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PRIVATE HEALTH INSURANCE SYSTEM
‘CRITICAL’ TO COMPETITION AND CHOICE
Canberra (23 September 2008)
Private health insurance (PHI) underpins competition and choice in Australia’s hospital care system and removing it would make consumers worse off and raise government costs according to an economic report released today.

The report, prepared by Econtech for the Australian Centre for Health Research (ACHR) and released in Canberra today, looks ahead 40 years and offers a detailed economic assessment of the PHI system.  Three scenarios were examined:

1. Existing policies remain in place over the next 40 years;

2. The PHI system closes and all consumers of private healthcare must pay full price; and

3. removing the PHI rebate where consumers would be forced to pay 100% of their PHI premiums
One clear outcome according to the Executive Director of Econtech, Chris Murphy, is that with existing policies in place, the percentage of Australians with PHI hospital cover will only drop from the current 44% (in 2007/08) to just 38% over the next 40 years. By contrast, if the PHI rebate were to be discontinued, coverage would decline to an unsustainable 29%.
“If the PHI system were to close, modelling indicates that federal and state governments – already facing enormous jumps in future health outlays from 6.3% of GDP in 2006/07 to 12.3% in 2046/47 – would have to meet even higher costs (to 12.7% of GDP).
“The modelling results show the significant and rising pressure that would be placed on governments from the disappearance of PHI.  Even though there would be savings from the abolition of the rebate, these would be outweighed by additional costs in areas vacated by PHI benefits, especially hospital funding.”

Mr Murphy said the modelling showed Australia obtained good value in the hospital care system from the rebate.  
“The Government is currently paying a 100% subsidy for patients using the public hospital system and a 54% subsidy for the same services (in a like-for-like comparison) provided through the private system to patients with PHI.  Thus, the PHI rebate is a modest government contribution to the hospital costs of the insured.
“Removing the 30 per cent rebate would create an even greater imbalance in government subsidies between the public and private hospital systems. This means less competition from the private system, which risks reducing the efficiency and the standard of service in the public system. This also means less choice, with some consumers who prefer the private system go public instead simply because of the greater imbalance in government subsidies between the two systems.”

Mr Murphy, said to ensure the survival of the PHI system required the retention of three policies and industry conditions.  They were:

1. The PHI rebate

2. Lifetime Health Cover (LHC)

3. the quality of the private hospital care system so that consumers are given an incentive to take out PHI

The Report highlights other major realities for Australian healthcare, including:
· The cost of health care will rise substantially over the next forty years for all funders, but the biggest increase will be met by the federal government.

· The Pharmaceutical Benefits Scheme will be the single biggest driver in the blowout of the Commonwealth’s health outlays - rising from the current 0.7 to around 2.5 per cent of GDP.

“Overall, the economic model, according to Econtech, shows that the PHI rebate and LHC deliver a more equitable and efficient system and its retention is fundamental to a sustainable health system in which both the private and public sectors play their part,“ Mr Murphy added.
ACHR Executive Director, Neil Batt, welcomed the release of the Report and expressed the wish that its content would contribute to further discussion about the way Australians will obtain their healthcare in the years to come.
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