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Australian Health Care Systems
and Medical Technology

Sidney Sax

Special Adviser on Social Welfare Policy

Commonwealth of Australia

AUSTRALIA: COUNTRY DESCRIPTION

Australia is an island continent with a pop-
ulation of 14. s million and an area close to 3
million square miles. Its greatest east-west main-
land distance is 2,400 miles, and its north-south
spread is almost as great. With an overall pop-
ulation density of 3.5 persons per square mile,
large areas of Australia are sparsely populated.
Huge, dry inland areas carry little, if any, popu-
lation. More than 80 percent of the people live
in urban environments, which lie mainly along
the coastal fringe. Large and prosperous cities
along the southern and eastern shores of the

THE HEALTH CARE SYSTEM’

The Australian health care system is pluralis-
tic, complex, and not tightly organized. It in-
volves three levels of government (Federal,
State, and municipal), as well as public and pri-
vate providers and institutions. In spite of the
increasing role for government in the financing
of health services, most medical and dental care
is provided by private practitioners on a fee-
for-service basis. This has been—and will con-
tinue to be—an important feature of Australian
health services.

Prior to 1946, most major health functions
were retained by the States, and the primary

‘Much of the descriptive information pertaining to the Austra-
lian health care system in this chapter is based on personal conver-
sations with Australian health authorities or unpublished, confi-
dential documents to which the author has access in his capacity as
Special Adviser on Social Welfare Policy for the Commonwealth.
For this information, specific references are generally not cited.

country are major ports of entry. These include
Sydney, with a population of 3.2 million, and
Melbourne, with 2.7 million.

Six States have been federated under the name
of the Commonwealth of Australia. The Com-
monwealth also includes two mainland Terri-
tories, one of which is self-governing. At the
time of federation in 1901, all governmental
powers other than those exclusively vested in
the Parliament of the Commonwealth by the
Constitution were retained by the States.

health functions of the Commonwealth per-
tained to quarantine and the health needs of vet-
erans. consequent upon a 1946 constitutional
amendment, however, the Commonwealth was
given powers to make laws about pharmaceu-
tical, hospital, and sickness benefits, and med-
ical and dental services. In addition to these
powers, the Commonwealth also has used its
constitutional powers to make grants for health
purposes to the States and nongovernment orga-
nizations.

State governments have the major responsi-
bilities with respect to the public provision of
health services. These governments are respon-
sible for the public hospital systems, mental
health services, public health regulation, and
licensing. The statutory obligations of local
governments vary from State to State, but the
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major health responsibilities of these govern-
ments are in the area of environmental control
and in the provision of a limited range of per-
sonal preventive services.

Public hospitals in Australia are very heavily
subsidized by State governments. These, in
turn, are assisted by the Commonwealth, which
meets half of the approved aggregate net operat-
ing costs of public hospitals in each State. Public
hospitals accommodate both private patients
and public patients. Private patients are treated
by their own doctors on a fee-for-service basis
and charged inclusively (at subsidized rates) by
the hospital for accommodation and nonmedi-
cal services. Public patients are not charged at
all and are cared for by doctors engaged by the
hospital. Any patient who is not insured can
elect to be treated as a public (or “hospital)
patient.

Private hospitals, established during the 19th
century for those who did not want to be ad-
mitted to the public hospitals, are run both com-
mercially and by religious and charitable or-
ganizations. Patients at private hospitals are
treated by their own private doctors on a fee-
for-service basis.

The 790 public and 340 private hospitals in
Australia provide approximately 71,000 and
21,600 beds, respectively, totaling 6.5 beds per
1,000 population (11). In addition, 1,190 nurs-
ing homes supply 58,000 beds, or 4.1 beds per
1,000 population. In 1978, the Commonwealth’s
10 medical schools graduated 1,260 persons
with a first medical degree. The total number of
medical practitioners in Australia was 23,600,
yielding a ratio of 1 doctor to 600 persons. It is
predicted that by 1990 the ratio will have in-
creased to 1 doctor to 500 persons (9).

Commonwealth medical and hospital benefits
schemes were introduced in the 1950’s. Since
1972, the Commonwealth Government has
made frequent and major revisions in health
care financing arrangements. The development
of Commonwealth benefits schemes prior to
1972 and the changes that have been made since
1972 are described in the next two sections of
this chapter.

Development of Commonwealth Health
Benefit Schemes (1950=72)

From 1950 to 1972, four major Common-
wealth benefits schemes were introduced to as-
sist patients to purchase health care. They con-
cerned: 1) pharmaceutical benefits, 2) medical
benefits, 3) pensioner medical services (PMS),
and 4) hospital benefits. These schemes, along
with mental health services, health benefits for
veterans, and the Commonwealth Department
of Social Security, are discussed below.

Pharmaceutical Benefits

A pharmaceutical benefits scheme was intro-
duced in the early 1950’s. Currently, about
1,000 items are listed in a Commonwealth phar-
maceutical benefits schedule. Australian doctors
may prescribe items other than those listed on
the schedule, but government benefits on these
items will not be paid. For items on the sched-
ule, ordinary patients contribute only $2.75 per
item, and pensioner patients pay nothing. Phar-
macists bill the Commonwealth Department of
Health for the balance of their charges, which
are fixed in agreements.

There is no separate charge for pharmaceuti-
cal items supplied through public hospitals, be-
cause the public hospital’s bill is an inclusive one
that covers the costs of accommodation, nurs-
ing, and pharmaceutical supplies. For pharma-
ceuticals in private hospitals, however, patients
pay separately. Federal Government payments
for pharmaceutical services and benefits at pres-
ent amount to approximately $320 million per
year (10).

Therapeutic substances in Australia are sub-
ject to close surveillance by the Commonwealth
Department of Health, which administers the
pharmaceutical benefits scheme.’Drugs and
medicinal preparations are added to or deleted
from the schedule of pharmaceutical benefits
following recommendations from the Pharma-

‘Therapeutic substances of various kinds are subject to con-
trolled clinical trials in the major Australian medical centers. Com-
paratively few prospective, controlled trials of surgical therapy,
however, have been done. The same might be said of changing
technologies in diagnostic mediums.
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ceutical Benefits Advisory Committee. The
Commonwealth Department of Health, which
provides technical services to the advisory com-
mittee, evaluates applications for listing. In
order to exert some control over the cost of the
pharmaceutical benefits scheme, the Depart-
ment also negotiates with manufacturers on the
prices of products listed as pharmaceutical
benefits.

Responsibility for ensuring that therapeutic
goods comply with standards of safety and ef-
fectiveness rests with the National Biological
Standards Laboratory, which tests samples for
compliance with standards, evaluates manufac-
turers’ protocols, and inspects manufacturing
plants. In addition, the Commonwealth Depart-
ment of Health exercises control over the im-
portation of therapeutic goods with regard to
quality, safety, and efficacy. It maintains a
register of adverse drug reactions from reports
received from the professions in Australia and
from overseas. It also provides technical serv-
ices for the Australian Drug Evaluation Com-
mittee. This committee is an independent group
established to evaluate specific drugs referred to
it and other drugs which it thinks require eval-
uations beyond that normally undertaken prior
to listing as a subsidized pharmaceutical benefit.
Reports concerning adverse reactions suspected
to be caused by prescribed medications are sent
to the Adverse Drug Reactions Advisory Com-
mittee, which examines the reports and assesses
the likelihood that a prescribed medicine was re-
sponsible for the observed symptoms. All doc-
tors are promptly advised of the committee’s
findings.

Medical Benefits

A voluntary insurance scheme introduced in
the early 1950’s was intended to provide broad
coverage for medical expenses, while at the
same time preserving the traditional doctor-pa-
tient relationship. Payment of Commonwealth
medical benefits under this scheme was made
contingent on the patient’s membership in a reg-
istered medical insurance fund. Insured patients
chose their own doctors and were charged what-
ever fees these doctors thought appropriate. A
Commonwealth benefit was payable for each

item of doctor’s service. Having settled the doc-
tor’s account, the patient submitted the receipt
of the bill to his or her insurance fund. The in-
surance fund paid the fund benefit and also
paid, as agent for the Commonwealth, the
Commonwealth benefit. For reimbursement of
the latter, the fund subsequently claimed on the
Commonwealth Department of Health.

A matter of concern to those who believed in
full coverage was the size of the copayment that
patients had to meet out-of-pocket under this
scheme. Originally, it had been intended that
the copayment would amount to about 10 per-
cent of the bill. Although there were fluctua-
tions, however, the amount did not fall below
30 percent until the medical benefits scheme was
amended in 1970.

The new scale of benefits introduced in 1970
was directly related to the fees most commonly
charged for specified medical services. Each
benefit was set so that the common fee for the
item of service would not exceed the total bene-
fits by more than $5.00. In respect of general
practitioners’ services, the patient was expected
to meet very small amounts out of pocket.

Pensioner Medical Service

PMS commenced in 1951. It paid for medical
attention by general practitioners, without any
charge to the patients, for all recipients of age,
invalid, widow’s, and war service pensions, and
their dependents. The Commonwealth Govern-
ment entered into an agreement with the Austra-
lian Medical Association (AMA) under which
doctors were paid reduced fees by the govern-
ment for services provided to eligible pensioners
and their dependents.

Because the AMA repeatedly expressed dis-
satisfaction regarding the levels of reduced fees
and the enrollment in the PMS of pensioners for
whom the pensions means test had been pro-
gressively relaxed, after 1969 individuals who
qualified for pensions solely because of some
specified liberalization of means tests were ex-
cluded from automatic eligibility for PMS mem-
bership, pensioner pharmaceutical benefits, and
free treatment at public hospitals.
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Hospital Benefits

A hospital benefits scheme was introduced in
1952. This enabled public hospitals, in State
public hospital systems, to introduce charges for
accommodation in public beds and to utilize
means tests to determine patients’ eligibility for
treatment in public beds. The Commonwealth
paid a small basic benefit (“ordinary benefit”)
for all public hospital patients, whether insured
or not, an “additional hospital benefit” for
subscribers to voluntary hospital insurance
schemes, and a benefit at or above the ordinary
rate for patients covered by PMS.’

Initially, the benefits paid from Common-
wealth funds under this scheme made a substan-
tial contribution towards the cost of maintain-
ing patients in public hospitals. In 1958, the cash
benefits the Commonwealth paid in respect of
insured patients amounted to some 20 percent of
the total share for public ward accommodation
in all States. Because Commonwealth hospital
benefits did not keep pace with increases in hos-
pital costs, however, State governments had to
pay increasingly larger subsidies to their public
hospital systems, and voluntary insurance funds
progressively raised their subscription rates to
provide coverage against higher charges.

When the hospital insurance scheme was first
established, insurance funds set subscription
rates at levels that were sufficiently low to be at-
tractive to most people. They were able to set
such rates, because benefits were not payable
for chronic illnesses, for hospital treatment ex-
ceeding a certain period each year, or for ail-
ments existing at the time a member joined a
fund. Since these exclusions debarred from ben-
efit some of those who were most in need, in
1959 the Commonwealth introduced a “special
accounts” system, enabling registered funds to
offer benefits for subscribers in respect of claims
that otherwise would have been disallowed un-
der the exclusion rules. Deficits incurred by
organizations operating special accounts were
covered by the Commonwealth. Initially, the
special account benefit scales were, in many in-

‘Only patients who satisfied a means test at the hospital were
treated free in public hospitals; all others were required to pay.
The additional “hospital benefit” was intended to encourage peo-
ple to buy insurance.

stances, less than the charges levied. In 1966,
however, the special accounts system was
amended so that hospital insurance subscribers
were guaranteed the payment of hospital benefit
at the full rates for which they were insured, up
to the amount of the hospital bill, irrespective of
the length of hospital stay.

In the original hospital benefits scheme, pa-
tients in approved and licensed nursing homes
were entitled to hospital benefits. In the early
1960’s, separate provision was made for the
payment of a Commonwealth nursing home
benefit.” This benefit was paid without means
test on behalf of any person, whether insured or
not, accommodated in an approved public or
private nursing home. No insurance fund bene-
fit was payable to nursing home patients, but
patients who had been contributing to a hospital
insurance fund now could receive the Common-
wealth nursing home benefit. In 1969, a supple-
mentary extensive care benefit was introduced
for those nursing home patients who were
deemed to require more extensive nursing care
than others.

Mental Health Services

Apart from some minor exceptions, services
for the mentally ill were originally provided by
State governments. Although psychiatric serv-
ices have become better integrated with other
types of health care over the past 20 years or so,
the largest part of inpatient psychiatric care is
still provided in State mental hospitals. There
are some 90 State psychiatric hospitals in Aus-
tralia, with about 25,000 available beds. These
hospitals treat a total of approximately 70,000
inpatients each year and also provide substan-
tial outpatient and domiciliary care services.
More than 85 percent of these hospitals’ costs
are met from State funds. In two States, patients
in State mental hospitals may be charged for the
accommodation and services that they receive;
hospital charges to patients incapable of manag-
ing their own affairs may be met from the pa-

‘The Commonwealth also entered a new field in the early 1960’s,
namely, the institutional care of physically and mentally handi-
capped children. A handicapped children’s benefit subsidized the
costs of accommodating handicapped children in homes main-
tained by religious or charitable organizations that employed nurs-
ing and special staff.
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tients' estates. In other States, there are no
charges.

When insurance-based schemes of hospital
benefits were being introduced in the 1905’s,
mental hospital patients tended to be long-term
cases and were not recognized as good insurance
risks. Largely because of this, there was little
likelihood of their becoming subscribers to in-
surance funds; these patients, therefore, were
not generally eligible for insurance fund hospital
or nursing home benefits. More recently, how-
ever, there has been a sharp decline in the aver-
age length of stay in State mental institutions,
and mentally ill patients are being viewed as
better risks. In addition, an increasing number
of public general hospitals and also some pri-
vate hospitals are providing psychiatric care.
Mentally ill patients in public and private hospi-
tals, and in nursing homes, may receive Com-
monwealth and insurance fund benefits in the
same way as other patients in these institutions.

Health Benefits for Veterans

The Commonwealth Department of Veterans’
Affairs has major responsibilities in the health
field. It provides a wide range of cash benefits
and personal health services to those who have
served in war and to dependents of such exserv-
ice personnel, Treatment is provided free of
charge, either through departmental institutions
or through the general facilities available in the
community, for all disabilities that have been
recognized as due to war service.

The Department of Veterans’ Affairs adminis-
ters six large general hospitals that provide care
for virtually all types of cases, excluding ob-
stetrics. These hospitals are concerned mainly
with the management of acute episodes of ill-
ness. Patients who do not require the facilities of
a fully equipped general hospital are accom-
modated in the Department’s five auxiliary hos-
pitals. There are 3,100 beds in veterans’ hos-
pitals. At these hospitals, undergraduate and
postgraduate medical education is conducted in
association with university medical schools and
professional colleges.

The armed forces run six hospitals that are
maintained at the expense of the Common-
wealth Government and staffed by service per-

sonnel. The peacetime bed complement of each
of these institutions is between 100 and 120.
Limited medical facilities also are available at
other service centers.

Commonwealth Department of Social Security

The Department of Social Security plays an
important role in the disbursement of a wide
variety of cash benefits. It also makes grants to
approved nonprofit organizations for a large
portion of the capital costs of residential and
nursing home type accommodations for the
aged and infirm, and for the provision of shel-
tered workshops and accommodations for the
disabled. In addition, the Department subsidizes
the States for the provision of home help serv-
ices, senior citizen centers, and welfare officers,
and it runs the Commonwealth Rehabilitation
Service, which provides treatment and training
for selected disabled persons who are deemed
potentially able to work. Fourteen Common-
wealth rehabilitation centers provide work
preparation and work adjustment services to
about 4,500 clients annually.

Changes in Health Care
Financing Since 1972

Since 1972, there have been major and fre-
quent revisions of the medical and hospital ben-
efits schemes previously described. The history
of changes in arrangements for financing health
care in Australia since 1972 illustrates the dif-
ficulties faced by Australian Governments in
seeking to provide universal health insurance
coverage, while also attempting to limit govern-
ment outlays and inflation.

Introduction of Medibank by
the Labor Government ( 1972- 76)

In December 1972, a reforming Labor govern-
ment came to office, and the following year, leg-
islated for a new health insurance scheme
known as Medibank.’This scheme, which came

°1n addition to Medibank, a community health program was in-
troduced by the Labor government in 1973 to provide capital and
recurrent financial assistance to the States and nongovernment or-
ganizations to: 1) establish and improve community health and
health-related services, 2) promote disease prevention, health
maintenance, and rehabilitation, and 3) improve coordination of
health services in the community and their links with other health
and welfare services. Approximately 700 projects involved a Com-
monwealth expenditure of some $70 million in 1976-77 (1).
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into operation on July 1, 1975,°was financed
out of general revenues. It provided for univer-
sal coverage entitling all Australian residents to
specified medical and hospital benefits. A
Health Insurance Commission was established
to operate the plan.

Medical benefits to all residents (including
pensioners who previously had had restricted
entitlements, and individuals who were covered
by workers’ compensation and third-party mo-
tor vehicle insurance) were paid at 85 percent
of schedule fees, subject to a maximum copay-
ment of $5 for any item of service. Coverage
was extended to consultation involving eye re-
fractions, whether performed by doctors or
optometrists.

The basic hospital benefit under Medibank
was a universal entitlement—without any
means test—to free standard ward care, in-
cluding medical treatment, in recognized public
hospitals. Provision of this benefit involved the
negotiation of agreements between the Com-
monwealth and individual States.

Under these agreements, the Commonwealth
undertook to meet so percent of the aggregate
net operating costs of the public hospitals in
States that agreed to provide free medical treat-
ment for “hospital patients” (public inpatients
and outpatients) at their public hospitals. Treat-
ment for “hospital patients” was to be provided
free of charge by staff employed by public hos-
pitals on a salaried or contractual basis. Patients
who chose to be admitted to public hospitals as
private patients were to be charged agreed on
daily fees. For patients in private hospitals, the
Commonwealth paid a daily benefit of $16 di-
rectly to the hospital.

Benefits available from the government could
be supplemented by private insurance, especial-
ly for private status in hospitals. Private in-
surance contributions in respect of supplemen-
tary service remained tax deductible.

Reform of Medibank by the
Conservative Government ( 1976- 77)

At the end of 1975, the Labor government lost
office. The newly elected conservative govern-

*Medibank came into operation on July 1, 1975, but agreements
with all the States were not completed until several months later.

ment was committed to the reduction of infla-
tion, which at the time was running at very high
levels. In pursuit of its objective, it aimed to re-
duce Commonwealth expenditures so that budg-
et deficits could be contained. In the area of
health, the new government sought to maintain
universal health insurance, but to concentrate
government expenditures on the needy.

An important feature of the new Medibank
health insurance plan which the conservative
government introduced in October 1976 was a
levy on taxable income at an annual rate of 2.5
percent, with ceilings of $150 for taxpayers
without spouses or dependents and $300 for
families. Exemptions were provided for persons
at the lower end of the income scale and for cer-
tain pensioners and veterans. Individuals and
families not otherwise exempt could “opt out” of
Medibank coverage and gain exemption from
the levy by buying private medical and hospital
insurance (both) to an approved level.

Levy payers and those exempted from the
levy (for reasons other than the purchase of pri-
vate insurance) received medical benefits under
Medibank in the same way as they had under
the previous scheme. They also had the right to
accommodation and treatment as “hospital pa-
tients” free of charge in recognized public hos-
pitals without being means-tested. An addition-
al right to purchase supplementary “hospital
only” coverage privately at subsidized rates
enabled persons with little income to insure for
hospital benefits equal to the minimum fees
charged to private patients in public hospitals.
Persons so-insured could be treated at public
hospitals by their own doctors (rather than as
“hospital patients” treated by doctors engaged
by the hospitals). The assistance also helped
them to choose care in private hospitals.

The conservative government also introduced
new Commonwealth/State cost-sharing agree-
ments on public hospital costs. Previously, the
Commonwealth had paid 50 percent of the net
operating costs of public hospitals in each State,
whatever these costs turned out to be. It now
came to exert leverage over public hospital costs
by paying 50 percent of only those operating
costs in each State which it had previously ap-
proved in the State’s aggregate budgets.
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A compulsory reinsurance pool replaced the
“special accounts” system for hospital care, and
the Commonwealth contributed a flat $50 mil-
lion annually to that pool. This subsidy was far
less than the special account outlay would have
been and also imposed a firm ceiling on the
Commonwealth’s liability. The reinsurance sub-
sidy was available only on objectively deter-
mined grounds: hospitalization for more than
35 days in a year. Special accounts in relation to
medical services ceased.

The regulation of private health insurance
funds was strengthened. Individuals who opted
out of Medibank had to be covered uncondi-
tionally, at least for levels of benefit equivalent
to those provided by Medibank. Private funds
could not reject or discontinue the insurance of
any subscriber; nor could they limit the pay-
ment of benefits from the basic tables. All tables
to which the funds could apply limitations and
exclusions had to be expressed as supplementary
tables. This requirement ensured that contribu-
tors to higher tables participate in the basic
tables and so share the risks of all other basic
contributors.

In 1977, the Commonwealth Government
agreed upon an insurable nursing home benefit.
This benefit was payable in each State at a level
which—when combined with a specified com-
pulsory out-of-pocket patient contribution'—
would cover fully the Commonwealth-ap-
proved controlled fees charged to 70 percent of
patients in private (“nongovernment”) nursing
homes in each State. Hospital insurance organi-
zations became liable for payment of the full
amount of nursing home benefits in respect of
their standard (basic) hospital benefit table con-
tributors. The amount of benefit payable by the
private insurers in such cases was the Com-
monwealth basic benefit (about $25 a day) plus,
where appropriate, an extensive care benefit
(which was raised from $3 a day to $6 a day).
Uninsured nursing home patients, who were not
entitled to benefits from hospital benefits
organizations, continued to receive both the
basic and extensive care benefit from the Com-
monwealth Department of Health.

‘The out-of-pocket contribution amounted to about 90 percent
of the age pension.

Additional Reforms by the
Conservative Government (1978-79)

With the 1976 and 1977 health care financing
arrangements, the conservative Commonwealth
Government had gone some way towards
achieving its objective of reducing the propor-
tion of expenditures from the Commonwealth’s
budget. It was still not satisfied, however, and
introduced new arrangements in November
1978. By this time, the government was con-
cerned about the effect of health insurance ar-
rangements on the consumer price index. It also
believed that the existing insurance arrange-
ments were too complex.

The new scheme the government introduced
in 1978 was less complex than the previous one.
It abolished the health insurance levy and pro-
vided for the Commonwealth to pay a new uni-
versal medical benefit from general revenue.
The new medical benefit covered 40 percent of
schedule medical fees, subject to a maximum pa-
tient contribution of $20 for any one item for
which the schedule fee was charged, and was
paid through private insurance health funds, Al-
though additional coverage was not compul-
sory, private health insurance funds were per-
mitted to offer supplementary medical benefits.
They also continued to provide hospital
benefits. Funds were given considerable free-
dom and flexibility to devise attractive benefit
packages.

Accommodation in standard wards of public
hospitals with treatment by doctors engaged by
the hospitals continued to be made available
free of charge to those who were not privately
insured for hospital care.

For pensioners and their dependents who
were not privately insured, doctors continued to
accept reduced payments of 85 percent of sched-
ule fees from the Commonwealth. People who
were unable to pay their medical bills could be
classified by their doctors as “disadvantaged. ”
For individuals in this new group, doctors billed
the Commonwealth Department of Health and
received 75 percent of the schedule fee in full set-
tlement; they were not permitted to seek any ad-
ditional payments from the patients themselves.
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All these new arrangements were estimated to
add $305 million a year to Commonwealth
budget outlays and to reduce receipts from the
health insurance levy by about $320 million in a
full year (2). Because the arrangements were
largely tax financed, their effect on the con-
sumer price index was favorable.

Hardly 6 months had elapsed before the Com-
monwealth Government announced yet another
change. In May 1979, it decided to pay no uni-
versal Commonwealth benefit at all on small
bills up to $20 for any item of service, and to
pay the full amount in excess of $20 in respect of
the schedule medical fee for each item. Arrange-
ments for pensioners and the disadvantaged
were continued. Because some 80 percent of
medical services attract a schedule fee of less
than $20, the upshot of this arrangement should
be a savings to the Commonwealth of approxi-
mately $200 million a year and a reduction in
the number of claims processed by the private
health insurance funds.

Rising Health Care Costs ( 1974- 78)

For some time, but particularly during and
after the financial year 1974-75, Australian
health care costs had been rising rapidly. Total
public and private expenditures on health in-
creased from $4.19 billion in 1974-75 to $7.15
billion in 1977-78 (7,8). As a percentage of gross
national product, they rose from about 4 per-
cent in the mid-1950’s to 7.89 percent in 1977-78
(7,8). The rate of growth in expenditures has
been declining since’1976.

Health care has always been financed to a
large extent by the public sector in Australia.
With the introduction of Medibank in 1975,
however, the public sector’s share of expendi-
tures rose from 62 percent in 1974-75 to 72 per-
cent in 1975-76 (7,8). By far the largest share of
the increase in public sector expenditure was
borne by the Commonwealth Government. The
Commonwealth’s share of total health expend-
itures rose from 30 percent in 1974-75 to 48 per-
cent in 1975-76, while the States’ percentage fell
from 32 to 24 percent.

The changes the conservative government
made in health care financing in 1976 resulted in
a reduction in the Commonwealth Govern-
ment’s share of total health expenditures to 42.6
percent in 1976-77 (7,8). The States’ share re-
mained reasonably consistent at 23.6 percent for
both fiscal years 1975-76 and 1976-77, and pri-
vate sector spending rose to over 35 percent
after the change. The share of health costs borne
by individuals has now returned to about the
same level it was at prior to the introduction of
Medibank.

Nearly 58 percent of all health expenditures in
1976-77 was for institutional care (7,8). Public
hospital costs continue to account for over one-
third of all current expenditures on health care,
and other institutional care accounts for an ad-
ditional one-fifth of health expenditures. By far
the largest share of institutional care, 70 percent
in 1974-75 and about 76 percent in the next 2
years, is financed by the public sector.

PUBLIC POLICIES THAT AFFECT MEDICAL TECHNOLOGIES

The arrangements for financing health care in
Australia, described in the previous section of
this chapter, exert a considerable influence on
the supply and utilization of medical technol-
ogy. These arrangements, a discussed below,
exert their effects through 1) hospitals’ cost-
sharing agreements, which affect the supply of
public hospital facilities and staff and provide
opportunities for rationalization; 2) regulation
of charges in hospitals; 3) negotiation of fees
and salaries; and 4) regulation of Private health

insurance. Major policy decisions on these mat-
ters are made by the Commonwealth Govern-
ment on the basis of recommendations sub-
mitted by the Minister for Health (5,13,14).

Hospitals’ Cost= Sharing Arrangements

Cost-sharing arrangements for public hospi-
tals, since July 1, 1975, have been elaborated in
agreements between the Commonwealth and in-
dividual States. These bilateral agreements pre-
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scribe hospital services to be provided and cost
shared, categories of patients to be charged, and
processes for agreeing to hospital budgets and
rates of charges. Commonwealth and State offi-
cials meet formally twice each year in bilateral
negotiating sessions. At these sessions, they
discuss estimates of income and expenditures,
formulate budgets, and review experience in the
light of known revenue shortfalls or overex-
penditures in relation to approved budgets, The
officials’ recommendations are submitted to the
Commonwealth Minister for Health and the
State Minister responsible for the particular
State’s health portfolio for their approval.

Negotiations take place in an atmosphere in
which there is no agreed on absolute ceiling on
the level of expenditure for medical care and
hospital services that the country can afford,
but in which there is doubt that marginal in-
creases in the hospital budget will produce bene-
fits comparable to those that will result from
similar outlays in other sectors. The Common-
wealth need not approve the full level of subsidy
required to meet 50 percent of the aggregate net
operating costs experienced by one or more
States, and in the context of national budget-
framing, when the Commonwealth decides how
much it is prepared to allocate to the public
hospital system, it has repeatedly rejected
budgets prepared by officials. Commonwealth
expenditures under the arrangements in 1978-79
are estimated at about $1,040 million. (Com-
monwealth subsidies to private hospitals totaled
$73 million (7).)

The formulation and development of hospital
cost-sharing policies, which are subject to minis-
terial endorsement, is undertaken by a National
Standing Committee comprised of senior health
officials from the Commonwealth and from
each of the States and Territories, and by State
standing committees established under Com-
monwealth/State administrative arrangements.
These standing committees provide a forum for
the exchange of views on budgetary matters and
on a range of hospital and related health policies
which the Commonwealth and the States use to
seek effectiveness, efficiency, and cost contain-
ment in the delivery of public hospital services.
These objectives are sought through continuing

review of hospital resources, standards, meth-
ods, and procedures; rationalization of existing
facilities and services; and evaluation of propos-
als for the upgrading or expansion of public hos-
pital services, including the introduction of
high-cost technology.

Rationalization of Existing Hospital
Facilities and Services

In recent years, as government and insurers
have covered large proportions of incurred
costs, there have been few financial inhibitions
on the use of medical services. Knowing that the
marketplace is no longer effective as a rationing
process, State and Commonwealth officials aim
to replace it by conscious planning or the im-
position of controls to change the behavior of
health professionals and the community.

HOSPITAL BEDS/DAYS

Because there is a generous overall supply O f
beds in public hospitals, there is no need to add
to the pool. When new facilities are provided,
they arise not because of shortages, but because
of the age or geographic or functional maldistri-
bution of existing hospital facilities. Without
making any commitment, the Commonwealth
Government has proposed that public hospital
services should be reduced by the application of
two principles (11):

. as additional staffed beds are opened, every
effort should be made to achieve offsetting
closures of other staffed beds wherever that
may be feasible, and

. public hospital patient days should be re-
duced within 4 years from approximately
1,300 to approximately 1,100 days per
1,000 population per annum.

It is considered important that the rationaliza-
tion program should cover all hospitals (public,
private, and veterans) and related facilities
(such as nursing homes and mental hospitals);
otherwise, contraction in one area could lead to
expansion in another. In the nongovernment
nursing homes area, growth control already ap-
plies. A guideline now used on a State or re-
gional basis is that there should be not more
than 50 nursing homes beds per 1,000 popula-
tion aged 65 years or more. It is not thought to
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be necessary for the Commonwealth Govern-
ment to take steps to discourage the transfer of
patients from recognized hospitals to mental
hospitals, because the States now carry the ma-
jor burden in regard to mental hospitals and can
be expected to take whatever action is necessary
to avoid their expansion.

HOSPITAL UTILIZATION

Hospital utilization rates are high in Austra-
lia, with annual utilization approximating 1,600
patient days (about 1,300 patient days in public
hospitals and 300 in private hospitals) per 1,000
population (11). Some States provide satisfac-
tory levels of care with far lower rates of hospi-
tal use. Evidence exists that many patients are in
hospitals because hospitalization is the most
convenient answer to a problem which may be
as much social, domestic, or financial as it is
medical (11).

There are large differences in length of stay
for the same illnesses and operations. These dif-
ferences can be only partially explained by so-
cial and geographical factors. Surveys of cus-
tomary practice also have shown large varia-
tions in surgery rates between different areas—
even after allowing for difference in age com-
position. For example, the highest rate for ton-
sillectomy is five times the lowest rate, the rates
for appendectomy and gallbladder removal
both show a threefold variation; and the rates
for hysterectomy show an almost fivefold varia-
tion (4,6).

Commonwealth and State Health Authorities
agree that hospitals should be influenced to re-
duce inappropriate inpatient utilization. Unnec-
essary inpatient care generates staff and technol-
ogy costs almost as great as those generated by
essential care. The admission of patients who
could be treated at lower cost elsewhere contrib-
utes to excessive use of hospitals and of their
associated technologies.

It is generally agreed that, to monitor custom-
ary practice, it is necessary to have good medi-
cal record systems, prompt analyses of records,
and displaying of the results for consideration.
Attempts are being made by Health Authorities
to upgrade present record practices and proce-
dures and to organize medical staff in hospitals

so that they can participate in reviews of hospi-
tal utilization.

Evaluation of Proposals for
Expansion of Public Hospital Services

Eighty percent of short-term acute hospital
care is delivered in public hospitals, which must
comply with conditions of subsidy determined
by State Health Authorities. These conditions
are increasingly likely to reflect the arrange-
ments agreed to in Commonwealth/State dis-
cussions and negotiations with respect to the
hospitals’ cost-sharing arrangements.

In public hospitals, an item of new equipment
valued up to $50,000 can be treated as “expend-
able” and the cost of its purchase be regarded as
an operating cost. Thus, a good deal of medical
technology can be introduced and expanded
without being subjected to the acquisition scru-
tiny described below. All investments exceeding
$50,000, however, are treated as capital, and
State governments are the sources of funds.
Consequential growth in operating costs is
taken into account before State facilities are ex-
panded, because there can be no assurance that
the Commonwealth Government will agree to
share these costs unless they have been specifi-
cally approved.’

STATE EVALUATIONS OF TECHNOLOGIES

Australian Health Authorities agree that the
most specialized facilities and services should be
concentrated in large units rather than dispersed
haphazardly because:

. large populations are required to support
specialist units of economic size, especially
in neurosurgery, thoracic surgery, radio-
therapy, and plastic surgery (some of the
expensively equipped diagnostic technolo-
gies should be included in this group of
services);

‘In private hospitals, all capital charges are borne by the own-
ers. Private hospitals, therefore, tend to invest in facilities and
equipment that assure a quick and good return. They tend to keep
away both from investment in training and emergency care facili-
ties which require generous staffing and from investment in the
most sophisticated and expensive technologies. A high proportion
of private hospital work consists of common forms of elective sur-
gery and of obstetrics.
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. specialists require a regular and adequate
flow of patients to maintain their skills; and

« the provision of a comprehensive range of
specialists iN @ single site assists in the cross
referral of patients between specialists.

State Health Authorities discourage the pro-
vision by local or district hospitals of more than
a limited range of services (e. g., general medi-
cine, relatively minor surgery, minor trauma,
physical and psychiatric rehabilitation, uncom-
plicated obstetrics, and outpatient consulta-
tions). Because these hospitals provide ready ac-
cess for local communities, however, the Au-
thorities support their staffing and provision.

In most States, advisory committees help the
State Health Authority determine criteria for
the provision of sophisticated services in public
hospitals. These advisory committees have been
particularly helpful in the process of rationing
sophisticated new technologies in a public hos-
pital system subject to increasingly firm cost
controls.

In New South Wales, for instance, the assess-
ment of a request for equipment to be purchased
by a particular hospital will take into account
factors which include:

+ guidelines for the provision of specialized
services,

+ the hospital’s capacity to make effective use
of the equipment,

+ the extent and state of existing equipment
in the hospital, and

+ the availability of similar facilities in other
hospitals in the area.

The hospital’s capacity to make effective use of
equipment will depend on the availability of ac-
commodations, the presence of enough trained
staff to manage the technology, and a sufficient
workload to justify the purchase of new equip-
ment. Policy guidelines for the provision of can-
cer services, open-heart surgery, neurosurgery,
and other highly specialized services have been
published and widely distributed by the Health
Commission of New South Wales.

Similar activities in other States have resulted
in the establishment of the following 11 stages

for the acquisition of technology equipment by
public hospitals:

1. initiation of a request to the State Health
Authority,

justification of the proposal,
technical assessment,

allocation of funds,

preparation of specification,
invitation of tenders or quotation,
technical evaluation of tenders,
financial evaluation of tenders,
approval of funds,

10. acceptance of tenders, and

11. evaluation of practice.

©CENO TR WN

Public hospitals are generally under the im-
mediate administrative control of boards of
directors incorporated under State laws. Public
hospital boards consist of both elected and ap-
pointed members, several of whom wield con-
siderable influence in their communities. They
see their task partly in terms of determining
policies for the management of hospitals in ac-
cordance with the conditions of subsidy deter-
mined by State Health Authorities and partly in
terms of acquiring resources. °

In pursuing ‘resources, the boards frequently
find allies among the doctors using the public
hospitals. Jointly with these doctors—and usu-
ally supported by the medical and local commu-
nities seeking the best and the brightest in an en-
vironment in which taxpayers foot most of the
bill—public hospital boards are able to exert
strong pressures on governments. With public
hospital charges fixed at uniform rates, the ac-
quisition of additional facilities and staff will
not be reflected in a particular hospital’s bill,
but such facilities will attract better qualified
specialists and add to the prestige of the hospi-
tal’s board of directors. In this atmosphere,
guidelines for the rationalization of medical
technology are subjected to political processes
and may be set aside, particularly as the earn-

°1n some States, approval for the acquisition and installation of
expensive new equipment in a public hospital is conditional on the
hospital’s raising a substantial share of the capital by voluntary
local effort. This system operates to the advantage of affluent com-
munities, however, and is therefore in the process of being dis-
carded.
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ings derived from the technology by doctors
using it will come largely from the Common-
wealth and health insurance funds.

NATIONAL EVALUATION OF TECHNOLOGIES

Awareness of the need for some national sys-
tem of evaluation, in addition to the technology
assessment procedures that are now applied to
technologies used in the public hospital systems
of individual States, has grown.

In 1978, the Commonwealth Committee on
Applications and Costs of Modern Technology
in Medical Practice identified the following as
issues needing examination in the development
of criteria for the location and use of technology
services ( 3):

whether the current availability of the vari-
ous technologies is appropriate;

« whether essential resources or support serv-
ices are available to ensure adequate stand-
ards in the provision of a particular techno-
logical service;

« whether it is possible to determine opti-
mum sizes of population services by highly
specialized technologies;

« whether it is possible to indicate the patient
throughput per year that is desirable to
maintain professional expertise and an effi-
cient service; and

« whether limits should be imposed on the
provision of any technology. *

This committee suggested that policy guidelines
for rationalizing technologies should be devel-
oped by consultative advisory committees in
each State and that these committees should
have a formal link to a national advisory com-
mittee in order to achieve uniformity through-
out Australia. It further suggested that duplica-
tion of resources in any specialty should be
avoided unless need could be demonstrated and
the cost justified.

The Commonwealth Committee on Applica-
tions and Costs of Modern Technology in Med-
ical Practice recommended both the establish-
ment of an expert national advisory panel on
medical technology and the creation of a central
repository of technical information (3).

The expert national advisory panel would ad-
vise on questions pertaining to new technol-
ogies, such as (3):

+ whether a new technology is for broad gen-
eral use or for use by specific types of pa-
tients;

« whether medical benefits should be paid for
the new technology, and if so, whether the
technology should be restricted to specific
locations;

+ whether benefits should be paid for use of
the technology in an extended experimental
evaluation period (if there are doubts about
its efficacy);

« whether the introduction of the new tech-
nology into the benefits schedule might af-
fect national health expenditures in signifi-
cant ways; and

« whether there is likely to be a change in the
patterns of use of related technolog=s.

The central repository of technical informa-
tion would (3):

+ receive reports from the expert national
panel;
+ collect information on:
—the effects of technological services on
patient outcomes,
—the economic effects of technical services
on the health system and the public, and
—the winding down of displaced or ineffec-
tive technologies; and
+ supply information to the States or other
interested bodies as required.

The Committee on Applications and Costs of
Modern Technology in Medical Practice has
proposed a sequential process for using the
R&D process as a method of regulation. The
main components of the proposal are (3):

+ modification of the operation of the medi-
cal benefits schedule in such a way that the
experimental nature of and doubts about
the effectiveness of some technologies are
recognized,

+ initiation of carefully designed evaluation
studies of all new medical technologies; and

+ establishment of a system to oversee and
monitor the development, introduction,
and diffusion of new technologies.
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The first stage of the evaluation of a new tech-
nology, to determine its effectiveness, would be
an experimental phase during which the pay-
ment of a medical benefit would be limited to
those services provided at pilot locations.?® The
second stage would be an extended experimental
period or a period of extended use during which
evaluation would be aimed at assessing the im-
pact of the technology on the use and cost of
health services. The main focus of the second
stage would be not so much on efficacy as on
technology use rates and on the costs and qual-
ity of care.

Regulation of Charges in Hospitals

The average gross operating costs per oc-
cupied bed in public hospitals in different States
vary from $125 to $175 a day. Yet inclusive
charges to private patients in these hospitals are
fixed uniformly throughout Australia at $50 a
day for a shared room and a $75 a day for a pri-
vate room. Patients who are not insured are
treated free of charge by doctors engaged by the
hospital. Commonwealth and State govern-
ments contribute equally to make up the hospi-
tals’ deficits (approved net operating costs).

Patients who are insured against hospital cost
usually carry enough coverage to meet the full
charge for the type of public hospital accommo-
dation that they prefer, and the same level of
coverage applies in the event of their admission
to a private hospital. Charges in private hospi-
tals, however, are not inclusive, i.e., fees for use
of operating theaters, labor rooms, pharmaceu-
tical, and toilet items may be additional. The
Commonwealth Government subsidy in private
hospitals is limited to $16 per patient per day.
To the extent that private hospitals are influ-
enced not to raise charges much higher than the
levels for which patients are covered by private
room insurance, charges generally do not great-
ly exceed $100 a day plus extras. Individuals can
purchase supplementary insurance to cover the
cost of extras, however, and a few private hos-

19A new technology has been accepted for medical benefits pur-
poses until now on the basis of advice from the Medical Benefits
Advisory Committee that the technology is in use, reputable prac-
titioners are using it, and it is not in conflict with any current
legislation or safety standards.

pitals have much higher charges for high stand-
ards of amenity.

As some 50 percent of the beds in public hos-
pitals are used for treating private patients, the
comparatively low charges for private care in
public hospitals have an indirect effect on
charges in private hospitals. To maintain their
competitive position, private hospitals have to
hold their charges down. Another indirect effect
is to hold down the cost of hospital insurance
subscriptions; this, in turn, holds down poten-
tial rises in the general consumer price index,
which is seen by the Commonwealth Govern-
ment as a desirable objective, because wages are
indexed. A perverse effect of artificially low
charges in private hospitals, however, is the
stimulus such charges offer entrepreneurs who
own the hospitals to generate revenue by ex-
panding their technological equipment to take
advantage of leasing and hiring arrangements
with doctors who are paid by fees for services
rendered through use of that equipment.

Medical Fees and Third-Party Coverage

With the high levels of third-party coverage
that Australia has experienced since 1970, the
price elasticity of demand at the margin has
been negligible. The medical profession has
strenuously protected this position by advocat-
ing that fee increases should always be followed
by increases in subsidized insurance benefits,
and at the same time by insisting that it has the
sole authority to determine fees. This does not
mean that fees have ever been determined at the
national level by AMA. Representatives of local
AMA branches and specialist societies have
shared in the function of recommending fees.
The recommendations of these groups ultimate-
ly led to the adoption of a schedule of “recom-
mended” fees in each State, but individual doc-
tors were not bound to follow this schedule.

In recent years, AMA has used a formula for
adjusting fees in accordance with changes in
unit costs. This has guaranteed gains from any
growth in productivity (e.g., achieved by reduc-
ing home visits and so providing more office
services per day, or by technological advances
in diagnostic procedures) or from extensions in
the capacity to earn income (e.g., by abolition
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of the honorary system in public hospitals) .11
Furthermore, in issuing their fee recommenda-
tions, State branches have usually gone beyond
the formula-indicated percentage changes by
rounding off upwards or by seizing opportuni-
ties related to foreshadowed increases in insur-
ance benefits. All these factors have combined
to establish systematic and consistent fee varia-
tions between States.

Priorto 1970, specialist fees were not the sub-
ject of AMA’s recommendations. Some special-
ist bodies circulated fee lists, but these did not
enjoy the same authority as the recommenda-
tions for general practitioners published by
AMA. Individualism in fee setting was particu-
larly blatant in the field of surgery, where, for
example, in April 1967, the insured charges for
appendectomy ranged from $35 to $180, the
most common fee being $60 ( 14). This disper-
sion of specialist fees, while possibly increasing
the price elasticity of demand, was inconsistent
with the objectives of those who believed that
the central purpose of health insurance was to
remove random fluctuations in consumers’ dis-
posable incomes caused by medical care expend-
itures.

With absence of a proper relationship be-
tween doctors’ fees and medical benefits being
seen as the “fundamental deficiency in the medi-
cal benefits scheme” (14), the concept of a sched-
ule of common fees for all items of service
evolved. The intention was that variance
around the central fee would diminish; the
dominant issue, therefore, became the amount
of the central fee. Related to this were questions
about who would determine the central fee and
by what process, as well as about what sanc-
tions would ensure the fee’s application.

"prior to 1975, Australia had an honorary system for providing
hospital care to public patients. Originally, it arose from associa-
tion between charity to the sick poor and medical education (14).
The teaching hospitals were staffed at senior levels by leaders of
the profession who spent part of their time in unpaid teaching and
in caring for indigent patients. Similar arrangements were adopted
in other hospitals, despite the appointment of increasing numbers
of salaried specialists and resident medical officers. The honorary
staff derived benefit by treating their private patients in public hos-
pitals on a fee-for-service basis and by coming to the notice of re-
ferring practitioners.

Under threat in 1970 that the Commonwealth
Government would introduce a “participating
doctor scheme,” under which only the fees of
doctors who agreed to charge the “common fee”
would attract insurance benefits, the profession
agreed to formal mechanisms for determining
fees for benefits purposes. An independent arbi-
tral body, recently headed by a judge, has re-
viewed and determined these fees ever since.
The price that the doctors—particularly the spe-
cialists—exacted for conceding to the govern-
ment on this matter was acceptance of their fee
proposals unchanged. Before agreement was
reached, they were promised a maximum co-
payment of $5, provided the common fee was
charged. The rise in fees and benefits resulted in
the immediate growth of Commonwealth medi-
cal benefits from $54. 9 million in 1969-70 to
$127.1 million in 1971-72 (14).

The increase in the amount being paid to doc-
tors was not accompanied by any assurances
about the effective level of coverage that insured
people could expect, because the government,
the professional associations, and the insurance
organizations were given no authority over in-
dividual doctors’ fees. A parliamentary commit-
tee’s previous proposal that doctors should
agree to inform their patients of their own fees
and of the established common fee was rejected.
In 1975, an attempt was made under Medibank
to induce doctors’ adherence to common fees by
making available to patients the alternative of
receiving free treatment from public hospitals
(for both inpatient and ambulatory care). Doc-
tors engaged by the hospitals on a salaried, ses-
sional, or contractual basis to provide such
treatment, however, were not at any time ap-
pointed in sufficient number to have much im-
pact, and the policy was not pursued with any
vigor after the demise of the Labor government
in 1975.

So the country was left with a system in
which there was no effective power countervail-
ing that of the doctors and no built-in control of
usage, but in which there was a high level of
subsidized underwriting of private medical fees
through health insurance. This system stimulus
was sure to give impetus to the growth of ex-
penditures. Neither patient nor doctor had
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reason to base treatment decisions on the cost of
services rendered, so doctors increasingly
tended to perform or request any procedure that
had diagnostic or therapeutic possibilities ir-
respective of its cost. Medical technology was
set to diffuse rapidly in such an environment,
and this it did.

The situation has been aggravated by the
granting of rights of private practice to salaried
public hospital specialists. The salaries and con-
ditions of service of these doctors are deter-
mined by industrial courts”and are generous.
Rights of private practice are usually allowed on
the basis that up to about one-fifth of the spe-
cialist’s hospital salary can be earned in private
practice as an additional personal income. Any
amount in excess of that portion is paid into a
trust fund which finances travel, study, and re-
search activities of the specialist group at each
hospital.

When expensive hospital equipment and staff
are used by the salaried specialists exercising
their rights of private practice, the hospital is
paid a share of the fees earned. Thus, in radiol-
ogy and pathology, it is not unusual for the pub-
lic hospital to take 60 percent of the fees earned
by its salaried specialists in private practice.
There can be no sharper conflict of interests for
a hospital management wishing to limit exces-
sive utilization of diagnostic tests and proce-
dures than that which arises when the hospital is
paid a substantial portion of the fees that are
earned from them—especially when the man-
agement knows that increased utilization will
generate income for the hospital without mak-
ing any real call on patients’ disposable
resources.

Recent changes in health insurance arrange-
ments were aimed at restoring price as a factor
to be taken into account. The abolition of Com-
monwealth medical benefits for fees up to $20
for any item will apply to all persons who are
not pensioners or designated “disadvantaged. ”
The disincentive to excessive provision for pen-
sioners and disadvantaged persons is that the

Industrial courts have been established for all industries in

Australia and are concerned with the salaries and conditions of
service of employees.

benefits paid by the Commonwealth on their be-
half amount, respectively, to 85 and 75 percent
of the common fee. All other persons pay the
copayment out of pocket or insure to cover it.
Because a high proportion of these individuals
do insure, expensive, excessive, and inefficient
use of technology is likely to persist.

Administration of the medical benefits
scheme, however, can be used to influence the
costs, utilization, and quality of medical serv-
ices. One mechanism that is infrequently used,
although its availability may exert influence, is
a system of Medical Services Committees of In-
quiry. Committees are set up under law to in-
quire into the practice of doctors who are be-
lieved to provide excessive and unnecessary
services in private fee-for-service practice.

Rules can be devised by the Minister to mod-
ify the level of fees, and accordingly, the ben-
efits payable, under various circumstances de-
pending on the type and nature of the service.
The Commonwealth Medical Benefits Schedule
Revision Committee makes recommendations in
regard to the inclusion of new items into the
benefits schedule, the deletion of items, amend-
ments of the description of items, and the com-
bination or grouping of items of service. It also
recommends appropriate fees for benefits pur-
poses for new items and investigates anomalies
in fees.

The Commonwealth Medical Benefits Advis-
ory Committee considers claims for increased
fees in cases in which a service is of unusual
length or complexity. It also considers whether
professional services rendered in specified cir-
cumstances should be excluded from payment of
medical benefits. Medical benefits for tomogra-
phy, for example, have been restricted to serv-
ices rendered in the management of glaucoma.
Medical benefits for health screening services
are not authorized unless the Minister for
Health directs otherwise. Medical consultations
for medical checkups in the course of normal
practice do qualify for benefits. Benefits are not
payable for mammography unless the patient
has been referred to a specialist radiologist and
the referring doctor has reason to suspect the
presence of malignancy.
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The fee level for an item is intended to pro-
vide a fair and reasonable return to the doctor
for the rendering of that service in most circum-
stances. Adjustments to common fees are made
regularly. Factors which have a direct bearing
on the need to review and restructure items in-
clude evidence of the reduced capital cost of
equipment, cheaper alternative equipment, and
increased throughput. As a result of recommen-
dations made recently by the Committee on
Medical Technology (3), fee levels are being ex-
amined in accordance with the concept that they
should reflect efficient use of facilities.

Special arrangements have been made for
pathology services. A new schedule of services
and fees for pathology services has reduced the
number of individual pathology items, adjusted
fees to stimulate the reasonable use of modern
cost-saving technology, and generally improved
the rules relating to multiple testing of the
pathology specimens. Requests for pathology
services must be in writing and the requesting
practitioner must be clearly identified. Pro-
viders of services must retain the requests for a
specified period to enable examination in con-
nection with Medical Services Committees of
Inquiry. Medical benefits for most pathology
services will not be payable unless the practi-
tioner providing the service has been approved
as a provider by the Minister for Health, and
before approval is granted, the provider is re-
quired to give an undertaking to abide by a code
of conduct prohibiting fee-splitting and other
undesirable practices.

It is not yet clear to what extent patients will
cover themselves by insurance to meet their bill;
nor is it clear whether the recent health insur-
ance amendments will have any effect on the use
of technology. Nevertheless, total health ex-
penditures in Australia, which had been grow-
ing very rapidly during the brief period when
tax-financed universal coverage was provided,
did show progressively lower rates of growth as
the proportion of public sector expenditure
dropped. For instance, in 1975-76, when a basic
level of universal coverage was provided out of
tax revenues, total expenditures on health rose

by 36. 6 percent over the previous year (9). “ In
the next year, the rise was only 14 percent and
in 1977-78 it was 10.7 percent (12).

Education and Research

Material related to the value and utility of
specific diagnostic procedures has been pre-
pared by the Commonwealth Department of
Health for circulation to medical colleges and
societies to generate discussion concerning the
cost effectiveness of the related technological
services. In a similar vein, officers of the De-
partment of Health and AMA have approached
the Australian medical schools with a view to
having medical students exposed to some in-
formation about the cost effectiveness of tech-
nological services.

AMA has been awarded specific grants to de-
velop and implement peer review systems
throughout the nation. A period of some 2 years
was taken up in informing the profession at the
grassroots level about the concept. A resource
center has now been established, and peer re-
view (including utilization review of work done
in the hospital) is slowly becoming accepted as a
formal goal by the medical profession.”Infor-
mal review activity has always been undertaken
at the larger teaching hospitals.

The Commonwealth Department of Health
has approximatel $1.5 million a year available
to it to fund health services research studies and
health service development projects. In addi-
tion, health services research funds are available
in the States and to a limited extent at univer-
sities. Some examples of current studies and
projects are:

“Other factors were involved when overall cost rises were so
steep. These included a very rapid escalation in labor costs in hos-
pitals at a time of sharp inflation. Population growth accounted
for only a small proportion of this rise in expenditures (12).

“Peer review of medical services was requested by the Com-
monwealth Government at the time of introducing health insur-
ance amendments in October 1976. The Australian Medical Asso-
ciation was subsidized to set up voluntary systems, and was ad-
vised that failure to respond satisfactorily within 3 years could re-
sult in some kind of compulsory program. Both peer review and
hospital accreditation had been resisted in Australia, although
numerous informal review activities were common. Hospital ac-
creditation was not seen to be necessary by State Authorities,
who, in fact, maintained close supervision of most hospitals
through their conditions of subsidy of public hospitals and licens-
ing of private hospitals.
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. Accreditation of Australian hospitals. —To
develop standards of accreditation for Aus-
tralian hospitals, including a series of pilot
studies to refine the methodology.

. Medical administrative standards in hospi-
tals. —To develop medical administrative
standards by conducting a survey of the
formal organization of medical staff in
Australian hospitals, and analyzing the ef-
fectiveness of the organizational patterns.

. Cost effectiveness of treatment of end-stage
renal disease. —To analyze the treatment of
end-stage renal disease with special empha-
sis on the available alternative methods of
treatment.

. Evaluation of the role of specialist medical
units in a teaching hospital. —To compare
and evaluate the treatment received by pa-
tients with similar disorders who are ad-
mitted either to specialist units or general
medical wards at random.

. Prospective evaluation of coronary care in
two States. —To undertake a pilot study in-
volving selected hospitals in Queensland
and New South Wales on the effectiveness
of a range of facilities in treating certain
coronary conditions.

. The autopsy in quality insurance in hospi-
tal practice. —To use autopsy data to exam-
ine the effectiveness and quality of care and
services.

. An evaluation of the cost effectiveness of
surgical and related hospital services. —T 0
develop a cost accounting system which
will identify and analyze the cost differen-

SPECIFIC TECHNOLOGIES

Sophisticated and expensive new technologies
have had their diffusion in public hospitals con-
trolled primarily by the overall cost caps ap-
plied by State and Commonwealth Govern-
ments (12). These controls have slowed growth
of public hospital operating costs in real terms
from 11.2 percent in 1975-76 to 8.8 percent in
1976/77, 6.2 percent in 1977-78, and 3.4 percent
in 1978-79.'5 Similar success has not been

5Even during the 4 years prior to 1975, when cost-growth in the
health services generally was rapid, however, 8 percent of it was

tials between the surgery units at two Mel-
bourne hospitals.

*+ Retrospective evaluation of coronary care
in Queensland. —To study various levels of
intensity of coronary care with respect to
intrahospital survival and cost to the com-
munity.

+ The impact of computed tomography (CT)
in Australia. —To evaluate CT services,
with particular attention to cost effective-
ness and cost efficiency, and to develop
guidelines for patient selection.

+ Evaluation of CT and ultrasound. —A pro-
spective clinical evaluation of the parallel
and complementary use of CT and ultra-
sound in diagnostic imaging of the body,
excluding intracranial examinations.

« An educational program to reduce exces
sive use of clinical biochemistry laboratory
tests within hospitals. —To reduce the over-
use of pathology tests in hospitals by the
use of an educational program aimed at in-
fluencing doctors responsible for ordering
tests.

+ Evaluation of a large-scale screening pro-
grams. —To evaluate a multiphasic health
testing service (study completed under the
auspices of the University of New South
Wales).

These studies raise a number of questions.
Should all technologies be evaluated? If that is
our belief, there are substantial resource im-
plications. Even when evaluations are well
done, a remaining question is this: Will any-
body be influenced by the results?

achieved outside the public hospital system, in
private office practice, or in private hospitals.

Against the background of intention and
practice outlined in the preceding section of this

estimated to be due to population changes, about 60 percent to

higher prices and wages, and 32 percent to increased volume and
intensity of usage. Most of this growing volume and intensity of
usage is attributable to the comparatively less sophisticated tech-
nologies, such as chest X-rays, audiometry, electrocardiography,
electro-encephalography, respirometry, and endoscopy.
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chapter, Australia’s experience with specific
medical technologies is presented below.

CT Scanners

CT scanners were introduced to Australia in
the mid-1970s. By December 1978, there were
28 in use and 1 on order. They were distributed
among the States in public and private facilities
as listed in table 1. Scanners are identified as
“head” and “general purpose” scanners (rather
than “head” and “body” scanners), because 75
to 85 percent of examinations carried out on the
body scanners in Australia are head scans.

With 29 scanners, there will be approximately
1 CT scanner per 500,000 population. Since 15
of the scanners are located in Sydney and Mel-
bourne, the peripheral populations of large
States have difficulties of access. Government-
subsidized aerial ambulance services and other
subsidized transport schemes for those living in
remote areas are designed to overcome these
problems.

As a noninvasive technique with high diag-
nostic accuracy, CT scanning has caught the
imagination of Australia’s medical profession.
Nevertheless, in recent years, special concern
has been shown about the effectiveness and
economics of CT scanning. Its role in patient
management and its advantages and effects on
other neuroradiological investigations have
been under review in all States. Because im-
provement in patient outcome and advantages
over isotope scanning have not been satisfac-
torily demonstrated, State Health Authorities

have rigidly curtailed the introduction of CT
scanners into public hospitals and do not sup-
port an expansion of this technology at present.
In addition, the New South Wales Health Com-
mission has determined that referrals of patients
for CT scanning in public hospitals should be re-
stricted to those made by clinical specialists in
disciplines relevant to the examinations being
conducted.

In the private sector, these direct restraints
are not possible. Private installations are not
regulated. Medical benefit arrangements have
been reviewed recently, however, and as a result
of the review, fees have been reduced so that
profits will not be so high as to encourage a
rapid expansion of CT scanning in the private
sector.

Renal Dialysis

Renal dialysis maintenance programs were in-
stituted in 1964, 1 year before the first successful
renal transplant. Since then, the capacity to
treat patients with renal failure has been pro-
gressively expanded. A total of 1,124 patients
are alive with functioning kidney grafts, a rate
of 78 per 1 million population. The rate for pa-
tients on dialysis is 77 per 1 million population.

A national policy for the management of
chronic renal insufficiency was developed by the
National Health and Medical Research Council,
and this policy has been accepted and imple-
mented on a voluntary basis. Transplantation is
seen as the objective for all potentially suitable
recipients, but both dialysis and transplantation

Table I.—.Number and Distribution of CT Scanners in Australia (1979)

Number of scanners by type

Distribution of scanners in
public and private facilities Total number of

Statel/territory Head

General purpose

Public Private scanners/facilities

New South Wales . . .. ....... 1
Victoria. . .. ......... .. ...
Queensland . ...............

Western Australia . .. ........
Australian Capital Territory . . .
Tasmania ., . . . . ... ... ......

P e W NN WO

5 10
5

e N N NN
e S w

2
2
South Australia . . ........... 1
1
7

N
N

16 13 29

‘On order.
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are used in an integrated combined approach to
the management of renal insufficiency.

Renal dialysis units are located exclusively in
the public hospital system, where they are sub-
ject to controls on expansion and where State
Health Authorities are committed to a policy of
rationalization. Home dialysis is coordinated
and supervised at major hospital units. Cooper-
ation and coordination among dialysis units has
been remarkably close.

Coronary Artery Bypass Surgery

Coronary artery bypass surgery was introduced
in 1971 and has been limited to nine public
teaching hospital units which are subject to the
rationalization policies of State Health Author-
ities. As the following figures for annual opera-
tions show, the controlled diffusion of this tech-
nology in Australia has been quite rapid.

Year Number of operations
1971 . . . 158
1972 . . 283
1973 . . 366
1974 . . . 621
1975 . . . 1,070
1976 . . . .. 1,506
1977 . . o 1,978

At this stage, further diffusion to additional
units in public hospitals is not proposed. There
are indications, however, that a private hospital
may enter the field; this entry cannot be con-
trolled under present legislation.

Cobalt Therapy

Cobalt therapy was introduced to Australia
in 1959. It is centralized in each State at selected

CONCLUDING REMARKS

In conclusion, it must be said that there are
being heard in Australia some voices that ques-
tion medicine’s extravagant support of lives of
suffering and torment. The major question is
whether society should not dispute the proposi-
tion that life should be maintained regardless of
other factors. Some claim that resources should
be diverted to other pressing, and possibly more

teaching public hospitals; and State policies are
to maintain their principles of regionalized radi-
otherapy facilities. In New South Wales, an ef-
fort is being made to include cobalt therapy in
an integrated and planned oncology program
based in public hospital units.

Laboratory Automation

Laboratory automation has quite a different
character from the technologies discussed
above. Major laboratory automation was intro-
duced to Australia in 1960, and its acquisition
by public hospitals is subject to the general rules
for equipment purchases previously described.

Rationalization of some services occurs with-
out formal government intervention through the
use by several hospitals and private practition-
ers of particular services provided by large pub-
lic hospital laboratories. All State Health Au-
thorities promote and facilitate cooperative ar-
rangements, and these Authorities have estab-
lished some major regional biochemistry serv-
ices. In all cases, participation in regional or
area services is optional. Technical advisory
committees assist the Authorities in planning in-
tegrated or cooperative arrangements.

Outside public hospital and government labo-
ratories, automation has been very widely dif-
fused. It is found in private hospitals, in univer-
sity laboratories, in both single and group pri-
vate medical practices of pathologists, and in
large commercial laboratories. In these situa-
tions, the major influence on the amount of test-
ing is that exerted by specially designed codes of
conduct that supplement the influence of health
insurance arrangements.

rewarding, efforts aimed at improving the orga-
nization and coordination of services and the
prevention of disease and disability.

A large proportion of patients suffer chronic
diseases, disabilities, discomforts, and worries
that will seldom go away quickly. These pa-
tients endure more and more encounters with
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specialists, technical personnel, and machines,
while perceiving less and less continuity of care
and coordination of interests on their behalf.
They often leave the technical services disillu-
sioned—with little change in their problems—to
find themselves in a community served by splin-
tered sources of help that leave unbridged gaps
between the health and social services that the
patients require.

What about, for example, the thousands of
handicapped children in remote areas of Austra-
lia who do not receive sufficient help? Can a
clear case not be made for studies in communi-
cation and transport technology which would
be of assistance to such children? To take anoth-
er example, is the prevalence of child abuse in
our society not an indictment of our inept han-
dling of a problem which could be eradicated?
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