and the community as a whole. 
To avoid some of these problems, in some other countries health accounts have been combined with a compulsory insurance mechanism (with high front end co-payments) so that the tail is trimmed from expenses and the costs of particularly expensive care are shared.

Another issue concerns the ownership rights of money remaining in accounts at the time of the account holder’s death.  Bearing in mind that the funds have been contributed not only by the account holder but also by employers and the Government (through forgone taxation revenue) would these other contributors receive any of the funds remaining?

Attaching health accounts or health insurance to compulsory superannuation could have a range of flow on effects on access for all Australians to appropriate health insurance products.  These are discussed in the section on compulsory health insurance, below. 

Compulsory health insurance through superannuation funds

In recognition of the importance of risk pooling in health service provision, the Senate Select Committee has indicated interest in an option for superannuation funds to provide compulsory private health insurance for their members and dependants. 

This approach is a feature of employer benefits schemes in the United States.  There, most health fund members are younger and in good health.  They generally take little interest in the product details of their fund until they need care, because the health insurance component is an add-on to an employment benefits package including superannuation, rather than a product that the member chooses specifically.  

Health insurance products therefore tend to be very limited, with managed care by the fund (or contracted health management organisation) being a significant feature.  Coverage may be  limited to the worker, with the result that family members have no health coverage.  Workers may also drop out of health coverage when they retire or leave a particular employer, and believe themselves to be covered when this is no longer the case.  Workers often find themselves with very substantial out of pocket expenses after undertaking treatment that they believed to be covered.

Products are relatively cheap, partly due to their limitations and rationing of services by the health management organisation.  However, their relatively low cost is mainly due to the effective exclusion of those who are most likely to need care, such as older people, people with chronic illness, people with disabilities and people of lower socio-economic status who work in jobs that do not provide health cover, in casual employment or the “underground” economy.  These people rely on their income and savings to meet health costs, go without, or turn to limited public sector services through US Medicare (for older people) and Medicaid.  

Employer benefits-based health insurance products have been very widely criticised over a long period in the United States, to the extent that consumer, health care provider and clinician groups in Australia are strongly hostile to any suggestion of “managed care on the United States model”.  It would be important for any development in Australia to address these legitimate concerns.

A move to compulsory private health insurance coverage for any sector of the population could be seen to be at odds with the Government’s commitment to choice in private health cover and universal access to Medicare.  The introduction of compulsory additional superannuation coverage or funding through abolition of the Government’s highly popular 30 per cent Rebate would be a major shift from current Government policies.

It is important to note that means testing is not a feature of health insurance in Australia. Means testing of benefits or rebate arrangements could be seen as unfair and discriminatory by health fund members. Members not eligible for the rebate would need to purchase a lower benefit product in order to pay the same (effective) premium.  Many members currently choose products that offer higher copayments, reducing pressure on premiums without intrusive means testing or costly administrative infrastructure. 

The Committee suggests that health fund membership may be subject to “hit and run” behaviour, which could be prevented by compulsory superannuation-based schemes.  It is important to note that health fund membership in Australia is relatively stable at around 44.1 per cent (June 2002).  The Government’s Lifetime Health Cover, Medicare Levy Surcharge and 30 % Rebate arrangements substantially reduce incentives for adverse selection.  In particular, Lifetime Health Cover is intended to encourage consumers to take out and maintain private health insurance early in their lives as a disincentive against “hit and run” behaviour.

Unlike most other OECD countries, Australia currently has relatively high private health insurance participation amongst retirees and others outside the workforce, with 40 per cent of people aged over 65 having private health insurance.  A superannuation-based fund could discourage health fund membership for people outside the workforce, who are more likely than workers to need health services.  Coverage for women could be adversely affected, due to their broken workforce participation especially during child-raising years. Policies that cover a dependent spouse could create administrative difficulties and duplication where partners are in and out of the workforce.  A focus on payment through superannuation funds would affect product design, marketing, branch office and agency arrangements, and, as in the United States, could be expected to reduce access to and appropriateness of health insurance products and health care services for non-working groups.

The suggestion for joint ventures between superannuation and health funds could be further explored.  It would be important to ensure that any joint activities protected the entitlements of health fund members by maintaining the viability and actuarial soundness of health funds.  

The Senate Committee may be interested to note that the Minister for Health and Ageing, Senator the Hon Kay Patterson, recently announced changes to regulatory arrangements for private health insurance.  These changes are expected to improve flexibility and responsiveness in private health insurance and health service provision.

Implementation issues for Medicare and private health insurance

The Committee seeks the Department’s assessment on changes to Medicare or private health insurance regulation needed to implement compulsory health insurance or national health savings accounts.  As these proposals are not outlined in any detail, it is not possible to comment on specific implications. However, given that the proposals would be a major departure from current approaches, it is expected that significant legislative change would be required across such areas as Medicare, private health insurance, superannuation and taxation.

Retirement income issues
Unlocking housing assets

Proposals to unlock housing assets for retirement income purposes are best directed to the Department of Family and Community Services, given its role of developing policies and managing programs aimed at ensure that older people have adequate levels of income.  However, some general comments are provided. 

Home ownership is very high amongst older Australians with 87.6 per cent of all couples aged 65 years and over owning their homes outright and a further 3.8 per owning their homes with a mortgage.

Under home equity or ‘reverse mortgage’ arrangements, the capital value of a person’s or couple’s home may be released as either a lump sum or a regular payment, with the principal and interest on the amount drawn down repayable once the home is permanently vacated.  This could provide a means for people who are asset rich but income poor to supplement their retirement incomes.  However, these arrangements may not be possible for people living in regional or rural areas who have not achieved substantial, or indeed, any capital gain in their properties.  Such arrangements would also be less beneficial for those individuals who have had a poorer earning capacity during their working life, and therefore have had less capacity to purchase properties with greater capital gain potential.

The Department understands that some financial institutions may currently be developing home equity mortgage products.  However, the extent of consumer demand for these products is not clear.  As the Department noted in its original submission to the Inquiry, a pilot Home Equity Conversion Scheme trialed by the then Department of Social Security from 1993-1996 experienced very low take up (only 5,600 out of an eligible 1 million people chose to participate in the Scheme).

The Department considers that a thorough understanding of consumer needs and attitudes would be required before implementing any schemes to unlock housing assets.  It will also be essential that any such scheme be consistent with broader government policies.  In particular, schemes will need to recognise that most people where possible wish to stay in their own homes, whether that is a long established family home or another form of post-retirement accommodation such as a flat, apartment or an independent living unit in a retirement village.  In recognition of these preferences, the predominant model of aged care service delivery is focussed on provision within the community, supplemented by informal care at home.

It is therefore essential that factors such as a person’s longevity or volatility of the housing market are not permitted under a reverse mortgage arrangement to compel someone to leave their home because all equity has been exhausted.  

Safety mechanisms for consumers, for example independent advisory services, may also need to be put in place to ensure that older people considering entering into a reverse mortgage scheme understand the consequences of making such a decision, and are not coerced into doing so.

Longer working lives for those who want them

The Committee has put forward a number of proposals to restructure superannuation arrangements for older workers to encourage them to remain in the workforce longer.

The Department suggests that these proposals would more appropriately be put forward to the Department of the Treasury. However, some general comments are offered.

The Department believes that any changes to superannuation arrangements need to be considered in the context of other mechanisms impacting on retirement incomes, particularly in the areas of taxation and insurance.  In addition, specific consideration needs to be given to the way that changes to superannuation arrangements may impact on women, who often have an interrupted engagement with the labour force throughout their working lives.

More generally, it should be recognised that the employment decisions of older workers are impacted on by a wide range of factors, both economic and social. The community consultations undertaken by the Minister for Ageing, the Hon Kevin Andrews MP, about the National Strategy for an Ageing Australia have not identified superannuation as it relates to the question of mature age employment as an issue of major concern in the community.  While statistics show a substantial change in the workforce participation rates for the 45-54 year old age cohort (nearly 80%) compared to the 55-64 year old group (49%), it is not clear to what extent current superannuation arrangements are a factor in explaining that shift.  

However, changes in superannuation arrangements such as an increase in the minimum age at which superannuation benefits can be withdrawn are likely to act to both preserve superannuation for retirement, and defer the age of retirement.

The broader issue of encouraging longer workforce participation will require a range of actions across a number of Commonwealth portfolios.  Policy development work on mature age workers is currently being undertaken by the Department of Employment and Workforce Relations in conjunction with the Department of Family and Community Services and the Department of Education, Science and Training. It includes consideration of factors that may further improve the participation rates for mature age workers in Australia, particularly in the medium to long term as the population ages and the number of new entrants to the workforce declines.  The healthy ageing activities of the Department of Health and Ageing will lend support to this work, by reducing the instances of withdrawal from the workforce by older Australians due to declining health.

Evaluation of the age pension bonus scheme

This is a matter for the Department of Family and Community Services.
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