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O
verview

 

P
athology tests are an essential part of m

odern m
edical care. 

They assist doctors to m
ake or confirm

 a diagnosis so that they 
can advise on the correct treatm

ent for a patient’s condition. 

P
atients, health insurance funds and taxpayers spend a lot of 

m
oney to get these benefits. G

overnm
ent, through M

edicare, 
spent $2.5 billion on pathology services in 2014-15.  

M
edicare-billed pathology services are m

ostly provided by the 
private sector. W

hen private com
panies provide public services it 

is expected they can deliver services m
ore efficiently than 

governm
ent, costing taxpayers less.  

A
ustralian pathology is certainly efficient. The industry’s pursuit of 

process autom
ation has led to ever-cheaper w

ays of delivering 
services. Thanks to m

arket consolidation, tw
o publicly listed firm

s 
now

 control m
ore than 75 per cent of the m

arket. 

B
ut taxpayers have seen m

inim
al benefit from

 these 
developm

ents. The w
ay A

ustralians pay for pathology services 
has hardly changed in the last fifty years. W

e pay as if testing w
as 

still done by thousands of sm
all providers m

anually processing 
tests, and not by tw

o industry giants w
ith autom

ated services.  

A
s the M

inister for H
ealth recently noted, M

edicare is not m
eant to 

provide guaranteed revenue for corporations. B
ut pathology 

com
panies don’t seem

 to agree. N
egotiated caps on spending 

have been exceeded by industry for the last four years in a row
. 

A
nd w

hen governm
ent w

ants to change policy settings, 

com
panies threaten to shift costs to consum

ers, as they did 
recently in response to the 2015 M

id-Y
ear E

conom
ic Forecast 

and O
utcom

es statem
ent. There is a better w

ay.  

First, the w
ay w

e pay for pathology can be im
proved to allow

 
governm

ent – and taxpayers – to share in the m
assive efficiency 

savings that the industry currently keeps to itself.  

S
econd, patient co-paym

ents for tests should be abolished. 
P

atients aren’t the real consum
ers of pathology tests – the 

doctors w
ho order and use them

 are. There is little point in co-
paym

ents if they don’t im
prove care but in fact punish the sick, 

w
hile enabling industry to use the threat of co-paym

ents as a 
bargaining chip in policy battles. 

Third, governm
ent could experim

ent w
ith introducing price 

com
petition into the m

arket. C
om

panies could tender for contracts 
to provide the m

ajority of pathology services in certain areas, 
provided they charge governm

ent less than the rebate and 
w

ithout adding co-paym
ents. P

ublic hospitals could also com
pete. 

S
uch a schem

e could be piloted in V
ictoria from

 2017.  

These reform
s could save governm

ent at least $175 m
illion 

annually. The savings com
e from

 narrow
ing the m

argins of 
profitable corporations, not from

 cutting services to the ill and 
vulnerable. In a tim

e of increasing deficits, governm
ent m

ust 
prioritise reform

s that reduce spending w
ithout com

prom
ising the 

health of A
ustralians. This opportunity should not be m

issed. 
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Figure 3: R
educed average rebates capture less than half of cost 

savings from
 increased test volum

e 

Tests in m
illions (LH

S
) and average rebate per test (R

H
S

) 

 

N
otes: R

ebates adjusted for inflation using series A
2331115L in Table 11 of A

B
S

 
C

atalogue 6401.0. 
S

ource: G
rattan Institute analysis of M

edicare pathology services group statistics -
D

epartm
ent of H

um
an S

ervices (C
om

m
onw

ealth) (2016a) 
 

Figure 3 show
s that since M

arch quarter 2003 the num
ber of 

M
edicare-billed chem

ical pathology tests increased around 100 
per cent. R

ebates per test declined around 40 per cent in real 
term

s, principally as a result of other changes to the pathology 
schedule. 

The increase in the num
ber of billed tests probably resulted in 

low
er costs per test for pathology providers due to econom

ies of 
scale, such as, for instance, m

ore intense use of existing 
equipm

ent. M
ost of the benefits of the reduced cost per test w

ere 
captured by the pathology corporations, w

ith governm
ent (and 

taxpayers) receiving little of the benefit of increased test volum
es. 

Fixed pricing per test m
eans that providers accrue all the benefits 

of the volum
e-related decline in cost, resulting in greater profits for 

greater volum
es. A

s a result, pathology businesses appear to be 
quite profitable, w

ith returns of around 13-15 per cent. 20  

Technological change has had different im
pacts on different types 

of pathology tests. This m
eans that relative prices in the current 

schedule no longer represent contem
porary cost relativities. 21 In 

those sections of the schedule w
hich are now

 highly autom
ated 

(e.g. chem
istry), the m

arginal or increm
ental cost of perform

ing 
additional tests is trivially sm

all relative to the rebate, w
hich is set 

at full average cost. P
athology com

panies are able to cross-
subsidise from

 one type of test to another, this can create 
problem

s w
ith niche providers.  

Total cost of pathology services also include the cost of collecting 
specim

ens, w
hich is paid through P

atient E
pisode Initiation fees. 

C
om

petition for m
arket share potentially leads to pathology 

corporations paying relatively high prices to other m
edical 

practitioners to co-locate their collection centres.  
                                            
20 R

eturns derived from
 G

rattan Institute analysis of com
pany annual reports. 

The proposals in this report w
ould reduce revenue for pathology businesses and 

encourage com
panies to drive efficiencies through consolidation or further 

autom
ation. 

21 N
ew

 tests added to the schedule generally have fees m
ore closely aligned to 

costs. 
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The private pathology lobby group, P
athology A

ustralia, argues 
that its m

em
bers are paying inflated rents for co-located centres, 

estim
ating the excess costs at $200 m

illion per year. 22 

P
rices paid for collection centres by pathology com

panies is a 
business decision, w

ith potentially inflated prices traded off by the 
com

panies as part of their quest for m
arket share and volum

e. 
W

here the pathology com
pany is also involved in prim

ary m
edical 

care, the excess is sim
ply an inter-com

pany transfer.  

R
ental prices for collection centres are regulated by the H

ealth 
Insurance R

egulations w
hich provide that rents cannot be m

ore 
that 20 per cent above m

arket rental. 23 

The prices paid for collection centre rentals have been described 
as a ‘nice earner’ for general practitioners, 24 and are now

 
incorporated into incom

e flow
 expectations of general 

practitioners, partially offsetting the freeze on general practitioner 
rebates. A

ny governm
ent review

 of the rental arrangem
ents 

should be w
ithin this w

ider general practice context. 

The fact rem
ains, though, that the prices paid by pathology 

corporations are com
m

ercial decisions and it is disingenuous for 
the pathology industry lobby group to com

plain about the 
com

m
ercial outcom

es that their m
em

bers negotiated. The excess 
prices paid by the industry m

ight also be a place for industry to 
exam

ine in m
aking the savings identified in this report. 

                                             
22 P

athology A
ustralia (2015) 

23 R
egulation 20C

A
 

24 A
rnold (2012) 

1.3.2 
C

ost to governm
ent – total spending 

The total cost to governm
ent depends on the price of each test 

and how
 m

any tests it pays for.  

A
 m

ajor focus of governm
ent pathology paym

ent policy has been 
to m

oderate spending through negotiated deals w
ith industry 

form
alised in the P

athology Funding A
greem

ent.  

The current A
greem

ent covers the period July 2011 to June 
2016. 25 O

ne of the key objectives of the A
greem

ent is to ‘prom
ote 

value for m
oney’ for governm

ent outlays, and it includes agreed 
ranges of expected expenditure on pathology services (targets). 

The P
athology Funding A

greem
ent does not guarantee that either 

the base prices to be paid for pathology item
s, nor the indexation 

arrangem
ents, w

ill result in the m
ost efficient prices being paid.   

                                            
25 The 2014 C

om
m

onw
ealth budget included provision for pathology co-

paym
ents. A

lthough these changes did not proceed, they effectively overturned 
the A

greem
ent and it is understood that no w

ork on the A
greem

ent has been 
undertaken since then.   
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Figure 4: C
osts are increasing faster than the targets set in the 

Pathology Funding A
greem

ent 

$, B
illions 

 
S

ources: P
athology Funding A

greem
ent (2011) and M

edicare benefit data from
 

D
epartm

ent of H
um

an S
ervices (C

om
m

onw
ealth) (2016a). E

xpected expenditure is not 
adjusted for any G

overnm
ent policy changes. 

Further, the targets set in the A
greem

ent have not been achieved, 
w

ith overruns of 1 to 5 per cent each year (see Figure 4). The 
cum

ulative overrun in the first four years of the current five year 
A

greem
ent is $357 m

illion. 

The A
greem

ent has a series of let-out and dispute resolution 
clauses w

hich m
ake m

anagem
ent of the A

greem
ent com

plex. For 
exam

ple, the A
greem

ent provides that ‘reconsideration’ of the 

outlay targets m
ay occur if M

edicare consultations increase by 
m

ore than 3.5 per cent w
here there are ‘dem

onstrable flow
-on 

effects to pathology requesting’. 26  

The previous A
greem

ent had sim
ilar problem

s w
ith overruns. The 

agreed rate of expenditure grow
th in that A

greem
ent, for instance, 

w
as 5.3 per cent, w

hereas actual grow
th w

as 7 per cent. 27 

The pathology lobby groups have com
m

issioned reports from
 

consulting com
panies to explain w

hy the negotiated A
greem

ent 
caps have been exceeded, generally arguing that governm

ent 
policy or other external factors justify the overruns. 28 

In fact, the escalation provisions in the P
athology Funding 

A
greem

ent w
ere generous com

pared to sim
ilar policies 

internationally (see C
hapter 2). In C

anada, for exam
ple, the 

O
ntario equivalent arrangem

ent has been capped for m
any years. 

The A
lberta contract provides for escalation w

hich barely covers 
population grow

th and inflation. 

1.4 
T

h
e rig

h
t co

st?
 

The process of setting pathology rebates is opaque, despite a 
clause in the P

athology Funding A
greem

ent w
hich com

m
itted the 

G
overnm

ent and the pathology industry to w
ork tow

ards 
developing a transparent fee-setting m

echanism
. 29 Industry has 

                                            
26 clause 14 a 
27 A

uditor-G
eneral (2008) 

28 K
P

M
G

 E
contech (2011) 

29 C
lause 21: The P

arties to this A
greem

ent agree to contribute to developing a 
m

ore transparent m
echanism

 for setting and review
ing (pathology) schedule 

fees…
, based on better cost inform

ation, such as direct costs of individual tests, 
the indirect costs (overheads) related to providing tests, the costs of collection, 
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