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Executive Summary

This submission addresses the elimination of the increased subsidy for people over 65 who have

private health insurance. It raises issues about how we give effect to solidarity between generations.

There is not a free market in private health insurance. It is regulated in ways which force some
people in the population to subsidise others heavily. In this respect, it is quite unlike any other
form of insurance. While the Government may want to find savings, it should be concerned about
intergenerational equity, especially for those over 65 who have spent long periods of their adult
lives subsidising others as the regulatory framework requires. If this Bill passes, older people will
now receive no additional help to pay their premiums at a time in their lives when their risk of
serious health problems has increased substantially, while their income from paid work has
typically dropped to zero. Affordability is a major issue for retired people, not least because they
may need to increase their hospital cover to the highest level to address an increased likelihood of
age-related health problems. Their premiums are highest at the time when their income is lowest.

Through its tiered subsidies or rebates for private health insurance, the Government recognises
that some people can afford more than others and so should pay more. There are better ways to
achieve savings in the level of government subsidy for private health insurance premiums, than to
reduce the level of support for the people who can least afford it while making no changes to the
level of subsidy for those who can most afford it.



I Current regulation forces people to subsidise others

Private health insurance is heavily regulated in ways that force subsidy by people without
dependent children to assist those who have dependent children. It requires other cross-subsidies
as well, for example from the healthy to those with chronic health conditions. In this way, private
health insurance promotes community solidarity as well as meeting personal needs.

Private health insurance is, of course, quite complex, and there is some flexibility to choose
different levels of hospital cover that includes or excludes various kinds of procedures. However,
take a simple example of cross-subsidy: Medibank Private, one of the largest and most well-
established providers, offers certain kinds of bronze level cover for “couples” and for “families”.
Below is the couples' only premium for cover in NSW without the complication of the Lifetime
Health Cover (LHC) loading. One partner is 29, the other is 28. They have a family income below

$210,000 per year, so they attract the maximum 24.118% Australian Government Rebate.
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Now, keeping all other things equal, here is the quotation for families cover. Medibank doesn’t
even ask how many children we have for this quote, because it doesn’t matter. If we have started
our family young, then we might have three children by our late twenties. The premium is exactly

the same:
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This bronze cover excludes pregnancy and childbirth; but if the couple are happy to have their
children born in the public hospital system, they can pay exactly the same as the childless couple,
however many children they have.

Not only are these children covered by the private health insurance but there are certain additional
benefits that apply. For example, with Medibank Private there is no excess if a child is hospitalised.

The cross-subsidy is not only by childless couples to couples with dependent children. Another
level of cross-subsidy occurs when people with dependent children become empty-nesters. When
their children are no longer on the private health insurance, the empty-nester couple continue to
subsidise the couple with children because they get no reduction in premium.

Whether single, couples or families, all people during their healthy years tend to subsidise those
who are much older and experience declining health. This is simply because if people under about
55 need hospital treatment, it is often on an emergency basis (such as a car accident or fall from a
bicycle) and they are looked after in the public system whether or not they have private health
insurance. Younger people can limit their subsidy of the elderly to some extent by the level of
cover they choose. Bronze cover, for example, costs very much less than gold because conditions
that tend to be age-related are not insured. There is still some subsidy though, for even the lowest
levels of cover insure for circumstances that younger adults are statistically much less likely to
experience.

A great many of the people 65 years and older who now benefit from an increased subsidy for
their premiums paid into private health insurance for many years before the Lifetime Health Cover
loading came in. So they have spent a long time subsidising those who only obtained health
insurance when they were nearing retirement age or had begun to experience age-related health
problems.

IT Private health insurance is unlike any other insurance

All insurance involves cross-subsidies to some extent. Those who need to make no claims under
their house insurance policy in, say, a ten year period, subsidise those who do. However, there is
just no comparison between the regulation of private health insurance and other kinds of
insurance. Someone close to a bushfire-prone area is likely to pay a higher premium than someone
who does not. Someone who lives in an area with a high rate of burglaries is likely to pay a higher
premium than someone who does not. The house insurance market is highly sensitised to these
sorts of differences, and irrespective of claims history, the premium will vary significantly between
areas for homes of similar value. In contrast, premiums in private health insurance do not vary, all
other things being equal, for people living in the same State and irrespective of claims history.

IIT Government rebates are tied to income

The Government assists people to pay for private health insurance by providing its own subsidy
(officially known as a rebate) which is dependent on household income. The maximum level of
subsidy is available to those who earn under $210,000 of taxable income per year. The tiered rebate
system recognises, rightly, that some people can afford private health insurance more than others.



IV People’s income typically drops substantially when they retire

When people retire, almost by definition, their income drops precipitously. Of course, some people
keep working part-time. Others may have substantial investment income. For the most part
though, people who retire experience a substantial drop in income from all sources. Many are at
least partially, if not entirely, dependent upon the Age Pension.

Retired people have the advantage that their earnings from investments inside a superannuation
fund are not taxed (although contributions were concessionally taxed on the way in). That helps
people especially who had high incomes during their working lives and so have managed to build
up substantial superannuation balances before retirement. Those who were in one of the old Public
Service pension schemes are particularly advantaged, since they had the benefit of very generous
employer-funded benefits.

However, that is not the case for most people aged 65 or older. The Superannuation Guarantee
only came into effect in 1992. Initially, it was as low as 3%. Many of the current generation of
people over 65 did not have the benefit of any Superannuation Guarantee for much of their
working lives. A man who is now 75 and began working at 18 spent well over 20 years of his
working life in a society where there was no Superannuation Guarantee and in which only some
large employers ran employee superannuation schemes. Others have been self-employed for much
of their lives.

Many women above retirement age spent long years out of the workforce raising children, or
combined this with part-time work. The finances of those women were particularly devastated if
they experienced a divorce. Until 2002, it was not even possible to split superannuation under the
Family Law Act 1975. Even after super-splitting became an option, most women with children
traded the husband’s superannuation off against the existing property. The priority was to try to
keep a roof over their children’s heads, and so women with children tended to walk away with the
majority of the existing assets, including the equity in the family home, while men kept their
superannuation. That has left divorced women, who have not repartnered, with limited retirement
savings within super.

The effect of the Government's proposed changes to the private health insurance rebate is that
households with an income of $209,000 per year will receive the same rebate as people with no
income at all, other than the Age Pension. This seems hard to justify.

A\Y The savings will not go into aged care

The Government defends the cuts by saying that the savings will go into aged care; but that is
simply not how government works. The proposed savings will lead to an overall reduction in
expenditure on subsidies for private health insurance; but from there, they are untraceable. They
could go into reducing the deficit, or paying an increased amount of interest on that deficit if the
costs of borrowing increase. If overall government expenditure remains unchanged, then the
savings could equally be said to go into increased expenditure on defence, or on the rollout of
infrastructure for renewables, or to fund increases in the Public Service. Savings in any one area
cannot be traced into expenditure in another area, especially over the forward estimates, when



there are so many other variables and forecasts of both income and expenditure can prove

erroneous.

VI  There are other rational savings to be made

If the Government has decided, as it is entitled to decide, that it wishes to reduce its level of
subsidy for private health insurance premiums, it can do so in other ways. The current proposal is
to make the reductions amongst the people who can least afford it. There are other options, for
example, changing the threshold below which people get the maximum level of subsidy from
$210,000 to, say, $130,000 and make similar adjustments in the next two tiers; or reduce the
percentage subsidy in the higher tiers.

Another option, in addition or as an alternative, would be to exclude the additional age-based
subsidy for those who have superannuation balances of say, $2 million or more. For people with
that level of wealth within super, and who get the benefit of zero taxation on investment earnings,
it may be justifiable to say they don't need an additional subsidy of their insurance premiums.

VII The fundamental issue of principle - solidarity between generations

The arguments that have been made against the changes have tended to focus on practicalities -
what will be the impact of the changes on people's retention of private health insurance? If more
have to give it up, or lower their coverage from say, gold to silver, what will be the impact on
demand for public hospital care? Is this just a strategy to shift costs from the federal government
to the States and Territories, which bear primary responsibility for the public hospitals?

All of these are good questions; but beyond this, there is an issue of principle, that of solidarity
between generations. This means recognising that people of different ages are bound together by
mutual dependence, shared membership of a community, and responsibilities that extend across
time. It is not merely being kind to older or younger people; it is a commitment to arrange family,
social, and public life so that each generation can flourish without unfairly burdening another. That
is how private health insurance has been structured up until now, and the existing rebates are part
of this.

By maintaining their hospital cover, the people who are now 65 years or older have typically
provided a huge level of support both for the generations older than them and for those who have
come after them. This is a direct consequence of the way in which the government regulates private
health insurance, for example, to require singles and couples without children to subsidise the
premiums of families with dependent children. Other kinds of cross-subsidy are built into the
system, for example, that those who are relatively healthy subsidise people with chronic ill-health.

All of this reflects a principle of solidarity between generations. The small subsidy of those who
are 65+ is justified by recognition of the support they have already given to others, older and
younger. To deprive them of modest additional help to maintain their private health insurance

now, when they can least afford it, is to undermine that solidarity.
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