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Overview

The 2014 Commonwealth Budget proposed higher patient fees for 
Pharmaceutical Benefit Scheme (PBS) medicines. Under the 
changes, most people would pay about $5 more for each 
prescription. The increase for concession card holders would be 
80 cents. Access to the PBS safety net would be restricted too: 
thresholds would go up. The threshold for general patients would 
rise by nearly half over four years. 

As we explained in another submission in May, Out-of-pocket 
costs: hitting the most vulnerable hardest, increasing patient out-
of-pocket costs is the wrong way to save money. The share of 
health spending paid directly by Australian patients is unusually 
high in world terms and is growing fast. It is already preventing 
some people from getting health care and imposing severe 
financial burdens on many people, particularly those who are 
poorer and sicker. 

There is strong evidence that out-of-pocket costs stop people 
getting health care, including necessary care. While they save 
money in the short term, they mean that some people miss out on 
care they need. In the long term, government risks paying more. 

The evidence is particularly strong for co-payments for medicines. 
International literature and Australian experience show that 
increases in out-of-pocket costs mean that fewer people take the 
medicine their doctor has prescribed.  

Co-payments are defended on the ground that charging more will 
stop people seeking unnecessary care. This is a dubious 

argument in general, as people are not qualified to assess their 
own health – that’s why we have health professionals.  

The argument is even weaker when it comes to prescribed 
medicines. PBS co-payments apply to medicine that a doctor has 
ordered. Unless the doctor is wrong, the medicine is necessary. If 
the government thinks doctors are getting it wrong, the solution is 
not to charge patients more. It is to improve prescribing practices. 

These changes will put people’s health at risk and do little to 
balance the budget. They would only raise an estimated $450 
million in 2017-18 and this money is earmarked for a medical 
research fund, not the budget bottom line.  

There are much fairer and safer ways to cut PBS spending. This 
submission shows that we could save over $580 million a year, 
starting today, by matching the prices the government pays in 
England for just 20 drugs. For these drugs, patients would save 
an average of $13 per for each box of pills. Instead of shifting 
costs onto patients, we could save money for both patients and 
the government. It is a rare opportunity to improve health by 
spending less. 
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1 Rising costs are hitting vulnerable people

As discussed in another submission in May, Australia relies 
heavily on out-of-pocket costs compared to other wealthy nations, 
and these costs are growing fast.1 

PBS medicines are an important part of this picture. Out-of-pocket 
costs on prescription drugs tripled between 1991 and 2007, 
leaving us in the middle-to-upper range of OECD countries.2 In 
2011-12, private spending on benefit-paid drugs accounted for 
seven per cent of all private spending on health care.3  

Some of this growth is due to people using more medicine, and to 
new medicines becoming available. Yet as Figure 1 shows, 
successive governments have again and again raised out-of-
pocket costs, along with the thresholds at which these costs go 
down.4  

                                            
1
 The comparison with other wealthy nations is based on the share of health 

spending funded through out-of-pocket costs. The submission is available here. 
2
 Kemp, et al. (2011) 

3
 Australian Institute of Health and Welfare (2013) 

4
 Once a patient reaches a certain level of spending in a year, they are eligible 

for the safety net, paying lower out-of-pocket costs for the rest of the year. 

Figure 1: Co-payment and safety net threshold, general patients 
1960 to 2018 (proposed), 2014 dollars 
 

 

Note: Adjusted using the consumer price index 
Source: Grattan Institute based on Commonwealth of Australia (2014a) 
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Figure 2: Co-payments and safety net threshold, concession 
patients, 1983 to 2018 (proposed), 2014 dollars 

 

Note: Adjusted using the consumer price index 
Source: Grattan Institute based on Commonwealth of Australia (2014a) 
 

Over the last 10 years, patient fees have gone up by a fifth in real 
terms.5 For general patients the safety net threshold has gone up 
by nearly half (48%). This means people have to spend much 
more before their out-of-pocket costs fall. The result is 
significantly reduced support for sicker people who need more 
drugs.  

                                            
5
 Fee increases are 18% for general patients, 20% for concession card holders. 

While the last five years have been relatively stable, the Budget 
proposals would mean another big jump of about 15 per cent in 
out-of-pocket patient fees.6 Meanwhile, the safety net thresholds 
for general patients would go up by another half (46%), but this 
time over four years instead of a decade. The threshold would rise 
by 15 per cent for people with a concession card. 

In the short run, the changes would save the government money 
by shifting costs onto patients. But further increases in co-
payments will also lead to fewer people taking their medicine, as 
the next chapter will show. Already, Australians are reporting that 
out-of-pocket costs for medicine are a problem. In a survey of 
sicker adults, more than 15 per cent of Australians reported not 
taking medicines due to cost, the second highest among 11 
countries (Figure 3). 

Out-of-pocket costs would have a bigger impact not only on sicker 
people but on poorer households.7 While they spend less in dollar 
terms, the poorest households are far more likely to have a very 
large proportion of their disposable income eaten up by 
prescription drug costs (Figure 4). 

                                            
6
 15% for general patients, 16% for concession card holders. 

7
 See our previous submission. 
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Figure 3: Sicker adults that report not filling a prescription or 
skipping doses due to cost, surveyed countries, 2011 

 

Source: The Commonwealth Fund (2011) 
 

Figure 4: Disposable income spent on prescriptions by disposable 
income decile, 2009-10 

Source: Grattan Institute  
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2 Higher fees = less medicine

There is extremely strong evidence that co-payments stop people 
getting the medicines that their doctor ordered. A recent 
systematic review looked at 19 studies in nine countries. All but 
two of these studies found that co-payments reduce the number 
of people who take medications their doctor ordered (Figure 5).  

Because governments often move co-payment fees up or down, 
many of these studies use natural experiments – they check 
whether the number of people getting prescriptions changed after 
co-payments rose or fell.8 Similarly, several Australian studies 
looked at the impact of co-payments rising by more than 20 per 
cent in 2005.9 

In line with the international literature, these studies found that 
higher co-payments are linked to significantly lower use of 
medication. One study looked at dispensing rates for two common 
types of drug: protein pump inhibitors, or PPIs, that reduce 
stomach acid; and statins that lower cholesterol.  

                                            
8
 Most use regression analysis to correct for other causes of change in medicine 

use, such as growth in prescribing over time. 
9
 Another literature review that focuses on prescription medicine cost sharing 

also found that cost sharing is strongly associated with reduced patient medicine 
use, Goldman, et al. (2007). 

Figure 5: Studies on the effect of co-payments on use of 
prescription medicines, 1990 to 2011 

 
Source: Kiil and Houlberg (2013) 
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After co-payments rose in 2005, dispensing for these drugs fell 
across Australia -- in cities and towns, and wealthier and poorer 
areas alike (Figure 6).10 The falls for PPIs were particularly 
dramatic – rates fell by 14 to 16 per cent in cities, inner regional 
and outer regional areas. 

A similar Western Australian study that included asthma drugs 
found that dispensing rates fell by up to five per cent for general 
patients. For people with a concession card, dispensing rates for 
asthma drugs and PPIs fell by nearly 10 per cent (Figure 7). 

Health professionals prescribe drugs for a reason, so there are 
health consequences when people stop taking them. Numerous 
studies have found a link between patient co-payments for drugs 
and higher rates of hospital visits and even deaths.11  

High cholesterol can lead to heart attacks, strokes and loss of 
mobility.12 Untreated ulcers can lead to surgery or even death. 
The link between co-payments, patients not taking medicine, and 
health problems is so strong that a number of US studies look at 
the health benefits that could come from reducing co-payments. 
Of course the US context is different, but given the demonstrated 
link between higher co-payments and lower medicine use in 
Australia, this research should still be taken into account. 

                                            
10

 The only exception was statin use in remote areas which rose very slightly, but 
this may be a statistical artefact due to the smaller sample size. 
11

 See Tamblyn, et al. (2001); Hsu, et al. (2006). A comprehensive literature 
review also found that for people with chronic illness higher co-payments are 
linked to greater use of hospital services, Goldman, et al. (2007). For a summary 
of evidence, see Swartz (2010) 
12

 Mobility can be reduced through peripheral vascular disease. 

Figure 6: Change in dispensing by remoteness and disadvantage, 
Australia, 2004 to 2006 
 

Notes: Change is relative to expected rates based on regression analyses. 
Source: Kemp et al. (2013) 
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Figure 7: Changes in script dispensing after co-payment increase 
in 2005, 2000 to 2007, Western Australia 

 
 
Source: Hynd et al. (2009) 
 
 

A summary of research by the think tank RAND states that: 

... prescription drug prices are one of the most powerful policy 
levers available for improving compliance and managing 
treatment of chronic illness. But historical trends that have 
increased co-payments in lockstep with rising prices do many 
patients a disservice, and in some cases they increase overall 

health care costs.13
  

                                            
13

 RAND (2009) 

One US study found that removing co-payments for cholesterol-
lowering drugs would lead to more patients taking them, and 
fewer hospital visits, saving $1 billion.14 Higher fees reduce use of 
medicines, but this saving can be offset by longer-term costs for 
patients, their families, the health system and government. 

The link between higher co-payments and lower medicine use is 
clear. So are the dangers of not taking prescribed medicines, both 
for patients and for health care costs. If there were no other way 
to save money in the health care system, we might have to 
consider this option. Yet a much better alternative exists, as the 
following chapter shows. 

Figure 8: Effect from decreased co-payments on medication 
adherence, 2004–2005, USA 
 

 
Source: Chernew et al. (2008) 
 

 

                                            
14

 Goldman, et al. (2006) 
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3 Cut costs, don’t shift them

There is a fairer and safer way to reduce expenditure on the PBS. 
As Grattan Institute’s 2013 report, Australia’s bad drug deal, has 
shown, our drug prices are far higher than those in New Zealand 
and England.15 

For this submission we updated our earlier analysis of drug 
prices. We looked at 20 drugs and found that, on average, 
Australia’s prices are 7.2 times those the English government 
pays.16 For two of the drugs, we pay over 20 times more (Figure 
9).  

On these drugs alone, the government could save more than 
$580 million a year by matching England’s prices. For one drug, 
omeprazole, Australia’s price is lower, but not by much.17 The 
half-a-billion in savings includes paying higher prices for this drug. 

If the current price disclosure policy brings the cost of drugs down 
over time, it would reduce the savings from benchmarking.18 But 
we shouldn’t hold our breath for a good deal. In December 2013, 
price disclosure reduced the cost of seven drugs we 
benchmarked. Yet for these drugs, Australia’s prices are still more 

                                            
15

 England and Wales through the National Health Service.  
16

 The methodological appendix explains selection and analysis.  
17

 Australia’s price is only lower for one drug, omeprazole, where our price is 
24% lower. This is negligible considering that our prices for the other drugs are, 
on average over 690% higher. Matching England’s price for this drug would cost 
$14 million a year, while matching the other prices would save $596 million. Not 
only are these losses small, in practice it is unlikely that benchmarking would 
involve raising Australian prices when they are lower. 
18

 Price disclosure is explained in Duckett, et al. (2013). 

than 12.5 times those in England. The reductions in 2014 average 
only 23 per cent. That cut would have to be more than 30 times 
bigger to close the gap between Australian and English drug 
prices.19 

Unlike price disclosure, savings from benchmarking against 
international best practice are certain and immediate. 
Benchmarking is far simpler than collecting, verifying and 
analysing data from drug companies and wholesalers, which may 
or may not ultimately result in price reductions.20 

It’s also possible for Australia to do even better than our estimate. 
This analysis only looked at a small number of drugs; others will 
also be over-priced. We may also be able to get a better deal than 
England. New Zealand’s drug prices are much lower. We 
previously estimated that matching them could save the 
government more than $1 billion a year.21 

By contrast, the proposed increase in out-of-pocket costs would 
only raise about $450 million in 2017-18.22 We could save more, 
and do it sooner, by cutting costs instead of shifting them onto 
consumers. Government and consumers would both win.  

                                            
19

 For price disclosure cuts, see Commonwealth of Australia (2014b). The 
comparison is for wholesale (ex-manufacturer) prices. 
20

 Price disclosure is also subject to a range of complex exemptions and rules, 
see Duckett, et al. (2013) 
21

 Duckett, et al. (2013) 
22

 According to Budget estimates. 
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On average, patients would save 13 dollars for every box of pills 
(Figure 11).23 It would be easier, not harder, for people to afford 
their medicines. Instead of pushing up costs for patients and the 
hospital system, we could help to keep costs down. 

A better deal on drug prices would create challenges for the 
community pharmacy industry.24 But the change would be 
manageable if pharmacists could provide more services and, if 
necessary, receive temporary, targeted industry support.25 There 
could still be plenty of savings for medical research, the budget 
bottom line, or providing more and better health care. 

As our previous submission states, there are other problems with 
the co-payment and safety net system, particularly how 
government support is targeted. This will be a topic of future 
Grattan Institute research. 

 

                                            
23

 Assumes prescriptions are dispensed separately. See the methodological 
appendix for more detail. 
24

 Duckett, et al. (2013) explains why any concerns about the impact of more 
competitive Australian prices on pharmaceutical company profits are misplaced. 
25

 An example is providing vaccinations, repeat prescriptions and chronic care 
advice in rural areas with too few GPs. See Duckett and Breadon (2013). 

Figure 9: Australian ex-manufacturer prices as multiples of 
England’s, 2014 

 

Source: Grattan Institute 
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Figure 10: Government savings from adopting Engalnd’s prices, 
2014  

 
 
Note: Savings are based on 2012-13 drug volumes. No savings for Buprenorphine due to 
zero recorded Australian volume for equivalent products. 
Source: Grattan Institute 

Figure 11: Savings per box of medicine under England’s prices for 
general patients below the safety net, 2014 
 

 
 
 
 

Note: Assumes one box per purchase 
Source: Grattan Institute 
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4 Methodological appendix

For the comparison with England’s drug prices, we looked at all 
drugs in Australia’s top 50 by government expenditure that are 
also in England’s Category M list of readily available drugs.26 We 
added three drugs from previous benchmarking work: 
anastrozole, letrozole and mycophenolic acid.  

Unlike in our previous benchmarking, we benchmarked all 
available doses instead of using a nominal dose. In some cases 
the same doses were not available in England. When two pills 
added up to the Australian dose, we assumed that patients would 
purchase two boxes of pills for the same effect. This was only 
done for seven doses (in total) of three drugs: venlafaxine, 
pravastatin and quetiapine. We excluded any cases where doses 
could be matched by taking more than two pills a day, or by 
splitting pills. 

We only analysed tablets and capsules (not patches or solution 
for injections), except for lantanoprost, where the only form is eye 
drops.  

Out of 51 doses which were benchmarked, in three cases English 
capsules were compared to Australian tablets. For four doses (in 
total) of quetiapine and venlafaxine, modified release doses were 
compared with two pills that were not modified release and 
contain the same number of milligrams.27 For two doses, orally 

                                            
26

 Buprenorphine is on both lists, but there were no sales of buprenorphine in 
Australia in a form also available in the Category M list. 
27

 In other words, standard quetiapine and venlafaxine are taken twice daily, 
totalling the same miligrams as one modified release pill. 

disintegrating pills were replaced with non-orally disintegrating 
pills.  

We do not consider these changes significant. However, if they 
were all excluded, the savings would be reduced by just under 
$21 million, or 3.6 per cent of the total.  

To calculate the savings, we applied: 

 current prices 

 2012-13 prescription volumes 

 2013-14 average exchange rates (this results in lower savings 
than using either two or three-year averages) 

 wholesale mark-up 

 pharmacy mark-up 

 ready-prepared dispensing fee. 

We assume that no discretionary fees (such as the safety net 
recording fee or the discretionary mark-up), or therapeutic 
premiums, brand premiums, dangerous drug fees or 
extemporaneously prepared fees apply and that each purchase is 
for only one item. 

Values for individual drugs (price comparisons and patient 
savings) are averages for doses weighted by prescription volume. 
Patient savings are all for general patients below the safety net.  
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