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Chopping and
Changing Medibank

S. J. Duckett

Part 1: Implementation of a New Policy

One specific incident in the development of health services in Australia is
examined: the restructuring of the Medibank (national health insurance)
scheme in 1976. The introduction of Medibank in 1975 was the subject of
extensive public debate for a period of six years. Within a year of its intro-
duction, Medibank had undergone a massive restructuring; it changed from
a system which was providing health insurance to the whole population to
one which covered about fifty per cent. The public debate which was asso-
ciated with the restructuring was relatively quiet. It was marked by an air
of confusion, with a number of minor adjustments being made to the
government’s proposals during the five months between their announcement
and implementation. This article describes the events which took place
between the announcement of a proposed restructuring of Medibank and the
implementation of the new scheme in October 1976. A second article will
analyse these events from pluralist and marxist perspectives.

Prior to the introduction of national health insurance in Australia,
health insurance was provided by a large number of so called ‘voluntary’
or ‘private’ health insurance organizations, established as part of a
national health scheme in 1953 by the then Liberal and Country party
coalition government. The principal elements of the scheme were as
follows:

1. All persons, irrespective of their age, sex and state of health, were en-
titled to enrol in a registered organization in a fixed scale of contri-
butions. The family scale was set at twice the rate of a single contributor.
2. The scheme was subsidized by the government. Commonwealth
benefits, based on a schedule covering a large range of specified treat-
ments, operations and other procedures, were, however, payable only to
members of insurance funds.

3. Both commonwealth and fund benefits were payable to fund members
on presentation of receipts for the relevant medical expenses.t

By the early 1960s it was becoming increasingly apparent that the
existing health insurance arrangements were unsatisfactory. In a series
of papers, two economists attacked the scheme on the grounds that the
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level of benefits paid under the scheme was inadequate; the proportion
of the population covered by the scheme was too low; the funds were
administratively inefficient; their financial reserves were too large and the
scheme was unduly complex.? They. proposed a system of compulsory
health insurance which would retain the system of fee for service pay-
ments but which would be administered by a statutory authority and
financed by a levy on taxable income. These proposals were endorsed by
the then leader of the opposition, Mr E. G. Whitlam in July 1968 and
adopted as the health policy of the Australian Labor party.® This
activity forced the Liberal and Country party coalition (which was still
in government) to establish an inquiry under the chairmanship of Sir
John Nimmo and subsequently promise revisions to the scheme as part
of its policy at the 1969 elections. The changes introduced after the
election resulted in an increased surveillance of the health insurance
funds, increased levels of benefits and a subsidised scheme designed to
encourage low income earners into the scheme. The Australian Labor
party maintained its support for a scheme of compulsory health in-
surance and, upon its election to government in 1972, proceeded to
develop plans to implement such a scheme.*

THE INTRODUCTION OF MEDIBANK MARK 1

Although the scheme had been specifically included in the Labor
party’s platform, the Australian Medical Association (AMA) and the
conservative parties were vocal in their opposition. In a protracted
public debate (which frequently degenerated into quasi-libellous mud
slinging), the main role of the AMA and the ‘voluntary’ health in-
surance organizations was to attempt to whip up public suspicion and
antagonism to the scheme.

The debate was described by two overseas commentators thus:

In November 1973, the federal government had issued a ‘white
paper’ outlining the main provisions of the new bill it intended to
present to the Parliament. In the British tradition, this document
allowed for wide public discussion by all groups affected for several
months before the final vote. Despite the vituperative attacks on
the proposed new law by the Australian Medical Association and
the voluntary insurance funds, an objective review of its provisions
shows it to be essentially an extension, relatively modest, of the
previous law, correction of its more obvious deficiencies, and a law
which, in itself, does little to change the fundamentally private
open-market character of the Australian health care delivery
system.®
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The legislative basis of the scheme was embodied in two bills which
were both passed by the House of Representatives in December 1973.
Both bills were opposed by the Liberal and Country parties who fore-
shadowed further opposition in the senate. As the Labor government did
not have a majority in the senate, the bills were defeated in that house.

A number of other major proposals of the Labor government were
either amended or rejected by the senate as a result of the activities of
the opposition. The fate suffered by the health insurance proposals was
thus not unexpected. Viewed by many health workers the rejection was
a significant blow but political commentators saw the rejection as just
another example of obstruction by the conservative parties as part of
their general opposition to the Labor government and their attempts to
force a general election. Indeed, in the first twelve months of the Labor
government, the opposition-dominated senate rejected 13 bills, de-
ferred another 10 and amended a further 20. The Prime Minister, Mr
Whitlam, listing the thirteen bills rejected by 13 December 1973,
described the effect of opposition obstruction as follows:

In defence of their wealthy friends and vested interests, they have
rejected the democratic principal of equal electorates; they have
blocked attempts to democratize and modernize the trade union
movement; they have denied representation in the Senate to the
people of the Northern Territory and the Australian Capital Terri-
tory; they have sought to deny to local government direct access to
national revenues and borrowings; they have preserved for foreign
mining interests the right to exploit our off-shore resources; they
have preserved the inequity, inefficiency and injustice of an anti-
quated health scheme.

By shelving the Trade Practices Bill they have left the door open
to monopolies and big corporations to fix prices, organise cartels
and exploit the Australian consumer. By shelving the Australian
Industry Corporation Bill they have blocked the most effective
instrument for ensuring Australian control of our industries and
developing new industries. They have left the door open to foreign
takeovers and foreign exploitation of the Australian economy. Yet
for all the legislation I have mentioned the Government had a clear
mandate from the Australian people.®

In April 1974 the senate again rejected the health insurance pro-
posals which, together with four other bills, were cited as grounds for a
double dissolution of both houses of parliament. The Labor government
was returned to power at the subsequent election and again introduced
the bills. They were again rejected by the senate but a provision of the
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constitution allowed the bills to be considered at a joint sitting of both
the House of Representatives and the senate, where they were carried
on 10 August 1974.7

The government acted quickly to establish a Health Insurance Com-
mission which was charged with the responsibility of implementing the
pew scheme.

Medibank, as it was officially known, provided for universal coverage
of the population for medical expenses and free treatment in public
hospitals.

The medical side of the scheme commenced on July 1 1975. As from
that date all Australians were deemed to be insured through Medibank
and were entitled to a standard rebate (of 85% of the ‘scheduled fee’
or that fee less $5 whichever was greater) from Medibank for any
medical expenses incurred. The hospital side of the scheme started on
different dates in the various states (1 July, Tasmania and South Aus-
tralia; 1 August, Victoria and Western Australia; 1 September, Queens-
land; and 1 October, New South Wales) primarily due to political
differences between the state and federal governments.

Within six weeks of the accession of the last state to the program,
the government had been dismissed by the Governor-General. Medibank
was an issue during the 1975 election campaign. In his policy speech,
for instance, opposition leader Malcolm Fraser said: ‘We will maintain
Medibank and ensure that the standard of care does not decline.”® This
remained Fraser’s position throughout the campaign. However, on 8
December 1975, less than five days before the election, the previous
Liberal leader, Mr B. M. Snedden said: ‘Medibank is an area of massive
expenditure which will have to be curtailed. People who use Medibank
will have to make some contribution to it.”® This statement was quickly
repudiated by Mr Fraser who said, ‘I have said repeatedly that essential
programs in health, education and urban development will be main-
tained. Medibank will be maintained.”*?

Indeed on the previous day (8 December 1975) Mr Fraser had out-
lined his views on the reform of Medibank. He was specifically asked
whether a Medibank which includes free treatment in public hospitals
and a 85% refund from a central health insurance fund would be main-
tained. He indicated that

the scheme has not been operating long enough for us to get an
assessment of it . . . but the scheme would be continued as it was
introduced until we can assess properly its virtues and whatever
faults might be revealed as a result of experience. Then public
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statements would be made about that and everyone would have an
opportunity to express their views in relation to it.1?

The Liberal-National Country party government was elected on 13
December 1975 with a massive majority. Four weeks later, on 13
January 1976, Prime Minister Fraser announced the establishment of a
Medibank review committee consisting of three public servants who
were given the following terms of reference:

1. To examine the operations of the Health Insurance Program (Medi-
bank) and to report to Cabinet through the Minister for Health on

(a) policy options available for controlling the cost of the Program,;

(b) opportunities for administrative savings in the operations of the
Program.

2. To identify, in each case, the consequences of implementing the
various options and the economies likely to result therefrom.
3. To have regard to the government’s desire to provide the most
effective and efficient system of high quality health services delivery.!2
On 14 January 1976 the president, vice president and secretary
general of the AMA had their first meeting with the new Minister for
Health, Ralph Hunt.'® These representatives were also introduced to the
members of the Medibank review committee. In its report of this meet-
ing the AMA Gazette also indicated that a ‘Health Department spokes-
man’ had said that the inquiry was empowered to look at other forms of
health insurance in addition to the universal coverage then financed
from general revenue. The spokesman was quoted as saying: ‘Any
detailed examination of the Health Insurance Programme would be in-
complete without consideration of other forms of health insurance.”**
The inquiry was held in private and its report was not published. The
submissions made by a number of organizations were reported in the
press.'d In their submission the AMA argued for:

1. Abolition of bulk billing.'$
2. A greater role for voluntary health insurance funds. )
3. A review of State-Commonwealth hospital agreements to allow

States to run their own hospitals and negotiate freely with doctors on
terms of supplying services to standard ward patients.!?

4. Repeal of Section 18 of the Health Insurance Act which prevented
private and intermediate ward hospital patients from receiving medical
benefits for pathology and radiology services.

5. Speeding of proposals for accreditation of pathology laboratories.
6. The application of the due processes of law against those who de-
fraud Medibank.!$
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Despite obvious opposition from the medical profession, an opinion
poll held immediately after the announcement of the establishment of
the review committee showed general support for Medibank as it then
was. (See Table 1.)*°

TABLE 1
PUBLIC OPINION ON CHANGES TO MEDIBANK JANUARY 1976

Q.1 Which do you prefer—Medibank or the previous system of Hospital and
Medical Benefits Funds?

Total

%
Medibank 457
Funds 35.0
Undecided 19.4
Total 100.1

Q.2 Which would you prefer—the cost of Medibank to be met out of general
taxation or by a special levy—or doesn’t it matter?

Total

%o
General Taxation 444
Special Levy 21.6
Doesn’t Matter 24.0
Can’t Say 9.9
99.9

Source: Morgan Gallup Poll No. 194 17-24 January 1976, p. 8.

THE NEW SCHEME

On 20 May 1976 the government announced details of the proposed
revisions to the scheme and, as first announced, they were as follows:

(i) A levy of 2.5% of taxable income was to be payable by all tax-
payers having income above certain exemption limits.

(ii) Exemption from the levy might be obtained by acquiring private
health insurance to cover medical and hospital benefits as an inter-
mediate or private patient. Exemption from the levy was also to be
available by paying a ‘premium’ of $150 per annum for single persons
or $300 per annum for family income earners to Medibank. Premium
payers would receive the same benefits as levy payers.

(iii) Private health insurance would not be subsidized except for
hospital expenses of the chronically ill for whom a government subsi-
dized re-insurance pool would be created to ensure parity of risks.
Benefits to all persons who had more than 60 days hospitalization in any
one year would be paid from the re-insurance pool. The extent of the
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subsidy in the first year was set at $50m. The contributions to private
insurance were no longer to be tax deductible.

(iv) Private and intermediate hospital charges were to be increased to
$60 and $40 per day respectively.

(v) Free standard ward accommodation without means test, and the
Commonwealth subsidy of the States in respect of public hospital ex-
penditure, was to be retained. The subsidy of $16 per patient day would
continue to be paid to private hospitals.

(vi) Direct billing was to be retained but doctors might charge their
patients the difference between the scheduled fee and the amount they
recover from Medibank.

(vii) Private health insurance organizations to be required to produce a
certificate of membership to all contributors at the end of the financial
year. The certificate was to be attached to a person’s tax return used to
claim exemption from the levy.

(viii) The funds to be required to submit to the Department of Health
details of all claims paid. This information was to be used by the
Department to ensure that the monitoring capabilities of Medibank were
not lost.20

The government’s proposals were attacked from many sources includ-
ing the opposition, state governments of both political persuasions, and
academic commentators.?!

From the first announcement of the form of Medibank Mark II, the
revised scheme was subject to a number of amendments by the govern-
ment.

When the final proposals were introduced into parliament on 8 Sep-
tember 1976 (less than one month before the scheme was due to come
into effect), a total of seven significant amendments were made to the
various acts which together define the scheme. Compounding the con-
fusion, over a dozen technical and/or consequential amendments were
moved providing for changes in the definition of ‘contributor’, minor
changes in ministerial discretion etc. The proposals also contained legis-
lative provision for new policy in related areas such as revision' to
pathology benefits and eligibility for nursing home benefits.

In a mildly approving editorial on 24 May, the conservative Sydney
Morning Herald alluded to some of the complexities of the new scheme
and likened it to ‘taking a step into the unknown’. The debate over the
scheme in the next six months continually returned to the issue of com-
plexity and confusion and, indeed, some eight months after the new
scheme’s introduction there was still confusion concerning completion
of taxation returns.
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The first significant amendment was announced on 27 May, less than
one week after the scheme was made public. It was that the agreements
with the states for the provision of hospital Medibank would be revised.
The existing hospital agreements were declared invalid on the basis of a
legal technicality and a new system for providing grants was developed.
The prestigious Australian Financial Review, in an editorial entitled
‘Mr. Fraser’s Shabby Renege’ described the action:

The Prime Minister, Mr. Fraser, has made what might best be
described as an extraordinary and reprehensible attack on the very
basis of the Medibank scheme, a scheme, it should be remembered,
he pledged his Government during the election campaign last
December to maintain . . .

To introduce a drafting obscurity into the issue as an excuse for
reneguing upon such an agreement is not the kind of square dealing
which we are entitled to expect between Governments in this
country . ..

It is disingenuous in the extreme of Mr. Fraser to pretend to be
adhering to his election promises on Medibank if this is the result
he hopes to achieve. If he simply has in mind more window dressing
by way of phony Budget cuts then it can at the best be described as
a contemptible device.?2

The opposition to the Medibank changes continued to grow with
most parts of the media highlighting the complexity of the changes and
the costs associated with providing private health insurance.

The confusion was not diminished when the government announced
that the Health Insurance Commission (Medibank) would be allowed
to establish a separate organization, Medibank (Private), to compete
with the existing health insurance organizations for ‘private’ cover.®

THE TRADE UNION RESPONSE

In the midst of the confusion the Australian Council of Trade Unions
(ACTU) proposed an alternative levy arrangement of 1.6% on all tax-
able incomes, with no ceiling. The Labor Council of New South Wales,
in a submission** which formed the basis of the ACTU proposals,
attacked the government scheme for its ‘perverse anti-working class
bias’ and argued that the 23% levy with a $12,000 income ceiling
places a harsh and inequitable burden on the average wage earner and
on those least able to pay’.

However, the submission pointed out that:

The Trade Union Movement supports the concept of a levy which
places the burden for financing the scheme on those most able to
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pay. Under the proposed levy of 2.5% on taxable income up to
$12,000, a worker on $6,000 p.a. will pay 2.5% of his income
while a person on $30,000 p.a. will pay only 1% of his income.

It is estimated that a levy of between 1.6 and 1.8% on taxable
income across the board would net the $4,000 million estimated to
be raised by the levy of 2.5% with an income ceiling of $12,000.

This would relieve considerably the burden on the average wage
earner in the community without placing an undue burden on those
most able to pay.2®

These proposals formed the basis of talks between the president of the
ACTU and the government. The proposals were, however, rejected by
the government and as a result industrial action was threatened.

Australian unions, however, are ranged along a lengthy spectrum in
terms of both militancy and political orientation. One of the issues
which has perennially divided the militants and moderates in the ACTU
has been the use of industrial action to oppose government policy.2®

It was therefore relatively surprising for the executive of the ACTU
to unanimously recommend a nationwide general strike over the
‘destruction’ of Medibank. A special conference of affiliated unions was
held in July 1976 and the executive recommendation was submitted to
union delegates. The proposal was opposed by only one speaker and
was carried overwhelmingly (estimated at about 200 to 10).

Importantly, the single opponent of the resolution specifically raised
the issue of the use of industrial action to influence government policy.
He noted that previous congresses of the ACTU had rejected industrial
action in such cases even when the government had been involved in
attempting to enforce penalties in the courts against unionists’ right to
strike. Although labour movements in other countries have recognized
that social services (including health services) are part of a social wage
that needs to be defended in the same way that money wages are, Aus-
tralian unions had not previously adopted this concept. It was important,
therefore, that the president of the ACTU (a moderate) linked the
executive’s resolution on Medibank to the disposable income of union
members and that another delegate recognized that Medibank was ‘as
much an industrial issue as if we were striking for higher pay’.

The Medibank strike took place on Monday, 12 July 1976: the first
nationwide general strike in Australia’s history. Employers and the press
estimated that 2m of Australia’s workforce of 5.7m went on strike.2?
The official estimate was 1.6m,2® the difference probably reflecting
differences in the definition of a strike.
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As union membership in Australia stands at about 2.8m? and a
number of unions were exempted from the strike because they supplied
so called ‘essential’ services, this represents a significant endorsement of
the strike.

Public opinion on the ACTU proposals was tested in an opinion poll
in July 1976. Respondents were asked whether they preferred a scheme
based on 2.5% levy on taxable income with a ceiling and an opting-out
provision, or a scheme based on a 1.6% levy; 49.1% of the population
preferred the latter, 31.1% preferred a 2.5% levy and 19.4% were
unsure,?°

One of the architects of the Medibank scheme, Dr R. B. Scotton
criticized both the ACTU and the government’s scheme. He proposed a
scheme based on a 2% levy with a ceiling which would, according to
his estimation, have resulted in 80% of the population staying in Medi-
bank whilst the government’s proposals would only result in 50% in
Medibank.®* His proposal, characterized as representing the ‘middle
ground’ and as a ‘very reasonable compromise’, was supported
editorially by several newspapers.

A further opinion poll taken in July 1976 showed a majority satisfied
with Medibank as it then was and a plurality who believed that the
changes would make Medibank worse (see Table 2).32

TABLE 2
PUBLIC OPINION ON CHANGES TO MEDIBANK JULY 1976

Q.1 Are you satisfied or dissatisfied with the way in which Medibank is working

now?
T(:;al
(]
Satisfied 56
Dissatisfied 32
Unsure 12
Total 100

Q.2 Do you think the new health insurance proposals will make Medibank a
better system or a worse system than it was last year?

Total
%
Better System 21
Worse System 46
No Difference 10
Unsure 23
Total 100

Source: National Times, 26 July 1976, p. 7.
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MORE CHANGES

In what was described as the final series of changes, the government
announced on 22 July 1976:

1. The premium mechanism established to provide an exemption
for high income earners would be abolished but a formal
ceiling to the levy would be introduced at the same levels.

2. The qualifying period for entry into the reinsurance pool would
be reduced to 35 days. [This was necessary to ensure that the
government’s subsidy to the pool would actually be used!]

3. A subsidy of $15m per annum would be introduced to lower
the cost to Medibank levy payers of additional insurance to
cover charges for private hospital treatment.

4. Private health insurance organisations would not be required
to prepare levy exemption certificates.??

In addition, the government announced that the amount to be paid
for the Medibank levy would be subject to a rapid shading in so that
taxpayers on very low incomes would not have to pay the full 2.5%
levy.

The private health insurance organizations began the process of
announcing their new rates from early August. Despite the closure of a
number of funds as a result of the introduction of the first revision of
Medibank in 1975, over 80 funds were still in operation in 1976. The
press had a field day as each announced its rates with price competition,
based both on differences in management expenses, in claims experience,
and on differences in the nature of services provided, yielding differing
rates for different benefits from the various funds. On 13 August 1976,
the Sydney Morning Herald editorialized:

As new health insurance contribution rates continue to be
announced by the private funds . . . Australians can only feel more
and more confused. The contents of the competing ‘packages’
differ; the rates vary from State to State . . . the hapless public will
soon be immersed in a series of high-powered marketing campaigns
designed to attract contributors’ hard earned dollars.

In a latter-day tower of Babel, this will be what the Federal
Government regards as freedom of choice . . . It may be wondered,
among the pandemonium, how many people will look at all
possible alternatives, and if, in fact, they can keep their heads while
all about them are losing theirs . . .3¢

A number of newspapers produced guides to assist in choosing a
fund?® as did also the Australian Consumers Association.®®
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Public opinion was again tested on the changes in September with
results remarkably similar to previous findings: the changes were
opposed by 55% and supported by only 35% .37

AN ASSESSMENT OF THE NEW POLICY

The first assessment of Medibank Mark II was provided by the
Sydney Morning Herald, shortly before it came into effect:

Medibank Mark II which will come into operation on Friday, must
be considered the most notable political and administrative
ineptitude of the present Federal Government’s first year in office.
Its complexity replaces the simplicity of Medibank Mark I, and
that alone is a step backward, not forward. It has caused massive
confusion, and that will not be quickly forgotten or easily forgiven.
The easiest way to deal with the resultant political fallout is, of
course, to deny that any confusion exists. That is what Mr. Fraser
has done, and his example has been partly followed by the respon-
sible minister, Mr. Hunt, who feels that the confusion (which he
does not deny) is overrated and over-publicised. These remark-
able assertions invite, and deserve, hollow laughter.38

That editorial also raised a number of questions about Medibank
Mark II:

Will the new scheme be less costly to the Commonwealth? Will it
ofter greater control over costs? Will competition between the
funds keep costs down? The Government would like to think so,
but there can be no certainty of an affirmative answer to any of
these questions. If, after a reasonable period such an answer is not
forthcoming the scheme will have to be adjudged a failure.?®

Such a conclusion, however, rests on a number of implicit assumptions
about the policy making process. It assumes that the stated objectives
are indeed the criteria upon which the new policy should be judged.
More fundamentally, it assumes that policy making in Australia is
characterized by an ‘experimental approach’ rather than reacting to
crises or implementing policy based on ideology.*® The overwhelming
evidence is that this is not the way policy is made in Australia.#®

However, if one does accept the ‘rational’ or ‘experimental’ approach
and attempts to evaluate the 1976 changes, one is faced with almost
insurmountable difficulties. Only twelve months after the 1976 changes,
the government introduced a further set of major changes by requiring
health insurance funds to provide insurance against the cost of nursing
home accommodation. 1978 saw a series of changes which resulted in a
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change in the normal level of rebate, the abolition of the levy and the
abolition of bulk billing for most people.

Despite the difficulties thus associated with evaluating the 1976
changes, it is reasonably well accepted that Medibank Mark II fails on
each of the criteria set down in the Sydney Morning Herald editorial.*?

CONCLUSION

The introduction of Medibank Mark II provides an interesting case
study of a Government implementing a new policy.

Part II of this article will draw on this case study to analyse the policy
making process.
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