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  CHAPTER 3: PRIVATE HEALTH

Problem statement

The private health system is an essential component of Australia’s healthcare system, offering patients 
access to a wider range of services and reducing demand on the public sector. One of the unique strengths 
of the Australian healthcare system is the equilibrium that exists between the public and private sectors, 
which work in partnership to provide high-quality healthcare to Australians. The equilibrium relies on a 
strong private healthcare sector which complements the public sector to:

• reduce demand on the public health system, with 70 per cent of all elective surgeries conducted in the 
private system1

• enable consumers to have more control over their healthcare, including selecting their preferred 
practitioner, accessing care more quickly (through reduced wait times for elective treatment), and 
having access to a wider range of services outside of the public sector

• encourage innovation and quality improvement in healthcare services.

Australia’s unique private health insurance system offers ‘community rating’ (two people on the same 
product pay the same premium, regardless of differences in expected claim cost/risk), which allows all 
Australians to ‘buy into’ the high-quality private system, regardless of their age or pre-existing health 
conditions.

The last couple of years have shown how quickly a sector can come under financial pressure. In the lead up 
to the COVID-19 pandemic, insurers were increasingly under fiscal threat as participation rates had dropped 
for 20 successive quarters and their outlays were continuously increasing. However, insurers have now 
seen 13 consecutive quarters of membership growth, with many of the large for-profit funds now 
experiencing record profitability. By contrast, 70 per cent of private hospitals are now losing money, or 
barely breaking even.2
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Policy proposals

Establish a Private Health System Authority

This section draws on the AMA research report A whole of system approach to reforming private healthcare 
with some of the modelling adapted and extended to give estimates between 2024–25 and 2027–28. 

Overview

The current regulatory arrangements were designed at a time when private health insurance was in a 
relatively healthy position with strong membership, when most insurers operated on a not-for-profit basis, 
and when private hospitals had a greater profit margin. While the arrangements are effective at protecting 
the interests of consumers by maintaining insurer solvency, managing consumer complaints, and ensuring 
the safe delivery of healthcare, there are limited mechanisms in place that ensure the private health system 
is changing in a lasting way as government policy intends. There are also limited whole-of-system 
mechanisms to ensure the needs of patients, day hospitals, private hospitals, private health insurers, 
medical device manufacturers and doctors are considered and balanced. 

The AMA is calling for the establishment of an independent and well-resourced Private Health System 
Authority (the authority) to fill the gaps in the current regulatory environment and oversee the private 
healthcare system. This ‘independent umpire’ would have the capacity, objectivity, and expertise to ensure 
the system evolves as government policy intends, balancing the interests of patients, day hospitals, private 
hospitals, private health insurers, medical device manufacturers, and doctors. It would also create a 
platform for all the players in the sector to come together and agree on the necessary once-in-a-generation 
reforms which are required to ensure the future viability of private healthcare in Australia. Refer to the 
AMA’s discussion paper A whole of system approach to reforming private healthcare for more information.

Risks and implementation

An independent authority would consolidate regulatory functions previously carried out by other parts of 
government/agencies so that they operate in a more cohesive and effective way (including relieving the 
Department of Health of its conflicted role as regulator and policy maker). It would also incorporate new 
functions and skills to fill the gaps in the current regulatory environment, as well as supporting the 
regulatory and advisory functions currently performed by other agencies. Cost transfer for existing functions 
carried out by other agencies as well as additional costs would be required. Sufficient transition time and 
resource should be allocated to make sure this is done effectively, however overall costs are not anticipated 
to be high. 

Risks of not taking action

The current private health regulatory and legislative framework is complex and is limiting innovation and 
reform. Additionally, the mechanisms in place that ensure the private health system is changing in a lasting 
way as government policy intends are limited and ad hoc. There are also limited whole-of-system 
mechanisms to ensure the needs of patients, day hospitals, private hospitals, private health insurers, 
medical device manufacturers and doctors are considered and balanced. The private health system is 
already lagging when it comes to reform ― for example, reform to out-of-hospital models of care as 
outlined in AMA’s research report Out-of-hospital models of care in the private health system ― and this will 
only continue if the regulatory and legislative frameworks remain not fit-for-purpose. Additionally, the gaps 
in regulation impact patients through unexpected out-of-pocket costs, restricted choice, and additional 
complexity. 
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Timeframe and costing

The direct cost of an independent authority which currently doesn’t exist is difficult to estimate. At present, 
the Australian Prudential Regulation Authority (APRA) provides prudential regulation of private health 
insurers. APRA reports that its total operating expenditure for the 12 months to 30 June 2020 was $196.2 
million.3 Using the number of private health insurers it prudentially regulates (37 during 2019–20) and 
comparing that to the total number of entities it regulates (2,273), it is estimated that approximately $3.2 
million per year is related to private health. 

This role currently performed by APRA is only one of an expanded set of roles envisioned for the proposed 
authority, and therefore additional funds would be required to fulfil these extra functions. The total annual 
cost of the proposed authority is estimated in the table below, which includes the $3.2 million cost 
reallocated from assuming responsibilities from APRA. 

An additional $10.6 million is estimated to be required to establish the new authority and consult with 
stakeholders regarding its ongoing roles and responsibilities. 

Table 6: Cost of a Private Health System Authority

Mandate a minimum payout 

This section draws on the AMA report The repeat prescription for private health insurance with some of the 
modelling adapted and extended to give estimates between 2024–25 and 2027–28. 

Overview

Private health insurers will generally aim to set premium levels to cover the expected costs of benefits (that 
is, coverage paid for members’ medical treatment), plus the fund’s management costs. As a result, if 
management expenses as a proportion of payments are higher, a smaller proportion of premiums is being 
spent on treatment. Naturally, such calculations are complex, but it is likely that a greater proportion of 
premiums being paid towards benefits is one indicator of value and return on investment. 

Management expenses comprise the amount of premiums per policy that are used to manage the business 
of the fund. All funds have management expenses and depending on their position in the market and 
whether they are for-profit, they can have varying marketing costs, salaries, overheads and profit margins 
that need to be built into these expenses. 

Currently there is no policy regarding the proportion of premiums (consumer and Commonwealth 
Government investment combined to purchase a policy) that should be returned in the form of health 
services, and there is considerable variability in funds returned as benefits between insurers.4 To improve 
the value proposition of private health insurance, there should be a mandated minimum return amount 
(e.g. 90 per cent) to the health consumer for every premium dollar paid. There needs to be a standardised 
return that is higher than the current private health insurance industry average. 

2024–25 2025–26 2026–27 2027–28 Total

Establishment cost ($m) 10.60 10.60

Ongoing cost ($m) 30.45 31.89 33.40 34.97 130.72

Total cost to government ($m) 41.05 31.89 33.40 34.97 141.32
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Risks and implementation

The Commonwealth Government increasingly has a role in promoting private health insurance, particularly 
in light of its involvement in recent reforms to private health insurance, as well as its contributions to 
support access to private health insurance (such as the private health insurance rebate). As the 
Department of Health and Aged Care is both the policymaker and regulator, there is the possibility that this 
conflict of interest may impact reforms (such as a minimum payout) if issues arise throughout 
implementation. The establishment of an independent Private Health System Authority could potentially 
mitigate this risk. Additionally, it is likely that some private health insurers may resist a mandated minimum 
payout as it could impact viability, and a Private Health System Authority would be well placed to identify an 
appropriate minimum payout that ensures insurers remain viable. 

Risks of not taking action

Negative media coverage about the lack of value in private health insurance, coupled with a focus on the 
profit margins of the for-profit providers erodes the perceived value of private health insurance in the eyes 
of the community. Additionally, many private hospitals are struggling to remain viable. This is something 
that needs to be urgently addressed, especially if the Commonwealth Government is called upon to invest 
additional taxpayer funds in the private health system. Australians therefore need assurances that their 
investment in private health insurance is going to be returned in the form of appropriate coverage for 
services, when it is needed. 

Timeframes and costings over four years

The direct cost to government of an increase in the minimum payout ratio is zero. There would however be 
indirect costs — the main one being that additional private health insurance policies would cost the 
government for additional private health insurance rebate outlays. A behaviour shift towards more private 
health insurance policies would mainly be seen among those currently not subject to tax penalties or 
incentives — those earning $90,000 or less. 

With more people taking out private health insurance policies, there would be ‘second round effects’ of 
lower premiums further boosting the number of people taking out policies, including those earning over 
$90,000. These second-round effects are not estimated or included in the costs.

The policy itself would not encourage as many people over the age of 65 and those subject to Medicare 
Levy Surcharge to take out private health insurance as these people already receive a larger benefit on 
average (through greater use) or a much larger price incentive through existing policies. The impact of a 90 
per cent minimum payout ratio is costed below, at $589.73 million between 2024–25 and 2027–28.

Table 7: Impact of implementing a 90 per cent minimum payout ratio

2024–25 2025–26 2026–27 2027–28 Total

Direct change in premium (%) -3.80 -3.80 -3.80 -3.80

Additional private health insurance policies 170,498 170,117 169,650 169,113

Rebate for additional private health 

insurance policies ($m)
142.33 145.57 148.80 152.03 589.73

Total cost to government ($m) 142.33 145.57 148.80 152.03 589.73
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Increase the Medicare Levy Surcharge

This section draws on the AMA report The repeat prescription for private health insurance with some of the 
modelling adapted and extended to give estimates between 2024–25 and 2027–28. 

Overview

Originally introduced in July 1997 for income earners over $50,000, the 1 per cent Medicare Levy Surcharge 
(MLS) aimed to encourage those that could afford it, to take up private health insurance. At the time, an 
income of $50,000 was the threshold for the highest income bracket of taxation, a marginal rate of 47 per 
cent. The comparable threshold is now $180,000 where marginal tax is paid at 47 per cent (45 per cent 
marginal tax rate and 2 per cent Medicare surcharge). The MLS rate is now levied at the rates of 1 per 
cent, 1.25 per cent or 1.5 per cent depending on taxable income.4 The key policy principle behind the MLS 
was that higher income earners who did not have private health insurance were penalised with a higher 
surcharge. This position has been eroded by the Commonwealth Government which has frozen and applied 
low indexation to the threshold over many years. Additionally, we have seen a growth in premiums 
outstripping low wage growth, which has compounded the impact. For some cohorts, there is a perverse 
outcome of the MLS being applied to people at a lower income than originally intended, however the 
amount levied is less than the rate likely to be paid for a reasonable private health insurance product, due 
to increased premiums. The AMA is calling for the MLS levels and thresholds to be reconsidered, in order to 
determine what settings are required to deliver on the policy intent. It should be noted that the Department 
of Health and Aged Care has undertaken a significant amount of work on the private health insurance policy 
levers (including the MLS), and further details of the AMA’s response can be found in the AMA submission 
to Department of Health and Aged Care consultation on PHI Incentives and Hospital Default Benefits 
Studies.

Risks and implementation

In implementing changes to the MLS, the Commonwealth Government must consider what other policy 
levers (specifically lifetime health cover (LHC) and the private health insurance premium rebate) must also 
be adjusted to ensure the change to the MLS has the desired impact. For example, if the proposed changes 
are applied to the MLS without matching incentives to LHC, the effect will be to raise more revenue but 
reduce the number of additional private health insurance policies. 

It is critical that any changes to policy levers are carefully calibrated given that settings for each of the 
policy levers have a powerful impact on the equity, efficiency and effectiveness of the others. They also 
have a powerful impact on the viability of other foundational policy settings that were out of scope for this 
consultation, including community rating, a mixed public/private system, and the clinical autonomy of 
medical practitioners. It is also critical that any changes made improve the value proposition of private 
health for patients. 

To achieve this, the policy levers must be reviewed regularly, and an evidence-base generated to support 
decision-making. As outlined in the AMA’s discussion paper A whole of system approach to reforming 
private healthcare, this is one of the key roles suggested for the Private Health System Authority. 

Risks of not taking action

For Australians to take out private hospital insurance and maintain that coverage through their lives, they 
must see value in the product they are purchasing. Private health insurance products must not only deliver 
value to consumers for the amount they pay but also be easy for consumers to understand. If changes to 
the MLS are not made, there is a risk that the effectiveness of the MLS will decline. 
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Timeframes and costings over four years

For the purpose of this costing, the AMA has demonstrated the impact of increasing the MLS to 2 per cent 
for those earning $105,001 or greater. The total cost to government across the forward estimates is an 
estimated $1.2 billion. This policy cost estimate does not include the simultaneous increase in the private 
health insurance rebate.

Table 8: Impact of increasing Medicare Levy Surcharge to 2 per cent for people earning $105,001 or 
greater 

2024–25 2025–26 2026–27 2027–28 Total

Additional private health insurance policies 183,397 189,313 206,821 223,358

Rebate for additional private health 

insurance policies ($m)
59.49 59.13 66.49 73.74 258.86

Change in Medicare Levy Surcharge 

revenue ($m)
-216.48 -227.05 -248.11 -268.40 -960.04

Reduction in average premium (%) 1.04 1.10 1.24 1.38

Total cost to government ($m) 275.98 286.18 314.60 342.14 1,218.90
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