Perspective

Variation in the costs of surgery:
seeking value
Transparency is key to achieving affordability of health care

T

here is increasing concern about the sustainability
of health care in Organisation for Economic
Co-operation and Development (OECD)
countries. Australia currently spends US$6140 per capita
— or 9.1% of its gross domestic product — on health care.1
Moreover, there is evidence that health care costs,
including out-of-pocket (OOP) expenses, are rising.2 In
Australia, 68% of health care costs are funded through the
public health system, with 32% from other sources,
including private health insurers and OOP expenses.2 To
encourage Australians to take out health insurance, the
private health system is subsidised by a private health
insurance rebate, which costs the public about $5 billion
per year.2 Private health insurers derive their income from
premiums, which have risen an average of just under
6% per year since 2012, well above the inﬂation rate or the
consumer price index.3 Individual OOP expenses are also
rising at an average rate of 6.2%; they have more than
doubled in a decade and accounted for 17.8% of
Australia’s $140 billion health care spending in 2013e14.2
Value is deﬁned as the health outcomes achieved per dollar
spent.4 Moreover, data on performance and outcomes are
fundamental to the ability to determine value. Reports on
variation across the country,5 including comparison with
other OECD countries,6 may prompt a review of activity
(the treatments and procedures the health system
provides), but cannot determine their value without
measurement of costs and outcomes.
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Data sources and analysis
The data in the reports were extracted from
administrative claims — received by Medibank from
private hospitals and specialists — for treatment provided

The RACS and Medibank reports on clinical variation
focus on speciﬁc surgical procedures without risk
adjustment.9 For patients who had hip or knee
arthroplasty, there was wide variation in the length of
stay, use of ICU bed days or rates of transfer to inpatient
rehabilitation.
We have used hip replacement as an example in our
discussion of costs, fees and value. The rates of hospital
acquired complications were reassuringly low.
The cost of a surgical episode of care includes the sum of
hospital, surgeon and other providers’ fees, the
prosthesis, and pharmaceuticals. The use of ICU after the
operation or transfer to rehabilitation following a surgical
admission varied considerably. For the 299 surgeons who
performed at least ﬁve procedures, the average separation
cost of a surgeon ranged between $18 309 and $61 699
with a median of $26 661 (the average total cost per
hospital separation was $27 310). High volume surgeons
showed greater congruity and were closer to the median
in terms of the overall cost of a hip replacement. There was
little variation in regional (state and territory) total costs.9
Prices for hip prostheses varied from $4908 and $16 178,
with a median of $10 727 (Box 1). In Australia, there is
considerable disparity in the cost of prostheses when
prices are compared between the public and private
health systems.10 The amount paid by private health
insurers for a prosthesis in the private sector can be twice
the amount in public hospitals. Australia also pays a high
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The Royal Australasian College of Surgeons (RACS) and
Medibank, Australia’s largest private health insurer,
have published reports on surgical variance, which detail
the cost and outcomes of care in selected high volume
procedures for general surgery, otolaryngology, urology,
orthopaedics and vascular surgery.9

Hip replacement as an example
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The interim report on the Medicare Beneﬁts Schedule
(MBS) review8 highlights a recurring theme of how to
better inform the system through stakeholder feedback
based on contemporaneous data. There is currently
limited use of health care data, a lack of meaningful
clinical reports and often a failure to engage clinicians in
clinical governance. This includes costs and fees charged
across the health system and informing consumer choice.

Procedures were identiﬁed by MBS code and selected on
the basis of volume to ensure a sufﬁcient spread across
surgeons performing them. A principal procedure was
identiﬁed for each hospital separation, and for most of
them, this was the highest value MBS item fee from the
medical claim. Where multiple MBS codes described a
single procedure, the similar MBS codes were combined.
Surgeon level analysis was limited to those with at least
ﬁve procedures in the dataset. Medibank did not share the
identity of the individual surgeon.
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To ensure high value, the procedures performed must be
appropriately indicated, avoiding overservicing or
selecting a particular treatment when its likelihood of
success, compared with the alternatives, is limited. Health
professionals have an ethical responsibility to avoid waste
in health care — not only by better targeting resources, but
also because “useless tests and treatments cause harm”.7

to Medibank policy holders. This initial analysis looked at
hospital separations with an admission date in 2014 and
any follow-up hospital separation funded by Medibank
within 6 months of discharge. The reports were compiled
from hospital claims data, hospital casemix protocol data
and MBS data relating to diagnoses, interventions and
patient demographics. We analysed service use, including
transfers to intensive care units (ICUs) and rehabilitation,
and plotted outcomes based on length of stay, hospital
acquired complications, re-admissions and re-operations.
The data on costs included the Medicare item numbers
billed, total costs of a hospital admission, cost of
prostheses, and OOP expenses.
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1 Average prosthetic cost for hip replacements

Source: Royal Australasian College of Surgeons and Medibank Surgical
Variance Report for Orthopaedic Surgery.9 The data cover the claims paid
by Medibank for Medibank policy holders during 2014. Separations that
included either Medicare Beneﬁts Schedule items 49318 or 49321 were
recorded as the highest value procedural item on the medical claim. u

price for prostheses when compared with other OECD
countries.10 The government has recently announced a
reduction in the price to be paid for items on the
Prostheses List, reducing a hip prosthesis by 7.5%.11
OOP expenses
Medical practitioners in Australia, including surgeons,
often augment the fee paid by Medicare and the private
health insurer with a copayment paid by the patient. This
is known as an OOP charge and is often resented by
patients with private health insurance. There is
considerable variability in the rebate a health fund will
reimburse with regards to a provider’s fee and, therefore,
some difference in gap payments is to be expected.
Medibank-insured patients who had a hip replacement
incurred an OOP charge by the principal surgeon in
39% of separations, and the average OOP fee was $1778.9
For the 299 surgeons who performed at least ﬁve hip
replacements, 142 (47%) did not charge any OOP. The average
OOP charged ranged from none to $4057.9 The OOP surgical
fee is a large but not the only component of gaps paid by

patients. OOP charges for other medical services, including
charges raised by the anaesthetist, assistant surgeon, and for
diagnostics, were charged in 80% of the hospital separations,
with an average charge per patient of $342.9
What is a reasonable fee?
The RACS recognises — as does the Australian Medical
Association — that gaps are necessary and that, apart from
the variability in insurance coverage, the underlying cause
of gap fees is the failure of government reimbursement
through Medicare to keep pace with inﬂation and the cost
of providing a service.12 The RACS view is that the fees
charged should be reasonable and in line with the skill,
effort and risks associated with performing a procedure
and providing perioperative care.13
Surgeons should not take advantage of the vulnerability
of their patients. No one should need to access their
superannuation, remortgage their home or resort to
crowd funding to have surgery that is clinically indicated.
In Australia, the public system is always available for
emergency and urgent surgery. RACS has made explicit
statements in this regard, published position
statements12,13 and provided advice to patients. The
RACS code of conduct14 makes clear what is expected of
surgeons in setting and informing patients about fees.
There was also no correlation between the size of the fee
charged and the quality of the surgery. Indeed, an
unpublished analysis by the RACS and Medibank found
that surgical fees charged were not correlated with the
length of stay for any procedures studied (Box 2). Length
of stay is a reasonable surrogate for quality in well
deﬁned, largely standardised unicomponent elective
operations, such as joint replacement, which have well
established post-operative and discharge protocols.
There is an opportunity to further reduce the length of stay
after a joint replacement when comparing the Medibank
Private results with the public sector in Victoria15 and
Scotland.16 This reduction may be achieved without
diminishing the quality; a shorter stay may make savings
and increase in value.

Conclusion
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2 Total knee replacement: plot of the out-of-pocket
fee charged by the surgeon and hospital length of
stay showing no correlation
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The discussion around the affordability of health care
must continue. As key members of the health care team,
surgeons cannot ignore the total costs of surgical services,
the components within that service or the fees associated
with their individual activity. The Medibank and other
administrative datasets inform us on variation in the
components of value — clinical activity, outcomes,
reimbursements and costs. Making the reports publicly
available9 provides assurance of transparency and
accountability and may better inform surgeons’ and
patients’ choices in the future.
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