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Action Sought 

 Action Sought Deadline 

Minister of Finance 

Note the contents of the report. 
Note that Southern Cross have 
requested to meet with you to 
discuss this paper. 

15 October 2004 

Minister of Health Note None 

Associate Minister of Finance     
(Hon Trevor Mallard) Note None 

Associate Minister of Finance     
(Hon David Cunliffe) Note None 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Susan Flavin Analyst 04 - 471 5162 (wk)   

Colin Lynch Manager 04 - 471 5944 (wk)   
 
 
Enclosure: Yes 
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14 October 2004   

Treasury Report: Ministerial Briefing - Choice & Affordability for 
Healthcare in New Zealand: A Proposed Rebate for 
Health Insurance - Southern Cross Report 

Executive Summary 

1. The report “Choice & Affordability for Healthcare in New Zealand: A Proposed Rebate 
for Health Insurance” was released by Southern Cross Medical Care Society on 12 
October 2004. This coincides with the release of the HFANZ report “The Long Term 
Funding of New Zealand Healthcare”. The report is authored by Econtech, in 
conjunction with Harper Associates; independent consultancies based in Australia. 

2. The main points of the report are listed below. 
a. The health insurance market faces a serious decline; they suggest that insurance 

coverage may halve over the next ten years;  
b. A 30% rebate on health insurance premiums would reduce the risk of a potential 

decrease in insurance coverage; 
c. The report asserts that the gross cost for a 30% rebate would be $204 million, 

that may be offset by a saving of $101 million;  the net cost to the Government 
would be $74 to $103 million, depending on whether the rebate covers insurance 
for hospital, or all, health services; 

d. The paper asserts that the rebate would secure the future of the health insurance 
industry in New Zealand; 

e. They argue that if the health insurance market failed, there would be a net cost to 
Government of $461 million (their estimated cost of treatments currently covered 
by health insurance); and 

f. The report asserts that a rebate of 30% would increase insurance coverage from 
33% to 37% of the total population in New Zealand. 

3. These conclusions are based on an econometric model, which examines rebates for 
hospital insurance and comprehensive health insurance against a scenario with no 
rebates, which they argue would lead to the collapse of the health insurance industry.  

4. The model is based upon the Australian experience. Australia introduced a rebate of 
30% for private health insurance in 1999.  

Treasury Comment 

5. The report provides no evidence that the health insurance industry is in decline. The 
data presented indicates that health insurance coverage has been relatively stable over 
the last four years. Treasury has not done any analysis of the probability or implications 
of a potential decline of private health insurance in the medium term. 
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6. The model and data used is not described in detail, so it is difficult to provide a 
technical assessment and comment on the credibility of the numbers provided. The 
model is based on the Australian experience. 

7. The report is not explicit about assumptions regarding costs that would fall to the public 
health sector if the private insurance market should collapse. However, the public 
sector would not fund all services covered by private insurance; for example, GP co-
payments, and there are already some elements of cross-subsidisation between public 
funding and private coverage (for example, most laboratory and radiology tests 
involved in private care are publicly funded). These factors do not appear to be 
considered in the report. 

8. Treasury provided advice to you (T2002/225) on a previous Health Funds Association 
of New Zealand proposal (authored by NZIER) to provide a 30% rebate for health 
insurance. We noted that, when using the assumptions of the NZIER paper, the gross 
cost of the 30% rebate would be $202 million, with a potential saving of $94 million for 
the public sector from reduced delivery, giving a net cost of $108 million to the 
taxpayer. This is consistent with the conclusion in the Southern Cross report that the 
net cost to the taxpayer of a 30% tax rebate would be $103 million.  

9. Our previous report also notes that the savings to the public sector could be 
significantly less than $94 million if each additional $1 spent on private health 
insurance did not offset at least $1 of expenditure in the public sector.  

10. There is no mention of the high deadweight loss that would arise from providing a 
rebate. Most of the $200 million value of a rebate would accrue to the 33% of New 
Zealanders who already have health insurance and are also likely to be high income 
earners. Some of the value of the proposed rebate may also captured by the health 
insurance companies and those who provide services for them, particularly given the 
evidence that health insurance is not price sensitive. Lack of price sensitivity would 
enable health insurance companies to increase prices more than they might otherwise 
be able to in the absence of a rebate. 

11. The paper refers to the success of the 30% rebate in Australia in boosting coverage to 
a healthy level, reduced pressure on the public health system. Participation in private 
health insurance in Australia increased from 30% to 45% between 1999 and 2001.  

12. A recent OECD review1 of private health insurance in Australia points to a more 
complex picture. The report highlights that the rebate was only one factor that 
contributed to the increase in the uptake of health insurance. The 30% rebate was 
accompanied by a tax penalty on high income earners who did not have private 
insurance, significant changes to the regulatory regime, and an extensive media 
campaign to encourage uptake. While it is hard to disentangle the exact impact of the 
rebate from the other changes, the OECD cite one study that suggests the rebate only 
accounts for an increase in health insurance coverage from 30% to 32.2%. 

13. The OECD report also reviewed the evidence on how much the increased participation 
reduced the pressures on the public system and reduced waiting times for elective 
surgery. They concluded that the evidence was mixed.  “Private health insurance has 

                                                 
1 Colombo, F. and Tapay, N. (2003).  OECD Health Working Papers No. 8, Private Health Insurance 
In Australia: A Case Study. OECD 
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represented in Australia a main source of financing of private hospital activity” but that 
the “contribution of private cover to the length of waiting in the public sector is less 
certain”. The report concludes that  while “[i]nsurees benefit from having greater choice 
over hospitals and the timeliness of hospital care…private health insurance appears to 
have led to an overall increase in health utilisation in Australia as there are limited 
constraints on expenditure growth”. 

Recommended Action 

We recommend that you; 

a Note the contents of the report. 

b Note that Southern Cross have requested to meet with you to discuss this paper. 

 
 
 
 
 
Colin Lynch 
for Secretary to the Treasury 
 
 
 
 
 
Hon Dr Michael Cullen 
Minister of Finance 
 
 


