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This paper, Using Microeconomic Reform to Deliver Patient-Centred
Health Care, argues for using a microeconomic reform perspective
to add to the current health reform debate.
Its companion paper, Selected Facts and Statistics on Australia’s
Healthcare Sector, can be downloaded from bca.com.au. It contains
key financial and resource-related facts about the healthcare sector
that have been used to support the arguments made in Using
Microeconomic Reform to Deliver Patient-Centred Health Care.
Both papers were prepared with assistance from Port Jackson
Partners Limited.

The Business Council of Australia (BCA) works to achieve
economic, social and environmental goals that will benefit
Australians now and into the future. Our vision is to help
make Australia the best place in the world in which to live,
learn, work and do business.
The health of a nation is one of the most critical elements that
determine its wellbeing and prosperity. The BCA is calling for
action to ensure the health of all Australians is as strong as it can
be and that the healthcare system delivers good value for the nation.
Our objectives for health reform are to:
Improve the health of all Australians.
Improve the effectiveness, efficiency and patient-centricity of
our healthcare sector.

Health is everybody’s business
Health is everybody’s business. We all deserve to know what we can
do to improve our health. We all need to understand the challenges
facing our healthcare system.
Healthcare investment over the past 30 years has increased our life
expectancy and reduced preventable deaths. But at the same time
we have been struck by a tide of chronic disease. Without changes
to the way we live and organise health care, this will threaten our
quality of life, overwhelm our healthcare sector and place enormous
pressure on finances.

A new approach: patient-centred health care
Addressing these challenges will take a new approach and implies
new responsibilities for us all. Traditional thinking needs to be turned
on its head. Instead of focusing on fixing people once they are sick,
we need to work harder at preventing illness and managing it earlier.
To do this we need the support of the healthcare sector to broaden
the traditional focus on acute care and strengthen health promotion
capacity within communities. We also need to be clearly focused on
health and health outcomes.

Difficult issues need multiple perspectives
Like all complex issues, health reform will benefit from different
expertise and perspectives. In this paper and the accompanying
selection of facts and statistics on Australia’s healthcare sector, we
focus on how microeconomic tools can assist in achieving greater
patient-centricity in healthcare system design and better engage
individual Australians in improving their health.

The time to act is now
With the 2010 federal election now past, we must re-engage with the
big picture of health in the 21st century. The process of healthcare
reform is a long one. The steps announced to date do not complete the
process. We must press ahead with healthcare reforms if Australians
are to have the best health and healthcare system in the world.

Executive Summary:
Engaging and empowering
citizens and patients

Engaging and empowering citizens
and patients is the key to better health
outcomes, improved patient value and
greater productivity

Australia is facing an emerging gap between projected demand
for health care and the capacity of the healthcare system to meet it.
Driven by the increase in chronic disease, rising expectations and
greater national wealth, our projected demand for healthcare services
threatens to overwhelm a sector in which workforce shortages and
resource constraints are already causing stress, longer waiting times and
differential health outcomes. This gap must be bridged at a time when
Australia faces broader economic and financial challenges. The ageing
of the population and growth in age-related expenditures, together with
a potentially lower rate of workforce participation and higher dependency
ratios, slower productivity and population growth mean that just adding
resources to the current healthcare system is not a viable option.
The convergence of these issues means that we need to rethink how
we manage for health and provide health care. New technologies can
help. But more importantly, we need a mindset change: one that focuses
on maintaining health, with a healthcare system that emphasises health
outcomes, value for money and more evenly distributed services.
We must get better health outcomes for the dollar spent.
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Exhibit 1: Turning health care on its head

Specialists

Citizen/
patient

Primary care;
community care

Primary care;
community care

Citizen/patient

Specialists

Provider-focused exclusive orientation

Citizen-engaged; patient-centric
inclusive orientation

Citizens must be encouraged and enabled to take greater responsibility
for managing their own health and to live within healthy communities,
schools and workplaces. While valuing the expertise of our health
professionals, our approach to health care must become inclusive.
Without this, citizens and patients will not become engaged with their
health nor will the tidal wave of chronic disease be arrested.
At the same time, making healthcare systems more patient-centred and
outcomes-focused will:
Address unacceptable quality issues.
		Better integrate a patient’s journey, thereby reducing duplication and
administrative costs, improving the time to treatment and thus improving
outcomes and patient experience.
Encourage patients and their advisers to become more value-conscious
in their choice of health care.
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Information and communications technology (ICT) and medical advances
together allow us to keep better health and improve the operation of our
healthcare service. But we need to use these advances to:
		move from fixing health problems to preventing them or treating them
earlier
		engage patients in the process more actively from the beginning rather
than focusing on building the skills of those who will fix the problems
treat the whole patient rather than a condition or undertaking a
procedure
		provide more efficient and quicker ways of translating emerging new
knowledge into practice and supporting clinical decision-making.
This is a substantial transformation of the way in which we regard and
manage health and deliver healthcare services. Such a transformation
will take many years of persistent effort; discontinuous and convulsive
change will not achieve it.
Reforms announced to date can be seen only as a first step.
How they are implemented will determine whether they represent
significant change or incremental adjustment to current models. Using
microeconomic reforms to supplement and shape implementation
can accelerate the rate and extent of change. By re-orienting the health
sector through changes to system governance, system management
and through engaging and empowering citizens, we create an engine
for persistent and long-term change.
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Section 1

Introduction: the nature
of the problem and why
it is important
Health is important to individuals, communities
and the economy
The Business Council of Australia believes that Australia should be
and can be the best place in the world in which to live, learn, work
and do business. Implicit in this aspiration is for all Australians to be
healthy and to have access to the best healthcare system we can afford.
Health is integral to wellbeing and quality of life. It is an important
precondition for effective participation in society, education and the
economy. The headline indicators of Australian health – life expectancy
and preventable deaths before the age of 75 years – have improved
enormously over the past 30 years. However, these indicators mask the
growing prevalence of chronic disease and the underlying inequalities
in health status among Australians.
Chronic disease now accounts for 80 per cent of ill-health. Although
it is commonly associated with ageing, chronic disease affects all
age groups and their capacity to participate. For example, poor health
means children do not learn as well as they are able. Poor health
limits opportunities, drives early retirement and restricts involvement
in community activities. The healthier a person is, the more likely they
are to be working; conversely, the longer they work, the healthier they
are likely to be.

Using Microeconomic Reform to Deliver Patient-Centred Health Care
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Similarly, inequalities experienced in educational attainment,
employment and housing are replicated in health inequalities.
Those of lower socio-economic status or living in remote or regional
areas are more likely to have poorer health than those in higher
socio-economic areas and, once ill, they experience worse outcomes
than those in higher socio-economic areas. The World Health
Organisation’s ‘determinants of health’ framework (featured in the
companion paper) shows the interconnectedness of social and
economic factors that affect health status and which, in turn, affect
economic and social prosperity.

‘Seventy-five per cent of deaths before the age of
75 years are preventable.’ – Australian Institute of Health
and Welfare
‘If the populations of the most disadvantaged areas
had the same death rate as those living in the most
socio-economically advantaged areas then a half to
two-thirds of premature deaths would be prevented.’
– CHA–NATSEM report on health inequalities

6

Business Council of Australia

Health is important to the economy
Health, health care and economic prosperity are intimately linked
and never more significantly than in the next 40 years. Just as health
has improved as our economic prosperity has grown, so too has our
demand for health care. Driven by the underlying pattern of illness,
new technologies, rising expectations and wealth, our consumption
of healthcare services has been growing faster than GDP. Yet as the
accompanying data shows, the way in which we finance these services
was designed in different economic circumstances. The Commonwealth
Treasury’s Intergenerational Reports show how the underlying economic
and demographic composition of Australia will change in the next
40 years, affecting both the numbers of people who will receive services
and those who are available as taxpayers to pay for them. Today’s
healthcare system and other systems of social and retirement support
were established when there were 1.9 people of working age for every
dependant in Australia; in 40 years this ratio is projected to be 1.6:1.
As a result, concerns have been raised about whether the current
systems and standards of living, including those providing for
health care, are sustainable.

Our health, or lack of it, undermines our economic prospects,
both individually and collectively
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The economic prosperity that has underwritten improvements in
standards of living and rising health has derived from population growth,
productivity improvement and increased rates of workforce participation.
Projecting forward, these same sources of economic growth are not
assured. Without further policy changes, workforce participation will be
difficult to maintain; there are question marks over the rate of population
growth, and productivity improvement has been slow for the past decade.
Health and health care are tied to these economic imperatives in several
intertwined ways. On the one hand, our capacity to finance the level
of health care depends on continuing economic prosperity and rising
income per capita.
Improved health status supports greater workforce participation,
improved productivity and lower healthcare costs and transfer payments.
Conversely, ill-health and associated risk factors impose significant
costs on the economy, both in the form of additional direct costs and
lost potential.
Chronic disease is estimated to cost about $30 billion per annum
(3 per cent of GDP), through direct and indirect costs:
		Thirty per cent of those with poor health participate in the labour
market compared with 80 to 90 per cent in good health.
		Carers of those suffering from chronic disease are also less likely
to participate in the workforce.
		The Australian Institute of Health and Welfare estimates that the total
loss to the workforce in 2004–05 as a result of chronic disease was
537,000 full-time person years and 47,000 part-time person years.
While chronic disease reduces workforce participation, risk factors
lead to increased absenteeism. Their projections of risk factors
and associated chronic disease suggest maintaining workforce
participation rates will be difficult.
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		Productivity losses associated with absenteeism and presenteeism
are significant ($7 billion per annum and $18 to 25 billion per annum).
		Those diseases with the greatest effect on productivity (as measured
through workers’ wages) are mental illness (4.7 per cent lower for men)
and serious injury (5.4 per cent lower for men) and mental illness has
the greatest effect on workforce participation (26 per cent lower for
men than the general population).
		Health and education tend to rise together: the better educated a person
is, the better their self-reported health status. Investments in education
therefore tend to pay off in improved health, but improved health is
necessary to underpin successful education, hence the recent focus
on early childhood development.

Mental illness
Mental illness is now the third most prevalent chronic disease,
and there are one million people aged 12 to 25 years with a
lifetime diagnosis of a mental illness who have experienced
symptoms within the last 12 months. In 2009 the financial
cost of mental illness in young people was $10.6 billion:
$7.5 billion was productivity lost due to lower employment,
absenteeism, and premature death of young people with
mental illness
$1.6 billion was the deadweight loss from transfers including
welfare and taxation forgone
$1.4 billion was direct health system expenditure
$65.5 million was other indirect costs including informal carer
costs and the bringing forward of funeral costs.
Source: Access Economics, 2009.

Using Microeconomic Reform to Deliver Patient-Centred Health Care
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Significantly, some 32 per cent of chronic disease is deemed by the
AIHW to be attributable to lifestyle factors and could be averted. The
National Preventative Health Taskforce has estimated, for example, that
20 per cent of Australians drink at risky levels, leading to $10.7 billion per
annum in direct and indirect costs and smoking-related illnesses cost up
to $5.7 billion per annum in lost productivity. Estimates of benefits/cost
savings from realistic reductions in disease risk factors are $2.3 billion
over the lifetime of the 2008 Australian adult population.
In summary, our growing chronic disease burden means that we are
undermining our economic potential and imposing unnecessary burdens
on the healthcare sector.

The healthcare sector is so large that it affects the efficiency
of the economy
The second major dimension to the healthcare debate relates to the
efficiency of the healthcare sector. The scale of the healthcare sector
is already large (9 per cent of GDP) and is expected to grow to between
12 and 15 per cent within 30 years. The healthcare and social assistance
sector, which includes aged care, is now the largest employment sector
with 11.4 per cent of the workforce. Healthcare employment alone
accounts for 6.7 per cent and is growing at 3.9 per cent annum, double
the rate for the workforce more generally. The sector is also a major
user of skilled immigration visas (19 per cent).
Seventy per cent of health expenditure is paid by governments.
Health expenditure grew at 5.4 per cent real over the past 10 years,
compared with 3.4 per cent growth in GDP. Accordingly, health care
as a proportion of government expenditures is one of the fastest-rising
expense areas. The Commonwealth Treasury’s third Intergenerational
Report (2010) projected that the Commonwealth’s healthcare
expenditure would, without action, grow from 4.0 per cent of GDP
in 2009–10 to 7.1 per cent in 2049–50. Various projections of state
health expenditures show current proportions of state budgets
growing from about 25 per cent to 100 per cent.
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Health care represents a growing proportion of public
and individual budgets, which means that efficiency,
value for money and outcomes are important
Individuals too are facing fast-growing healthcare bills. Australians are
currently paying 17.7 per cent of total healthcare bills (excluding private
health insurance), and their costs have been rising faster than those of
government as gap payments have increased. Health-related costs are
a significant item in household budgets.
The scale of the sector and the significance of health care as a growing
proportion of public and individual budgets is such that efficiency,
value for money and outcomes are important. Although on international
comparisons Australia’s health care appears relatively efficient and
delivering value for money, by comparison with other sectors there
is room for improvement. Costs are rising faster than in other sectors
and the economy more generally, and a recent study by the Grattan
Institute suggests that the sector’s labour productivity is one of the
lowest. Investments in new medical technologies have enabled greater
throughput but have also led to increased expenditures. The relative
lack of investment in ICT, compared with other sectors, means that
many business and clinical processes are still labour-intensive and
prone to error. A background paper prepared for the National Health
and Hospitals Reform Commission (June 2009) suggested that waste
occurs throughout the healthcare system: through its administrative
processes; through operational processes that resulted in duplication
of services, errors and ‘re-work’ and expensive inputs; and through
treating people in the wrong setting.
Much has been made in recent debate about the level of GDP that
Australia is currently spending on health care and the projected level
in 30 to 40 years. It is not the proportion, however, that is important.
What is important is the efficiency with which it is spent and whether
all of it needs to be spent. At a time when Australia faces significant
challenges in maintaining its standards of living as the population ages,
all expenditures need to be appropriate and efficient. To the extent that
we can reduce expenditures and boost participation and productivity
through reducing chronic disease and improving health, and enhance
the cost-effectiveness of the healthcare system, we can contribute to
addressing the overall challenge.

Using Microeconomic Reform to Deliver Patient-Centred Health Care
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How good is our health?
On the basis of key headline indicators, Australia enjoys on average,
good and significantly improved health:
Life expectancy of Australians is the second highest in the OECD.
We have made the greatest progress among developed countries
in reducing preventable deaths before the age of 75 years.

Exhibit 2: Headline indicators over 10 years
3 L
 ife
expectancy

- 2008 Male: 79.2 years (75.9 in 1998)
- 2008 Female: 83.7 years (81.5 in 1998)

3 Infant
mortality

- Decreased from 5.5 to 4.6 deaths per 1,000 live births
between 1998 and 2008 for males.
- Decreased from 4.5 to 3.6 per 1,000 live births between
1998 and 2008 for females.

— Self-assessed

- In 2007–08, 56 per cent of Australians aged 15 years
and over rated their health as very good or excellent,
while 15 per cent rated it as fair or poor. There has
been little change since 2001.

health status

Source: ABS, Measures of Progress, September 2010.
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103
104

Ireland
Portugal

24 128*

31 134*

27 130*

110 5 115*

103

* 1997–98 Amenable Mortality Rate
United Kingdom

Deaths per 100,000 population, age standardised

United States

19 115*

23 116*

101 12 113*

96

New Zealand
Denmark

93

90 16 106*

Finland

Germany

85

Austria

24 109*

84 13 97*

82 15 97*

Netherlands
Greece

80 19 99*

Norway

82 6 88*

77 12 89*

Canada

Sweden

74 15 89*

74 10 84*

Spain
Italy

71 17 88*

7110 81*

65 11 76*

Australia

Japan

France

Exhibit 3: Improvements in preventable deaths

Change over 5 years

2002–03 Amenable Mortality Rate

Source: Nolte and McKee, 2008. Prepared by Port Jackson Partners Limited.
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We are living longer, but with more ill-health

The nature of disease that affects Australians has changed over the
past 30 years. We are living longer but with more illness. This reflects
two countervailing trends:
The success of major preventative programs (e.g. immunisation,
public health programs, smoking campaigns, road safety initiatives
and workplace safety regulation), advances in medical knowledge
and practice, and more resources have reduced previous causes
of premature death.
		But changes in lifestyle, work and longevity have driven increases in
chronic illnesses.
As a result, further improvements in headline indicators are not expected
to continue as quickly because of the rise of risk factors and some
suggest that without action, they may even decline.
Chronic disease and associated risk factors are spread across all age
groups. However, the pattern varies by age group and some groups and
communities are affected more than others. Indigenous communities in
particular are affected. Twenty per cent of Australians claim some form of
disability such as deteriorating eyesight, asthma and allergies, migraine,
deafness and high cholesterol. This percentage rises with age.
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Projections of disease based on known risk factors and current
incidence show significant increases:
Exhibit 4: Projected growth in chronic disease
Estimated changes in the number of sufferers (a)

Mental health
Cardiovascular disease
Type 2 diabetes
Injury (serious)

(b)

(c)

Cancer
Musculoskeletal

(d)

Base (2001)
No.

2030
No.

Projected
increase %

1,544,000

1,779,000

15

3,409,000

4,108,000

21

894,000

2,941,000

229

2,242,000

2,967,000

32

357,000

629,000

76

1,403,000

3,171,000

126

(a) Assuming no change in trend patterns of behaviour or health promotion and disease
prevention initiatives over the projection period.
(b) Diabetes numbers were estimated as twice the number of cases in the National Health
Survey based on evidence that close to 50 per cent of sufferers are unaware they have
the condition.
(c) Injury projections based on average five-year trend in years lost due to injury over period
1991–2001 and increases in population using ABS projections.
(d) Numbers reported for arthritis only.
Source: Forbes et al. (March 2010), estimates (Table 11.3).
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How good is our healthcare system?
Reflecting the lack of timely, consistent performance and outcome data
readily available, Australians must rely on occasional major reviews to
judge how good their healthcare system is by international standards.
The most recent review – the National Health and Hospitals Reform
Commission (NHHRC) – identified several weaknesses and challenges:
		Our disease pattern has changed and without comparable changes
to the configuration of our healthcare system and improvements in the
way we manage our health, the rise of chronic disease will overwhelm
a healthcare system already under stress.
		Our average health outcomes are good, but some groups do not enjoy
the same access to services nor the same outcomes.
		There are persistent quality and safety issues causing unacceptably
high levels of injury or death.
		The healthcare system is subject to several constraints, including the
capacity of current funders to continue to meet rising expenditures
and costs and supply enough professionals to staff the services.
These findings are mirrored in a recent comparative survey of healthcare
systems by the Commonwealth Fund, a US-based private foundation
supporting independent research on healthcare issues. The survey
found that:
		Australia ranks lower on equity because of uneven access to health
services.
Australia ranks second highest on effectiveness of care and
communication but lower on continuity of care, patient preferences
and engagement.
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Our healthcare system is good but could be great.
It is under stress as demand rises and resource
shortages constrain supply
Exhibit 5: Comparison of national healthcare systems
Australia

Canada Germany

Netherlands

NZ

UK

USA

Overall ranking

3

6

4

1

5

2

7

Quality of care

4

7

5

2

1

3

6

6.5

5

3

1

4

2

6.5

Efficiency

Access

2

6

5

3

4

1

7

Equity

4

5

3

1

6

2

7

Long healthy
lives

1

2

3

4

5

6

7

$3,357

$3,895

$3,588

$3,837

$2,454

$2,992

$7,290

Health expenditure
per capita ($US)

Source: The Commonwealth Fund, 2010.

Similarly, the ABS 2010 Australian patient experience survey:
confirms patients experience variable access and waiting times
by location
shows that cost can be a barrier to access for certain groups
finds that 5 per cent of those surveyed reported harm and harmful
side-effects as a result of treatment
confirms earlier findings that poor communication or coordination
between services was often at the root of these incidents.
In relation to the relative efficiency of the healthcare sector, there are
variable findings. The OECD data shows that Australia is an average
performer among other healthcare systems. However, estimates by
others, including the Productivity Commission and work commissioned
for the NHHRC, suggest that there is scope for an improvement of
20 to 25 per cent in sector efficiency, and the Grattan Institute has
recently estimated that labour productivity in the sector is well below
the average of all industries. The 2010 OECD review of relative efficiency
suggests that Australia’s healthcare sector performance would be
strengthened by improving the availability and quality of outcomes
and process data for users.

Using Microeconomic Reform to Deliver Patient-Centred Health Care
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The emerging gap between demand
and supply adds to problems
The emerging gap between demand and supply
Australia is facing a gap in the supply of healthcare services to meet
demand, especially at the right price, location and quality. The gap is
exacerbating health inequities and hindering other initiatives to enhance
social and economic participation.
The evidence of this gap is in waiting times for emergency departments,
ambulances, elective surgery, dental care and mental health care. It is also
evidenced by the rate of growth of health expenditures, which are rising
faster than CPI and GDP.

Exhibit 6: The emerging gap in health care: key pressures
Demand is rising as people
live longer (but with more illness)
and have rising expectations and
increasing affluence

Supply is increasingly resource-constrained:
Processes

Capacity

Facilities are limited
(e.g. bed closures)
Workforce shortages
Technology is available
but lacks investment

Current capacity is undermined by uncoordinated and
inefficient processes, facilities designed for past needs,
lack of connectivity leading to higher administrative burden
and duplication, and higher levels of error and re-work
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Bridging the gap requires action on both demand and
supply; citizen engagement and patient-centricity are key
Bridging the gap
Without action to improve our health, thereby moderating demand for health care,
and improving the efficiency and effectiveness of our healthcare service delivery,
we will not continue to have one of the best life expectancies in the world nor enjoy
the benefits of the best healthcare services in the world.
We need to improve our health, and improve the efficiency and effectiveness of our
healthcare sector to deliver greater patient value and improved access. Improving
productivity by improving quality and eliminating waste by themselves would release
new capacity and at the same time improve patient experience and outcomes.
But focusing on patient outcomes and maximising the value received for dollars spent
over the care cycle offers the opportunity to transform the process of health care.
This implies early engagement of citizens with maintaining and managing their health
and enabling them through provision of a patient-centric system design. Adopting
a patient-centred approach to health care will deliver better patient outcomes, better
patient experience and more cost-effective use of scarce resources. The key questions
then become how to engage and enable, what are the right incentives to change
behaviours for citizens and providers, what are the capabilities, and what new
capacities are offered by convergent technologies?

Exhibit 7: Bridging the gap
Moderate demand by keeping
people healthy longer, treating
them earlier and encouraging
them to make better-informed
decisions about options

Increase the capacity of healthcare
service supply by improving
efficiency and effectiveness
(that is, patient value)

Using Microeconomic Reform to Deliver Patient-Centred Health Care
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Section 2

Our challenges are not
unique: what can we learn
from elsewhere?
International health system reform efforts are characterised by common
challenges and common responses (OECD Health Policy Studies, 2009).
Common issues include:
change to chronic disease
rising healthcare expenditures/costs
persistent quality problems
health inequities.
Common reform elements include:
Strengthening primary care provision and referral systems to
secondary care.
Shifting care to an outpatient basis, increasing the productivity and
quality of in-patient care, and improving care coordination.
Improving incentives in payment systems, adopting market-based levers,
and greater use of information and communication technologies and
e-health solutions.
The common theme is patient-centricity. There are two strands to this:
1. Redesigning health systems, processes and services around the needs
of the patient to improve the effectiveness, timeliness and experience
of the patient journey, while at the same time reducing duplication,
streamlining communication and making the best use of trained
professionals.
2. Engaging the citizen and consumer. The growing understanding of
the causes of chronic disease offers opportunities for greater onus on
prevention as a way of raising overall health levels and reducing future
healthcare costs. Reforms recognise the need to engage citizens with
prevention and the importance of taking active steps to improve their
own health, and become value-conscious consumers of health care.
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Our challenges – better health, value, access
and quality – are not unique, and we can learn
from the experience of other countries

Increasingly, health system reformers are adopting economic levers
and business improvement techniques to change behaviour and
improve efficiency and quality. This means for some countries the
establishment of a private sector in health service delivery; for others
it means introducing limited user charges and/or competition.
Evaluation has shown that market-based mechanisms and business
techniques, such as lean production or root cause analysis, can help
improve quality, reduce bottlenecks, improve patient outcomes and
reduce healthcare costs by helping to tap innovation and different
means of delivery.
But experience also shows the importance of design to ensure reforms
address desired policy objectives. For example, competition can be
variously directed at insurance/financing, services purchasing, or
attraction of individual patients. It can be focused on quality or price and
throughput. Each creates different incentives and dynamics. The question
then is competition for what and to what purpose? Deciding where to
focus competition depends on the specific problems to be solved.
Similarly, studies show that the imposition of user charges in health
care can reduce the demand for health care. However, in some cases
they have also led to the deferral of health maintenance expenditures
and potentially affect workforce participation/productivity. The most
recent Commonwealth Fund study shows 13 per cent of Australians
do not see a doctor when sick; 12 per cent did not fill a prescription
or skipped doses; 22 per cent did not follow up treatment, tests or
further review, and 21 per cent had paid more than US$1,000 in health
costs in the past year. The design of user charges, again, needs careful
consideration of likely responses and all relevant policy goals, including
workforce participation and workplace productivity.
But if the general goal is re-orienting health and healthcare systems to
greater focus on prevention and more value for the patient dollar, what
then are some of the strategies being employed? Measurement and
patient information are key elements. The following section presents
some examples.

Using Microeconomic Reform to Deliver Patient-Centred Health Care
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Europe: The ‘patient-friendly’ index
The Health Consumer Powerhouse based in Europe has developed
an index by which it measures the patient-friendliness of national
health systems. Applied originally to European Union (EU) countries,
this index has now been adopted in Canada as a means of measuring
the extent to which the health policy reform goal of making systems
more patient-centric is achieved. The elements of the index are set
out opposite.
In the most recent index rankings, the Netherlands’ system scores
highest on the Health Consumer Powerhouse Index of EU health
systems. It has multiple competing health insurers, separate providers
and structured patient-organisation participation in decision making.
The high score on patient-friendliness is seen to derive from direct
dialogue between patients and providers, with funders and politicians
being more removed from the decisions. Those countries in which
provision and funding are separated score higher than those countries
in which one organisation funds and provides.
A high score on the index does not depend on more resources.
In most countries the publication of outcome data lags throughput
or input data. However, some countries have begun to publish
quality rankings.
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Exhibit 8: The Health Consumer Powerhouse Index: Elements of
patient-friendly healthcare systems
Patient rights
and information

Healthcare law based on patients’ rights; patient
organisations involved in decision making; no-fault
malpractice; right to a second opinion; access to own
medical record; register of legitimate doctors; web or
24/7 telephone healthcare information with interactivity;
cross-border care seeking financed from home;
provider catalogue with quality ranking

E-health

Electronic personal record (EPR) penetration; e-transfer
of medical data between health professionals; lab test
results communicated direct to patients via e-health
solutions; access to online appointment booking; online
access by patients to total costs (including those paid
by funders); e-prescriptions

Waiting time
for treatment

Family doctor same-day access; direct access to
specialist; major non-acute operation <90 days; cancer
therapy <21 days; CT scan < 7 days

Outcomes

Heart infarction case fatality; infant deaths; rates of
cancer deaths to incidence; preventable years of life lost;
MRSA (‘staph’) infections; rate of decline of suicides;
percentage of diabetics with high HbA1c (glycosylated
haemoglobin) levels

Range and reach
of services

Equity of healthcare systems; cataract operations
per 100,000 aged 85+; infant 4-disease vaccination;
kidney transplants per million population; dental care
included in public health benefits; rate of mammography;
informal payments to doctors

Pharmaceuticals

Rx (medical prescription) subsidy; layman-adapted
pharmacopeia; novel cancer drugs deployment rate;
access to new drugs (time to subsidy)

Source: Health Consumer Powerhouse Index 2009.
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Our challenges are not unique:
what can we learn from elsewhere?

United States: Quality improvement – using
information to drive collaboration
Exhibit 9: Quality improvement depends on information
and collaboration: The ‘Aligning Forces for Quality’ (AF4Q)
collaboration led by the Robert Wood Johnson Foundation

In essentially all of the project’s 17 communities, local healthcare
leaders are collecting data on provider performance and making
it publicly available. Patients can see how their doctors and
hospitals compare to other local providers in treating conditions
such as diabetes, heart disease or asthma. Providers can find out
where they need to improve. The result is that significant changes
in quality of care are being noticed.
In Minnesota, for example, 10,000 more people with diabetes are
receiving the preventive care they need – regular blood sugar tests,
eye exams and kidney disease screenings – to avoid serious, costly
complications of the disease.
In Cleveland, local healthcare providers beat the national average
in controlling high blood pressure by 18 per cent. Wisconsin has
seen a 17 per cent surge in the proportion of people with diabetes
meeting cholesterol goals.
In Maine, the Aligning Forces for Quality collaboration has linked the
physician performance to the design of employee health benefits.
Some patients pay lower co-pays when visiting doctors who receive
high ratings.
Many experts think the AF4Q model is working because it brings
together all stakeholders in health care – those who give care,
get care and pay for care. Local AF4Q alliances unite patients,
doctors, hospitals, employers, insurers, unions and others to find
comprehensive solutions that one group alone could not implement.
A doctor involved in the project says that the collaborations have
brought interested parties together to have the conversations that
they haven’t had before about how each of them can play a role.
Source: www.rwjf.org.
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Patient value =

patient health outcomes over the care cycle
total costs of achieving those outcomes over the cycle

United States: Value-based competition
Competition is a commonly used lever to improve industry sector
performance. However, it is only effective if it is focused on the
right objective. In the healthcare sector, consumers value outcomes
rather than procedures or price. Therefore competition, and the
financial incentives/rewards that result, should be focused on
increasing competition around outcomes. This will deliver better
health and better healthcare value; that is, better patient value.

Exhibit 10: Principles of value-based competition

The goal should be value for patients.
The best way to contain costs is to drive improvement in quality.
There must be unrestricted competition based on results.
Competition should centre on medical conditions over the full
cycle of care.
Value is driven by provider experience, scale and learning at
the medical condition level.
Competition should be regional and national, not just local.
Results must be universally measured and reported.
Reimbursement should be aligned with value and reward
innovation.
Information technology is an enabler of restructuring care
delivery and measuring results, not a solution itself.
Source: Porter and Teisberg, 2006.
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Our challenges are not unique:
what can we learn from elsewhere?

One of the implications of adopting competition for patient value is
that it drives changes to the way in which resources are brought to
bear (or procured) to solve patients’ problems efficiently and effectively.
For example, in ‘integrated practice units’, health care is structured
around medical conditions, not particular services, treatments or tests:
Exhibit 11: Example: changing the focus of the healthcare
system for the cancer journey
From this ...
General practitioner

Pathology

Oncology

Radiology

Chemotherapy

Rehabilitation

Patient with condition
... to this
General practitioner
Oncology

Pathology
Patient
with
condition

Chemotherapy

Radiology
Rehabilitation

Source: prepared by Port Jackson Partners Limited.

One well-known example is the Cleveland Clinic’s Heart Centre in the
United States. The centre houses all specialists, and all nurses and
other staff are dedicated to cardiac care. All beds, including intensive
care, are only for cardiac patients. The centre’s restructuring has focused
on competing for patients based on total experience and outcomes and
backed by extensive measurement and publication of information about
quality and patient outcomes.
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This has led Porter and Teisberg to develop a hierarchy of patient
information that would support value-based competition:

Exhibit 12: A hierarchy of patient information to support
value-based competition

Patient
results
Experience

Value
add

Methods

Patient attributes
Patient results: Patient outcomes, adjusted for risk, over the care
cycle, e.g. complications, errors, failed treatments, time to recovery,
diagnostic accuracy.
Experience: Data on the experience measured by volume a
provider has in addressing a medical condition. It is a proxy
for skill and efficiency.
Methods: Data on the processes of the care itself, e.g. tests
ordered, time taken, types of staff involved.
Patient attributes: Data on factors such as age, gender,
co-occurring conditions.
Source: Porter and Teisberg, 2006.
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Our challenges are not unique:
what can we learn from elsewhere?

Australia: Microeconomic reform of the 1990s
While the international experience in improving the performance of
health systems is useful, it is also worth noting that the challenges and
features of the healthcare sector are reminiscent of those facing other
sectors of the Australian economy in previous eras. The healthcare
sector, despite its dependence on imported technology and international
skills, has been relatively protected from the forces of international
competition and economic restructuring. The transformation of other
sectors through the processes of microeconomic reform lifted the
productivity of those sectors and enhanced the overall international
competitiveness of Australia by accelerating the restructuring of the
sectors to changing consumer needs and preferences. The Productivity
Commission (2009) in analysing the sources of Australia’s productivity
performance through the 1990s highlighted the following levers and
enablers of this change:
Strengthening incentives for improved organisational performance
by introducing new market disciplines, including competition and
empowering consumers.
		Improving flexibility to allow providers to respond to new demands.
Improving the capability of providers through adding new skills,
management mindsets and enabling technologies, of which one
of the most important was ICT.
Microeconomic reform recommends itself as an approach in sectors
where greater responsiveness to changing consumer needs is present;
where the sector is complex and fragmented and hands-on management
is impossible or inappropriate and where improving sector performance
is the goal. These are the features of today’s healthcare sector.
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Drawing together the lessons
Lessons from within Australia and overseas suggest that using
microeconomic reform facilitates changes in behaviour and sector
capacity and performance:
		There is a need to more evenly balance the market power of providers
and government by engaging and empowering citizens. Internationally,
governments are introducing mandatory public reporting on patient
experiences, information to enable choice between providers and
financial incentives for high levels of ‘patient-centredness’.
		There is a need to encourage greater levels of competition but focus
it on what people value – outcomes, rather than activities or price.
		Developing governance that holds the system accountable to citizens
and patients improves performance.
		Those countries in which there is separation of healthcare funding and
provision and competition between providers of finance and services
have higher ratings for patient-friendliness.
		Improving the patient experience does not add costs; rather, it reduces
costs, releases capacity (which helps to improve access) and improves
outcomes.
		Just creating rights to access does not in itself create access or equitable
opportunity; creating additional supply capacity is an important corollary.
		Incentives to change behaviour can be used, but be careful when
imposing user charges that barriers to access or disincentives to
health-promoting behaviour are not created.
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		Technologies are important and in a knowledge-intensive sector those
that will add most to productivity and improved service/experience
will relate to the flows of information and management of knowledge.
Redesign of processes and introduction of new technologies
inevitably mean changes to job design, but also provide opportunities
for greater job satisfaction as people focus on providing medical services
rather than on administrative work.
		Techniques, such as process redesign and lean production, used in
other sectors to increase capacity and improve consumer experience,
will deliver good outcomes in health care.
		Information is fundamental to all decision makers and sector governance
is critical.
Effective solutions to complex problems are best done when all
stakeholders are involved and engaged.
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The following exhibit summarises the features of the desired healthcare system of the future:
Exhibit 13: Transforming the healthcare system
Features of today’s healthcare system

Features of the efficient, equitable and
high-quality healthcare system we want

A health system focused on making sick
people better

A health system focused on keeping
people well

Differences in health outcomes across the
community

Equitable health outcomes for all members
of the community

A system where healthcare choices are based
on costs, location and/or availability, but not
based on quality of care

A health system where citizens, patients
and their advisers can easily make informed
choices about health care based on transparent
information about quality

Access to local health care as a proxy for
access to quality health care

Non-emergency healthcare services offered
where quality can be guaranteed

A health system where financial expenditures
are rising without a clear measure of value
for money

Expenditures that reflect community preferences
and needs for quality and quantity of health care

A healthcare system with inadequate
investment in new infrastructure, both
physical and technological

A health system where infrastructure investment
is provided in a timely way by the public and
private sectors

Source: Prepared by Port Jackson Partners Limited.
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Assessing the proposed
Commonwealth reforms

How significant the Commonwealth’s health
system reforms are will depend on implementation
The reforms address key weaknesses identified by the National Health and Hospitals
Reform Commission.
Exhibit 14: Commonwealth health reforms: identified weaknesses addressed
Proposed solution to
identified weakness

Proposed implementation action

Reconfiguration of
services to chronic
disease

- Several measures have been introduced to enable and encourage
better system connectivity for the management of chronic diseases
outside hospitals (e.g. the diabetes management plan)
- Introduction of more sub-acute and new community-based facilities
- Establishment of national preventative health agency to lead health
promotion activities, with programs targeted at schools, communities
and workplaces

Improving access and - Targeted programs for Indigenous communities
reducing waiting times - Introduction of national access targets
- Medicare local services to increase availability of after-hours care
- More resources
Improving quality
and reducing errors

- Permanent establishment of national safety and quality in healthcare body
with duty to report publicly on outcomes
- Incorporation of safety performance indicators in annual reports to funder
- Commitment to e-health – unique identifiers, electronic medical records

Improving efficiency
and financial
sustainability

- Seeking to reduce levels of hospitalisation by diversifying facility types,
incentives for community-based treatment
- Introduction of activity-based funding/efficient pricing for largest hospitals
- Access to Medicare rebates for other professionals and easing of
regulations about prescriptions
- New Pharmaceutical Benefits Scheme (PBS) agreement that arrests rate
of growth of pharmaceutical costs
- Acceleration of e-health
- Reducing the fragmentation of the system but improving local
responsiveness by:
- rationalising responsibilities between levels of government
- establishing local boards for acute and primary care and supporting
consumer voice in decision making
- establishing national agencies for preventative health, workforce,
safety and quality
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Until we have one health framework that focuses
on avoiding disease, we will continue to see growth
in chronic disease
Although the reforms seem consistent with international directions
in healthcare reform and may help to clarify accountabilities between
levels of government, there is concern that they will be insufficient to
drive the transformation needed, or prove difficult to implement.

‘The promise of billions of dollars to treat symptoms of a
failing healthcare system without fundamentally addressing
the underlying disease with innovative and revolutionary
reform will only inevitably lead to more inquiries and more
reports.’ – Martin Van Der Weyden, The Medical Journal of
Australia, June 2010

There is little evidence that the preventative health and healthcare
agendas will be brought together, and despite major new public health
programs being announced, the balance of resources allocated to
prevention (at just over 2 per cent of total public health expenditure)
continues to be dwarfed by the resources allocated to curative care.
Similarly, incentives for individuals to take greater responsibility for
maintaining their health remain little changed.
The assumption of 60 per cent funding obligation by the Commonwealth
might arguably foreshadow the beginning of a separation of financing
from service provision. However, as the states retain significant joint
funding and service provision responsibilities, the capacity to purchase
for patient needs remains constrained by the need to maintain existing
facilities. Furthermore, because government remains the chief funder
of major healthcare services, the focus of debate remains between
government and providers. Yet, as the Powerhouse Index reveals,
those countries with the most patient-friendly systems clearly separate
out purchasing (financing) from provision and ensure that there are
multiple purchasers.
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Commonwealth reforms

Financial rewards for healthcare providers continue to be focused
on activities and procedures, with national access targets providing
the basis for supplementary reward or penalty. Although enhanced
reporting on quality outcomes and medical errors and the establishment
of the ‘My Hospital’ website will create drivers for improvement, the
integrity and timeliness of data will impede early progress. Allowing
access to Medicare rebates for patients of nurse practitioners and
midwives may add competition to the primary care sector and ease
access issues (in conjunction with the GP Super Clinics), but the added
competition remains focused on activity. The limited pilots on funding
for management of chronic disease will be important in starting the
change of focus in competition.
Improving the connectivity of the system for patients is highly dependent
on the take-up of enablers like e-health records and systems, and being
able to take full advantage of these systems will depend on the basic
groundwork having been done in terms of sound business process
development.
Driving efficiency through activity-based funding and budget allocations
can lead to further stress if it is not accompanied by adequate investment
in new processes. Increases in workforce numbers and training places
will not suffice in the absence of new models of care and improved
culture, particularly in the public sector. The Fair Work Act will need to
be used creatively to enable innovation and new ways of working.

The role of microeconomic reform
As noted above, microeconomic reform delivered major productivity
improvements in the 1990s and helped transform provider-dominated
sectors to become productive and responsive to changing consumer
needs. These are the very issues to be addressed in healthcare reform.
The Commonwealth’s health reforms may be categorised by reference
to the Productivity Commission’s framework, which highlights system
incentives, flexibility and capability.
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Will the steps that have been announced be
enough to transform health or the sector?
Exhibit 15: Commonwealth health reforms: Productivity Commission categories
Incentives

Flexibility

Capability

- Introduction of new rebates
for electronic consultations
- Diabetes management pilot
- Activity-based funding and
efficient pricing
- New competition with access
to new services, for example
‘super-clinics’
- ‘My Hospital’ website and
other public reporting
- Access targets as condition
of funding
- Increase in tobacco tax as
a disincentive

- Access for other health
professionals to the
Medicare rebate schedule
- New national accreditation
process to allow national
operation, mobility and as
basis for changes to training
programs and role definitions
- Fair Work Act (potentially)

- More doctors and nurses
- More beds (acute and
sub-acute)
- More government-provided
services in areas of
under-provision
- Investment in national
e-health infrastructure

Proposed Building Blocks
Governance

National system and new institutions; local area boards

Information

Annual reporting on outcomes and national access targets

Citizen engagement

Support for health consumer involvement in decision making

Although there are changes to incentives, including additional published information on
performance, together with a relaxation of some market entry rules, there is considerable
new investment in existing services and facilities required. While these may act to ease
some immediate pressures, unless there are systemic drivers for ongoing change and
adaptation, the effect will be incremental and largely short-term in its effect.
In our view these drivers lie in system governance, citizen and patient engagement and
empowerment, and system management.
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Conclusion

Three major trends are likely to reshape health and the healthcare
sector. These are the rise of chronic disease, digitisation, and
a growing acceptance of the genetic, social, environmental and
economic determinants of health. Together they offer the potential
to bridge the emerging gap between demand for health care in
Australia and its supply at the right quality, price and location.
They imply, however, a radical transformation of the way in which
we manage health and deliver health care. The reforms we need
must support this transformation.
The key to such a transformation lies in systematically applying the
right incentives, ensuring that providers have the flexibility to make
the necessary changes and to build the new capabilities that will be
required. These include ensuring that the system itself has drivers
for continuing improvement, innovation and adaptation. In our view,
strengthening transparency, measurement and governance through
new institutions will be critical to establishing those drivers.
The health reform debate needs to be broadened both in terms of
players and perspectives, not least to ensure that all interests are taken
account of. If citizens are to be encouraged to take more effective
care of their own health, their engagement in the debate is important.
Without a clear understanding of the implications both for themselves
and the economy more broadly of the long-term trends on chronic
disease, continuing improvements in health are unlikely. Part of the
story is recognising that this is a long process; health outcomes are
not quickly changed.
We also believe that complex issues benefit from multiple perspectives.
In a situation where behaviours are highly dispersed, microeconomic
policies can assist in accelerating structural and behavioural change.
But the language of microeconomic reform has largely been missing
from the health debate and conversely, health has been absent from
discussions about microeconomic reform.
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As we contemplate health reform, it is important to define the problem
carefully. Health is a ‘superior good’, and the proportion of expenditure
on health is irrelevant if it reflects citizens’ informed preferences. What
is important is whether the expenditures promote health and deliver
equitable and value-for-money outcomes. The comparative evidence
suggests that Australia’s record is good, but gaps in its performance
suggest improvement is possible. It is not surprising, then, that Australia
has joined with most other countries in seeking improved performance
from its health system.
Nevertheless, good performance compared with other health sectors is
not sufficient to assure Australia of a sustainable system and continuing
good outcomes. Nor is spasmodic review and reform a good approach
to reform. Continuous improvement is preferable, but does require the
system to have the capacity for continuous adaptation and improvement.
Many argue, however, that the current system does not have this
capacity, citing regulations and processes that hinder innovation and
prevent full productive potential of new knowledge and technologies
being realised. This is exemplified by the continuing emphasis on
treating, rather than preventing, illnesses.
In this situation, strengthening the market aspects of the sector
provides an important means of self-sustaining change. The
competition/flexibility/capability framework developed by the
Productivity Commission is relevant to health reform. By strengthening
consumer sovereignty and focusing competition on patient value,
by continuing to build the institutions for sectoral governance and
continuing to increase flexibilities in workforce and process design,
the potential to improve health outcomes can be achieved. Australia
has a good reputation for building trusted institutions to oversee
structural change and lift performance.
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Views differ on whether the COAG reforms will engender much
behavioural change and improvement in public hospital management.
Some suggest that the transparency of funding will reveal for the first
time how money is allocated and to what effect and that, over time, this
will induce changed management practices. However, others believe
that unless there are real rewards or penalties for poor management
(e.g. takeover by competitor institutions), transparency of funding
alone will be insufficient to improve value for money. Indeed,
international experience suggests that a clearer separation of funding
and purchasing than envisaged by COAG is needed to clarify objectives
and enable the setting of appropriate performance indicators and
monitoring of performance.
There is also always debate about whether transformational or
incremental change should be sought. While the realities of
implementation dictate that change is incremental, it is also important
that the long-term vision and ultimate outcome is held in focus. It is
very easy for those charged with implementation to become focused
on the intricacies of process design and lose focus on the ultimate
goal of building a health-promoting and patient-centric health system.
The major elements of building ongoing system performance are:
1. Establishing the institutions that can oversee and report upon sector
performance and guide purchasing decisions to deliver equitable and
good patient-value outcomes.
2. Building citizen and patient empowerment and engagement through
transparency, measurement and accountability. This includes sharing the
challenges and highlighting the interdependencies and choices available.
3. Designing incentives to change individual and provider behaviour that
will promote health and focus competition on outcomes.
4. Reviewing regulations to remove those that restrict unnecessarily
new service models and block proven innovations.
5. Investing in the infrastructure necessary to support a knowledge-intensive
sector of the 21st century that supports seamless patient journeys and
provides fast feedback loops between research and practice.
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Healthcare reform is both essential and inevitable.
Australia’s health outcomes have improved dramatically over the past
30 years and are some of the highest in the world. But without effective
intervention, the rise in chronic diseases and ageing of the population
will lead to a decline in those outcomes, undermining both social and
economic prosperity through lower workforce participation and reduced
workforce productivity.
Our capacity for effective intervention, however, is limited. The
combination of fast-increasing costs, rising demand and constrained
resources (particularly skilled labour) means that the demand for health
services is likely to exceed supply of services over the next 20 years.
Significant reform of the way in which healthcare services are delivered
and organised is essential; our current model of health care will not
be sufficient and this has been made clear in the National Health and
Hospitals Reform Commission report.
The only question is whether the country will drive that reform in
a rational and deliberative manner that accords with the society’s
preferences and economic requirements or whether it will just evolve
in a haphazard manner. The BCA argues that reform should be
systemically and systematically pursued. The importance of health
to future economic and social prosperity is too important for this
issue to evolve or to be left to the healthcare sector alone.
Health is everybody’s business.
Dramatic changes in the ways in which health services are planned,
delivered and monitored are required. E-health will be a key enabler
in transforming the way in which a knowledge and information-intensive
sector collects, stores, manages and uses information.
But just as important will be structural reform to the way in which the
sector is organised and governed to enable citizen- and patient-directed
health care.
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