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Foreword

Australia spends about 9 per cent of its gross domestic product on health care, and hospital services account for around one‑third of this. This report examines three aspects of the health care system — the relative performance of public and private hospitals; rates of informed financial consent for privately-insured patients; and the indexation factor used for the Medicare Levy Surcharge income thresholds.

The first task — comparing the relative performance of hospitals — has been the most challenging part of the study. Diversity within and between the public and private hospital sectors makes like-for-like comparisons difficult, and existing data collections are limited by inconsistent collection methods and missing information.

Foreshadowed developments under the National Healthcare Agreement are expected to improve the quality of hospital-related data, but the Commission has identified further potential improvements, such as consistent national reporting of costs and infections for both public and private hospitals. This report also discusses measures to improve data accessibility, which could ultimately facilitate improvements in health care, especially as competitive markets only have a limited role in the health sector.

A wide range of parties assisted the Commission in conducting the study, including through participation in roundtables, providing technical advice, and making written submissions. The Commission thanks all of those who contributed to the report.

The study was overseen by Commissioner David Kalisch. The staff research team was headed by Greg Murtough and based in the Commission’s Melbourne office. 

Gary Banks AO
Chairman

December 2009

Terms of reference

Productivity Commission research study into public and private hospitals

The Productivity Commission is requested to undertake a study into public and private hospitals, and report back within 6 months of receipt of this reference. 

Context

The Government is committed to improving transparency, accountability and performance reporting within the health system. This commitment is evident in the new National Healthcare Agreement and in COAG’s agreement to introduce a nationally consistent approach to activity-based funding in public hospitals. It is also shown by the Government's commitment to move towards nationally consistent performance reporting for public and private hospitals. 

In furthering the Government’s commitment in this area, the Productivity Commission is requested to examine and report on the relative performance of the public and private hospital systems, and related data issues. As part of its study, the Commission should consider: 

a)
comparative hospital and medical costs for clinically similar procedures performed by public and private hospitals, using baseline data to be provided by states and territories under the new National Healthcare Agreement, and existing data provided to the Government by private hospitals. The analysis is to take into account the costs of capital, FBT exemptions and other relevant factors. 

b)
the rate of hospital-acquired infections, by type, reported by public and private hospitals, using baseline data to be provided by states and territories under the new National Healthcare Agreement, and existing data provided to the Government by private hospitals. 

c)
rates of fully informed financial consent for privately insured patients treated as private patients in both public and private hospitals, categorised by type of provider (that is, public hospital, private hospital, medical practitioner [by Speciality]), and by Statistical Local Area (SLA) or equivalent, including: 

c (i)
the average cost of out of pocket expenses for patients who do not receive enough financial information from the provider to give fully informed financial consent, the range of these costs and the maximum out of pocket cost incurred by in-hospital patients categorised by type of provider (as detailed above). 

c (ii)
best practice examples where fully informed financial consent is provided for every procedure, (with a specific emphasis on any best practice examples occurring in specialties where lack of fully informed financial consent is most common). 

d)
other relevant performance indicators, including the ability of such indicators to inform comparisons of hospital performance and efficiency. 

e)
If any of the foregoing tasks prove not fully possible because of conceptual problems and data limitations, the Commission should propose any developments that would improve the feasibility of future comparisons. 

The Commission will also provide advice to the Government on the most appropriate indexation factor for the Medicare Levy Surcharge thresholds. 

The Commission is to consult with relevant experts and others as necessary and produce a final report within six months of receipt of this reference. The report will be published.

CHRIS BOWEN
[Received 15 May 2009]
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Private Health Insurance Administration Council
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Private Health Insurance Ombudsman
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RSI
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SAB
Staphylococcus aureus bacteraemia
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Steering Committee for the Review of Government Service Provision 
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Statistical local area
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Standardised Infection Ratio

SPP
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SSI
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Explanations

	Billion
	The convention used for a billion is a thousand million (109).

	Findings
	Findings in the body of the report are paragraphs high​lighted using italics, as this is.


Glossary

	Activity‑based funding
	A method of funding hospitals in which hospitals are paid for each episode of care they provide. The amount (price) paid for each episode of care is calculated in advance so that the risk of managing costs is borne by the hospital.

	Acute care 
	Clinical services provided to admitted or non-admitted patients, including managing labour, curing illness or treating injury, performing surgery, relieving symptoms and/or reducing the severity of illness or injury, and performing diagnostic and therapeutic procedures. Most episodes involve a relatively short hospital stay. 

	Acute hospital
	Establishments which provide at least minimal medical, surgical or obstetric services for admitted patient treatment and/or care, and which provide round-the-clock comprehensive qualified nursing service as well as other necessary professional services. They must be licensed by a state/territory health department, or controlled by government departments. It also includes hospitals specialising in dental, ophthalmic aids and other specialised medical or surgical care.

	Admitted patient 
	A patient who has undergone a formal admission process in a hospital to begin an episode of care. Admitted patients may receive acute, sub-acute or non-acute care services. 

	Admitted patient cost proportion
	The proportion of total (or operating) costs that are attributed to admitted patients. Also known as the inpatient fraction.

	Adverse event
	The unintentional harm arising from an episode of healthcare and not due to the disease process itself. 

	Allocative efficiency
	How well resources are allocated across different uses so as to generate the greatest community wellbeing at a given point in time.

	Apgar score
	A numerical score used to indicate the baby’s condition at one minute and five minutes after birth. Between 0 and 2 points are given for each of five characteristics: heart rate, breathing, colour, muscle tone and reflex irritability, and the total score is between 0 and 10.

	Average length of stay
	The average number of patient days per admitted patient episode. Patients admitted and separated on the same day are allocated a length of stay of one day.

	Australian Refined Diagnosis-related Groups
	An Australian system of Diagnosis-related Groups (DRGs). Version 5.0/5.1 is based on the fifth edition of ICD-10-AM. See Diagnosis-related groups.

	AR-DRG partitions
	Individual AR-DRGs are assigned to a ‘surgical’, ‘medical’ or ‘other’ partition on the basis of the type of procedure involved. A separation is classified as ‘surgical’ if it includes an operating room procedure. A separation is classified as ‘other’ if it includes a procedure performed outside of an operating room. A separation is classified as ‘medical’ if it does not include any type of procedure. 

	Capital city statistical divisions
	A geographic classification of state and territory capital cities defined used by the Australian Bureau of Statistics for general statistical purposes. Each division contains its anticipated urban development (and its associated urban centres) for a period of at least twenty years. 

	Casemix
	The range and types of episodes of care (the mix of cases) treated by a hospital.

	Casemix-adjusted 
	The adjustment of data to account for differences in the number and type (complexity) of cases. Casemix adjustment is an important step to achieving comparable measures of efficiency across hospitals and jurisdictions. 

	Clostridium difficile
	A species of gram-positive bacteria of the genus Clostridium, that normally reside in the body. Overpopulation of Clostridium difficile is harmful because the release of toxins can lead to bloating, constipation and diarrhoea.

	Cost weight
	The average costliness of an AR-DRG relative to all other AR-DRGs, such that the average cost weight for all separations is 1.

	Data Envelopment Analysis
	A linear programming technique used to identify the best‑practice frontiers of entities, such as hospitals and firms.

	Depreciation
	Reduction in the value of an asset due to usage or obsolescence. 

	Diagnosis-related group
	A system used to classify hospital admissions into groups with similar clinical conditions (related diagnoses) and similar resource usage (hospital services). 

	Dynamic efficiency
	How well resources are allocated to achieve the greatest possible community wellbeing over time.

	Effectiveness
	How successful a hospital is in achieving a particular objective, such as avoiding hospital-acquired infections.

	Efficiency
	Economic efficiency, in its broadest sense, refers to how well resources are used to benefit the wellbeing of the community as a whole. It comprises productive efficiency, allocative efficiency, and dynamic efficiency.

	Elective surgery
	Any surgery that a patient’s doctor or health professional considers to be necessary but which can be delayed by at least 24 hours. In Australia, elective surgical procedures are defined in the Medicare Benefits Schedule.

	Episode of care
	The period of admitted patient care between a formal or statistical admission and a formal or statistical separation, characterised by only one care type.

	High-dependency unit
	An area or environment in a hospital that provides a higher level of critical care and monitoring than is provided in a general ward, but a lower level of care provided by an intensive-care unit.

	Hospital
	A healthcare facility established under Commonwealth, state or territory legislation as a hospital or a freestanding day procedure unit and authorised to provide treatment and/or care to patients.

	Hospital-acquired infection
	An infection that appears during the course of care at a hospital or healthcare facility and is the result of that care. Also referred to as nosocomial infection.

	Hospital Casemix Protocol
	A data collection of the episodes of admitted patient care, benefits and charges for privately insured patients. It includes clinical, demographic and financial information for privately insured admitted patient services. 

	Hospital cost  index
	An index of hospital costs published by the Australian Bureau of Statistics.

	Informed financial consent 
	The provision of cost information to patients, including notification of likely out-of-pocket expenses (gaps), desirably prior to agreeing to treatment. 

	Inpatient fraction 
	See admitted patient cost proportion.

	Intensive‑care unit
	An area or environment in a hospital that provides the highest level of critical care and monitoring.

	International Classification of Diseases
	The World Health Organisation’s internationally‑accepted classification of diseases and related health conditions. The current version ICD-10 forms the basis of Australia’s ICD‑10-AM.

	Labour productivity
	A measure of episodes of care per full-time equivalent employee in a hospital or ward.

	Length of stay
	The period from admission to separation, less any days spent away from the hospital. 

	Maintenance care
	Care in which the treatment goal is prevention of deterioration in the functional and current health status of a patient with a disability or severe level of functional impairment. Following assessment or treatment the patient does not require further complex assessment or stabilisation, and requires care over an indefinite period.

	Major Diagnostic Categories 
	A high-level grouping of patients used in the AR-DRG classification. They correspond generally to the major organ systems of the body.

	Medicare Levy Surcharge  
	A levy on Australian taxpayers who earn above a specified income threshold and do not have private health insurance.

	Methicillin-resistant Staphylococcus aureus 
	A strain of the Staphylococcus aureus bacterium that is resistant to a number of antibiotics including penicillins (such as methicillin). Patients with open wounds and weakened immune systems are at risk to Methicillin-resistant Staphylococcus aureus from hospital staff that do not follow proper sanitary procedures.

	Methicillin- sensitive Staphylococcus aureus 
	A strain of the Staphylococcus aureus bacterium that is sensitive (not resistant) to a number of antibiotics.

	Multiresistant gram‑negative bacteria
	A class of gram-negative bacteria that are resistant to a multiple range of antibiotics (such as ciprofloxacin, trimethoprim-sulfamethoxazole and amipicillin/sulbactam), and which can lead to bloodstream infections.

	Multiresistant organism
	Bacteria that are resistant to multiple antibiotics. Such organisms include Methicillin-resistant Staphylococcus aureus and vancomycin-resistant enterococci.

	Multivariate analysis
	A statistical analysis technique in which two or more variables are analysed simultaneously.

	Non-admitted occasion of service
	Occasion of examination, consultation, treatment or other service provided to a non-admitted patient in a functional unit of a health service establishment. Services may include emergency department visits, outpatient services (such as pathology, radiology and imaging, and allied health services, including speech therapy and family planning) and other services to non-admitted patients.

	Non-admitted patient 
	A patient who has not undergone a formal admission process, but who may receive care through an emergency department, outpatient or other non-admitted service. 

	Partial performance indicator
	An indicator of a particular aspect of a hospital’s performance that does not take account of other aspects of performance. 

	Patient days 
	The aggregate number of days of stay (calculated as separation date minus admission date) for all overnight-stay patients who were separated from hospital during the year. Periods of approved leave are subtracted from these calculations. Same-day patients are each counted as having a stay of one day. 

	Peer group
	A group of hospitals that are broadly similar in terms of their volume of admitted-patient activity and geographical location. 

	Principal diagnosis
	The diagnosis chiefly responsible for occasioning an episode of admitted-patient care. 

	Private hospital
	A privately owned and operated institution, catering for patients who are treated by a doctor of their own choice. Patients are charged fees for accommodation and other services provided by the hospital and relevant medical and paramedical practitioners. 

	Private patients
	Patients admitted to a hospital who decide to choose the doctor(s) who will treat them and/or to have private ward accommodation. They are charged for medical services, food and accommodation.

	Procedure
	A clinical intervention that is surgical in nature, carries a procedural risk, carries an anaesthetic risk, requires specialised training, and/or requires special facilities or equipment available only in an acute‑care setting.

	Productive efficiency
	The degree to which outputs are produced at least possible cost. It incorporates technical efficiency.

	Public hospital
	A health care provider facility that has been established under state or territory legislation as a hospital or as a freestanding day procedure unit. Public hospitals are operated by, or on behalf of, the government of the state or territory in which they are established. Public hospitals provide hospital services free of charge to all eligible patients.

	Public patient
	A patient admitted to a hospital who has agreed to be treated by doctors of the hospital’s choice and to accept shared accommodation. This means the patient is not charged. 

	Recurrent expenditure 
	Expenditure on goods and services which are used up during the year. Includes salaries and wages, payments to visiting medical officers, expenditure on drug, medical and surgical supplies, and repairs and maintenance. Does not include investment expenditure.

	Relative stay index
	The actual number of patient days for acute‑care separations in selected AR-DRGs divided by the expected number of patient days adjusted for casemix.

	Same-day establishments
	Day centres, hospitals and freestanding day surgery centres that provide a course of acute treatment on a full-day or part‑day non-residential attendance basis at specified intervals over a period of time. Freestanding day surgery centres are approved by the Commonwealth for the purposes of basic table health insurance benefits.

	Sentinel events
	A limited number of serious adverse events, in which death or serious harm to a patient has occurred.

	Separation
	An episode of care for an admitted patient, which can be a total hospital stay (from admission to discharge, transfer or death), or a portion of a hospital stay beginning or ending in a change of type of care (for example, from acute to rehabilitation). 

Separation also means the process by which an admitted patient completes an episode of care either by being discharged, dying, transferring to another hospital or changing type of care.

	Statistical local area
	The smallest geographic area used by the Australian Bureau of Statistics (in non-Census years) in its Australian Standard Geographic Classification system.

	Stochastic frontier analysis 
	A statistical regression technique used to determine the frontier of best-practice entities such as firms and hospitals.


	Sub-acute and non-acute care 
	Clinical services provided to patients suffering from chronic illnesses or recovering from such illnesses. Services include rehabilitation, planned geriatric care, palliative care, geriatric care evaluation and management, and services for nursing home type patients. Clinical services delivered by designated psychogeriatric units, designated rehabilitation units and mothercraft services are considered non-acute.

	Surgical-site infection rate
	The number of surgical-site infections for a selected procedure performed during the surveillance period divided by the total number of the selected procedures performed during the surveillance period. 

	Technical efficiency
	The extent to which the quantity of inputs can be reduced without also reducing the quantity of outputs.

	Total factor productivity
	A measure of output relative to all inputs. 

	Univariate analysis
	The separate exploration of each variable in a data set. It looks at the range of values, as well as the central tendency of the values. It describes the pattern of response to the variable. 

	Unplanned hospital readmission
	An unexpected hospital admission for treatment of: the same condition for which the patient was previously hospitalised; a condition related to one for which the patient was previously hospitalised; or a complication of the condition for which the patient was previously hospitalised.

	Unplanned hospital readmission rate


	The number of unplanned readmissions to the same hospital that occur within a given period after separation, divided by the total number of separations (excluding deaths), including day stay patients.

	User cost of capital
	The opportunity cost of the capital used to deliver hospital services. That is, the return that could be generated if the funds were employed in their next best use. 

	Vancomycin-resistant enterococci 
	A group of bacterial species of the genus Enterococcus, found in the digestive and urinary tract, that is resistant to the antibiotic vancomycin.
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