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Can’t escape it: the out-of-pocket cost of
health care in Australia

niversal health insurance and

social welfare systems seek to

lower the barrier to health
care due to cost to the patient at the
time of need. However, because
health care costs, especially in eco-
nomically advanced nations, tend to
increase rapidly, many countries with
universal health insurance have
backed away from complete coverage
and have returned to the individual
partial responsibility to contribute to
the cost of health care at the time that
a person seeks care. Consequently
payments made from private pockets
have been rising steadily.

Australia spent over $121 billion on
health care during the financial year
2009-10. Estimates from the Austral-
ian Institute of Health and Welfare
(ATHW) show that 44% came from
the federal government, 26% from
state and local governments and 18%
from copayments and direct cash out-
lays made by individuals.!

Many studies of health care
expenditure in Australia have ana-
lysed aggregated data.>* Others were
based on localised and/or qualitative
information pertaining to, for exam-
ple, the cost of chronic illness and
disability,5 stroke® and obstructive
pulmonary disease.” A health expend-
iture study based on a survey of Aus-
tralian households conducted in
2003-2004 was published in 2008.%

In this study, we used information
from a recent national survey of Aus-
tralian households to estimate their
annual out-of-pocket (OOP) expend-
iture on health care. The OOP
expenditure was defined as payments
not covered by Medicare, private
health insurance (PHI) or any other
similar sources. It included PHI pre-
miums, any payments to doctors,
dentists and other health practitioners
(excluding Medicare or PHI rebates),
copayments for medicines covered by
the Pharmaceutical Benefits Scheme

Objective: To analyse the annual out-of-pocket (OOP) expenditure on health
care as directly reported by Australian households grouped into older
households (those with a reference person aged = 65 years) and younger
households (those with a reference person aged < 65 years).

Design: Descriptive analysis of statutory data collected by the Australian Bureau
of Statistics.

Setting and participants: Probability sample of 9774 households across all
states and territories.

Main outcome measures: OOP expenditure on health care.

Results: The mean annual OOP expenditure on health care among the older
households was estimated as $3585 + $686 (9.4% of the total expenditure on
all goods and services), and among the younger households, it was $3377+ $83
(4.7% of the total expenditure on all goods and services). Cost of medicines
(mainly non-prescription drugs and to a lesser extent the copayments for
Pharmaceutical Benefits Scheme scripts) was the biggest item of expenditure
for the older households, and the cost of private health insurance (PHI) was the
most expensive item for the younger households. Overall, the OOP expenditure,
asreported by the Australian households, was $28.7+ $1.3 billion compared with
$21.2 billion as reported by the Australian Institute of Health and Welfare. Unlike
our estimate, the Institute’s figure was based on statutory data collections and
did not include the cost of PHI premiums.

Conclusions: OOP expenses account for almost a quarter (22%) of the total
health care costs in Australia. The mean annual OOP expenditure was slightly
higher for the older households compared with the younger households, despite
the fact that the older households had significantly lower income and had
greater access to health care cards, which were used to defray additional health

care costs associated with age.

(PBS), non-prescription medicines,
other pharmaceutical and therapeutic
goods, and hospital and other health
care costs not covered by Medicare or
PHI.

The Household Expenditure Survey
(HES) was conducted by the Austral-
ian Bureau of Statistics (ABS) over 1
year beginning July 2009. Details of
the survey methods and a full list of
the expenditure items are available on
the ABS website.’

Briefly, private dwellings were
selected using a stratified, multistage,
cluster sampling procedure. Accord-
ing to the ABS, the sample was repre-
sentative of most (97%) of the
population of Australia. Those
excluded mainly consisted of people
living in very remote areas, residents

of non-private dwellings, and foreign
diplomats and armed forces stationed
in Australia.

Experienced ABS interviewers were
given comprehensive training and
detailed written instructions to com-
plement the survey documents so as to
minimise response errors. Within each
household, a person was selected as
the “reference person”. This person
was selected using criteria such as
being a partner in a registered mar-
riage or de-facto relationship, a lone
parent with one or more dependent
children, the person with highest
income, or the eldest person in the
household. Data on household char-
acteristics, housing costs, assets and
liabilities, and items of expenditure
common to all household members
were obtained from the reference per-
son. Diaries were provided to all mem-
bers of the household aged 15 years or
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1 Mean annual out-of-pocket (OOP) expenditure on health care by household characteristics, from Household Expenditure

Survey 2009-2010°

Older households
(reference person* aged =65 years)

Younger households
(reference person* aged < 65 years)

Mean annual Mean annual
Household characteristics OOP expenditure SEM OOP expenditure SEM
Household composition
Couples only $3432 $122 $3724 $139
Couples with children® $5098 $966 $4453 $118
Single parents with children® $1927 $164 $2184% $629
Lone persons $1953 $242 $1737 $146
Others $1331° $8271 $2729 $181
Income quintile
Quintile 1 (lowest 20%) $2066 $197 $1862 $377
Quintile 2 $2748 $107 $1884 $177
Quintile 3 $9349°¢ $5953 $2678 $138
Quintile 4 $5086 $758 $3672 $156
Quintile 5 (top 20%) $8226 $1182 $5619 $177
One or more health care cards
No $5445 $747 $3795 $84
Yes $3357 $781 $2357 $186
Private health insurance
No $1481 $184 $1284 $64
Yes $5655 $1345 $5087 $137

SEM = standard error of mean. * One person in each household was selected as the “reference person”. This person was selected using criteria such as being
a partner in a registered marriage or de-facto relationship, a lone parent with one or more dependent children, the person with highest income, or the eldest
personin the household. t Including both dependent and non-dependent children. f Estimate subject to relative standard error (RSE) of 25% to < 50% and
should be treated with caution. $ Estimate subject to RSE of =50% and is very unreliable. *

older to record information on their
expenses over two 1-week periods.
We obtained de-identified records
for each of the 9774 households in the
sample through an arrangement
between the ABS and the University
of Sydney. These records included the
characteristics of households and the
mean weekly expenditure on various
goods and services purchased by the
household members. These estimates
of weekly household expenditure did
not refer to any particular week. They
were derived by the ABS for each
expenditure item by dividing the
reported expenditure for all members
of the household on that item by the
number of weeks in the relevant recall
period. In the context of health care
expenditure, the recall periods were
12 months for the cost of PHI, 3
months for health practitioners’ fees
and hospital and nursing home
charges, and 2 weeks for PBS pre-
scription and non-prescription drugs
and other pharmaceutical products.
The ABS provided data on mean
weekly expenditures, and these were
converted into annual figures by using
the multiplier 365.25/7. The national
estimates of the OOP expenditure for
various health-related items were
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determined by multiplying the mean
household expenditure on a specific
item by the estimated number of
households in Australia.

Results are expressed as mean +
standard error of mean (SEM). SEM
was calculated following the proce-
dure outlined by the ABS,’ and the
5% level of significance was used to
test the significance of differences in
OOQOP expenditures. Relative standard
error (RSE) for a mean x was defined
as: RSE(x) =SEM(x)/x. It is usually
expressed as a percentage of x.

Profile of households

Our estimates show that there were
8.40 £ 0.03 million households in Aus-
tralia; of these 1.76+0.02 million had
a reference person aged =65 years,
and are referred to as the older house-
holds. Thus, older households
accounted for just over one in five
households. The two groups of
households, older and younger, varied
significantly in terms of their living
arrangements (household composi-
tion), income, access to health care
cards and PHI.

Most of the older households
(86%+1.2%) consisted of couples
only or lone persons, while most of
the younger households (63% +0.5%)
were couples with or without chil-
dren. Consequently, the mean house-
hold size was 1.72+0.02 people for
the older households and 2.78+0.01
people for the younger households.

About half of the older households
were in the lowest income quintile
(lowest 20%), and slightly more than
one in 10 of the younger households
were also in this low-income group.
While 89% +0.8% of the older house-
holds had one or more health care
cards, the figure for younger house-
holds was 29% +0.6%. Despite their
lower income levels, 50% +1.3% of
the older households had PHI; this
was only marginally lower than in the
younger households (55% +0.8%).

Out-of-pocket expenditure by
households

The mean household expenditure on
health care in the older households
was $3585 +$686 per annum, while in
the younger households it was
$3377+$83. The OOP expenditure of
the two types of households was not
statistically significantly different.



2 Mean annual out-of-pocket (OOP) expenditure on health care by item of expenditure, from Household Expenditure Survey

2009-2010°

Older households
(reference person*®
aged =65 years)

Younger households
(reference person*®
aged < 65 years)

Reference Mean annual Mean annual
Item of expenditure periodt OOP expenditure SEM OOPexpenditure SEM
Private health insurance 12 months $1056 $42 $1471 $33
Hospital, medical and dental insurance 12 months $1009 $31 $1196 $25
Ambulance, sickness and personal insurance 12 months $47+ $30 $275 $19
Health practitioners’ fees 3 months $753 $56 $1054 $65
GPs’ fees 3 months $43 $5 $98 $4
Specialists’ fees 3 months $289 $29 $335 $52
Dental fees 3 months $258 $41 $409 $28
Opticians’ fees (including spectacles) 3 months $87 $10 $78 $7
Physiotherapists’ and chiropractors’ fees 3 months $26 $5 $79 $6
Other health practitioners’ fees 3 months $50¢ $19 $55 $7
Medicines, pharmaceuticals and therapeutic products 2 x1week $1563¢ $693 $764 $25
Prescriptions 2 x1week $383 $35 $282 $15
Other medicines and pharmaceutical products 2 x1week $797° $344 $443 $15
First aid supplies and other therapeutic products 2 x1week $383* $350 $39 $6
Other health care and medical expenses Mixed (as shown below) $213¢ $80 $88 $13
Hospital and nursing home charges 12 months $183° $80 $73 $12
Other health care and medical expenses not 2 x1week $30¢ $13 $15¢ $4
elsewhere classified
Total OOP expenditure on health care Mixed (as shown above) $3585 $686 $3377 $83
Total expenditure on all goods and services Various reference periods $37922° $1315 $71511° $630

depending on the item

SEM = standard error of mean. * One person in each household was selected as the “reference person”. This person was selected using criteria such as being
a partner in a registered marriage or de-facto relationship, a lone parent with one or more dependent children, the person with highest income, or the eldest
person in the household. 1 Reference period refers to 12-month and 3-month recall periods before the interview, or two 1-week periods recorded in a diary
after the interview. f Estimate subject to relative standard error (RSE) of = 50% and is very unreliable. $ Estimate subject to RSE of 25% to < 50% and
should be treated with caution. 9 Three households reporting a negative total expenditure on all goods and services were excluded from the analysis. *

However, the mean annual household
expenditure on all goods and services
was $37922+$1315 for the older
households, compared with
$71511+$630 for the younger house-
holds. Thus, even though the OOP
expenditure on health care was similar
for both types of households, when
expressed as a proportion of their total
household budget, the OOP expendi-
ture incurred by the older households
(9.4% +0.3%) was much higher than
that of the younger households
(4.7% +0.1%). Because of the substan-
tial difference in the mean size of the
two types of households, the mean
per-capita OOP expenditure on health
care was estimated to be $1991+$240
for the older and $1389+$43 for the
younger households.

A comparison of the OOP expendi-
ture on health care by household
composition shows that the older
households incurred higher OOP
expenditure than the younger house-
holds, with the exception of the cate-
gory of single parents with children.

This category accounted for a minis-
cule proportion of the older house-
holds and around 8% of the younger
households, and therefore a meaning-
ful comparison is not possible (Box 1).
Overall, for both the older and
younger households, the OOP
expenditure on health care seemed to
be positively associated with income.
Moreover, households with one or
more health care cards spent much
less than those without these conces-
sion cards. Both younger and older
households that had PHI cover spent
about four times more than those that
did not have such cover (Box 1).
About half of this difference repre-
sented the cost of PHI premiums.

Itemised out-of-pocket expenditure
on health

Box 2 shows that the cost of medi-
cines (mainly non-prescription drugs
and to a lesser extent the copayments
for PBS scripts) was the biggest item
of OOP expenditure for the older
households, while the PHI premiums

were the biggest expense for the
younger households. Younger house-
holds spent substantially more on
health practitioners’ fees but much
less on both prescription and non-
prescription medicines compared
with older households.

Contribution of the out-of-pocket
expenditure to the total health
budget in Australia

Nationally, the OOP expenditure on
health care by the older households
was estimated to be $6.3 + $1.2 billion
annually compared with $22.4+$0.6
billion by the younger households.
Thus the total national OOP expendi-
ture on health care as reported by
Australian households was
$28.7+$1.3 billion in the 2009-10
financial year.

This study of Australian households
shows that the mean annual OOP
expenditure on health care was
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$3585+$686 for the older and
$3377+$83 for the younger house-
holds. Non-prescription drugs were
the biggest item of expenditure for the
older households, and PHI premiums
were the biggest item for the younger
households. These and other differ-
ences presented in this study could
partly be due to the larger proportion
of older households having access to
health care and other concession
cards with substantially lower safety-
net thresholds. Although the preva-
lence of ill health is generally higher
among the older households, their
OOP expenditure on health practi-
tioners’ fees was substantially lower
than that of the younger households.
This may be the result of concessions
from health practitioners and/or older
individuals not using what may be
appropriate health services.

While universal health insurance
mitigates the costs of health care for
sick individuals, OOP expenses can
be substantial in both absolute and
relative terms. Such costs can be
extremely heavy and indeed crippling.
The long-drawn-out expenses
incurred by individuals with multiple
chronic diseases are one example.® A
more selective approach to the provi-
sion of public support for health care,
with those who need the most receiv-
ing the most, might partially remedy
the OOP expenditure problem. Safety
nets could be developed based on
careful elucidation of the needs of
individuals by consultation. The
decline in the adequacy of coverage of
Medicare rebates for medical services
has increased the need for copay-
ments and deserves review.

We cannot tell from the data used
in this paper the extent to which OOP
expenses limit access to health care or
what other goods and services are
forgone to meet these expenses.
However, from other studies we know
that when OOP costs are anything
more than trivial, individuals with low
incomes and multiple health prob-
lems will suffer the most.”” That older
people spend relatively more OOP for
health care may be because they see
greater benefit in it than do younger
people.

The strength of this study lies in the
direct report of a representative sam-
ple of members of the community
about their personal health expendi-
ture. It is a focused snapshot of what
Australians believe they are paying
from their own pocket for health care.
The study, however, does not extend
to the assessment of financial records
and is based on estimates provided by
the participants. While our estimate of
OOP expenditure is substantially
higher than the AIHW estimate of
$21.2 billion for the same year,1 the
Institute’s figure was based on statu-
tory data collections and did not
include the cost of PHI premiums.

It is reassuring that the national
estimate of total OOP expenditure
presented in this paper does not differ
greatly from the AIHW estimate
based on macrofinancial transactions,
if the cost of PHI premiums is
included.

Policy discourse about paying for
health care should recognise the size
and the social and personal signifi-
cance of the OOP contribution in
determining policy. Detailed exami-

nation of the effect of OOP costs on
service use according to socioeco-
nomic level of the user would be help-
ful in arranging compensatory finance
for those least able to afford it. At
present it is a case of “out-of-pocket:
out-of-policy”.
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