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Alternative financing for health care: A path to sustainability?

R. Sacha Bhatia MD MBA

he year 2011 may be remembered as
I one of the most important to the future
of medicare in Canada. A Conservative
majority government was elected in May to
preside over the next major round of negotia-
tions for federal-provincial transfer payments
for health care, with the current deal set to end
in 2014. The conditions of the upcoming nego-
tiations will be much different from those of the
negotiations in 2004, with the federal govern-
ment and most of its provincial partners strug-
gling to eliminate deficits accrued during one of
the worst fiscal crises of the last 100 years.

It is against this backdrop of deficits and fiscal
uncertainty that many influential policy leaders
are questioning the sustainability of our publicly
funded system of health care. In a report from the
C.D. Howe Institute (a respected economic think
tank), former Bank of Canada governor David
Dodge, with coauthor Richard Dion, suggested
severe cuts to health care, increased taxes or in-
creased personal payments (such as copayments)
to manage the rising costs of public health care.'
The Fraser Institute, a libertarian economic and
public-policy think tank, has taken Canada’s
deficit position as an opportunity to boldly declare
that the federal government should suspend the
Canada Health Act, let individuals buy private
insurance, allow health providers to charge fees in
addition to what medicare covers and allow for
copayments for publicly funded medical goods
and services.” These sentiments have been echoed
by many other free-market advocates, who sug-
gest that free-market solutions are the only way to
save our cherished, publicly funded system of
health care. Putting aside the questions of whether
these proposed systems are fair, equitable or com-
patible with Canadian values, would such reforms
actually create a sustainable, affordable health
care system?

The answer, looking at the evidence, is no.
The Fraser Institute’s report, echoed by the C.D.
Howe Institute, frets that health spending will be
more than 50% of the provincial budget of most
provinces by 2017. Although this is concerning,
one must remember that this metric for measur-
ing spending on health care is also reflective of
the taxes collected and spending on other pro-
grams unrelated to health. Whereas overall tax
revenue has gone up, the tax rate across the

country has actually been cut quite dramatically
from reductions in personal income taxes, the
Goods and Services Tax (GST) and corporate tax
rates.’ In short, use of the measure of health
spending as a percent of the provincial budget
can be a misleading measure of fiscal impact.

On the other hand, when we look at a standard
measure of costs for health care used by the Organ-
isation for Economic Co-operation and Develop-
ment (OECD), spending on health care as a percent
of gross domestic product (GDP), Canada spends
about 10.4% of GDP on health care. This is similar
to the spending of many European countries, such
as Germany (10.5%), France (11.2%), Switzerland
(10.7%), Belgium (11.1%), Sweden (9.4%) and the
Netherlands (9.9%), and substantially less than the
spending of the United States, which spends 16.0%
of its GDP on health care.* Each of these countries
finances health care differently. In Switzerland, citi-
zens are required by law to purchase private health
insurance. In Sweden, health care is funded mainly
through taxes levied at the municipal and county
level. The US has a complex system of government
funding (Medicare for those older than 65 years,
Medicaid for those with low incomes and a pub-
licly delivered health care system for military veter-
ans), an employer-based insurance system and a
pay-as-you-go system. Despite the variety of ways
to finance health care, the rate of spending for
health care has outstripped economic growth in
almost every country in the OECD for the past 15
years, and containment of the growth of health care
as the population ages is a major concern for all
developed economies, not just Canada.

But would some of the specific options regard-
ing user fees and private insurance proposed by
the Fraser Institute and others save money for our
system of public health care? Would allowing
some well-off Canadians to remove themselves
from the public insurance scheme create substan-
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insurance.

e Budgetary deficits at federal and provincial levels have raised questions
about the sustainability of Canada’s publicly funded system of health

e Alternative financing for health care, including private insurance,
would likely not reduce the costs of health care because of the high
concentration of costs in a small portion of the population.

e User fees have not been effective in reducing overall costs of health
care and are associated with higher rates of admissions to hospital.

All editorial matter in CMAJ represents the opinions of the authors and not necessarily those of the Canadian Medical Association.

© 2012 Canadian Medical Association or its licensors

CMAJ, April 17, 2012, 184(7)

E337



COMMENTARY

E338

tial savings to improve medicare for the rest of us?
Would user fees decrease costs by removing un-
necessary visits by the worried well?

The evidence, again, points to no. A TD Eco-
nomics report on health care published in 2010
cautions us that private financing does not lead to
large public savings.” Multiple-payer systems are
more expensive to administer. The OECD conser-
vatively estimated that the US spends 8% of its
budget for health care on administration, com-
pared with 2% spent in Canada.* Woolhandler and
colleagues found that the discrepancy of adminis-
trative costs between Canada and the US is even
higher than that suggested by the OECD. The
authors showed the administrative costs in the US
to be more than threefold higher, at $1059 per
capita, compared with $307 per capita in Canada.®
Put another way, application of the estimates of
US administrative costs to the Canadian system
would increase costs by $23 billion per year.

But there is an even more compelling reason
that private financing does not save the public sys-
tem money. It can be found in a landmark report
published by the Ontario Hospital Association, the
Ontario Association of Community Care Access
Centres and the Ontario Federation of Community
Mental Health and Addiction Programs in 2010.
These organizations analyzed use of health care in
Ontario and found that 5% of the Ontario popula-
tion accounts for 84% of all spending on health
care.” This portion of the population often com-
prises patients with chronic diseases and people
from vulnerable populations, such as the frail
elderly and the economically disadvantaged.” None
of these Canadians would likely be able to afford
private insurance; thus, the bulk of health care costs
would continue to rest with the public system.

And what of user fees? A recent study pub-
lished in the New England Journal of Medicine
included US patients with increasing copayment
plans versus those with stable or no copayment
plans. The researchers found that the group with
increasing copayments went to the doctor less
often but ended up with more admissions to hos-
pital at a higher cost to the system.** Although
one must be careful to draw conclusions about
the economic impact, one can speculate that a
reduction in low-cost ambulatory visits would be
unlikely to offset the high costs of visits to emer-
gency departments and admissions to hospital.

The bottom line is that our health system, like
health systems around the world, needs to con-
tinue to invest and modernize its delivery systems
to improve the health of our citizens, which, in
turn, will make health care sustainable. A national
strategy for pharmacare and a strategy for bulk
purchasing of medical equipment could save the
government, both federal and provincial, billions
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of dollars. Improving the health of our country’s
most vulnerable citizens (which, incidentally,
includes Aboriginal Canadians, who have their
health care delivered to them very poorly by the
federal government) would actually go the fur-
thest in lowering the cost of health care over time.
A comprehensive strategy for health promotion to
begin to curb the rising rate of obesity and diabetes
in our population would also go a long way toward
ensuring our system is sustainable for future gener-
ations. Creating home care services that keep the
frail elderly and chronically ill in their homes and
not in institutions will be fundamental in reducing
the demand on our hospitals and long-term care
homes. Ensuring any new money given to the
provinces for health care is tied to accountability
measures that include improving outcomes and
showing value would also help.

Alternative systems of financing may have
benefits to certain individuals and groups within
society. However, suggestions that these financing
models will somehow make our health care sys-
tem financially sustainable are not supported by
evidence. If anything, Canadians cannot afford to
go down that road.
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