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Abstract

Objectives: The Medicare Safety Net Policy was introduced iardh 2004 to provide
financial relief for those Australians who face Ihigut-of-pocket (OOP) costs for
outpatient medical services. This study evaludtesktent to which out-of-pocket costs
have fallen since the introduction of the Safety &l examines the impact of the policy
on the level of service use, the amount of benpéitd by government and fees charged
by medical providers.

Methods: Regression modelling of time series data was tsesdamine whether there
have been significant changes in levels of senwsme fees charged and benefits paid for
services provided by specialists in the two-yeaiogefollowing the introduction of the
Safety Net. Four speciality fields were examinethis analysis: general specialists’
consultations, obstetrics, pathology and diagnastaging.

Results: The analysis indicates that the introduction ef #afety Net coincided with a
substantial rise in public funding for Medicarevsegs and a much smaller reduction in
OOP costs. The policy has coincided with a smatlidignificant change in the number
of pathology and diagnostic imaging services usetlia some specialty areas a
substantial increase in the fees charged by providéie net impact shows that for
specialists’ consultations every dollar spent anNfedicare Safety Net, $0.68 went
towards higher fees and $0.32 went towards redu0i@& costs. The corresponding
figures for diagnostic imaging were $0.74 and $0eXpectively.

Conclusions: The Safety Net was heralded by the governmentfasdamental

reform in Australia’s Medicare program. Whilst tBafety Net was introduced to help
reduce out-of-pocket medical costs, this analysisvs that in its first two years of
operation, there has been significant leakage bliptunding towards higher provider
fees. More research is needed using longer terantdatssess the impact of the policy on
patient and provider behaviour more widely, inchgdexamining the policy’s impact on
those who did qualify for Safety Net and those wlitbnot, as well as more
disaggregated analysis of different Medicare sestic

Key words: Out-of-pocket costs; moral hazard; catasophic insurance; health care
financing; Australia



1. Introduction

The Medicare Safety Net was introduced in early42@0provide additional financial
relief for families with high out-of-pocket (OOPXgenses for Medicare funded
outpatient services. It is similar to catastrophsurance in the sense that it only
provides protection once a household has facedaniied OOP costs in any calendar
year. This paper examines what effect the introdo®f the Safety Net has had on out-
of-pocket costs and its impact on health care ugeljc funding and fees charged by
providers. The first section of the paper providesie background of Australia’s health
care financing arrangements, and provides somergalptontext concerning OOP costs
in Australia. The paper then sets out the mechaf the Safety Net policy, before
describing the methods, results and conclusiotiseonalysis.

1.1 Australia’s health care financing: Medicare

Since its introduction in 1984, Medicare has be&imdamental component of
Australia’s public health care funding arrangementee outpatient services subsidised
by Medicare include consultations with general ptianers (GPs), psychiatrists,
obstetricians and other specialists as well ashdistic and therapeutic services. These
services are largely privately provided (i.e. bgependent, self-employed medical
professionals) and providers are reimbursed or-ddeservice basis.

Under the Medicare program, patients receive aidylgorth 85% of the Medicare
Schedule Fee for all eligible outpatient servic&s if the service is provided in an
inpatient setting). There are Schedule Fees fada range of medical services and
these are nationally set by government. Howevewigers are not bound by nationally
set Schedule Fees and can set fees at their osnetili; and their right to set fees is
widely regarded as constitutionally guaranteed Rijoviders can even charge different
patients different fees.

Prior to the introduction of the Safety Net, Medeaould be defined as a “rear-end
deductible” insurance program - where the publizssy for each type of medical
service was fixed and any fee charged above théd tould only be met by patients
directly through OOP costs. Thus, patients hastohcally faced the burden of directly
paying any charges above the Medicare subsidy eouiders face market pressures to
contain their fees. These pressures are seen apafactor in keeping medical fee
inflation — and therefore OOP costs - in check [1].

In 2005, Australia’s federal government spent adoAllD430 per capita on subsidies
for Medicare-related services [2].

1.2  Out-of-pocket costs in Australia

By international standards Australia’s overall O€ts are relatively high. In 2002,
Australia ranked fourth (behind Switzerland, Greand the United States) in terms of
highest per-capita OOP expenditures out of 27 OEQIntries for which comparable
data was available. Australia’s per-capita OOP<scasde by 170%, in real terms,
between 1985 and 2002 [3].



OOP costs for Medicare outpatient services acclmurtgnly ten percent of the overall
OOP costs faced by patients directly — or around3hillion in the 2002-03 financial
year. Other big cost items faced by patients ohelpharmaceuticals (33%) followed by
health professionals such as dentists and alliattih€9%) [4].

In recent years there have been substantial nseedicare-related OOP costs. Table 1
shows that between 1986 and 1995 OOP costs forddexloutpatient services overall
fell by 0.5% (in real terms), but grew at a rateieglent to 7.1% per annum between
1995 and 2004 [4].

INSERT TABLE 1

Following this period of rapidly rising OOP expessthe Australian Government
introduced a package of measures, labéMedicare Plus, designed to reduce OOP
costs. The package contained a number of inigattirected mostly at the primary care
market. For more details on these measures ses dbal [5]. As part of thdedicare
Plus package, the Federal Government also implemeht&eMedicare Safety Net in
March 2004 which encompassed all Medicare subsidisépatient services, not just
primary care services [6].

It should be noted that we excluded general practinsultations from this analysis.
There are two reasons for doing so. Firstly,Meelicare Plus package contained a raft
of measures directed at reducing OOP costs forguyimare. These measures were
implemented around the same time as the SafetyltNberefore becomes difficult to
isolate the impact of the Safety Net on this sectdhe health care market. This is not
an issue for the speciality fields included in thiglysis where the only major policy
reform in 2004 and 2005 was the introduction of$lagety Net. Secondly, previous
research has shown that only 10% of Safety Netflierage directed to the general
practice market, with the remaining 90% directedgecialty fields [7].

1.3 The Medicare Safety Net

The objective of the Medicare Safety Net policyoigprovide catastrophic insurance for
those individuals and households with high OOP<[&t Once annual OOP expenses
exceed a certain threshold, the Safety Net reingisypatients 80% of all OOP costs for
Medicare eligible outpatient services. Each famigmber’'s OOP expenditure is
counted towards the family’s Safety Net threshald the count starts afresh on the 1
January of each year. See Box 1 for an examplewfthe Safety Net works. It should
be noted that whilst Medicare provides subsidie®tdpatient and private inpatient
service, the Medicare Safety Net only covers OOfnaants incurred for outpatient
services. Hence, the focus of this paper is opatigint services.

When the policy commenced, the threshold for lountddle income households was
AUD300, and AUD700 for all other households. A fgmwith two children under the
age of 13 will be eligible for the lower threshdidheir pre-tax annual household income
is less than AUD101,495 (USD71,490). The goverrtrasiimated that around 12
million (out of 20 million) Australians would be eered under the lower threshold [6].



Box 1: The Medicare Safety Net — an example

The Smith family is a low income household andthezefore eligible for the $300
Medicare Safety Net threshold.

Let's say Mr Smith sees a specialist and is chafjéd for the consultation. The Medicafe
Schedule Fee for that service is $74 and theréflor8mith receives a rebate of $63 (85%
of $74). Mr Smith’s out-of-pocket payment is $&1%0 fee minus $63 rebate). That $87
will count towards the family’s Safety Net thresthol

Once the family reaches the $300 threshold thrahlgin collective out-of-pocket expenses
the Medicare Safety Net will cover 80% of all supsent out-of-pocket costs incurred
through the use of Medicare outpatient services.

ing
Let’'s say the Smiths have reached their threshodd\ar Smith has another specialist age
consultation. Once again he is charged $150. Médicare rebate is still $63, but now there
Safety Net will cover 80% of the remaining $87.efdfore Mr Smith’s OOP will be $17.40
and the government will pay $59.60 in Safety Netdfiés in addition to the Medicare
benefit of $63.

threshold has been reached, and patients mayeutise services, or more expensive
services knowing that once the threshold has besrhed, 80% of subsequent costs are
covered by the Safety Net. The Safety Net may atfect where services are delivered.
For example, it would be feasible for some proceduihat were conducted as an
inpatient service may be shifted to an outpatiettirsy. This could result in better
insurance coverage to the patient because theyQ¥d¢icovers fees charged above the
Medicare Schedule. Providers may also change biikirg practice and ‘load’ some of
their fees (such as administrative charges) ontdiddee, so that patients can claim these
via the Safety Net.

When the Safety Net was introduced, it was estichttat approximately 450,000
individuals and families would benefit in the figgtar at a cost to the Australian
Government of $440 million over the four finangjalars between 2003 and 2007.
However, more than 600,000 individuals and famidiemially qualified for benefits in

the first year and that OOP costs were signifiganigjher than first expected, leading the
Government to revise its Safety Net commitmentisigimg the total cost to overAUD1
billion over the four years to June 2007 [9].

In response to the larger than expected growthatdt$ Net expenditure, the Federal
Government announced changes to the qualifyingimds in the May 2005 budget. As
of 1 January 2006, the thresholds rose to $508r¢ump $300) for low and middle income
households and $1,000 (up from $700) for everydse[8].

This study examines the impact of the Safety Nenduhe 2004 and 2005 calendar
years. This period saw the introduction of thaqyoand finishes just prior to the raising
of the thresholds on 1 January 2006. The studgnaes temporal changes in fees,
benefits and OOP costs following the introductidbthe Safety Net. It focuses on
whether the trends in the number of services aesl ¢barged are consistent with the
notion of greater moral hazard following the inwotion of the Safety Net.

The analysis examines trends in four specialtysargaecialist consultations, obstetric
services, diagnostic imaging and pathology services



2. Methods

We examine whether the introduction of the Safety dbincided with any significant
changes in the number of medical services usedete¢ of fees charged, government
benefits paid or amount of OOP costs incurred,gusational Medicare data.

2.1 Data

Data used in this analysis are reported quartgrigneé Department of Health and Ageing
(see [2]). The Department reports the quarterlguam of benefits paid by the
government for Medicare related services, the nurabservices utilised, the fees
charged and the OOP costs. Furthermore, the Deeattcategorises and reports the
data by eight broad professional groups: genegdltijme consultations, specialists’
attendances, obstetrics, pathology, diagnostic imgagnaesthetics, operations and
‘other’.

We used quarterly data dating back to 1993 to enhat we accounted for long term
trends in the Medicare data. This data was obdafmen the National Social Health
Statistical Database, Healthwiz [10]. The Safegy pblicy came into effect during the
first quarter of 2004, resulting in eight quartessirth data and enabled us to examine the
impact of the Safety Net against the long termdsenAll dollar values were adjusted to
2005 price levels, using the Australian BureautatiStics’ Consumer Price Index (CPI)
time series data [11].

The Safety Net policy only covers outpatient sexsiand we therefore excluded
operations and anaesthetics from the analysis bedhaese services are predominantly
provided on an inpatient basis. We excluded thigeid category because of our inability
to make an assessment on whether these servicpsaiged on an inpatient or
outpatient basis. As mentioned earlier we alsoushedl general practice consultations.

After these exclusions, four specialty fields fdrigh data are routinely reported remain;
specialists’ consultations, obstetrics, pathologg diagnostic imaging services. The vast
majority of these services are provided in the atigmt (i.e. for patients who have not
been admitted to hospital) setting and therefoeestigible for Safety Net benefits.
However, it should be noted that data on the nurabservices provided, fees charged
and benefits paid can potentially include thosé &na provided in an inpatient setting.
Obstetrics is where we would expect a sizeable murobservices provided on an
inpatient basis. This should not have a signifidcgearing on the interpretation of the
results unless there has been a substantial gtvfielen the number of outpatient and
inpatient billed services since the introductiorited Medicare Safety Net. Whilst we
have no evidence that this is the case, it toodcbalseen as an impact of the Safety Net.

The data reported by the Department does sepaat@®P costs for outpatient services
only, enabling us to observe these changes directly

2.2 Estimation

For each of the four speciality areas, regressiodets were used to assess whether the
introduction of Safety Net coincided with signifidechanges in (1) number of services
per capita, (2) average fee per service, (3) aeegagernment benefit paid per service
and (4) average OOP costs per outpatient servieetowe and (5) average OOP cost per



service over time (outpatient and inpatient comthjneSeparate regressions of the form
shown in equation 1 were run for each of thesedmgendent variables. Hence, there are
20 regression models in all (4 speciality areasdiependent variables).

(1) Vqs :¢I+¢§Tq +%Q+¢4S\ID04+¢§\ID ost (D(S\lQ 04+¢S\IQ oé"(”p 96"(”@ R4 To ob &

The dependent variablé denotes quarterly data on easftthe five indicators of interest
listed above and s denotes the speciality ar€atakes the value of 1 to 52 for each

guarter between 1993 and 20@bindicates the quarter of the calendar year, tathieg
values of 1 to 4. Two dummy variableSND,, and S\ND,. ) indicate the start of the

Safety Net policy and the start of the calendar ydgere a person’s OOP cost threshold
count goes back to zer&@\Q,, and SNQ,, take the value of 1 to 4 to indicate the quarter

in 2004 and 2005 respectively. Coefficients an3afety Net quarter variables estimate
the impact of the Safety Net as the calendar yemgrpsses and more people qualify for
Safety Net benefits. The model also includes upitee time variables to account for
significant changes in fees and OOP costs in 18852800. These variables were
included to ensure the models accurately reflest pands and ensure that these past
changes were not wrongly attributed to the Safedypolicy.

The intention of the Safety Net policy was to regltlte OOP costs of patients through
increased public spending. Hence, if the Safetlyddécy was operating as intended, we
would expect at least one positive Safety Net ecefit for models of government
benefits, at least one negative coefficient for eledf OOP costs, but no significant
impact Safety Net coefficients for the models #edmine fees and services.

3. Results

We report the results for the number of serviceslyser capita, fees charged by
providers, government benefits, OOP costs for Ma@ioutpatient services and OOP
costs for Medicare outpatient and inpatient ses/a@mbined in Tables 2 to 6
respectively. We then estimated the differencevben the long term trend and change
following the introduction of the Safety Net foretfees charged by providers,
government benefits paid and OOP costs. The segtithese estimations are shown in
Figures 1 to 3 for each of the specialty areasviuch we found statistically significant
results in our models.

3.1 Number of Services used

The results in Table 2 indicate that the introdutf the Safety Net in 2004 did not
appear to have had an impact on the number ofcasrused. Collectively, the Safety
Net variable coefficients suggest that that seruige has increased since the introduction
of the Safety net, however most are not signifigagifferent from zero. Only in the area
of pathology and diagnostic imaging did 2005 quartgiable @\NQgs) reach some
significance (p<0.10), indicating that the introtlan of the Safety Net coincided with a
gradual increase in use over the course of the 28@hdar year.

INSERT TABLE 2




3.2 Fees charged by providers

Table 3 shows the regression results for fees elddg providers. Specialists appear to
have introduced small but statistically insignifitéee rises as the 2004 calendar year
progressed. Put together, however, these smadlwsee significant as indicated by the
NDgs dummy variable (p=0.097). The obstetric area egsed the most dramatic
increases, with large and significant fee risesmed in 2004 and smaller, but still
significant, rises during 2005. There were alsalbbut significant rises in the fees
charged for diagnostic imaging throughout 2004 tfbeis appear to have stabilised in
2005. There were no significant changes in theqlagy fees.

INSERT TABLE 3

3.3 Government benefits paid

Table 4 provides evidence that following the introtilon of Safety Net, the amount of
public funding through government benefits rosaigigantly for three out of four

speciality fields. The results in Table 4 provaieng evidence of the cumulative impact
that the Safety Net has on government benefiteagdar progresses. That is, as the year
progresses and more people qualify for the Safety §bvernment benefits per service
rise (as indicated by the positive coefficientstfor SNQos andSNQqsvariables). It

should be noted that this quarterly trend was neggnt prior to the introduction of the
Safety Net (as indicated by the statistically infigant result for the “QuarterQ,

variable).

INSERT TABLE 4

3.4 OOP costs — Medicare outpatient services

Table 5 presents the results for OOP paymentsuimatient services only. The average
OOP payment per outpatient service fell signifibafdr specialists’ consultations and
diagnostic imaging services as the calendar yemrpsses (as indicated by negative
coefficients for theaNQgys andSNQys variables). The results also show that OOP costs
increased significantly throughout 2004 but thedren 2005 shows a small and
significant fall as the calendar year progressée. fise in OOP costs for obstetric
services can at least be partially explained blyange in billing practices rather than a
real increase in OOP costs. This is discussed fabyebelow. There were no
significant changes in OOP payments for patholagyises. Again, the model shows
evidence of the expected Safety Net pattern witiP@@yments falling as the calendar
year progresses. The pattern in OOP payments stnows/erse relationship with the
government benefits paid, providing evidence ofghidt from private OOP finance to
public financing.

INSERT TABLE 5

3.5 OOP costs — Medicare outpatient and inpatient s ervices combined

Table 6 shows the trends in OOP costs for therfmedtical speciality areas but for
outpatient and inpatient services combined. The aigl significance of the coefficients
are similar to the results found in Table 5. $lee of the coefficients in Tables 5 and 6



are also similar for three of the four specialitgas, confirming the dominance of
services provided on an outpatient basis in thes#st Only in obstetrics is there a
significant deviation between OOP costs providedwmutpatient basis and an inpatient
basis. OOP costs for obstetric outpatient senhe&® risen whereas costs for inpatient
appear to have fallen. Possible reasons for ties@menon will be discussed below.

INSERT TABLE 6

The results in Tables 2 to 6 suggest that the Bafet policy has increased government
spending through higher benefits paid per servias would be expected. This increased
spending appears to have reduced out-of-pockesd bostt has also coincided with
increases in the level of fees charged by someaakgioviders. The question that arises
from this for the Safety Net policy is how muchtioé increase in government spending
has translated into reduced OOP costs for pateerdhow much of it has gone towards
higher fees? That is, how efficient has the Sdf&t/policy has been in reducing OOP
costs for patients, or has there been significkatkage” in the form of higher fees?

3.6 Estimated monetary impact of the Safety Neton  fees,
government benefit and OOP costs

Figures 1 to 3 estimate changes in the fees chabgeefits paid and out-of-pocket costs
post 2004. They show the difference between thaetsbpredicted value following the
introduction of the Safety Net and the predicteldles had the Safety Net not been
introduced using the trends established priorstiniroduction. This estimate was
derived by estimating the predicted value withftiletime series models (as per equation
1) for the 2004 and 2005 calendar years and thietnesuing the predicted value of the
same model but without the Safety Net variabless Pphocedure was repeated to
estimate changes in the average government bgaédit fee charged and OOP cost per
service after the introduction of the Safety Né&ut-of-pocket cost per service was
estimated twice: once based on outpatient dataamdyonce on outpatient and inpatient
data combined. Figures 1 to 3 illustrate the quirimpact for each of the three medical
fields for which significant results were found lce excluding pathology).

Figure 1 shows the changes in fees charged, goesrtinenefits and OOP costs for
specialists’ consultations in each quarter follayvihe introduction of the Medicare
Safety Net. It shows that the average governinengfit per service increased and
continues to rise as the calendar year progre$3sss rose steadily during the 2004
calendar year but have remained steady througlifg. 2In the final quarter of 2005,
government benefits had increased by $7.59 percserfees increased by $4.13 which
meant that OOP costs fell by $3.46. In generalyite in government benefits were
generally larger than the rise in fees, meaning@@P costs fell. When calculating this
over the entire period, the model estimates thagvery dollar spent on the Medicare
Safety Net during 2004 and 2005, $0.68 effectivednt towards higher medical
specialists fees and $0.32 went towards reducing ©@3ts. Figure 1 also shows that
OOP costs actually rose in the first quarter of2200his corresponds with the Safety Net
policy, where the threshold counts starts afrestherl January 2006 and fewer people
are eligible for Safety Net benefits.

INSERT FIGURE 1




Figure 2 illustrates changes for obstetric serviéde model estimated that government
benefits rose significantly in 2004 and 2005 aresérises were almost matched by
increased fees. This resulted in only very sneallictions in OOP costs overall and even
significant increases for outpatient OOP costse fHtt that the two OOP curves deviate
from each other provides some indication of chamgésling practices. This makes it
more difficult to offer any firm conclusions on thmpact of the Safety Net on OOP costs
in obstetrics (to be discussed below).

INSERT FIGURE 2

Figure 3 reveals the estimated changes for diagnosaging services. This medical
field witnessed significant rises in governmentddéa in 2004 and 2005. Fees rose
significantly in 2004 and kept rising in 2005 aliegti a slower pace. The rise in
government benefits were slightly greater thanféleeincreases meaning that OOP costs
fell but only marginally. For the diagnostic imagisector, we estimated that for every
dollar spent on the Safety Net, $0.74 went towaidgker fees and $0.26 went towards
reducing OOP costs.

INSERT FIGURE 3

4. Conclusions

The results presented in Table 2 indicate thatethas been a small rise in the number of
services used since the introduction of the Safietly In particular, the number of per
capita services appear to be increasing in 2008doh of the four medical fields studied
here, but were only significant for pathology amaigthostic imaging services. This
finding provides some evidence of the Safety Net'asonal effect; as the calendar year
progresses more people qualify for the Safety fdet fewer OOP costs and therefore
use more services. The impact of the Safety Néhemumber of services used is
therefore consistent with moral hazard expectatadti®ugh its impact, thus far, appears
to be low. It will be important to monitor this evthe longer term, and in less aggregate
form by examining more specific medical services.

Time series analysis shows that the introductiothefSafety Net policy led to
substantial rises in the average government bepesfitper service. This rise in
government spending has been partially matcheddhehfees. This trend was
statistically significant for three of the four pessional groups studied here (pathology
services being the exception). The results prowvigmrtant evidence on the inflationary
impact of the Safety Net and are certainly conststeth the presence of provider moral
hazard.

Whilst obstetrics witnessed the most dramatic chantihe results need to be interpreted
with care. One suggested explanation for the diiamae in fees charged is that the
‘booking fee’ associated with obstetric serviceki@h was previously paid directly by
patients) has now been loaded onto Medicare itdmseby transferring this cost from
the patient to Medicare [12] and hence makingidfilele for Safety Net benefits. The
effect of this practice is that, for the first tirtbe ‘booking fee’ appears in the Medicare
data and this may artificially inflate the fee ajeal data. To the extent that this
happened it means that the ‘booking fee’ is nowsgautiially paid for by the Medicare



Safety Net and, as a result, public funding fovaiely provided obstetric services has
increased substantially.

One other distinguishing feature in the field osttrics is that OOP costs for outpatient
services differed markedly from the OOP costs rigiatient and outpatient services
combined. This observation could again be expthimechanges in the fees charged
between the two service settings. It may be the tizet some of the fees that were
previously charged on an inpatient basis are nangbesharged as outpatient services.
That is, fees for outpatient services have risdrilimse may have been partly offset by
the reduction in fees for inpatient services ardfore OOP costs.

This phenomenon may be occurring in other medieldd also. Indeed, one of
limitations of this study is our inability to disggegate data for services provided both on
an inpatient and outpatient basis — although weal@ data on the OOP costs for
outpatient services only. This means that sonmmuobther findings may be attributable
to changes in doctors’ billing practices. For epéamit is feasible that some services
may have been shifted from an inpatient settingntoutpatient setting. This would mean
that the service attracts a higher Medicare subsidyead of paying 75% of the
Medicare Schedule fee for inpatient services, theeghment will pay 85% for the same
service if it is provided in an outpatient settingiportantly, this change from inpatient
to outpatient setting means that the service besatigible for Safety Net benefits. To
the extent that this practice is occurring, it costill be considered to be a Safety Net
effect — albeit an indirect effect.

Due to data limitations, we can only report on agerchanges in fees, government
benefits and OOP costs per service but we canayaarsything about the distribution of
these changes. Hence, we do not know to whanetite Safety Net has had an impact
on the general population (or indeed particulargrdup of patients) versus those that
have qualified for the Safety Net. Due to the wag/policy operates it is likely that for
those who qualified, the Safety Net provided sutisahprotection for OOP costs. One
possible implication of this is that for those wdid not qualify, OOP costs may have
increased by a greater amount than is indicatétisranalysis. This would indeed be the
case, unless providers were able to discriminaderarease their fees to only those
patients who qualified for the Safety Net. This nba@yplausible for some speciality areas
where the provider is aware of the OOP costs @ipiatnay accrue during the year (e.g. in
obstetrics), but is unlikely to be the case in pdreas such as diagnostic imaging or
specialists’ consultations.

As noted previously, the Australian Governmentihémted several measures to try and
counter some of the unintended effects of the &et. Most significantly, the
government has raised the annual Safety Net thidsh¥®Vhilst this change may reduce
the fiscal burden on the government it is alsolyikkat services with high OOP costs
such as obstetrics may take even greater propsrtibSafety Net spending.
Furthermore, there remains the important questian the permanency of the observed
fee rises. If they are permanent, then OOP coditsow be even higher for more people
who never qualified (or now no longer qualify) tbe Safety Net.

Another measure initiated by the government isxsdugle 59 Medicare items from
Safety Net eligibility. These items were choserttanbasis that they should be provided
to hospital inpatients and not outpatients. Tass initiative confirms that the
government was concerned about the potential clsangaovider billing practice where



patients were still being treated in hospital batonger being admitted to hospital —
therefore making them technically outpatients digitde for Safety Net benefits.

Despite its fairly modest expenditure, adding dhB% to the overall Medicare budget,
the Safety Net represents an important structinahge to Australia’s health care
financing arrangements. For the first time, puhlieds are used to subsidise patients’
medical care costs beyond the nationally set Meei&ahedule Fee. Providers have also
maintained their right to set fees at their owrtidiion. In this context, the Safety Net
has had a significant affect on the financial inoess faced by both patients and
providers. This paper provides the first prelimynavidence of the impact that these
incentive changes has had on the use of servicktharfees charged for those services.
The results suggest that the Safety Net has hadlationary impact on the fees charged
by medical providers. This has caused signifiGamlicy leakage’, where substantial
amounts of Safety Net benefits have effectivelywéid to providers rather than patients.
The results in this paper indicate that the Sdfitican be regarded as catastrophic
insurance in more sense than one.



Table 1: Average growth in out-of-pocket cost per Mdicare outpatient services by
broad professional group — per annum, constant dadirs

GP Specialist$ Obstetrics| Pathology Diagnostic| Total
Imaging
1986-1995 -3.2% 3.1% -4.2% -0.5% 2.5% -0.5
1995-2004 13.4% 8.0% 12.1% -6.5% 6.3% 7.14

Table 2: Trends in the number of per capita Medicae services

Specialist | Obstetrics | Pathology | Diagnostic imaging
(SE) (SE) (SE) (SE)
Time 1993 (T;) 0.00221** -0.00001 | 0.0068** 0.0008***
(0.00090) (0.00016)| (0.00045) (0.00013)
Quarter (Q) 0.00452*** | -0.00026 -0.0050* 0.0005
(0.00109) (0.00018)| (0.00300) (0.00089)
SN dummy '04 (SND) -0.00495 -0.00047 -0.0366 -0.0119
(0.01080) (0.00183)| (0.02990) (0.00887)
SN dummy '05 (SNBe) -0.01171 0.00017 -0.0261 -0.0051
(0.01387) (0.00235)| (0.03849) (0.01141)
SN Quarter '04 (SNQ) 0.00205 0.00030 0.0128 0.0022
(0.00374) (0.00063)| (0.01037) (0.00307)
SN Quarter '05 (SNQy) 0.00505 0.00030 0.0198* 0.0052*
(0.00374) (0.00063)| (0.01037) (0.00307)
0.00762***
Dummy 1996 (B3
y B (0.00094)
Time 1995 (Tee) -0.00198* 0.00016
(0.00104) (0.00018)
Time 2000 (o) 0.00020 -0.00019 0.0035 0.0005
(0.00048) (0.00010)| (0.00116) (0.00034)
Constant (@) 0.21582** | 0.01059*** | 0.5882 0.1300***
(0.00602) (0.00104)| (0.01084) (0.00322)
Adjusted R2 0.5449 0.8988 0.9695 0.8472

Note: * P<0.10; **P<0.05; **P<0.001



Table 3: Trends in provider fees

Specialist | Obstetrics | Pathology | Diagnostic imaging
(SE) (SE) (SE) (SE)

e |t | o | o | s
Quarter (Q) ('é’_ 11255) (é;gg) (0.0508) (0.285%)
SN dummy '04 (SNDRy) égig) -2(7;2428;; * (09;5,6014118) (20.5533)
SN dummy '05 (SNRs) (2165%5;) 53?;;;; (09.7677864) ?345755:))
SN Quarter '04 (SNQ.) (8:2%) 1?5?;;;;* (092203917) ((l)..ggg;)
SN Quarter '05 (SNQys) (_8 leg) 7(33i§;; (00,'2101;7) (85555)
Dummy 1996 (Dg) '9&?72335; )
Tme1995 () | \6in) | (osen
TMe2000 (W) | ‘ossy | oase) | 0025 | (oion

77.781%* | 217.384*** | 24.303*** 112.198***
Constant (@) 0677) | (5.225) | (0.2193) (1.0340)
Adjusted R2 0.855 0.981 0.888 0.765

Note: * P<0.10; **P<0.05; **P<0.001




Table 4: Trends in government benefits

Specialist | Obstetrics | Pathology | Diagnostic imaging
(SE) (SE) (SE) (SE)

Time 1993 (T) -0.292%%% | .3.147% -0.002 0.359%**

(0.068) (0.523) (0.007) (0.043)
Quarter (Q) 0.041 0.715 -0.057 0.082

(0.083) (0.586) (0.047) (0.289)
SN dummy ‘04 (SND) -0.457 -25.671**|  0.508 -0.219

(0.820) (5.833) (0.470) (2.882)
SN dummy 05 (SNDy) 3.202% | 46.234** 0.793 9.784**

(1.054) (7.487) (0.604) (3.709)
SN Quarter '04 (SNQ,) | 1.669*** | 19.367+ 0.262 2.855**

(0.284) (2.016) (0.163) (0.999)
SN Quarter '05 (SNQy) | _1.189"* | 12.315%** 0.156 1.408

(0.284) (2.016) (0.163) (0.999)
Dummy 1996 (D) -57.388"

(2.990)

Time 1995 (Tog) 0.158* 2.904%*+

(0.079) (0.565)
Time 2000 (Tog) -0.135** 0.923* | -0.144** -1.055%**

(0.037) (0.313) (0.018) (0.112)
Constant 63.643*** | 128.921*** | 21,291 % 98.133***

onstant (@) (0.457) (3.303) (0.170) (1.045)

Adjusted R2 0.938 0.981 0.839 0.654

Note: * P<0.10; **P<0.05;

***P<0.001




Table 5: Trends in OOP costs (outpatient servicesnly)

Specialist | Obstetrics | Pathology | Diagnostic imaging
(SE) (SE) (SE) (SE)
Time 1993 (T) -0.058 -0.218* -0.064*** -0.009
K (0.053) (0.109) (0.003 (0.015)
Quarter (Q) 0.103 0.098 -0.0377 0.022
(0.065) (0.122) (0.020 (0.097)
SN dummy '04 (SND) 3.446*** | -5.040*** 0.077 1.029
(0.642) (1.216) (0.196 (0.971)
SN dummy '05 (SNDy) -0.571| 29.970*** -0.131 -1.349
(0.824) (1.561) (0.252 (1.250)
SN Quarter '04 (SNQy) -1.786*** 4.613*** -0.009 -1.187**
(0.222) (0.420) (0.068 (0.337)
SN Quarter |05 (SNQS) '1.765*** '2.655*** 0.016 '1.246**
(0.222) (0.420) (0.068 (0.337)
Dummy 1996 () 1(07‘252:)
Time 1995 (Tog) 0( gz)‘éz) 0-(3913;;)
Time 2000 (Too) 0.256*** 0.211** | 0.042*** 0.431***
(0.029) (0.065) (0.008 (0.038)
Constant 12.022*** 9.655%** | 3,135%** 11.460%**
onstant (@) (0.357)|  (0.689)  (0.071 (0.352)
Adjusted R2 0.983 0.984 0.964 0.935

Note: * P<0.10; **P<0.05; ***P<0.001




Table 6: Trends in OOP costs (all services)

Specialist | Obstetrics | Pathology | Diagnostic imaging
(SE) (SE) (SE) (SE)
Time 1993 (T) -0.069* | -1.791** | -0.050*** | 0.010
(0.040) | (0.339) (0.003) (0.014)
Quarter (Q) -0.197** | 0.575 0.005 -0.116
(0.049) | (0.380) (0.018) (0.096)
SN dummy ‘04 (SNGQ) | 2023™ | -L871 0.096 0.619
(0.485) | (3.779) (0.177) (0.955)
SN dummy ‘05 (SNGg) | 0658 9.314* -0.118 -1.302
(0.623) | (4.851) (0.227) (1.229)
SN Quarter ‘04 (SNQ,) | L-226™* | -0.400 -0.029 -0.981**
(0.168) | (1.306) (0.061) (0.331)
SN Quarter 05 (SNQg | -L-206™* | -5.002% -0.085 -1.046%
(0.168) | (1.306) (0.061) (0.331)
Dummy 1996 (D) augéi?***
Time 1995 (Tee) ?61;?;;* 1(52‘22;
Time 2000 () 0.292%% | 2.331%* 0.050%* | 0.426%*
(0.022) | (0.203) (0.007) (0.037)
14.138* | 88.453** | 3.018* | 14.063***
Constant (@) (0.270) | (2.140) (0.064) (0.346)
Adjusted R2 0.990 0.981 0.926 0.939

Note: * P<0.10; **P<0.05; ***P<0.001

Figure 1: Changes in the mean benefit paid, fee alged and OOP payment per

specialist consultation
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Figure 2: Changes in the mean benefit paid, fee alged and OOP payment per
obstetric service
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Figure 3: Changes in the mean benefit paid, fee alged and OOP payment per
diagnostic image service
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