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Executive summary

A new edition

This second edition of How Good is Canadian Health Care?
provides answers to a series of questions that are impor-
tant to resolve if Canada is to make the correct choices as
it amends its health care policies. The study is strictly com-
parative and examines a wide number of factors for the
member countries of the OECD in arriving at the answers
to the questions posed. In this study, we primarily com-
pare Canada to other countries that also have universal ac-
cess, publicly funded health care systems. Since the United
States and Mexico do not, we often ignore these countries
in the comparisons made. The study’s focus, therefore, is
not whether we should “abandon the key elements of Can-
ada’s compassionate approach to health care delivery,” but
how we organize to achieve it. To answer this crucial ques-
tion, which is also the focus of the current debate about
health care reform in Canada, we examine the policies fol-
lowed in other industrialized, universal-access countries;
policies that, at lower cost, produce superior access to, and
outcomes from, health care than Canada’s policies do.

How much does Canada spend on health care
compared to other countries?

It is often said that Canada spends too little on health
care. But is it true? In order to answer the question, we
first recognize that the average age of a country’s popula-
tion is a big determinant of the amount of money it will
have to spend in order to provide adequate health care. In
Canada, those aged 65 and over consumed 42.7% of total
health care expenditures in 2000/2001 while making up
only 12.5% of the population. In order to compare coun-
tries, we adjust the data for the age of the population and
discover that Canada spends more on health care than
any other industrialized OECD country except Iceland
(ExSum Figure 1).

Which countries other than Canada shun user fees
and other forms of cost sharing?

An important consideration in the use of health care re-
sources is the cost of access at the point of consumption.
The evidence surveyed in this study suggests that health
care costs can be significantly reduced if consumers of
care have to participate in paying for the care they demand.
While bearing in mind that low-income citizens may be
exempted from paying user fees, the question is, do oth-
er universal-access countries share Canada’s notion that
user charges should be banned? In fact, most do not. More
than three quarters of the universal-access countries in the
OECD also charge user fees for access to hospitals, general
practitioners, or specialists—and in many cases, to all three.
In banning user fees, Canada is very much in the minority.

Do other countries follow Canada’s model of monopolistic
public provision of health insurance?

No, Canada is the only country in the OECD that outlaws
privately funded purchases of core services. Every other
OECD country has some form of user-pay, private provision
of health care. Also, while many OECD countries require
that only public hospitals provide publicly insured services,
it is also the case that more than half of the countries per-
mit private providers to deliver publicly funded care.

Does Canada have too many doctors, and should it put
the doctors it has on salary?

On an age-adjusted, comparative basis, Canada, relative to
comparable countries of the OECD, has a small number
of physicians: it ranks sixteenth out of 23 countries with
2.3 doctors per 1,000 people for a total of 65,226 doctors
(ExSum Figure 2). To rank as highly as first-ranked Aus-
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ExSum Figure 1: Age-adjusted health spending (% GDP) in OECD countries with universal access, 2001
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Source: OECD 2003; calculations by authors.

tria, for example, Canada would have to have had 25,500
doctors more than we actually did in 2001. In 1970, the
year when public insurance first fully applied to physician
services, Canada ranked second of the countries that could
be ranked in that year. Whether we have too many or too
few doctors in an absolute sense is an impossible question
to answer but we have many fewer doctors per capita on an
age-adjusted basis than most other countries in the OECD,
and report longer waits for access to treatment.

A recent survey by Harvard University for the Com-
monwealth Fund punctuates the problems of access to care
in Canada. In the survey, Canadian respondents were more
likely than any other universal-access country surveyed
to wait more than one month for non-emergency surgery,
though there was only a small difference between Canada
and the United Kingdom. Canadians were also most likely
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to find it somewhat, very, or extremely difficult to see a
specialist (Blendon et. al.,, 2002).

The same survey found that access to care was not
uniform among socioeconomic groups in Canada. Those
with incomes below average were 9% less likely than those
with incomes above average to rate care as excellent and 6%
more likely to rate care as poor. These Canadians were also
more likely to have difficulties seeing a specialist.

Canadian doctors are paid generally on a fee-per-ser-
vice basis and, in this particular area of policy, Canada is
aligned with the majority of OECD countries. Only 33% of
the countries in the OECD rely in part or in whole on sal-
ary compensation for general practitioners. And only 7% of
the countries rely exclusively on salary compensation. For
specialists, 69% of OECD countries rely in part or wholly
on salary compensation, while 35% rely on it exclusively.
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ExSum Figure 2: Doctors per 1,000 population (age-adjusted) in the OECD, 2001
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Do other countries follow Canada’s model of funding
health care primarily from general tax revenues?

Regrettably, international comparison does not enable us
to choose between the greater transparency of a segregated
social insurance program or general taxation funding since
half of the OECD countries use general taxation and half
use segregated taxation or a social insurance program.

Canada spends more on health care than any other
universal access, industrialized country. Canada is also
unique in banning private medicine. Do we get our
money’s worth and are we well served by our government-
centered health care system?

While it is easy to calculate the comparative costs of health
care amongst the OECD nations, it is more difficult to
know whether we receive value for money expended. In this
study, 12 indicators of access to health care and outcomes

15 2.0 2.5 3.0 35

from the health care process are examined. One relates to
access to physicians, four relate to access to high technol-
ogy equipment, and seven relate to health outcomes.

With regard to age-adjusted access to high-tech
machinery, Canada performs dismally by comparison
with other OECD countries. While ranking number one
as a health care spender, Canada ranks fifteenth of 24 in
access to MRIs (ExSum Figure 3), seventeenth of 23 in ac-
cess to CT scanners (ExSum Figure 4), eighth of 22 in ac-
cess to radiation machines, and is tied for last in access to
lithotriptors. Lack of access to machines has also meant
longer waiting times for diagnostic assessment, and mir-
rors the longer waiting times for access to specialists and
to treatment found in the comparative studies examined
for this study.

One of the great problems for the worldwide de-
bates about health care is the dearth of measurement of
health care outcomes that could be used to determine the
effectiveness of health care systems. However, a number of
comparative rankings are available that are suggestive of
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ExSum Figure 3: MRI machines per million population (age-adjusted) in the OECD, 2001
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the ability of the health care system to deal with disease.
In this study, seven outcome measures have been employed
to rank the performance of the OECD countries: disability-
free life expectancy versus total life expectancy; infant and
perinatal mortality; mortality amenable to health care; po-
tential years of life lost to disease; and the death rates from
breast cancer and colorectal cancer (ExSum Table 1). The
study finds that Canada, while spending more on health
care than any other industrialized country in the OECD,
ranks fourteenth in the percentage of total life expectancy
that will be lived disability free, ranks sixteenth in infant
mortality and twelfth in perinatal mortality, ranks eighth
in mortality amenable to health care, ranks ninth in po-
tential years of life lost to disease, and ranks sixth in the
incidence of breast cancer mortality. Only in one compari-
son of health outcomes, the incidence of mortality from
colorectal cancer, does Canada manage a first-placed per-
formance that is commensurate with its ranking in the ex-
penditures comparison.

6 |/ The Fraser Institute
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Most notable about this international comparison of
outcomes is that all of the countries that have fewer years
of life lost to disease and that have lower mortality ame-
nable to health care than Canada also have private alterna-
tives to the public health care system, and only one in the
latter comparison does not have some form of user fees at
the point of access. Furthermore, not one of these countries
spends more on health care than Canada after age adjust-
ment. All of the countries that produce a longer proportion
of disability-free life expectancy for their populations have
a private care sector competing for patient demand; over
three quarters of them also have some form of cost shar-
ing for access to the system. Looking at a specific, treatable,
catastrophic disease such as breast cancer, Canada ranks
sixth. All of the comprehensive, universal-access countries
that do better than Canada in preventing mortality from
breast cancer have private health care alternatives, have
some form of user fees at the point of access, and spend less
of their countries’ GDP on health care.
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ExSum Figure 4: CT scanners per million population (age-adjusted) in the OECD, 2001

Luxembourg

Austria
Iceland
Italy
Switzerland
Germany
Finland
Denmark
Sweden
Greece

New Zealand

Czech Republic
Spain

Portugal
Canada

Slovak Republic
Turkey I

France

United Kingdom
Hungary

Poland E

0 5 10 15 20 25 30

* Figure does not include Japan or Korea as both have a much higher number of CT scanners (73.7 and 44.8 per million population
respectively) than other countries.

Source: OECD 2003; calculations by authors.

Conclusion perior results and cost less than Canada’s monopoly-in-

surer, monopoly-provider system have: user fees; alterna-
The comparative evidence is that the Canadian health tive, comprehensive, private insurance; and private hospi-
care model is inferior to others that are in place in the tals that compete for patient demand. The overwhelming
OECD. It produces inferior age-adjusted access to phy- evidence is that, in comparative terms, Canada’s system
sicians and technology, produces longer waiting times, of health care delivery under-performs, and needs to em-
is less successful in preventing deaths from preventable ulate the more successful models available elsewhere in
causes, and costs more than any of the other systems that  those countries that offer their citizens universal access
have comparable objectives. The models that produce su- to health care.
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ExSum Table 1: Performance of Health Systems in OECD Countries

Mortality Based on
Population Statistics

Mortality Closely Related to
the Effectiveness of Health Care

Disability Infant Perinatal Mortality Potential Breast Colorectal Cumulative
Free Life Mortality Mortality | Amenable Years of Cancer Cancer Rank
Expectancy Rank2001 Rank2001 | to Health Life Lost Mortality = Combined
/ Life CareRank Rank 1999 Rank2000 Mortality

Expectancy 1998 Rank 2000

Rank 1999
Sweden 9 4 7 2 1 1 4 1
Japan 5 2 1 3 3 4 3 2
Australia 2 16 9 7 7 3 2 3
France 1 10 17 1 11 5 5 4
Canada 14 16 12 8 9 6 1 5
Luxembourg 13 22 21 — 6 15 12 6
Finland 14 3 2 15 8 2 10 7
Italy 8 8 9 6 10 10 9 7
Norway 11 5 11 5 5 7 20 9
Netherlands 6 16 22 11 13 8 6 10
Switzerland 18 12 16 — 4 20 16 11
Belgium 7 14 19 — 18 12 12 12
Iceland 24 1 4 — 2 28 15 13
New Zealand 25 20 13 14 15 9 8 14
Germany 21 9 13 9 14 13 14 15
Korea 26 24 5 — 22 1 23 16
Greece — 22 25 12 17 18 11 17
Portugal 11 14 6 17 24 14 7 18
Spain 3 6 7 4 16 24 18 18
Austria 10 11 13 13 12 17 21 20
Poland 14 26 23 — 25 22 22 21
Czech Republic 20 7 2 — 23 25 24 22
Denmark 21 12 — 10 19 16 27 22
Ireland 18 20 24 16 21 21 17 24
Hungary 23 27 26 — 27 23 26 25
United Kingdom 3 19 17 18 20 19 19 25
Slovak Republic 14 24 20 — 26 26 25 27
Turkey — 28 — — — 27 28 —

Sources: WHO, 2000; OECD, 2003; Ferlay et al., 2001; Nolte and McKee, 2003.

8 / The Fraser Institute



How Good Is Canadian Health Care? 2004 Report

Introduction: How good is Canadian health care?

Every government in the OECD provides some manner
of health insurance for its populace. In some cases, com-
prehensive health care coverage is provided by a govern-
ment-run insurance scheme on a universal basis; in others,
it is provided by government only for specifically identi-
fied population groups while the bulk of the population
obtains coverage through a purely voluntary private insur-
ance system. In between these two extremes fall various
types of mixed insurance systems, including those where
comprehensive private insurance is mandatory and those
where private insurance is designed to cover only the care
not funded by the public system. Some systems even allow
consumers to choose between comprehensive private and
public health insurance.

Each of these approaches to health insurance is built
around a set of policies that determines how health servic-
es will be financed, how physicians and hospitals will be
paid, what responsibilities patients will have for payment
of services, and whether or not patients can opt to finance
all of their care privately. Ultimately, the types of policies
that governments choose will affect the quantity and qual-
ity of care that is provided to their populations. Health
policy choices must therefore be assessed on the basis of
value for money—in other words, how good is the health
system at making sick and injured people better, at mak-
ing health services available, and at what economic cost?
In order to answer these questions, How Good is Canadian
Health Care? examines the way that health services are de-
livered in other nations, whether these policy choices differ
from those in Canada and what the optimal policy choice s,
based on various measures of access and health outcomes.

Why does government intervene?
Insurance initially developed as a market response to mini-

mizing the impact on individuals of a catastrophic event.
The genius of insurance is to share collectively the finan-

cial risk of a catastrophic expense occurring that could not
easily be afforded by individuals. Suppose the residents of
a neighbourhood of ten households expect that one of the
houses in the neighbourhood will burn down. However,
they do not know which one. It costs less for all households
to pool some money to pay to rebuild the one house that
burns down than for each household to save enough money
to replace its house if it burns down, given that there is only
a10% chance of this occurring for each household.
Governments intervene heavily in health care insur-
ance markets in every developed country. There are two
main, theoretical, reasons for government intervention in
the health care: adverse selection and distributive justice.

Adverse selection

Adverse selection is the negative economic consequence
that can result from an information asymmetry, where
purchasers of insurance (those buying into the pool) know
their own likelihood of needing the insurance and the in-
surance providers (the managers of the pool) do not. In the
case of medical insurance, people in poor health or those
who have a family history of severe illness have an incen-
tive to hide their higher risk from the insurance pool, so as
to avoid paying the higher insurance premiums that would
be required to cover that risk adequately. At the same time,
insurers will want to charge the ill more for an insurance
policy than they will the healthy, because the cost of pro-
viding them insurance is higher (insurance policies are
priced according to the likelihood and cost of illness plus
an administration charge). If the insurers are unable to dif-
ferentiate between high-risk and low-risk individuals, they
cannot offer a fair insurance policy to either group: the
healthy will not purchase an insurance package priced for
the ill and the insurance company will lose money if it sells
a package priced for the healthy to the ill (Pauly, 1974). Fur-
ther, if the insurance company offers any policy in between
the “fair” rates for the ill and the healthy, the healthy are
likely to leave the insurance pool, thus raising the average
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risk level of the pool and forcing premium prices upward.
This “death spiral” of adverse selection, wherein risky peo-
ple seek insurance from insurers who do not want to insure
them and healthy people avoid insurance from insurers
who want to insure them, can theoretically cause private
markets in health insurance to fail (Evans, 1984; Folland
etal., 2001).

When government intervention forces the entire
population to purchase insurance, all risks are pooled—
high-risk individuals are pooled with low-risk individu-
als—such that all individuals pay an insurance premium
based on the average risk level of the pool. In this way, the
problem of adverse selection is overcome by preventing low-
risk individuals from leaving the insurance pool and allow-
ing high-risk individuals into the pool at a lower rate than
would be necessary to insure them otherwise. In Canadian
health policy, this justification for government interven-
tion is distorted into the view that government should be
the sole provider of health insurance.

But, is this community pooling of risk necessary to
overcome adverse selection? Though the empirical research
on adverse selection is limited, Cawley and Philipson (1999)
have found that, at least in the life insurance market, ad-
verse selection may not actually occur in the modern mar-
ketplace. Noting that a private insurance market can exist
in the presence of adverse selection if an insurer charges
higher unit prices for increasing quantities of insurance
(the opposite of bulk discounting), the authors find that
unit prices for life insurance actually fall once readily ap-
parent risk characteristics (age, sex, smoker or non-smoker,
measured health status, income, and wealth) are accounted
for. Further, they find (accounting for a number of factors)
that low-risk individuals actually purchase more insurance
than high-risk individuals (Cawley and Philipson, 1999).
This result casts serious doubt on the claim that a govern-
ment insurance program is necessary to overcome infor-
mation asymmetry problems (Zelder, 2000d).

Distributive justice

Distributive justice, the second justification for govern-
ment intervention, is the idea that all residents of a coun-
try should receive health services based on their needs
rather than their ability to pay (Flood, 2000). In Canada,
this has also come to mean that the wealthy should not
benefit from their wealth in obtaining health services
(Selick, 1995; Boucher and Palda, 1996). However, govern-
ment intervention is not necessarily the ideal approach to
caring for those who cannot pay for their own health care
or buy insurance. The voluntary charitable sector has his-
torically been shown to be efficient and effective at caring

10 / The Fraser Institute

for those who cannot afford to care for themselves (Boaz,
1999; Beito, 2001). In fact, there is no obvious reason to
suppose that a government monopoly will be the most ef-
ficient provider of health insurance or producer of health
services for the poor. After all, the government does not
produce the food, shelter, and clothing that also are pro-
vided to welfare recipients.

The Canadian health care system

Concern about adverse selection and distributive justice
have justified the creation of a universal health care sys-
tem in Canada, which requires that all individuals pay for
medically necessary health services for the entire resident
population through their taxes. Originally modeled on
the United Kingdom’s National Health Service (Law and
Mihlar, 1996), the Canadian system has been subject to a
number of internal reforms and reorganization in various
provinces during the last two decades, although these re-
forms have not addressed the questions posed in this paper.
Alberta and British Columbia may be notable exceptions,
as both provinces have begun to tap the private sector’s
potential for delivery of health services.

The Canadian system is a system funded from gov-
ernment revenues that provides first-dollar coverage (i.e.,
no user fees or cost sharing) for medically necessary health
services (as defined by provincial governments) for legal
residents. This system has some advantages over a system
like that found in the United States, where health insur-
ance contributions are employer-based and coverage is
not very portable after loss of a job or a career change and
where individuals may find themselves uninsured against
medical catastrophe despite large government health plans
there. There are also great disadvantages to the Canadian
system, such as a lack of responsiveness to changes in de-
mand, a lack of user-determined investment as the system
is governed largely by the political process, and a lack of
choice for patients searching for the best provider.

The Canadian system is designed around the Cana-
da Health Act and its five fundamental tenets: public ad-
ministration, comprehensiveness, universality, portability,
and accessibility. The Canada Health Act provides a short
explanation of each tenet so that provinces can design a
health system that will preserve their access to federal
funding.

+ The rule of public administration states that the
administration of the health care insurance plan

of a province or territory must be carried out on a

non-profit basis by a public authority.
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« The rule of comprehensiveness states that all medi-
cally necessary services provided by hospitals and
doctors must be insured.

+ The rule of universality states that all insured per-
sons in the province or territory must be entitled to
public health insurance coverage on uniform terms
and conditions.

+ The rule of portability states that coverage for in-
sured services must be maintained when an in-
sured person moves or travels within Canada or
travels outside the country.

+ The rule of accessibility states that reasonable ac-
cess by insured persons to medically necessary
hospital and physician services must be unimpeded
by financial or other barriers.

In addition to these rules, two provisions in the Canada
Health Act cover cost sharing. The first stipulates that
there cannot be extra billing for medical services by doc-
tors working under the terms of the health insurance plan
of the province or territory. The second states that there
will be no user charges for insured health services by hos-
pitals or other providers under the provincial or territorial
health care plan.

These rules serve as guidelines for provincial health
planners who decide what the health care system in each
province will provide and how it will be provided.

Consequences of the

Canadian system

This system of health care provision, from which appropri-
ate incentives have all but vanished and innovative thinking

has been eliminated by the constrictive rules laid out in the

Canada Health Act, has resulted in the progressive ration-
ing of health care. Although rationing in tax-funded health

care systems is not uncommon, the increasing rationing in

Canada has resulted in waiting times for health services

that are both historically and internationally high (Esmail
and Walker, 2003). The median waiting time in Canada in
2003 was 17.7 weeks from a general practitioner’s referral
to treatment by a specialist (Esmail and Walker, 2003). The
waiting times for access to diagnosis using expensive medi-
cal technologies are also remarkably long. In 2003, patients
were forced to wait over one month for CT scans, almost
three months for an MRI, and more than three weeks for
an ultrasound (Esmail and Walker, 2003).

Any system of health care provision, even those
funded directly by patients, can expect waiting due to
medical reasons, personal scheduling issues, and general
micro-fluctuations in supply (doctors’ vacations and sea-
sonal fluctuations in demand, for example). However, the
waiting times experienced in Canada are well beyond these
normal levels and are getting longer each year.

This second edition of How Good is Canadian
Health Care? addresses these fundamental issues by com-
paring Canadian health policy, health access, and health
outcomes to those in the rest of the industrialized world
(the OECD"). Each of these areas and, where necessary, the
economic theory underlying them will be considered in
the following pages

One key point in the examination of health care
systems is that the concern about distributive justice that
motivates government involvement in health care is not
unique to Canada. Most other OECD countries’ health in-
surance schemes are financed according to an individual’s
ability to pay while health care is provided according to
need (Wagstaff et al., 1992). Thus, the practical question is
not whether we shall abandon the key elements of Canada’s
compassionate approach to health care delivery but how
we organize to achieve it. As a consequence, in this study
we primarily compare Canada to other countries that also
have universal-access, publicly funded, health care systems.
Because the United States and Mexico do not, they are not
included in the comparisons presented below.

The Fraser Institute / 11
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How much does Canada spend on health care

compared to other countries?

Two independent analyses of spending and health service
provision in Canada (Zelder, 2000a; Esmail, 2003) have
found no connection between health expenditures and ac-
cess to health services in Canada. This invites an examina-
tion of how much Canada spends on health care compared
to other developed countries as the first step in under-
standing why increases in Canadian health spending fail
to improve patients’ welfare.

Health care spending in Canada for 2003 was fore-
cast to be $121.4 billion or more than $3,800 per person
(CIHL 2003). This total spending for 2003 is approximately
10% of that year’s GDP (CIHIL, 2003). Comparing this last
number internationally controls for the level of income in
a given country and shows what share of total production
is committed to health care expenditures. By doing so, we
avoid flawed comparisons with low spending in less de-
veloped OECD countries, such as Poland and the Czech
Republic, while also not overvaluing high expenditures in
relatively rich countries, such as Canada and Germany.

The most recent international data, from 2001, show
that Canada is the third highest spender on health care
among universal-access countries in the OECD (figure 1).
Both Switzerland and Germany devoted a higher share of
their GDP to health care than did Canada. The remaining
25 countries in figure 1 spent less. In 2001, Canada’s spend-
ing as a share of GDP was 9.7%, compared to an OECD
average of 8.0%.

Unfortunately, this comparison of health spending
is overly simplistic, as it does not account for the effects of
populations of different ages. The need to make such an ad-
justment can be easily demonstrated by noting the propor-
tion of health spending on those aged 65 and over. In Can-
ada, seniors (those aged 65 and over) accounted for 12.5%
of the population in fiscal year 2000/2001, yet consumed
42.7% of total health expenditures that year (Grenon, 2001).
Further, per-capita health expenditures for those over age
85 were approximately nine times higher than the average
spending for all age groups in Canada (Grenon, 2001). Data

12 / The Fraser Institute

from the OECD confirms that health expenditures on se-
niors are significantly higher than per-capita spending in
general (OECD, 2001). A simple comparison of spending,
such as the one given above, will result in an underestima-
tion of spending for younger populations. This is precisely
the case in Canada, which has the eighth lowest propor-
tion of seniors of the 27 OECD countries compared below
(table 1).

Adjusting for age structure of a country’s population
is complex. Principally, the adjustment requires a great deal
of data on health expenditures by population age group,
which is not readily available for all countries. However, by
taking note of the information on Canada and the demo-
graphics in the OECD, it is possible to construct estimates
of health expenditures based on estimates of expenditure
change resulting from changes in age profiles.

A basic estimation, described in box 1, relies on
the assumption that health expenditures increase by an
amount equal to the proportional change in the seniors’
proportion of the population. This admittedly high adjust-
ment for population spending increases is given in the sec-
ond column of table 2. All countries in this table have had
their ratios of those aged 65 and over normalized to 14.6%,

Box 1: A Basic Age Adjustment Calculation

Case 1 is estimated based on the following formula:

—_

. (Senior’s Proportion of Population, Base Country) = 3,

2. (Senior’s Proportion of Population, Estimated Country) = 3,
3. By /Be=v

4. (Health Expenditure [%GDP] Estimated Country) =m

5. y * m = Adjusted Health Expenditure

Canada as an example:
1. y=PBs/ B =14.6/12.6 = 1.159 (158.7%)
2. y*m=(1159) * (9.7) = 11.2
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Figure 1: Unadjusted total expenditure (% GDP) on health, 2001
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Source: OECD 2003; calculations by authors.

the average proportion of the population over the age of
65 in these 27 countries. With this adjustment, Canada’s
spending in 2001 would have been 11.2% of GDP and Cana-
dian health spending as a share of GDP would have ranked
third, behind only Iceland and Korea. This adjusted spend-
ing level reflects what the Canadian health care system
would cost if the proportion of the population over the age
of 65 in Canada equaled the average of these 27 countries.

Admittedly, this examination is overly simplistic. A
more rigorous adjustment uses data on spending in Canada
and extrapolates the proportional increase in total expen-
diture that occurred simultaneously with an aging of the
population. This more rigorous method is then used to es-
timate what health spending would have been in 2001 after
adjusting for population demographics.

oo N e

f'o, Y S

10 12

Data for this estimation is readily available for Cana-
da for the years 1980/1981 to 2000/2001 (Grenon, 2001). This
data can be used to ascertain the approximate increase in
health expenditures that would result from an increase in
the senior population. Box 2 gives the calculations for this
estimate and the next. Between 1980/1981 and 2000/2001,
the senior share of the population increased 33.0% while
their share of total spending increased 22% (Grenon, 2001).
Thus, the increase in health expenditure as a result of an
aging population is a 67% increase for every 100% increase
in the senior share of population.

Unfortunately, this estimate is not without its flaws ei-
ther. The 67% adjustment factor is coming from an increased
share of estimated health expenditure and not a true growth
in health expenditure adjustment. Health expenditure data
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Table 1: Population Age Structure in the OECD in 2001

Table 2: Health Spending in the OECD (% of GDP)

Percent of Rank 2001 2001 2001 Final
Population Actual Basic Age Final Age Rank
over Age 65 Adjustment Adjustment
Korea 7.6% 1 Canada 9.7 11.2 10.8 1
Ireland 11.2% 2 Iceland 9.2 11.6 10.8 1
Slovak Republic 11.4% 3 Switzerland 11.1 10.5 10.7 3
Iceland 11.6% 4 Australia 9.2 10.7 10.3 4
New Zealand 11.9% 5 Germany 10.7 9.2 9.7 5
Poland 12.4% 6 Korea (2000) 5.9 11.3 9.7 5
Australia 12.5% 7 New Zealand 8.1 9.9 9.4 7
Canada 12.6% 8 Netherlands 8.9 9.5 9.3 8
Netherlands 13.6% 9 France 9.5 85 8.8 9
Czech Republic 13.8% 10 Denmark 8.6 8.5 8.5 10
Luxembourg 14.0% 1 Portugal 9.2 8.2 8.5 10
Denmark 14.8% 12 Greece 924 7.9 8.4 12
Norway 15.0% 13 Belgium 2.0 7.8 8.1 13
Finland 15.1% 14 Ireland 6.5 85 7.9 14
Hungary 15.2% 15 Norway 8.0 7.8 7.8 15
Switzerland 15.4% 16 Sweden 8.7 74 7.8 15
Austria 15.5% 17 Czech Republic 7.3 7.7 7.6 17
United Kingdom 15.9% 18 Austria 7.7 7.2 7.4 18
France 16.2% 19 Italy 8.4 6.7 7.2 19
Portugal 16.4% 20 United Kingdom 7.6 7.0 7.2 19
Belgium 16.9% 21 Poland 6.3 74 7.1 21
Germany 16.9% 21 Japan 8.0 6.6 7.0 22
Spain 17.0% 23 Finland 7.0 6.8 6.8 23
Sweden 17.2% 24 Slovak Republic 57 73 6.8 23
Greece (2000) 17.3% 25 Spain 7.5 6.4 6.8 23
Japan 17.8% 26 Hungary 6.8 6.5 6.6 26
Italy 18.4% 27 Luxembourg (2000) 5.6 58 5.8 27
OECD Average 14.6% Turkey (1998) 4.8 — — —
OECD Average 8.0 83 83

Source: OECD, 2003.

from 1980/1981 to 2000/2001 shows that real health expen-
diture (in 1992 dollars) on those aged 65 and over increased
93.7%, while their proportion of the population increased
only 33.0%. In comparison, real health expenditures for
the entire population increased 23.0% over the same peri-
od (Grenon, 2001). Using this information, it is possible to
determine the increase in expenditures on health care as a
share of GDP that occurred during an aging of the Canadian
population (box 2).

This more rigorous estimation results in an estimat-
ed expenditure increase of 69.8% for every 100% increase
in the senior share of total population. Using this adjust-
ment factor, spending on health care as a share of GDP in
Canada would have been 10.8% in 2001. Estimated health
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Source: OECD, 2003; calculations by authors.

expenditures in Canada, assuming a senior’s share of the
population equaling the average of these countries, would
have been 11% higher than without adjustment. Using this
adjustment, Canadian expenditures on health care would
have been tied with Iceland for the highest among industri-
alized countries in the OECD, not third as the first simple
comparison (without age adjustment) suggested.

Some evidence for the validity of these adjustments
can be ascertained from the OECD’s own estimations of
health spending increases that will result from aging popu-
lations in selected OECD countries (Dang et al., 2001). Us-
ing information supplied by Dang et al., it is possible to es-
timate that Canada will reach a dependency ratio of 24.4%,
roughly equivalent to the average of the universal access
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OECD countries studied by Dang et al., by approximately
2010 (Dang et al., 2001; calculations by authors). By that
time, health expenditures are expected to have grown by
10% over spending in 2000 (Dang et al., 2001, calculations
by authors).? These estimated spending increases are not far
different from the final estimate of health spending in table
2. The estimate here, unlike that done in Dang et al., does not
include the effects of GDP growth, technological advance-
ments, and immigration over the ten years of aging that the
Canadian population must undergo to reach a equivalent to
the average of universal access OECD countries. The esti-
mates undertaken for 2001 are simpler point-in-time esti-
mates and do not look forward to a future time period.

Answer: After age-adjustment, Canada is tied with Iceland
as the highest spender amongst industrialized countries
in the OECD with “universal access” health care systems.

The final expenditure rankings for 27 OECD countries in
2001 with adjustments for the proportion of total popu-
lation age 65 and over, using case 3 estimated above, are
shown in table 2. After adjustment for the senior popula-
tion, Canada would have had shared the honour of highest
spending among industrialized countries in the OECD for
the year 2001 with Iceland. Therefore, it is highly unlikely
that a lack of funding is the reason that governments in
Canada have difficulties delivering health services.

Box 2: A More Rigorous Age Adjustment Calculation
Cases 2 and 3 are based on the following formula:

1. (Senior’s Proportion of Population, Base Country) = 3,

2. (Senior’s Proportion of Population, Estimated Country) = 3;
3. (BB_ BE)/BEZ)\
4

seniors’ share of population.
5. (Health Expenditure [%GDP] Estimated Country) =1
6. (p + 1) * m = Adjusted Health Expenditure

The estimation for ain case 2 is:

3. 22.0%/ 33.0% = a= 66.66% = 66.7%

The estimation for ain case 3 is:

3. 23.0%/33.0% = a=69.8%

Canada as an example (case 3)

1. a=0.698 (69.8%)

2. A\=(14.6 —12.6) / 12.6 = 0.159 (15.9%)
3. p=A*a=0.111

4. (p+1)*m=10.8

. AM*a=p; where ais the adjustment factor estimated to be the increase in health expenditure related to a 100% increase in the

1. Increase in senior’s share of population from 1980/1981 to 2000/2001 = 33.0%
2. Increase in senior’s share of health expenditure from 1980/1981 to 2000/2001 = 22.0%

1. Increase in senior’s share of population from 1980/1981 to 2000/2001 = 33.0%
2. Increase in total real health expenditure (share of GDP) from 1980/1981 to 2000/2001 = 23.0%

Note: Values shown here for a are calculated from actual percentage increases that have been rounded for inclusion here.
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Which countries other than Canada do not have cost sharing?
A look at co-insurance and co-payments

Health insurance: the basics*

[Readers interested only in the results may
skip to page 22.]

The development of health insurance, as of other insurance
markets, is a result of the existence of uncertainty and risk.
People pay a fee to an insurer in exchange for the insurer’s
promise to cover the costs they incur for specified illnesses.
Where people attempt to maximize their happiness and
are averse to taking risks, the purchase of insurance makes
them better off than they would be without it (Arrow, 1963).
As well, there is a social gain. Society as a whole benefits
from the availability of insurance because risks are pooled
among, or can be shared by, many people so that if a cata-
strophic event occurs, an individual is compensated for his
loss out of the fees paid to the insurer by all who are in-
sured against this risk.’

Insurance in general and health insurance in par-
ticular can, however, have distorting effects. One of these
effects is “moral hazard”: insured patients demand more
services than they would in the absence of insurance. By
lowering the marginal cost (the cost of the next unit) of
care to the individual, health insurance encourages the
use of health services (Pauly, 1968). As well, individuals
covered by insurance will likely use more health services
for an event than those who do not have insurance cover-
age (Arrow, 1963). If individuals do not face any charges
(i.e., a third party—the government or a private insurance
company—covers their medical expenses), they have no in-
centive to restrain their use of health care. This situation
can produce excessive demand for care and can result in
wasted resources, to the extent that the costs of producing
these services exceed what individuals would be willing to
pay for them if they had to pay directly. On the other hand,
the absence of insurance may have the undesired effect of
encouraging patients to delay seeking care, which may be
more costly and harmful to their health than if they had

16 |/ The Fraser Institute

received prompt treatment or medical advice. Obviously, a
balance must be struck between the incentives to underuse,
and the incentives to overuse, health care.

The phenomenon of moral hazard is illustrated in
figure 2. The segment ab represents the demand for medi-
cal care D and the supply of medical care or the cost of
producing each additional unit of care is represented by
the line “supply (mc).” Assuming that the market for medi-
cal care is perfectly competitive (no one provider is large
enough to affect average prices) and that providers maxi-
mize their profits, individuals would choose to consume g*
units of medical care at price P, because, at this point, the
cost of the next unit of medical care purchased is equal to

Figure 2: Welfare loss of insurance
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Note: For the long run marginal (mc) curve to be perfectly elas-
tic (i.e., horizontal), one needs to assume that the insurance mar-
gin is characterized by constant costs. However, this assumption
can be relaxed. An increasing marginal cost does not invalidate
the analysis; an increasing marginal cost curve would lead to an
even larger welfare loss.
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the value of the next unit of medical care received. At any
point to the right of d, the cost of additional medical ser-
vice is greater than its value to the purchaser, while to the
left of d, the cost of additional medical service is less than
its value to the purchaser. Thus, in economic terms, d is an
equilibrium where supply equals demand and there is no
waste of resources.

If individuals were to be fully insured so that the cost
of health care fell to zero, however, they would consume
b units of health care, where the benefit of extra health
care is exactly zero. Thus with complete health insurance
coverage, the allocation of resources would be inefficient
as there would be over-consumption of health care and
underpayment. The value of the last unit of medical care
purchased would be far smaller than its actual cost. The
welfare loss from such a policy, then, is the area bde. This
area is equal to the value of the excess resources consumed.
Note that this excess resource wastage is only one half the
area of the total excess cost (%2 (additional quantity x cost))
because the resources consumed still have some value to
the patients.

If the demand for health care were perfectly in-
elastic (i.e., a vertical demand curve)—if no matter what
the price, people demanded exactly the same quantity of
care—no welfare loss would occur. The presence of elastic-
ity in the demand curve implies that individuals are willing
to demand and consume more health care when the price
charged to them is decreased, and vice versa. Thus, more
widespread insurance coverage will lead to greater insula-
tion of people from the costs of health care as use increases.
The benefits will fall to the few while the costs are spread
among the many, which results in a greater potential for
over-consumption of health care.

In insurance literature, moral hazard is often seen
as a moral or ethical problem. However, moral hazard is
more a result of rational economic behaviour than of lower
morality (Pauly, 1968). Individuals may recognize that their
excessive use of health care will result in higher premiums
or higher taxes but their increase in benefits from over-
consumption is large, while the incremental cost of their
excessive use is small, because the entire insured popula-
tion bears the cost.

On the one hand, health insurance increases social
welfare because of risk pooling, while on the other hand,
it introduces incentives to consume excessive amounts of
health care. It is because of these two conflicting aspects
of insurance that co-payments have been introduced as
a method to reduce the welfare loss due to moral haz-
ard, while preserving most of the welfare gain from risk
pooling.

Co-insurance, co-payments and deductibles—
the economics

Co-insurance
Co-insurance, deductibles, and co-payments are common-
ly used to control excessive use due to under valuation of
insured consumption. Co-insurance requires individuals
to pay some fraction of each dollar of cost (usually set as
a percentage). For example, a health insurance plan with
a 25% co-insurance rate will either require individuals to
pay for a quarter of all expenses or only reimburse them for
three quarters of all expenses. With co-insurance, patients
pay a price for health care that is lower than the market
price but greater than zero.

Figure 3 illustrates the effect of co-insurance on the
size of the welfare loss. As noted above, individuals with a
zero co-insurance rate (free care) will choose to consume
b quantity of health care with an associated welfare loss
equal to the area bde. If a positive co-insurance rate is in-
troduced, individuals are now faced with an effective price
P, where P, is less than P, but greater than zero. The differ-
ence between P, and P, is the reimbursement rate or the
counterpart to the co-insurance payment. This is the por-
tion of costs that are insured when a non-zero co-insur-
ance rate applies. Consumers will now demand g*' units of
health care, which is more than they would in the absence
of insurance but less than the original consumption with
free care. The welfare loss is now the area enclosed by dcf,
which means that the welfare loss due to excessive insur-
ance coverage has been reduced by the area cebf.

Figure 3: Welfare loss of insurance with co-insurance
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Two important points about the co-insurance pay-
ment must be noted. The first relates to the earlier discus-
sion of elasticity. The lower the price elasticity of demand is,
the smaller the change in consumption resulting from a co-
insurance payment will be, which will result in a smaller
change in welfare loss—although the welfare loss would al-
ready be smaller than it would have been with a more price
elastic demand curve. It is also important to recognize that
as the co-insurance rate rises, the amount of risk borne
by individuals increases because the potential for out-of-
pocket costs rises with the co-insurance rate.

Co-payments and deductibles

Co-payments and deductibles work in a slightly different
manner from co-insurance and may not have as significant
an effect on the welfare loss in some cases but a far more
significant effect in others. A deductible is the amount
that a patient must pay out of pocket during a period (say
$1,000 annually) before the insurer will start paying for
his health care. For health spending below the deductible,
the patient’s use of health services will be similar to that
of an uninsured person. For health spending beyond the
deductible, the patient’s use of health care will be similar
to that of a person with insurance coverage from the first
dollar. Thus, a deductible will either have no effect on an
individual’s use, or will induce the individual to consume
that amount that would have been purchased in the ab-
sence of insurance (Pauly, 1968). Higher deductibles even-
tually introduce an income effect, where individuals are
charged a deductible that reduces their income sufficiently
so as to make the free care post-deductible less attractive
(Pauly, 1968). Co-payments or user fees are a form of de-
ductible applied to a given service—a $5 payment for a visit
with a physician, or a $10 fee for emergency room visits,
for example.

Co-insurance payments, co-payments, and deduct-
ibles have a number of advantages. The first is that they
increase efficiency in the health delivery sector and reduce
costs: if required to bear a portion of health care costs, in-
dividuals will curb their consumption of medical care, and
medical services of lesser value will eventually be eliminat-
ed. A second advantage is that these payments can reduce
the tax burden of Canadians because they redirect health
care financing from taxpayers to users.

Opponents argue that user fees may increase admin-
istrative costs significantly because more resources must
be devoted to their collection, that they may erect a bar-
rier to care that may have adverse health effects and, final-
ly, they may disproportionately shift the cost burden onto
lower income individuals.
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User fees and lower-income individuals

The main argument against the traditional forms of cost
sharing is their distributional consequences.’ Evans (1993)
argues that the principal effect of introducing cost sharing
in a tax-financed health care system like the Canadian sys-
tem is cost shifting. If cost sharing reduces public expen-
ditures on health care and the savings are used to reduce
taxes, then it follows that taxpayers will pay less and users
of health care will pay more in the form of deductibles, co-
insurance, or user charges.

Evans believes that, as individuals with higher in-
comes tend to pay more taxes and less healthy individuals
tend to consume more medical care, high earners pay a
larger share of total health costs in a publicly funded sys-
tem, like that in Canada, with little or no cost sharing. In a
system where cost sharing is more pervasive, users of the
health care system (i.e., the sick) tend to pay a larger share
of the health care bill. It follows from this argument that
the wealthy and healthy gain from cost sharing, while the
poor and the sick lose out. As well, since income and health
tend to be closely related, this positive correlation reinforc-
es the intensity of the cost shifting.

Evans contends that this pattern of income redis-
tribution from the sick to the wealthy is true of all forms
of cost sharing, even if some proposals exclude the very
poor and the very sick. If cost sharing is linked with in-
come, then the cost shifting is mitigated but does not dis-
appear. If some segment of the population (such as those
individuals below a certain income level) is exempted from
the cost sharing, cost shifting will still occur among the
non-exempt population.

The argument that the wealthy and healthy benefit
from cost sharing at the expense of the poor and sickly re-
lies on the assumption that more cost sharing will result in
lower taxes, which benefits high earners. It is not a certain-
ty, however, that taxes will be reduced. Even if they were,
the marginal tax rates of low-income individuals could be
reduced, and certain consumption taxes diminished. As
well, any savings from greater efficiencies in the health sec-
tor could be reinvested into the health care system itself.
Moreover, it is not clear that lower-income and less healthy
individuals lose more if cost sharing is introduced and tax-
es are reduced accordingly, since it is often high earners
who benefit more from social programs such as education
and health care (Le Grand, 1982; Horry and Walker, 1994).

Evans’ argument depends upon three assumptions:
(1) high earners tend, on average, to be healthier than
poorer individuals; (2) the sick use more health care; and
(3) high earners pay more taxes than poorer individuals.
With these assumptions, it seems reasonable that cost
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sharing would transfer income from the sick (and poor)
to the healthy (i.e., from the ill-poor and ill-wealthy to the
healthy-poor and the healthy-wealthy). Because the sick
poor outnumber the sick wealthy, there could be a transfer
from those with lower incomes to those with higher in-
comes. However, use of health services tends to increase
with income and not decrease. Phelps (1992) demonstrated
with data from the RAND Health Insurance Experiment
(HIE) that the income elasticities for all episodes of ill-
ness were all positive, with the exception of hospital care,
which was not significant (table 3). This evidence suggests
that there should be a means test for the imposition of cost
sharing, where individuals whose health status would be
adversely affected by the imposition of cost sharing would
be exempted from paying. Protection of the poor and ill
should not result in the imposition of inappropriate incen-
tives for all or forgoing a cost-sharing program that might
well reduce the total costs of the system.

Co-payments and co-insurance—
the evidence of their effects

Even if people are price conscious, it does not necessar-
ily follow that total health care expenditures will decrease
if they are given incentives to use the health care system
more prudently. Those with higher incomes will have more
resources with which to cover user charges and may, there-
fore, not decrease their use of the system despite the incen-
tive to do so. Nevertheless, amongst the entire population,
the existence of prices may lead to lower use of the health
system, which may affect individuals’ health status, thus
potentially increasing health care costs in the future. The

Table 3: Income Elasticities for Episodes
of lliness by Type of Care

Type of Care Income Elasticity
Acute 0.22
Chronic 0.23

Well Care 0.12
Dental 0.15
Hospital not significant

Note: Unlike price elasticities, income elasticities measure the
positive (rather than the negative) relationship between income
and the demand for health care. That is, for positive elasticities,
as income increases, so does demand.

Source: Phelps 1992, calculated from Keeler et al., 1988.

poor are particularly at risk and it has often been argued
that the poor stand to lose if any form of cost sharing is in-
troduced. There are several empirical studies that examine
the effect of cost sharing on health outcomes and on the
poor while others look at the significance of public health
care spending on this segment of the population.

Feldstein (1973) compiled one of the most widely
cited studies on the welfare loss of health insurance. He
estimated this loss by looking at the welfare effects of in-
creases in co-insurance rates and used time-series data
for individual American states to estimate the demand for
hospital insurance. The welfare effects were calculated by
estimating the gross gain from reduced price distortion—
with less insurance, prices more accurately reflect the true
cost of the services—and the gross loss from increased
risk bearing. Feldstein found that reducing health insur-
ance produced significant welfare gains. These results and
the fact that public insurance and non-hospital care are
excluded (which understates the welfare loss) led Feldstein
to conclude that the United States could significantly ben-
efit from a reduction in health insurance—by more than $4
billion (1969 USs$).

Since there is a welfare loss associated with insur-
ance, it follows that to maximize social welfare one must
try to maximize the benefits of risk pooling of insurance
while minimizing the welfare loss. Manning and Marquis
(1996) have estimated the demand for health insurance and
the demand for health services as a function of co-insur-
ance rates, deductibles, and upper limits on out-of-pocket
expenditures (or maximum dollar expenditure [MDE]) us-
ing experimental data from the RAND Health Insurance
Experiment (HIE) in the United States. They have found a
welfare loss of approximately $480 per family (1995 US$)
associated with insurance.

The RAND Health Insurance Experiment

In the mid-1970s, the RAND Corporation, a California-
based research institute, began what has turned out to be
the most significant medical insurance study ever accom-
plished: the Health Insurance Experiment (HIE). The cen-
tral focus of the HIE was to study the effect of cost sharing
on medical service use and health status. Approximately
2,000 non-elderly families from six regions of the Unit-
ed States participated (no participant was over the age of
65 during the experiment). Participants were assigned to
one of 14 fee-for-service insurance plans or to a prepaid
group practice and were studied closely for a period rang-
ing from three to five years. All of the insurance plans had
a maximum dollar expenditure (MDE). The plans were
as follows.
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(1) One plan with zero co-insurance (free care).

(2) Three plans with 25% co-insurance and MDEs of 5%,
10%, or 15% of family income to a maximum of $1,000.

(3) Three plans with 50% co-insurance and MDEs of 5%,
10%, or 15% of family income to a maximum of $1,000.

(4) Three plans with 95% co-insurance and MDEs of 5%,
10%, or 15% of family income to a maximum of $1,000.

(5) Three plans with 25% co-insurance for all services ex-
cept out-patient mental health and dental, which were
subject to 50% co-insurance, and MDEs of 5%, 10%, or
15% of family income to a maximum of $1,000.

(6) One plan with 95% co-insurance for out-patient
services and zero percent co-insurance (free) for
in-patient services and an MDE of $150 per person
subject to a maximum of $450 per family. This plan
is known as the individual deductible plan.

Four dependent variables were used in the HIE’s analysis
of the effects of cost sharing on the use of medical services
and on health:

(1) probability of using medical services;

(2) medical expenditures (includes all services except

dental and out-patient mental health expenditures);
(3) annual number of physician visits;
(4) hospital admission rates.

The insurance plans were grouped into five categories:
(1) free care;
(2) 25% co-insurance rate (including the plans with
higher rates for mental and dental care);
50% co-insurance rate;

—~~
w
=

95% co-insurance rate;
5) individual deductible.

—
=
=

—~

There was no differentiation made between the levels of
MDEs because it was found that variations in the MDEs
were not significant. Factors such as age, sex, race, fam-
ily income, and family size were included in the analysis,
along with four measures of health used to account for dif-
ferences in initial health status:

(1) a General Health Index;

(2) the presence of a physical limitation;
(3) chronic disease status;
(4) a Mental Health Index.

The demand for medical services was then estimated using
two econometric models, which yielded results that were
quite similar. The results of estimates derived from the
multi-equation model are summarized in table 4. When in-
dividuals have access to free medical care, there is an 86.7%

20 / TheFraser Institute

chance that they use the health care system in a given year.
As cost sharing increased from o (free) to 95%, there was a
significant decline in both the probability that medical ser-
vices would be used and in the medical expenses incurred
per person in the population.

The last column in table 4 represents the total spend-
ing of each plan as a ratio of the free plan. On average, in-
dividuals on the 25% plan spent 19% less than those on the
free plan; individuals on the 50% plan spent 25% less; while
those on the 95% plan spent 33% less. Medical expenses
per person fell from an average of US$1,019 (free) to as low
as US$700 (95% co-insurance). The demand for all types
of service fell with cost sharing, although some services
were affected more than others. For example, not shown in
table 4 is the fact that children’s hospital admissions were
less responsive to changes, while mental health services
were more responsive.

The findings of the HIE challenge the claim that
heavy cost sharing raises overall health care costs because
of its incentive to delay seeking care. Total expenditures in
the high co-insurance group (95%) were well below those
in the free-care plan. It appears that the effects of incen-
tives to delay seeking care were outweighed by other fac-
tors. Contrary to the cost-sharing incentive effects, chang-
es in MDEs did not lead to significant changes in spend-
ing and health care consumptions. As the HIE estimates
suggest that the risk associated with a higher MDE is not
significant, the implication would be that MDEs should
be set at the high end of the values examined (Newhouse
etal., 1993).

As a result of having an MDE, the difference in the
various co-insurance plans was far less than suggested by
the nominal co-insurance rates. For example, the aver-
age cost-sharing rate was 16% in the 25% plans, and 31%
in the 95% co-insurance plans (table 5). The lower average
co-insurance rates result from there being a diminishing
number of people who are subject to the co-insurance rate
for the whole period as the rate increases. While the nomi-
nal co-insurance rate may be 95%, enough people managed
to reach the MDE (after which care is free) that, on average,
the rate was only 31% over the specified period.

There are two separate effects from increases in the
co-insurance rate: individuals have to pay more, thus re-
ducing use; and the likelihood of reaching the MDE in-
creases as the level of co-payment increases for a given
MDE. People contributing more per care episode will reach
the limit for payments in fewer visits than would someone
contributing less. Since health care is free once the MDE
has been exceeded, more individuals will have access to
free care when the co-insurance rate is high. Keeler et al.
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Table 4: Predicted Average Annual Use of Medical Services for a Standard Population

Plan Probability of any medical

use excluding dental (%)

mean tvs. free
Free 86.7 (0.67) —
25% 78.8 (0.99) -6.69
50% 74.3 (1.86) —6.33
95% 68.0 (1.48) -11.57
Individual deductible 72.6(1.14) -10.69

Medical expenses per person Total spending as
excluding dental ($1991) percent of free plan
mean tvs. free
1,019 (43) — 100%
826 (38) -4.05 81%
764 (43) -4.91 75%
700 (35) -6.74 67%
817 (45) -3.78 80%

Note: Standard errors in parenthesis. Estimates are predicted from a four-equation model developed by Duan et al., 1982, 1984. The
difference in expenses between the 25% and 50% plans is significant at the 5% level (t = 1.97) and between the 50% and 95% plans is

significant at the 6% level (t = 1.93).

Source: Newhouse et al., 1993: 44.

(1977) have stressed the importance of examining deduct-
ibles and co-insurance as part of a sequence and not in iso-
lation. The HIE supports just such an argument.

Beyond the cost sharing results, the HIE is also one
of a very few studies that examines the effects of cost shar-
ing on health. The Insurance Experiment Group used five
measures to examine participants’ health: general health
(physical, mental, and social), psychological health, health
habits, prevalence of symptoms and disability days, and the
risk of dying. The predicted values of health are estimated
using several variables including age, sex, family income
adjusted for family size and composition, and health at en-
rollment in the experiment.

On the whole, reduced services due to cost sharing
had little or no net adverse effect on health (table 6). In ad-
dition, no significant differences in the risk of dying (for
the average person) or measures of pain and worry were
observed. Moreover, days of restricted activity dwindled
with higher levels of cost sharing. The most important de-
terminant of health at the end of the experiment was typi-
cally health at enrollment. (Newhouse et al., 1993).

The HIE also looked at the effect of cost sharing on
the health of high-risk individuals, such as the poor and

Table 5: Percentage of Families Exceeding the Maximum Dollar
Expenditure (MDE) Limit and the Average Co-insurance Rate

Co-insurance Percent Average co-

rate (%) exceeding limit  insurance rate (%)
25 20.8 16
50 215 24
95 35.0 31

Source: Newhouse et al., 1993: 358-59.

the sick poor.® The health of this segment of the population
was severely affected by cost sharing—both mortality rates
and blood pressure worsen among high-risk individuals.
Thus, the HIE’s findings support a co-insurance exemption
for low-income groups.

The HIE also examined the appropriateness of the
services that were forgone. Lohr et al. (1996) concluded
that cost sharing reduces both necessary and unnecessary
care. However, the type of cost sharing plan was found to
have no effect on most measures of health and a decrease
in necessary care should have resulted in lower health out-
comes. Lohr et al. suggest that this phenomenon occurs
because the loss of the benefits of consuming necessary
care is counterbalanced by the decline in the harm done
by consuming inappropriate services

Although the RAND HIE was performed almost 20
years ago and in the United States, it is not clear why Cana-
dians should see the trade-off between health spending and
having the money for other spending differently than their
American counterparts. The HIE has also produced similar
results in China in a study on the effect of cost sharing in
that country (Sine, 1994). It is important to note, however,
that the HIE looks only at the non-elderly population and
that, therefore, the results may not be readily applicable to
the elderly.

It is vital to recognize that most studies exploring
the issues of user payments are conducted using data from
the United States, a system with a roughly equal split of
public and private health care funding, along with various
cost-sharing regimes applied extensively throughout the
system. The welfare losses associated with health insur-
ance, then, could be expected to be much larger in Canada
where health care financing is largely public and access is
free at the point of service.
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Table 6: Predicted Health Status at the End of the RAND HIE, by Selected Health Measures and Insurance Plans

Cost Sharing Free Average differences in health Size of
Plans Plan between the free plan and sample
the cost sharing plans®
95% 25%/50%  Individual Average Predicted Actual
Deductible
Physical health® 86.0 85.0 84.9 853 853 00(-1.6,15 -0.3(-2.3,1.7) 3,862
Mental healthc 75.6 75.5 75.8 75.6 75.5 -0.2(-1.1,0.8) -0.1(-1.1,1.0) 3,862
General health? 68.1 68.0 67.9 68.0 67.4 -0.6(-1.5,03) -09(-2.1,0.3) 3,943

Note: Each measure of health is based on a scale of 100.
(a) 95% confidence interval in parenthesis.

(b) A decrease of 10 points in physical health measure represents what it would be like to have chronic, mild, osteo-arthritis.
(c) A decrease of 3 points in mental health measure represents an effect equivalent to how you would feel if you were laid off or fired.
(d) A decrease of 5 points in general health represents an effect equivalent to that of being diagnosed as hypertensive.

Source: Newhouse et al., 1993: 209.

Answer: Canada is one of only six countries that do
not require cost sharing—21 of the “universal access”
nations in the OECD do apply user fees of some sort.

Table 7 gives health care co-insurance, deductible, and co-
payment information for 27 OECD countries. Of these 27,
Canada is one of six countries that do not have cost sharing
in the primary health care system for the major services of
hospital care, general practitioner care, or specialist care.
The other five countries are the Czech Republic, Denmark,
The Netherlands, Spain, and the United Kingdom. France
is only a pseudo-member of this group as the French health
care system officially charges a ticket modérateur (which is
the difference between reimbursement for services and the
actual cost), but supplementary insurance—which covered
some 80% of the population in 2000—is available to cover
the majority of this co-insurance payment. Australia is also
a pseudo-member as doctors may choose to forgo the cost-
sharing component of their fee in return for the privilege of
billing the public insurer directly for services—nearly 80%
of services were billed this way in 2001. The remaining 21
countries (including France and Australia) all have some
cost sharing in the public system for at least one of hospital
care, general practitioner care, and specialist care.

Of the countries that do not require cost sharing for
health services, one, the Czech Republic, is a former com-
munist country still in the process of reforming its econo-
my and social service system. Another is the United King-
dom where the National Health System is now in a state
of disrepair, plagued by negative news reports and long
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waiting lists (Gage, 2001). Canada and Denmark have both
experienced problems with long wait times for medical
procedures (Walker with Wilson, 2001; Vallgarda, 2001).
Growing waiting lists for elective surgery are also seen as
a major challenge in the Netherlands (Or, 2002). These
three countries are also above average spenders on health
care as a share of GDP, spending 9.7%, 8.6%, and 8.9% of
GDP respectively in 2001, or 10.8%, 8.5%, and 9.3% of GDP
after an estimated adjustment for population age profiles.
Finally, the Spanish NHS has been contracting with private
providers and providing financial compensation to doctors
willing to work longer hours throughout the country in an
attempt to shorten waiting lists, which grew significantly
between the mid-1980s and the mid-1990s (European Ob-
servatory, 2000f). Patients in Spain on waiting lists for
more than six months have also been provided financial
compensation to choose another public or contracted pri-
vate hospital for care (European Observatory, 2000f).

Clearly, there have been problems of unsatisfied de-
mand for care in at least five of the six countries, a result
suggested by the moral hazard issues created by the ab-
sence of cost sharing and demonstrated in the RAND HIE.
The remaining country, the Czech Republic, can be consid-
ered a “transition economy”; it is likely to make significant
changes in its health system as the economy grows and
advances and as health expenditures rise over time.

So, while Canada is not alone in banning user fees,
itis in a distinct minority and other countries with no cost
sharing also seem to have the same sort of cost control and
service provision problems as Canada does.
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Table 7: Co-Insurance, Co-Payments, and Deductibles in the OECD

Cost Sharing* Hospital GP Specialist Pharmaceutical'
Australia Yes® No* Yes? Yes? Yes
Austria Yes Yes Yes Yes Yes
Belgium Yes Yes Yes Yes Yes
Canada No No No No Yes
Czech Republic No No No No No*
Denmark No No No No Yes
Finland Yes Yes Yes Yes Yes
France Yes® Yes Yes Yes Yes
Germany Yes Yes Yes Yes Yes
Greece Yes Yes®”? Yes® Yes’ Yes
Hungary Yes® Yes Yes’ Yes’ Yes
Iceland Yes No® Yes Yes Yes
Ireland Yes'™ Yes'™ Yes'™ No Yes™
Italy Yes No® No" Yes Yes
Japan Yes Yes Yes Yes Yes
Korea Yes Yes Yes Yes Yes
Luxembourg Yes Yes Yes Yes Yes
Netherlands No No No No No*
New Zealand Yes No Yes No (N/A)
Norway Yes No® Yes Yes Yes
Poland Yes™ Yes Yes’ Yes’ Yes
Portugal Yes Yes Yes Yes Yes
Slovak Republic Yes Yes Yes Yes Yes
Spain No No No No Yes
Sweden Yes Yes Yes Yes Yes
Switzerland Yes Yes Yes Yes Yes
United Kingdom No No No No Yes

* A country was regarded as having cost sharing if it had cost sharing in any one of hospital care, general practitioner care, or specialist care.
Note: All categories considered in this table are those that operate in the mandatory or public insurance scheme. Private insurance
schemes are not considered.

(1) This category includes all non-hospital pharmaceuticals.

(2) Doctors in Australia may choose to accept 85% of the schedules fee for services as full payment (patients otherwise pay the full
fee and receive 85% reimbursement from the national insurance program) in return for being able to bill the public health insurer
directly. In 2001, nearly 80% of services were billed this way.

(3) Australian patients may receive hospital care free of charge but are expected to make a 25% co-payment of the schedules fee,
plus any charges related to accommodation if they choose to use private hospitals and their choice of medical practitioner.

(4) Prescription drugs are not subject to co-payment but are subject to a reference-based pricing system.

(5) In France, supplementary insurance schemes generally refund some or all of the ticket modérateur (co-payment) of the basic
scheme. In 2000, 80% of the population had supplementary insurance cover (Imai et al., 2000).

(6) Inpatient care is not subject to a co-payment, while outpatient care is.

(7) Doctors may receive gratuity payments for service.

(8) No co-payment is required for the use of public health centres in rural areas. In urban areas, where patients must make use of
hospital outpatient departments, a co-payment applies.

(9) Although gratitude payments are considered part of the Hungarian system, they are difficult to measure and quantify. They are
considered a cost-sharing mechanism as they are officially recognized.

(10) Patients unable to afford primary health care services are granted “Category |” status and provided a medical services card. This
card allows Category | patients to receive health care services without a co-payment or deductible. A cost-sharing mechanismis in
place for Category Il patients, who pay 100% of GP fees and face co-payments and deductibles for other health services.

(11) Co-payments apply for diagnostic services.

(12) Patients in Poland may pay gratuity payments for care from public doctors. Since these payments are significant—one poll sug-
gests that physicians double their salaries with these “envelope payments” (European Observatory, 1999c)—they are counted as a
cost-sharing mechanism.

Sources: See Appendix A.
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Which countries rely exclusively on government-managed
hospitals to deliver publicly funded health care?

Private health care providers have often been a point of
contention in Canada. When Bill 11 was introduced in Al-
berta, opponents of private care suggested that the intro-
duction of private providers would lead to a system where
richer individuals would pay more for better quality or ex-
pedited care, and that the quality of care for everyone else
would not be improved by private firms (especially if oper-
ated for profit). These are two separate arguments requir-
ing separate discussions. The first discussion focuses on
the issues related to private provision of services within the
government insurance scheme, while the second discus-
sion approaches the issue of a private health system that
operates alongside the public system.

The case for private provision

Though there has been a great deal of discussion about pri-
vate versus public hospitals and their characteristics in re-
cent history, it is insightful to look first at hospitals as busi-
ness entities rather than considering them as “special,” which
most of the current debate about hospital characteristics in-
trinsically implies.” Unfortunately, to date, little discussion
on the private provision of health services, especially hospi-
tal services, has considered the vast literature and evidence
on the inefficiency of governments as service providers. An
examination of the business and investment characteristics
of public businesses will provide much needed insight in
the discussion of private versus public hospitals that follows.
Viewed as simple corporations, hospitals in Canada are best
considered government business enterprises (GBEs)."

The differences between private- and

public-sector business enterprises'’

Before analyzing private care providers, one must first un-
derstand why private and public sector businesses behave
differently. What follows is a survey of some of the main
differences between private sector businesses and GBEs.
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Kornai (1992) identified budget constraints as one of
the major and unchangeable differences between private
sector businesses and government. This is because govern-
ment budget constraints are “soft” since it is effectively im-
possible for government to be de-capitalized. Private sec-
tor businesses, on the other hand, face “hard” budget con-
straints; if they incur sustained losses, or even a few large
losses, the decline of capital can push them into bankruptcy.
Kornai argued that this basic and unwavering difference be-
tween the two types of entities results in extraordinary dif-
ferences in operations. Private sector businesses must pro-
vide consumers with the goods and services they demand
in a timely manner and at affordable prices that are consis-
tent with their quality. GBEs don’t face the same constraints.
They can consistently lose money by offering goods and ser-
vices whose prices do not reflect their quality or timeliness.

Another pivotal difference between the two types of
business enterprises relates to capitalization. Megginson
and Netter (2001) found that GBEs tend to develop with
less capital and thus are more labour intensive than their
private sector counterparts. GBEs do not incorporate an
optimal amount of capital, a fact that has negative implica-
tions for both labour and total factor productivity.

Part of this under-capitalization is inherent to the
structure of GBEs. GBEs are nearly always restricted—if
not forbidden—from raising equity financing, since ad-
ditional equity financing would dilute the government’s
ownership. In addition, many GBEs are also restricted in
their ability to raise debt financing, as the government ulti-
mately secures their accumulated debt. This capital restric-
tion can, and has, precluded GBEs from developing prudent
business plans. In 1992, Butler found that privatization of
state-owned enterprises often results in re-capitalization
because governments tend to view capital spending in their
businesses to be less important than distributing money to
the very visible areas demanded by the public.

Clearly, private sector companies face very different
incentives and risks than their public sector counterparts.
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If this is the case, and the argument seems decisive, then
why have GBEs in the first place? There is essentially one
economic argument that can be used to justify the exis-
tence of GBEs in the health sector: market failure.

The argument from market failure says that a GBE can
overcome a deemed market failure, such as the case in health
care where it is suggested that the patient’s lack of medical
knowledge can lead to over-treatment by private providers.
In such a scenario, the argument for the GBE is that it can
provide the good or service at a level commensurate with a
private provider. Empirical research has led largely to the
refutation of this argument (Megginson and Netter, 2001).

The differences between private and public hospitals**
There is a substantial literature on the relationship between
hospital ownership—private versus public, not-for-profit
versus for-profit—and health care costs and outcomes. Each
strand of inquiry provides compelling reasons to examine
the social benefits from private provision of hospital services
and, by extension, the private provision of doctors’ services.
While there are a number of meaningful distinc-
tions between the economic decision environments facing
not-for-profit and for-profit firms, the salient one here is
that if not-for-profit decision makers “are unable to extract
residual income in the form of cash ... [they] will choose
to take it in other forms” (Pauly, 1987). Among these “oth-
er forms” are “better office facilities, more congenial col-
leagues, more relaxed personnel policies, or any other per-
sonally rewarding activity even if it is more costly to the
non-proprietary (not-for-profit) hospital than its proprie-
tary counterpart” (Clarkson, 1972). In other words, rather
than solely maximizing profits, managers in the not-for-
profit setting may be willing to sacrifice profits in order to
enhance their own pecuniary and non-pecuniary income.
Thus, there is little value in the debate between for-
profit and not-for-profit private providers. Though there
has been a notable amount of media attention for a recent
comparison of the two by Devereaux et al. (2002), crit-
ics have noted that the findings were not significant—the
margin of error was equal to the adverse effect measured—
and that the methodology used in the article was flawed
(Gratzer and Seeman, 2002; Naylor, 2002). Clearly then,
there seems to be little evidence to suggest that there is a
difference between the operating characteristics of a not-
for-profit private provider and a for-profit private provider.
The next comparison should then focus on the differ-
ences between public and private providers of health care.
Like a private, not-for-profit provider, public hospitals have
no ability to extract residual income from operations. Con-
sequently, the manager of a public hospital does not trade off

profit for non-pecuniary income; rather, he maximizes his
budget, which enables the acquisition of greater pecuniary
and non-pecuniary income (Niskanen, 1971). Therefore, the
level of output of the public enterprise is higher than would
be found in an otherwise equal private enterprise and the
input combinations used also differ from that employed in a
comparable private firm. Both disparities reflect inefficiency,
as elaborated in a model proposed by Lindsay (1976).
Simply put, Lindsay found that public managers
would be motivated to “divert resources from the produc-
tion of attributes which will not be monitored [by politi-
cians] to those which will” (Lindsay, 1976). This means
that, in a public hospital setting, a disproportionately large
amount of measurable and expensive equipment might be
supplied along with a disproportionately small amount
of politeness or clean floors, both of which are harder to
measure. Because immeasurable attributes cannot be
monitored effectively in a government enterprise but can
be monitored in a private enterprise, public managers and
bureaucrats will refuse to fund the provision of such im-
measurable attributes while private firms wil/ fund them
(Zelder, 1999, emphasis in original). It is also notable that
these hospitals will also be subject to public budget con-
straints and will therefore under-invest in capital-intensive
forms of production, much like in the comparison of GBEs
to private business enterprises. An example of this under-
investment can be found in the diffusion of MRI machines
in France, where the increase of MRI equipment per capita
occurred more rapidly in private hospitals than in public
hospitals (US Congress, 1995). A similar example also exists
in Greece, where private clinics were the first purchasers of,
and continue to be the principle providers of, access to high-
tech diagnostic machines (European Observatory, 1996b).
Though there is often concern that private providers
will offer a lower standard of care because of their ability to
retain profits, there is a substantial body of evidence to show
otherwise. Hsia and Ahern (1992) concluded that not skimp-
ing on care under prospective payment would produce sig-
nificantly higher profits, while Cleverley and Harvey (1992)
concluded, admittedly using a small sample of hospitals,
that poor quality hospitals were less profitable. Annette To-
mal (1998) found that higher prior-year profit margins in
both for-profit and not-for-profit hospitals were associated
with a lower hospital mortality rates. Clearly, the profit mo-
tive is not necessarily a source of reduced quality care.
For-profit hospitals in the United States have also
been known to reinvest profits from operations rather
than pay out profits as dividends to shareholders (Graham,
2002). These for-profit hospitals in the United States also
hold more capital and fewer financial investments than do
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public hospitals in Canada (Graham, 2002), echoing the
earlier finding that GBEs tend to be under capitalized.

In general, the literature indicates that for-profit and
private not-for-profit hospitals are equally efficient but that
there are distinct efficiency advantages in relying on for-
profit hospitals vis-a-vis publicly owned hospitals.

Further, private providers, because of their incentives
to increase efficiency and provide a higher level of care in
order to attract more patients, will end up enhancing care
for all patients including the very poor. Evidence from the
United Kingdom has also shown that the lower socioeco-
nomic classes benefited the most from the private sector’s
involvement in hospital care provision (McArthur, 1996).

Answer: Canada is one of 12 OECD countries that rely
exclusively on public hospitals to deliver publicly funded
health care.

Table 8 contains information on 28 OECD countries and
their level of private provision of publicly-funded hospital
care. It gives information on whether the organizations that
practice within the category are public, private, mixed, or
heavily regulated. Heavily regulated private sectors should
be seen as pseudo-public as the level of public intervention
into their operations is high enough to be considered the
same as direct control. Less than half of the 28 countries
in table 8 rely on fully public or heavily regulated hospital
sectors to deliver publicly-funded care.

A significant proportion of the countries that have
strictly public provision of health services have experi-
enced problems with long waiting times. Australia (Hil-
less et al., 2001), Canada (Walker with Wilson, 2001), Den-
mark (Vallgarda, 2001), Finland (Jarvelin, 2002) Iceland
(World Health Organization et al.,, 2000), Norway (Euro-
pean Observatory, 2000d), Portugal (European Observa-
tory, 1999d), Sweden (Carroll et al., 1995; Hjortsberg et al.,
2001), and the United Kingdom (Carroll et al., 1995) have
all had problems with long waits for surgical procedures
in recent years. Three of the countries with strictly public
provision, Poland, Slovak Republic, and Hungary, are tran-
sition economies that are still in the process of transform-
ing their economies and their social service systems.

Although Canada is not alone in having a heavily
regulated or purely public hospital sector, all of the coun-
tries that rely on publicly owned providers seem to have
the same sort of cost control and service provision prob-
lems that Canada does. Furthermore, as we shall see in a
subsequent section, Canada is alone in prohibiting parallel
private health care delivered by private hospitals.
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Table 8: Ownership Status of Providers to
Public Health Systems in the OECD

Hospital Ownership Status

Australia G'
Austria M
Belgium M
Canada PR
Czech Republic M
Denmark G'
Finland G
France M
Germany M
Greece M
Hungary G'
Iceland G
Ireland M
Italy M
Japan M
Korea M
Luxembourg M
Netherlands M
New Zealand M
Norway G'
Poland G
Portugal G'
Slovak Republic G'
Spain M
Sweden G'
Switzerland M
Turkey M
United Kingdom PR

Note: G=public ownership, P-private ownership (either for-
profit or not-for-profit), M=public and private providers both
serve the public system, R-pseudo public management through
regulation

Hospitals that serve only the private system are not considered
in this table.

(1) A small minority of providers to the public system are private.

Sources: See Appendix A
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Should Canada put its doctors on salary?

[Readers interested only in the results may skip to page 30.]

Methods of paying doctors

Supplementary to the discussion of private hospital care
is that of physician remuneration. Noting the large differ-
ences in economic incentives and the resulting efficiency of
provision above, it is not surprising to find that there are
also large differences that result from different payment
schemes for doctors.

Doctors may be paid by one of three methods: salary,
capitation payment, or fee-for-service. Each of these prin-
cipal payment methods has advantages and disadvantages
that result from the degree to which the payment method
is related to actual physician output. Doctors can also be
paid through a mixed system that incorporates two or all
three of these payment methods in an attempt to capture
the positive effects of each, while mitigating the negative.

Salary

Salary schemes allow direct control of costs, as there can
be no variability in payment as a result of extra output. This
also means that under-production is possible as doctors
will not have an incentive to produce beyond a minimal
standard, both quantitatively and qualitatively. Thus, posi-
tions under salary payment must be supervised to main-
tain their rate of output (Feldman et al., 1981).

Capitation

Falling part way between a fully activity-based rate of
pay and salary is the capitation payment system. Capita-
tion payment systems provide a fixed payment to General
Practitioners based on the number of patients registered
to their practice. This payment is meant to provide physi-
cian services and diagnostic care for the patient; high-cost
services (hospitals and specialists) will usually fall outside
of the capitation scheme. These systems allow for careful
control of health expenditures, just as with salary-based
doctors, but also create an incentive for physicians to treat

more patients as a greater number of registered patients
will mean a higher income. Unfortunately, these systems
can also lead to over-registering and under-servicing of pa-
tients, adverse selection of better risks to reduce outflows
of money, and over-referral to high-cost care providers
(hospitals and specialists) when the referring doctor could
have treated the patients (Oxley and MacFarlan, 1994).

Fee-for-service payments

Fee-for-service payments, unlike the two mentioned above,
are linked solely to output; no payments are associated
with inactivity. While capitation payments and salaries
allow physicians to under-produce while maintaining or
even increasing income, this method of remuneration is a
strictly activity-based rate of pay, where the number of pa-
tients actually treated determines the physician’s income.
This gives a physician full discretion over the level of ser-
vice and all referrals but does lead to some variability in
income, which may be undesirable in sparsely populated
regions. According a recent OECD study, countries that
rely on fee-for-service remuneration have a lower proba-
bility of experiencing problematic waiting times (Siciliani
and Hurst, 2003), a finding that is broadly consistent with
the existing literature on the superiority of this method of
remuneration.

Further evidence on the benefits of a fee-for-ser-
vice remuneration policy over both capitation and sal-
ary payment schemes can be found in a number of stud-
ies investigating the effects of various payment schemes.
Wilson and Longmire (1977) found, in a comparison of
six hospitals, that surgeons in the two fee-for-service
hospitals performed almost 50% more procedures in a
month than did the surgeons in the two salaried hospitals.
Ransom et al. (1996), comparing the number of services
performed in a single gynaecology clinic under varying
payment schemes, found that the number of procedures
performed fell 15% when physicians moved from a fee-for-
service scheme to a salaried payment scheme. They also
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noted that the number of elective procedures was most af-
fected by the change in remuneration. Finally, Gosden et
al. (2001), in a review of the literature, suggested that the
quantity of primary care services provided by physicians
was higher under a fee-for-service regime when compared
with a capitation payment regime.

Though fee-for-service provision is clearly the supe-
rior choice for remuneration in terms of the quantity, and
possibly the quality, of care provided, the control over in-
come has often led to suspicions that physicians expand
the volume of services they provide by recommending un-
necessary care. The principal argument for this belief is
that health care is a special good that cannot be traded in
a normal market because of information asymmetry. This
problem arises from the fact that patients are not likely to
know their precise health care needs or the costs of those
needs prior to visiting a doctor and must rely on the doc-
tor for diagnosis and suggested treatment. Since doctors
in private practice who earn money based on the quantity
of treatment given can extract residual income in the form
of cash (i.e., earn a higher income from greater income in
their practice), they will have an incentive to recommend
a higher level of treatment than would be cost-effective for
the patient. This is known as supplier-induced demand.

Supplier-induced demand*®

The size of the literature about supplier-induced demand
(SID) requires a complete and detailed review impossible
in this publication. Ferguson (1994), however, provides a
basic review of different interpretations of SID. He divides
models of inducement into four categories:

« market-level models;

« individual model;

+ physician response to price incentives

» small area variation (SAV).

Market-level models

Ferguson analyzes three types of market-level models.
First, he examines models that are built on the idea that
an increase in the number of physicians will increase the
use of health care and thus increase costs. Essential to
this hypothesis is the notion that this increase in use is
not medically necessary (i.e., it will not improve a patient’s
health). Studies that examine the relationship between the
use and the supply of physicians usually use a basic model
that assumes that the number of medical services demand-
ed is determined by the number of physicians and other
variables such as price, waiting time, and income. Stud-
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ies that use this method (Fuchs and Kramer, 1972; Fuchs,
1978; Richardson, 1981) are seen as the backbone of SID
theory. Fuchs’ results (1978) show that a 10% increase in
the number of physicians leads to a 3% increase in demand
for health care. However, both sides of the SID debate have
heavily criticized this type of study.

Second, Ferguson examines disequilibrium mod-
els. It is often argued that because of its complexities (e.g.,
public insurance and subsidies) health care markets will
always be in a state of disequilibrium; that is, the supply of
health care will never equal the demand for it. Cromwell
and Mitchell (1986) and Ferguson and Crawford (1989) use
disequilibrium models to test the SID hypothesis. Crom-
well and Mitchell find that a 10% increase in surgeons per
capita leads to a 0.9% increase in all surgery per capita and
a 1.3% increase in all elective procedures per capita.'* Fer-
guson and Crawford find evidence of persistent disequilib-
rium but no support for the SID hypothesis.

Third, Ferguson (1994) examines models of imperfect
competition. Stano (1987) finds that SID is more important
when the local medical market is closer to a monopoly (i.e.,
when there are very few physicians providing services). As
the supply of physicians increases, the importance of SID
diminishes. Ferguson concludes his review of market level
models by stating: “neither the equilibrium or disequilib-
rium market-level models ... give much support to the SID
model” (1994: 73).

Individual-level model

Individual-level models use micro-level data rather than
the market-wide data used by market-level models. Stod-
dart and Barer (1981) use data from 1,300 British Colum-
bia families who received ambulatory care in 1973/1974.
Their results support the inducement hypothesis. However,
there are several serious econometric problems with the
study (Ferguson, 1994). For example, Stoddart and Barer
use a test that compares the R* values of equations with
different variables. (R* values represent the proportion of
the change in the studied variables that is explained by the
other variables in the model of equations.) Comparing R*
values between equations—Ilet alone those of equations
with different variables—is not considered proper econo-
metric analysis.

Ferguson (1994) also examines the work of Wilensky
and Rossister (1981, 1983), which uses data from the 1977 US
National Medical Care Expenditure Survey. They test sup-
plier-induced demand by estimating the effect of the avail-
ability of physicians on several variables, such as the prob-
ability of physician-initiated visits, the number of visits to
the physician, expenditures on services, and the likelihood
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of services being used. Wilensky and Rossister’s results in-
dicate that the availability of physicians has a positive but
small effect on the dependent variables:

What should be clear for even the most casual observ-
er is that the idea is now dead that a large component
of physician self-interested, self-created demand ex-
ists in response to changes in the supply of physicians.
It can happen and does happen; but its policy rele-
vance is small. (Wilensky and Rossister, 1981: 626)

Tussing (1983) and Tussing and Wojtowycz (1986) use a
method similar to that of Wilensky and Rossister. Using
1981 data from a survey of health care use in the Republic
of Ireland, they find support for the SID hypothesis: the
supply of physicians increases the number of physician-
initiated doctor visits.

Physicians’ response to price incentives

The SID literature has recently devoted particular atten-
tion to physicians’ responses to price incentives (e.g., fees).
Ferguson (1994) points out that there is no consensus in
the literature on how to formulate this hypothesis. For ex-
ample, some argue that a decrease in fees followed by an
increase in the quantity of services supports the SID hy-
pothesis because physicians are trying to maintain their
income level. Others argue that an increase in services that
follows an increase in fees is also evidence of SID because
physicians now make more money per visit and, therefore,
they induce unneeded visits. Ferguson writes:

Rice (1984: 156) claims that his results show that phy-
sicians induce extra demand in the face of lower fees,
while Krasnik et al. (1990: 1701) argue that their re-
sults show that physicians induce demand in response
to higher fees. If we accept both results, then we are
back in the situation of having an untestable hypoth-
esis, since any response to changes in fees could be
taken as evidence of inducement. (1994: 109—10)

Hickson, Altemeier, and Perrin (1987) examined the re-
sponse of medical service providers to price changes. They
constructed an experiment: 18 paediatric resident physi-
cians in a paediatric clinic were assigned randomly to two
group practices (fee-for-service and salary). The results
showed that the fee-for-service physicians scheduled more
visits, provided better continuity of care, and were respon-
sible for fewer visits to the emergency room. Salaried phy-
sicians missed more visits recommended by the American
Academy of Pediatrics than fee-for-service physicians. The

effect on total costs was not clear because fee-for-service
physicians had increased costs due to more office visits, but
also reduced costs from less use of emergency room care.

Small area variation (SAV)
The literature about small area variation (SAV) examines
the reasons why geographic regions with similar popula-
tions and similar incidences of illness use physicians’ ser-
vices at different rates. Most studies of SAV have found
a significant relationship between the availability of re-
sources and their use. (For a review of the literature, see
Paul-Shaheen, Clarke, and Williams, 1987; and Joseph and
Phillips, 1984.) Intuitively, it makes sense that, if more re-
sources are available to patients, they will take advantage
of them. If a previously unavailable eye-laser surgery that
can help patients with glaucoma see better becomes avail-
able, it is not surprising that glaucoma patients will opt to
have the procedure performed. This positive relationship
between resources and use, however, is often used as evi-
dence of SID (see, for example, Folland and Stano, 1989;
Wennberg, Barnes, and Zubkoff, 1982; Park et al., 1986; Vay-
da, 1973; and McPherson et al., 1981.)

Ferguson, despite reviewing numerous articles, finds
no support for the theory of SID. He also stresses the weak
quality of the methodology:

The methodology of the literature has been surpris-
ingly poor, considering the importance of the policy
implications that have been derived from it ... There
is virtually no testing for [model] misspecification
... Of the literature we reviewed, the only paper to
include a set of misspecification tests is that by Ro-
chaix (1993) ... In fact, the SID model is virtually
never tested ... the few times this has been done ...
SID fails. (Ferguson, 1994: 124—27))

Feldman and Sloan (1988) also perform a review of the SID
literature and reject the SID hypothesis:

This literature suggests that demand inducement may
occur in the market for surgical services but its ex-
tent is less than previously estimated. Little evidence

for demand inducement is found in the primary care

physician market. (Feldman and Sloan 1988: 258)

Rice and Labelle (1989) are critical of Feldman and Sloan’s
conclusion, arguing that the latter omitted several impor-
tant studies that contradict their conclusions. Rice and La-
belle state: “there is a great deal of evidence to indicate that
physicians do induce demand for economic gain” (1989:
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588)."> The Saskatchewan Experiment (Beck and Horne,
1980) is often presented as evidence that physicians do, in
fact, induce demand. However, Beck and Horne do not con-
clude that their findings are necessarily the result of SID.

Despite the increasing number of papers dealing
with SID, it does not seem that a consensus is likely. Feld-
man and Sloan note, “few participants in the debate show
any sign of changing their positions” (1988: 239). This lack
of consensus offers little comfort to policy makers who
must attempt to estimate physician response to the intro-
duction of financial incentives in the Canadian health care
system. One thing is certain: there is a great deal of uncer-
tainty surrounding the SID hypothesis. Further, Newhouse
(1993) suggests that there is strong evidence that even if
physicians induce demand, they will not be able fully to
offset the decrease in demand arising from increased cost
sharing. As well, Tussing touches a very interesting point:
“Patients are more likely to resist demand stimulation when
their out-of- pocket costs are high” (1983: 229). In other
words, providing individuals with financial incentives may
make it harder for physicians to induce demand. Finally,
there is the issue presented by Newhouse (1993):

Usually the assumption is that an informed consum-
er would not value the induced demand at its cost.
This assumption, however, need not be valid. For
example, if one of the non price mechanisms used
to equilibrate the market is time spent per patient,
which certainly seems plausible on a day-to-day
basis as a physician’s patient load fluctuates, a de-
crease in overall demand from greater cost sharing
may lead physicians to spend more time per patient
and bill for longer visits. This might be termed sup-
plier-induced demand—but patients might prefer it
... Turning the argument around, suppose overall
demand increases because of less cost sharing, with
a resultant decrease in time spent per patient. If pa-
tients preferred longer visits (and were willing to pay
for them), should this be termed a supplier-induced
decrease in demand? (1993: 369—70)

Is Canada the only country to pursue
fee-for-service payments to doctors?

Table 9 contains information on 28 OECD countries with
information on whether physicians (GPs and specialists)
are salaried, paid capitation fees, or paid through a fee-for-
service arrangement. When comparing physician payment
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Table 9: Doctors’ Remuneration in Public Health
Systems in the OECD

General Specialist
Practitioner

Australia F2 S/F
Austria CF/F/S S/F
Belgium F F'
Canada F? F?
Czech Republic CF F
Denmark CF S/F
Finland s? S
France S/F F
Germany F S/F
Greece S/F S/F
Hungary CF? S
Iceland S (n/a)
Ireland C/F (n/a)
Italy CF S
Japan F* S/F*
Korea S/F S/F
Luxembourg F F?
Netherlands C F?
New Zealand C/F S
Norway S/SF S/SF
Poland C/S S
Portugal S*/F S
Slovak Republic C S/F
Spain C/CS S
Sweden SF/F SF
Switzerland F SF/F
Turkey (n/a) S
United Kingdom CF S

Notes: S = salary, F = fee-for-service payments, C = capitation
payments. Two payment schemes listed together (e.g., SF) indi-
cates a mixed remuneration system consisting of the methods
indicated. Two payment schemes listed with a break (e.g., S/ F)
indicates two separate payment schemes administered in the
system, where a portion of the doctors will fall under each remu-
neration scheme. All providers considered in this table are those
who operate in the mandatory or public insurance scheme.
Private system providers are not considered in this table.

(1) A small number of physicians in this category receive capita-
tion payments.

(2) A small number of physicians in this category are salaried.

(3) A small number of physicians in this category receive mixed
salary, capitation, and fee-for-service payments.

(4) In Japan, no distinction is made between GPs and specialists.
All services are provided by both types of doctors according to a
standardized fee schedule.

Sources: see Appendix A.
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systems, Canada is clearly in the majority, as most OECD
countries finance, at least partly, their GP and specialist
care under a fee-for-service system. In the case of GP care,
only nine countries have a strict salary payment system in
place for general practitioners though seven of these coun-
tries do not rely solely on salaried general practitioners as
they offer alternative payment schemes for doctors. Both
countries that rely exclusively on salaried GPs (Finland and
Iceland) have had problems with long wait lists (Jarvelin,
2002; World Health Organization et al., 2000).

In comparison with the nine countries that pay GPs
through salary schemes, there are 18 countries that have
a strict salary payment system in place for specialists. Of
these, nine have alternative (non-salary) remuneration
schemes for specialists depending on where they are em-
ployed, or in what capacity. The remaining nine countries
that rely on exclusively salaried specialist care have all been
identified as countries with problems of rationed care—sys-
tems still in transition, along with transition economies, or
health care systems that can be categorized as similar to
those found in transition economies. Finland has had high
waiting lists in the past and continues to show large region-
al variations in waiting time (Jérvelin, 2002). Spain has also
had a number of problems with wait lists for medical pro-
cedures (European Observatory, 2000f), as have the Unit-

ed Kingdom (European Observatory, 1999¢), New Zealand
(French et al., 2001), Italy (Donatini et al.,, 2001), and Por-
tugal (European Observatory, 1999d). Both the transitional
economies of Hungary and Poland also have strictly sala-
ried specialist care. This is also the case for Turkey, where
the provision and financing of health care, due to fragmen-
tation, have left many vulnerable groups with inadequate
health care coverage (European Observatory, 1996c¢).

The consequences of reliance on salaried physicians
are quite clear in this case. All of the countries that have
pursued this system of payment have ended up in a situ-
ation where there are long waits for health care or where
gratuity payments provide much of the care that patients
desire. Fortunately, Canada has not fallen into this situa-
tion. Although there are a number of design flaws in the
Canadian system that have resulted in rationing of care
and high levels of spending, the payment of physicians has
been designed around an incentive system that works to
attenuate some of these problems.

Answer: International experience suggests that Canada
should not place physicians on salary and that, on
balance, the current fee-for-service system is the best
means of physician remuneration.
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Does Canada have too many doctors?

When considering the remuneration of health care pro-
viders, the topic of how many doctors are available to the
system becomes vital to determining whether the effects
of these remuneration systems are being accounted for. It
is possible that countries with a salary system have simply
compensated with very large numbers of doctors in order
to mitigate the problems associated with reduced output
from salary payments. It is also possible that countries
with appropriate incentives for physicians have regulated
the supply of physicians to an extent that has diminished
the positive aspects of increased quantity that would result
from this system of payment. Further, increased doctor
numbers have been strongly and significantly associated
with lower mortality over the last 25 years (Or, 2001).

There are some health policy analysts who deny that
the Canadian system is experiencing a shortage of physi-
cians by pointing to the increase in doctors per capita since
the introduction of taxpayer-funded health care as proof.
Indeed, the number of doctors in Canada has risen from
one for every 950 Canadians in the 1960s to one for every
550 in 1999 (Rachlis et al., 2001; Barlow, 2002).

However, the fact that the number of doctors per
capita in Canada has risen does not, in itself, prove that
Canada has no shortage of doctors. There must also be
some accounting for the increased demand for medical
services on the part of patients, which is not possible in
Canada where no marketplace for physicians’ services ex-
ists. What is possible is a comparison of Canada’s experi-
ence with that of other OECD countries where consum-
ers of health are able to determine, through parallel pri-
vate systems or market mechanisms in the public system,
what the growth in the number of physicians per capita
should be.

Since many of these countries have a larger propor-
tion of the population over the age of 65 than does Canada,
it is likely best to compare the number of physicians after
some adjustment for the age of the population. Like health
expenditures, where the elderly consume far more resourc-
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es than other proportions of the population, medical pro-
fessionals are likely to be needed at a higher rate as the
population ages. Since there are no documented studies
quantifying the increased use of physicians as the popula-
tion ages, it seems most logical to apply the same propor-
tional increase in spending used above to the adjustment
of physicians (from box 2 above, this means that (p + 1) is
now multiplied by the number of physicians instead of the
health expenditures), since increased use of physicians is
likely to rise roughly proportionally to increased use of all
health services. Unadjusted ratios of physicians to popula-
tion are given in appendix B.

In 2001, Canada ranked sixteenth out of 23 OECD
countries in a comparison of age-adjusted doctor-to-popu-
lation ratios (table 10). That year, Canada had 65,226 doc-
tors (OECD, 2003). In order to rank with equally developed
countries, Canada would have needed a significantly larger
number of doctors. For example, in order for Canada’s 2001
ranking to equal that of first-ranked Austria, the number
of doctors would have had to be higher by approximately
25,500—a 39% increase.

Although the number of doctors per capita has in-
creased over time, it is important to consider the rate of
growth of doctors (age-adjusted) in other countries. In
1970, Canada had an age-adjusted ratio of 1.5 doctors per
1,000 people, the second-highest ratio among ten OECD
countries for which data were then available. Since 1970,
however, all of these countries have bettered Canada’s
growth in doctors per capita. While the age adjusted pro-
portion of doctors in Canada grew by 58% over the period,
the average increase in the proportion of doctors in the
other nine countries was 138%.

In the 29 years between 1970 and 1999, Canada’s
doctor-per-capita rank fell from second of ten countries
to sixteenth of 23 countries. This is particularly remark-
able given that in 2001, Canada was tied for first with Ice-
land in age-adjusted health spending as a percent of GDP.
Comparatively, the health care sector should have enough
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resources to provide for many more doctors than we now
have. The long and growing waiting lists suggest that we
could certainly employ more physicians to advantage.

Answer: Canada has too few doctors by comparison with
other similar countries, and ranks sixteenth in this respect
in the OECD.

The fact that there are more doctors per capita in Canada
now than at any time in the past is not a decisive argument
against claims of doctor shortages. Every OECD country
has more doctors now than in 1970. What is clear is that
Canada has a relative shortage of doctors compared to oth-
er, equally developed, OECD countries and, in fact, com-
pared to many less developed countries. It is also clear that
the ratio of doctors to population is, comparatively, much
lower than it was 30 years ago when the current medicare
system was launched.

Table 10: Age-Adjusted Comparison of Doctors per

1,000 Population for Select OECD Countries

Rank Country 2001
1 Austria 3.2
2  Czech Republic (2000) 3.1
3 France 3.1
4  Finland 3.0
5 Germany 3.0
6  Norway 29
7 Denmark 29
8 Hungary 2.8
9  Belgium (1998) 2.8

10  Australia 2.8
11 Luxembourg 27
12 Portugal 26
13 Greece 26
14  Sweden (2000) 24
15  Switzerland 24
16 Canada 23
17  Slovak Republic 23
18  Poland 2.2
19  United Kingdom 2.1
20 New Zealand (2000) 1.7
21  Spain (1998) 1.6
22 Netherlands 14
23 Turkey 13

Note: Figures for Turkey were not age adjusted due to remark-
ably low dependency ratios that were not conducive to mean-

ingful adjustment.

Source: OECD, 2003; calculations by authors (see Box 2, page 17

above).
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Do other countries follow Canada’s model of monopolistic
public provision of health insurance?

Whether or not health services should be available that are
fully provided by the private sector, outside of the public
or mandatory scheme, has been a topic of heated debate in
Canada. Many people have referred to this “second tier” as
an “Americanization” of health care, and claim that it is a
horrible idea even to consider allowing individuals to at-
tain expedited care outside of the rationed public system
if they choose to spend their own income to do so. Much
of this argument appears to revolve around the concept of
egalitarianism, where it is often assumed that the poor not
only deserve better care than their incomes would provide
but deserve the same care that even the most wealthy in
society enjoy. Implicit in this concept is that the wealthy
should be forced to consume health care of a lower stan-
dard than their incomes would provide. The only standard
of care available to anybody should be the standard that
can be offered for the entire population.

The argument against a comprehensive private
health sector in Canada appears to be far more emotional
than evidence based, and there are a number of compelling
arguments suggesting that a comprehensive supplementa-
ry health sector should be permitted.

Among the arguments for a comprehensive private
system is one that centres on the principal tenets of cap-
italism and worker motivation: individuals work hard to
earn more money so that they may enjoy a higher quality
of life. Disallowing a private health sector, as Canada does,
means denying people the right to spend their own earn-
ings on goods that would benefit them. This is “tantamount
to depriving the benefactors of humanity of the most pre-
cious form of reward for the benefits they have bestowed”
(Selick, 1995). Individuals who have worked hard for many
years and decide that they wish to use their own earnings
to enjoy above-average health care in their old age will not
be allowed to do so. Simply put, a private-sector provider
formed to supply health services, which are also offered
by the public insurer, allows individuals to use their own
earnings in a way which benefits them the most and allows
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private health care providers to tailor special services for
those willing to pay for them.

A second argument is one of research and develop-
ment. It is well understood that the technological advances
we all enjoy today have been financed, at some point, by the
very wealthy. Today, we can all drive cars and visit websites
on the Internet using our personal computers. There was
a time when both forms of technology were prohibitively
expensive and available only to the very wealthy, who then
purchased these goods and helped finance their advance-
ment to a point where they became available to everyone.
All innovative new technologies begin life as the specula-
tive gambles of the few who have wealth to spare and only
eventually become cheap for the masses. There is little rea-
son to believe that this is not the case for health care where
markets are permitted to function.

Finally, the monopolization of health care, which
happens when the government supplier disallows private
health care, means that individuals have no effective choice
in the health care they receive. Without effective choice,
health care delivery becomes a common, uncontested
standard, leaving patients in a situation where they cannot
protest for better quality by choosing to purchase health
services from a different provider. Monopoly provision of
care also abolishes the need for hospitals to be efficient and
innovative due to a lack of competition. Since patients are
not permitted to opt for higher quality accommodations,
surroundings, or care when there is no private comprehen-
sive system to provide such services, the public health care
system will not need to consider offering them (Boucher
and Palda, 1996).

Private supplementary health care can exist in many
forms; it need not take the form it does in the United States
where private health insurers provide reimbursement for
all health care, including emergency care. A comprehen-
sive supplementary system may exist as it does in Norway,
where a number of private clinics have appeared to provide
surgeries such as open heart surgery, hip surgery, and mi-
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nor surgeries such as arthroscopy, cataracts, sterilization,
and varicose vein surgery (Van de Noord et al., 1998) that

are subject to long or detrimental waiting lists in the public

system. A system like that found in the United Kingdom

may also be a solution: there the private system covers am-
bulatory surgeries and care for all who are privately insured

and provides an option for those who face long queues for

treatment in the public system. There is also the possibility
of private providers taking over the relatively common, less

invasive, and simpler procedures from the public sector for

paying customers, thus allowing the public providers and

public health care system to provide the more difficult and

more costly care. For example, private hospitals provide

more in terms of ancillary services in New Zealand, while

the best high-tech care is most often available in the pub-
licly run facilities (French et al., 2001).

A competitive private sector, working alongside the
public sector, can also serve as a measure of quality and
availability of health services in the public sector, as well as
competition with the public sector for patient care. If pa-
tient care in the public sector were to deteriorate sufficient-
ly, patients would begin switching to private care in order
to attain the best treatment in the timeliest manner. As
patients moved to the private pay sector, conditions would
not only improve for those in the public sector as patient
loads fell but the public sector would also find itself in the
precarious position of falling out of favour with the public
and losing its funding from public sources as care shifted

towards the private sector. This would have the effect of
creating an incentive to improve the quality and quantity
of treatment, especially in a system where funding was pa-
tient-based, since, as patients switched to private providers,
public providers would see their revenues fall immediately.

Answer: No, Canada'’s approach is not copied
by any other country.

Only two countries of the 28 surveyed in table 11 have no
comprehensive private provision of care: Canada, and the
Czech Republic. Interestingly, Canada is the only country
to have full public management of hospital resources and
no private parallel insurance system. Canada is also the
only country to outlaw private parallel health care. In each
of the other 26 countries, a fully private sector exists to
provide care to those willing to pay. In some countries, this
fully private sector exists by design, as all individuals are
covered by, or have the choice to be covered by, some pri-
vate insurance scheme. In other countries, this private sec-
tor exists to allow patients a way to attain expedited health
care when faced with long waiting lists, as is the case for
patients in Norway. Finally, in countries such as Germany
and the Netherlands, a private insurance sector exists to
provide health care to those wealthy enough to leave the
mandatory social insurance system that serves the entire
population below a given income threshold.

Table 11: Private Insurers and Private Care in the OECD

Private Description of
Comprehensive Private Insurance
Care’

Australia Yes Members of private health insurance funds can insure against the costs of treatment and accom-
modations as private patients in hospitals. Primary medical care by doctors is not covered by
private insurance (including co-payments) although dental and optical services as well as non-
physician health care and prescribed medicines not covered by the public scheme are included.
The private insurance industry is heavily regulated: for example, insurers must accept all appli-
cants and must have community rated fees and benefit packages. Private insurance purchase is
subsidized publicly.

Austria Yes Private supplementary insurance is available to obtain treatment by a doctor of the patients’
own choice, reduce the waiting times for diagnostic services, and cover outpatient medical
treatments, which covers both home visits and surgeries as well as the costs of drugs, etc. Private
for-profit insurance companies provide coverage.

Belgium Yes Risk-based private insurance is offered by private for-profit companies.

Canada No Private insurance covers items not explicitly offered by the public scheme. Patients are

otherwise forbidden from seeking private care in Canada, even through the use of out-
of-pocket payments to receive expedited care.
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Table 11 continued: Private Insurers and Private Care in the OECD

Private Description of
Comprehensive Private Insurance
Care’

Czech Republic No Currently, voluntary insurance includes coverage for health care when traveling abroad, for for-
eign nationals not eligible for coverage under the compulsory health insurance system, and for
certain services not provided under the state system.

Denmark Yes Voluntary health insurance, in addition to covering patient fees and commodities, offers cover-
age for treatment at private hospitals.

Finland Yes Voluntary insurance has a very small market in Finland, however insurance may be purchased for
care in private hospitals.

France Yes Private care is available by paying private providers out-of-pocket.

Germany Yes? A portion of the population (former public scheme members who have surpassed the mandatory
enrollment income threshold, many self-employed, and some public employees) can purchase
full private insurance. Otherwise, the mandatory system is composed of competitive insurance
schemes, and patients can choose among insurers.

Greece Yes Private insurance schemes are available for those seeking care from private providers. Unofficial
payments are also known to be used for the receipt of better quality or expedited care.

Hungary Yes For-profit insurance is extremely limited although some companies offer comprehensive insur-
ance at the upper end of the market. Typically, expedited care or higher quality care is attainted
through informal payments to providers.

Iceland Yes Patients may seek care from private specialists and general practitioners. Few Icelandic patients
have private insurance.

Ireland Yes Private insurance is available to those who wish to receive care in private hospitals or in public
hospitals that cater to private patents.

Italy Yes Private insurance in Italy is mainly provided as a substitute for services supplied by the NHS.
Approximately 60% of insurance companies in Italy are for-profit, while 40% are not-for-profit.
Patients can also make direct payments to private providers.

Japan Yes? The Japanese health system is characterized by over 5,000 social insurers with free choice among
competitive health providers.

Korea Yes? Private cash-benefits insurance policies are available to provide financial support in the event
of an insuree developing certain chronic diseases. Though there is only one insurer in Korea,
patients are free to select among competitive providers for service and the national insurer does
not directly enforce the volume or intensity of medical services consumed. Patients may also pay
additional fees above those reimbursed for care or pay directly out of pocket.

Luxembourg Yes Generally, private insurers in Luxembourg offer supplementary insurance to cover services that
are not classified as necessary or useful. Private insurance does exist but has only developed to a
limited extent. German health insurance funds have also entered the market and begun to offer
insurance for treatment in Germany for non-severe medical conditions.

Netherlands Yes Approximately 40% of the population (high-income earners) are free to purchase their own
private insurance plan for all health care services except those covered under the Exceptional
Medical Expenses Act (long-term hospitalizations, home care, expensive drug therapies, etc.).

New Zealand Yes New Zealander’s purchase private insurance to avoid long waiting times for non-emergent sur-
gery and to cover user charges for primary care visits. Private insurance does not cover emergent
care.

Norway Yes Patients may visit private health care centres in urban centres in Norway, or pay out-of-pocket to
visit private specialists who do not receive public funding.

Poland Yes Patients may pay for private health care services out of pocket. In addition, “envelope payments”
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may be made to public providers for superior or expedited service. New legislation has provided
for the possibility of private insurance schemes from 2002.
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Table 11 continued: Private Insurers and Private Care in the OECD

Private Description of
Comprehensive Private Insurance
Care’
Portugal Yes Private health insurance, mostly group insurance by employers, is available to cover care in
private provider settings.
Slovak Republic Yes Patients may receive care on a fee-for-service basis from local private outpatient clinics.
Spain Yes Two types of private insurance are available. The first is a supplementary insurance scheme

directed towards services that are not offered by the National Health System. The second is a
scheme that provides an alternative to the NHS. Patients may also pay directly for private outpa-
tient and inpatient care.

Sweden Yes Private insurance is available to Swedish citizens, although it is usually provided to high-level
employees. This insurance provides immediate non-emergent care at private hospitals.

Switzerland Yes? The Swiss insurance scheme consists of mainly private not-for-profit insurers, who offer a basic
package of benefits to individuals with varying deductibles. Supplementary insurance is also
available on either a for-profit or not-for-profit basis, the most popular of which offer free choice
of doctor and cover for superior inpatient accommodation. Individuals are free to select among a
number of insurers in their region.

Turkey Yes Insurance schemes vary from comprehensive coverage to coverage for higher quality services in
the public sector.

United Kingdom Yes Private insurance coverage is available to individuals who wish to receive non-emergent care in
private hospitals. In 1996, 10.8% of the population had private insurance coverage.

(1) The availability of comprehensive benefits is considered whether or not an actual separate insurance scheme, additional to the
standard national scheme (where applicable) exists. These benefits need not be available to the entire population. This would mean
that a country such as Poland, where no official private health care insurance exists but where patients may receive expedited care
or specialized care without concern for publicly administered controls from a practitioner for a fee would be considered as having
comprehensive benefits available privately.

(2) This system is considered to provide comprehensive benefits through a private scheme principally on the basis that all insurance
coverage is on a public or private not-for-profit basis where patients may choose among competitive care providers. In the Czech
Republic, The Netherlands, Switzerland, and Germany, patients may also choose among insurers.

Sources: See Appendix A
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Is the Canadian model of funding health care primarily from
general tax revenues widely followed?
What are the consequences of this system?

Three ways to pay

In a universal-access health care system or a mandatory
social insurance system,'® there are three ways to finance
health care. The first is to finance the health care system
through general tax revenue, where the health care system
is allocated a budget that is paid from general tax revenue
by any of local, regional, sub-national, and national gov-
ernments. The second method is to have a designated tax,
where collections can be made by any level of government
but monies paid are deposited into a separate account
which is to be used exclusively for health care and where
no outside funding sources are collected into the account,
and no other costs are paid from the account. The third
method of financing a mandatory or public health care
system is to have a social insurance scheme where social
insurers collect funds directly from enrollees, which are
then used to pay for the services provided by the insur-
er. There is also the possibility of blending methods of
finance, as is done in many countries where the major-
ity of finance is derived from one method while a second
method is used to cover any deficits incurred by the health
insurance scheme, and to pay for the poor, elderly, and
unemployed.

General tax revenue

Each insurance scheme has its advantages. Using general
taxation to finance the health care system can reduce the
administrative costs of collection and payment, as pro-
viders and consumers both must deal with only one in-
surer. The disadvantages to funding health care from gen-
eral taxation include a lack of transparency, as there is no
easily established link between the payment into, and the
benefits received from, health care. This means that an in-
crease in the tax rate that is claimed to be for health ser-
vices can be far larger in revenue terms than any increase
in funding to health care. Also, a system with general tax
financing and no cost sharing—i.e., care that appears “free”
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to the consumer, such as in Canada where health care is
entirely financed through general taxation'’—can lead to
what Pauly (1968) described as an “inconsistency,” where
individuals demand health care as though it were free, and
yet consider the positive costs of that care when voting
over changes in tax rates. In other words, general tax fi-
nancing can potentially lead to chronic shortages in health
care financing.

Dedicated tax

The use of a dedicated tax has the advantage of being more
transparent, since monies paid in are more directly related
to those paid out. Dedicated tax financing results in great-
er accountability, since increases in tax revenue cannot be
as easily justified for one purpose while actual spending
is undertaken elsewhere—an outcome more easily accom-
plished with a general tax financing regime where reve-
nues are pooled prior to expenditure. The disadvantage to
dedicated tax financing is much the same as that of general
tax financing, that it is still ultimately a tax, and thus sub-
ject to politically motivated intervention and voters’ valu-
ations. There is still the issue of a lack of transparency in
taxation; although a dedicated tax is an improvement from
general tax financing, it still falls short of a social insur-
ance system.

Social insurance

The final system, social insurance financing, uses a system
of either public or private insurers (or some mix thereof)
to provide health care to citizens once they are enrolled
with an insurer. Although some tax financing may still be
required to provide coverage by an insurer for the poor,
the unemployed, and the elderly, this system is less likely
to suffer from politically motivated intervention than a
fully tax financed system, as independent bodies collect
the insurance payments and disperse the funds for health
services. In addition, allowing users the choice of insurer,
as the Czech Republic, Germany, the Netherlands, and
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Switzerland do, has the added benefit of creating compe-
tition among insurers and generating efficiencies in the
health care system as a result of competition (for sources,
see Appendix A).

Dedicated tax financing and social insurance financ-
ing can also have risk-adjusted premiums that account for
personal behaviour and choices that may result in higher
future expenditures. Behaviour such as smoking, heavy al-
cohol consumption, and a disregard for one’s personal well
being (e.g., a lack of exercise) can be adjusted into these
premiums in order that patients who will demand more
health services pay more for coverage.'® Such an adjust-
ment is not possible with general tax financing.

In deciding which of these systems is the superior
form of financing, it is interesting to note that beyond
concerns about accountability and administration, those
countries that have opted for a social insurance system of
finance appear to have fewer problems with the prompt-
ness of care than those who have chosen a primarily tax-
financed system (Altenstetter and Bjorkman, 1997).

How do other OECD countries pay?

Table 12 gives data on 27 OECD countries and their prima-
ry financing regime for public health care. Each country’s
primary financing regime is described with a letter, either
“G” for general tax financing, “D” for dedicated tax financ-
ing, or “S” for social insurance financing. Countries with
a financing system other than general tax revenue have a
letter in the second column that describes the financing
system for those who cannot afford to pay from their own
income without detriment to their well-being.

Of 27 countries, 13 use general tax financing for
their public health care systems. Of the remaining 14, 12
countries use a social insurance financing regime, one has
a dedicated health care tax, and one combines both social
insurance based finance and general tax financing for the
provision of health care services. For secondary financing,
13 of the 14 health systems in the OECD not financed by
general taxes provide coverage for those who cannot afford
to pay through general tax sources. The fourteenth coun-
try, Germany, requires that the unemployed and the retired
have their contributions made up by the unemployment
and retirement funds respectively.

Adopting the social insurance model in Canada
would offer greater transparency and provide the opportu-
nity for competition in insurance supply, while potentially
reducing waiting times and maintaining the same protec-
tions for the unfortunate as presently exist.

Answer: Regrettably, international comparison does not
enable us to choose between the greater transparency
of a segregated social insurance program or general
taxation funding since half of the OECD countries use
general taxation and half use segregated taxation or a
social insurance agency.

Table 12: Principal Methods of Financing
Public Health Insurance in the OECD

Principal  Financing for
Type those unable
to pay
Australia G
Austria S G
Belgium S G
Canada G
Czech Republic S G
Denmark G
Finland G
France S G
Germany S st
Greece G,S? G
Hungary D G
Iceland G
Italy G
Japan S G
Korea S G
Luxembourg S G
Netherlands S G
New Zealand G
Norway G
Poland G
Portugal G
Slovak Republic S G
Spain G
Sweden G
Switzerland S G
Turkey S G
United Kingdom G

Type: S = Social Insurance Scheme/Mandatory Insurance Scheme
D = Dedicated Tax
G = General Taxation
(1) A small proportion of the German population (police officers,
soldiers, etc.) is covered by free, tax-financed governmental
health care (2% of the population). Farmers’ insurance funds
also receive a tax-subsidy to compensate for the gap between
elderly farmers’ incomes and actual expenditure.
(2) Health services for all citizens in Greece are financed both
through general tax based sources and social insurance premiums.

Sources: See Appendix A
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How does Canada’s access to high-tech medicine
compare to that of other countries?

The basics*’

Modern medicine is highly dependent upon scientific ad-
vances, such as the development of new drugs. Indeed,
much of the increase in life expectancy that has occurred
in the past century is the result of vaccines, antibiotics, and
other drugs that have controlled and, in some cases, even
eradicated diseases that previously afflicted humans. In ad-
dition to the benefits of new drugs, in recent years a signifi-
cant portion of the advance in medical science has been
the result of medical technology.

Measuring the effect of technology on health care
outcomes is difficult. In particular, it is often a challenge to
distinguish improvements that stem from advancements in
technology from those that are the result of simple changes
that are not technologically oriented. For example, in re-
cent years, perinatal mortality has decreased in most of the
technologically advanced countries. There is a temptation
to believe that this is primarily a result of advances in tech-
nology. The reality is that this reduction in death stems
mainly from simple improvements in social and preven-
tive factors (Swyer, 1993). Better nutrition, avoiding alcohol,
weight control, monitoring blood pressure, and the pro-
motion of similar measures appear to account for most of
the improvements. Similarly for adults, recent changes en-
couraging post-operative patients to become mobile much
sooner after surgery have resulted in reduced morbidity
and mortality. These are simple, non-technological, chang-
es that stem from an improved understanding of disease.

Nevertheless, technology has also been shown to
be important in improving basic health outcomes. Mod-
ern emergency departments and operating rooms are
supported by an array of equipment much of which was
unavailable as recently as ten years ago and which permit
operative and diagnostic procedures that were previously
thought impossible.

The beneficial effects of improvements in technol-
ogy are reflected in two recent papers. Hunink et al. (1997)
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estimated that 43% of the decline in mortality due to coro-
nary artery disease between 1980 and 1990 was the result
of acute treatments, including “high” (sophisticated) and
“low” (simple) technologies. Braunwald (1997) concluded
that both low-tech and high-tech innovations contributed
to improved cardiac outcomes in the 1980s and 1990s.

Reduced incidence of coronary artery disease may
be due to a variety of factors but an accurate diagnosis
depends upon sophisticated new radiological and nuclear-
medicine scanning techniques. Indeed, the potential for
treatment depends upon more advanced investigation us-
ing scanning equipment not available only a few years ago.

A cardiovascular surgeon performing an operation,
an anaesthetist administering anaesthetic to a patient, or
an intensivist whose task it is to ensure the survival of a
patient during the post-operative period in intensive care,
may all make effective use of new technologies. Where
such technology is unavailable, people who are otherwise
operable may be rejected for treatment because of the op-
erative risk or surgical outcomes than could have been
achieved had the technology, such as cardiac catheteriza-
tion, been available.

Coronary artery disease is but one example of ill-
nesses that often require very sophisticated, up-to-date,
equipment to obtain an optimum therapeutic result. In-
dividuals suffering from advanced kidney disease, those
in need of surgery to the brain, people with treatable
cancer, and victims of motor-vehicle accidents are all po-
tential beneficiaries of technology. Without appropriate
technology, there are increases in patient suffering, ill-
ness, and death.

Shortages of technology impede exact diagnoses
and inhibit high-quality treatment. However, there is an
additional dimension to this problem: even when a par-
ticular technology is available, all too often it is outdated.
Out-dated equipment is subject to frequent breakdown and,
even when operational, often has slower performance and
poorer quality results than an up-to-date version. Unfortu-
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nately, comparable data on this topic is difficult to come by
and thus is not discussed here. However, the pace at which
technology is adopted determines the average “vintage” of
the machines in use. Therefore, countries that adopt tech-
nology more slowly can, in general, be presumed also to
use machines that are, on average, older than in countries
with rapid adoption.

Whether Canada—or any country— possesses the
appropriate amount and mix of medical technology is one
of the most important, and perplexing, questions currently
facing health policy-makers. Indeed, despite the enormous
attention paid to various technological advances in health
care, systematic knowledge—in medicine and in econom-
ics—regarding the benefits and costs associated with these
technologies is relatively limited. This relative ignorance
stems, in part, from the vastness and fluidity of medical
technology. For one, technology can refer not only to ma-
chinery and devices but also to pharmaceutical and surgi-
cal innovations. As well, in each of these areas, there is a
multitude of specific treatment innovations corresponding
to a substantial array of diseases and conditions. Finally,
technology by its very nature is dynamic: evaluations of
today’s new technologies rapidly become obsolete along
with the underlying technologies or, more subtly, with
changes in the evaluation environment (e.g., costs of other
medical resources).

Despite (or because of) these intrinsic difficulties,
identifying and applying what we do know is vital. It has
been noted that Canada is slower to take up many tech-
nologies, especially in cardiac care, than the United States
(TECH, 2001), but is Canada slow to take up technology
when compared to other developed nations with more sim-
ilar “social welfare” approaches to health care provision?
Since many of these countries have a larger proportion of
the population over the age of 65 than does Canada, it is
likely best to consider technology with some adjustment for
the age of the population. Like health expenditures, where
the elderly consume far more resources than other propor-
tions of the population, medical technologies are likely to
be used at a higher rate as the population ages. Since there
are no documented studies of increased use of medical
technologies as the population ages, it seems most logical
to apply the same proportional increase in spending to the
adjustment of machinery—from box 2 above, this means
that (p + 1) is now multiplied by the number of machines
instead of the health expenditures—since increased use of
medical technologies is likely to rise roughly proportion-
ally to increased use of all health services. Understanding
the number of machines available to the population with
an adjustment for increased use by older populations can

aid us in understanding whether the long waiting times in
Canada are a result of policies on cost sharing and private
provision, or part of a greater problem including a lack of
investment.

Answer: Canada ranks poorly on most measures
of access to high-tech care.

Table 13 provides information on the age-adjusted avail-
ability of selected health care technologies in OECD coun-
tries (the unadjusted ratios of technology to population are
given in appendix B). With this information, it is possible
to see just how many MRI machines, CT scanners, litho-
triptors, and radiation therapy machines are available in
each country and how that number compares to the other
countries of the OECD.

The first striking insight that can be gleaned from
table 13 is that the number of machines available per mil-
lion inhabitants in Canada is clearly less than the OECD
average in three of the four categories. Only in one of the
categories does Canada have more machines per popula-
tion than the OECD average. This means that Canada has
fewer MRI machines per million inhabitants, fewer CT-
Scanners per million inhabitants and fewer lithotriptor
machines per million inhabitants than the OECD average.
As the table shows, the technology deficit relative to other
high-spending countries, such as Germany, Iceland, and
Switzerland, is even greater.

For MRI machine availability, Canada ranks a de-
pressing fifteenth in a comparison of 24 OECD countries.
For computed tomography scanner availability, Canada
ranks a disappointing seventeenth out of 23 OECD coun-
tries. Worse still, for lithotriptor availability, Canada ties
for last of 15 OECD countries. The only upside to this is the
ranking for the availability of radiation therapy machines,
where Canada ranked eighth out of 22 OECD countries.
It is clear that the Canadian health care system does not
provide a level of health technology commensurate with
its relatively high spending. It is also interesting to note
that the diffusion of MRI machines over time (the rate at
which they are acquired) has been much less rapid in Can-
ada than in other OECD countries (Harriman et al., 1999),
implying that Canada also has older and less effective MRI
machines and lacks widespread access to open magnet and
more sophisticated, special purpose, scanners.

Given these levels of access to high-tech health care,
it is not surprising that a wait of nearly three months ex-
ists for an MRI scan in Canada, or a waiting time of greater
than one month for a CT scan (Esmail and Walker, 2003).
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Table 13: Age-Adjusted Availability of Medical Technology in the OECD, 2001

MRI/Million Rankout |CTScanner/ Rankout Radiation Rank out |[Lithotriptors/ Rankout
of 24 Million of 23 Therapy of 22 Million of 15
Machines /
Million

Australia 52 1 — — 57 11 1.8

Austria 111 5 252 4 4.4 16 1.7

Belgium 29 17 — — 58 10 — —
Canada 3.9 15 10.5 17 7.8 8 0.4 14
Czech Republic 2.0 20 11.8 14 10.4 5 3.0 5
Denmark 6.5 9 13.1 10 53 13 — —
Finland 10.7 6 13.4 9 15.0 2 0.4 14
France 24 19 8.9 20 5.7 1 0.9 12
Germany 5.6 10 15.5 8 4.2 17 1.5 10
Greece 1.8 21 12.3 12 3.7 18 4.2 2
Hungary 1.5 23 5.1 22 — — — —
Iceland 16.5 2 20.6 5 16.5 1 4.1 3
Italy 7.4 7 18.7 6 3.2 20 — —
Japan 20.3 1 73.7 1 — — — —
Korea 11.2 4 44.8 2 7.9 7 7.9

Luxembourg 4.6 13 256 3 4.6 14 24 6
Netherlands — — — — 7.6 9 — —
New Zealand 3.0 16 123 12 11.3 4 — —
Poland 0.4 24 0.4 23 — — — —
Portugal 2.6 18 11.2 16 2.7 21 1.1 1
Slovak Republic 1.6 22 10.2 18 13.0 3 — —
Spain 5.1 12 11.3 15 34 19 1.6 9
Sweden 7.1 8 12.7 1 — — — —
Switzerland 12.4 3 16.9 7 9.3 6 39

Turkey' — — 10.0 19 18 22 0.9 12
United Kingdom 43 14 5.8 21 4.6 14 — —
OECD Average 6.3 — 17.0 — 7.0 — 24 —

(1) Figures for Turkey were not age adjusted due to remarkably low dependency ratios that were not conducive to meaningful
adjustment.

Nota bene: data for the year 2001 was not available for all countries. Earlier years have been substituted where noted below.
MRI 2000 Data: Australia, Denmark, France, and Hungary.

MRI 1999 Data: Japan, Sweden, and United Kingdom.

MRI 1998 Data: Greece and New Zealand.

MRI 1997 Data: Belgium, Germany, Poland, and Portugal.

CT Scanner 2000 Data: France and Hungary.

CT Scanner 1999 Data: Japan, Sweden, and United Kingdom.

CT Scanner 1997 Data: Germany, Greece, Poland, and Portugal.

Radiation Therapy 2000 Data: France and New Zealand.

Radiation Therapy 1999 Data: Greece.

Radiation Therapy 1997 Data: Belgium, Canada, Germany, Netherlands, and Portugal.

Lithotriptor 2000 Data: Australia and France.

Lithotriptor 1999 Data: Greece.

Lithotriptor 1997 Data: Germany and Portugal.

Source: OECD 2003; calculations by authors (see Box 2 in the section on health care expenditures above).
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Canada spends more on health care than
any other universal access country.

Do we get our money’s worth?

The fundamental purpose of a health sector in an econo-
my is not to generate new technologies or earn profits but
rather to provide health services for the population’s ben-
efit. This aspect of health services is the principal reason
for much of the study in the field and the heated debate
about the characteristics of health systems from all sides.
Unfortunately, though there is a great body of literature
on the economic aspects of health service provision and
on the fairness of Marxist principles in health care provi-
sion (from each according to ability, to each according to
need), there is little work on the actual ability of health
care systems to provide quality care for patients and the
population in general.

In attempting to determine whether health care ser-
vices are being provided at a level commensurate with the
amount of money spent or commensurate with the level of
quality that the current resistance to change would suggest
in Canada (lower levels of quality would likely result in a
desire for change), it is important, as suggested by Rein-
hard Busse (2002), to divide the examination of the quality
of health services into two parts. The first part should deal
with the actual patient experience in terms of waiting times
for surgeries and satisfaction with the health care system
or health care services. This first group of measures must
be subjective by nature, as there are often expectations of
quality of care and personal impressions about health care
that cannot be modeled accurately in an objective manner.
A second more objective set of measures, measures that
are related to more than just the health care system (Busse,
2002), is a consideration of the ability of the health care
system to provide healthy longevity, low levels of mortal-
ity from disease, and effective treatment for terminal ill-
nesses. In other words, this second set of measures is de-
signed to measure health outcomes. Unfortunately, these
measures, though more readily available and more objec-
tive than the first, do not measure only the effects of the
health care system. Though a well functioning health care
system might provide the crucial component in the result,

health outcomes will ultimately be determined as a result
of several processes, of which the health care system is only
one (Busse, 2002). The first set of measures, though not as
easily available or readily comparable from study to study,
are less likely to be affected by external sources unrelated
to the health care system.

The first set of measures—
health system performance

Information on this first set of measures is often difficult to
come by and studies cannot be readily compared due to the
variability of questions and survey designs. However, one
recent survey can be used to compare the health system in
Canada with those of other nations. Also, several interna-
tional studies on health care wait lists are available that can
be used to compare waiting times for medical procedures
in a number of countries.

Blendon et al. (2002), in a survey of five countries,
found that Canadians were more likely to experience wait-
ing times of over 4 months for non-emergency surgery than
Australians, New Zealanders, or Americans, but less likely
than patients in the United Kingdom. Patients in Cana-
da were also most likely to wait more than one month for
surgery, though there was only a small difference between
Canada and the United Kingdom (table 14). In the same
survey, for measures of perceived quality of care, Canadi-
ans were least likely to report the overall care experience
as excellent when compared to the other four countries but
were equally ready to rate it as good, fair, or poor (table 14).
For access to specialist visitations, Canadians surveyed
were almost as likely as survey respondents in the United
States to state that it was either very or extremely difficult
to see a specialist. A greater proportion of survey respon-
dents in Canada than patients in the other universal access
countries surveyed found it very, or extremely, difficult to
see a specialist. Canadians were also least likely to state
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Table 14: Consumers reporting on access to care, waiting for care, and overall experience with health care

Australia Canada New Zealand United Kingdom United States

Access—difficulties seeing a specialist when needed

Very or extemely difficult 12% 16% 11% 13% 17%
Somewhat difficult 23% 28% 23% 22% 22%

Not too or not at all difficult 60% 51% 61% 53% 59%
Waiting times for non-emergency surgery (own or that of a family member)

Less than one month 51% 37% 43% 38% 63%
One to 3.9 months 26% 36% 31% 24% 32%
Four months or more 23% 27% 26% 38% 5%

Overall medical care—percent who said that medical care (own or that of a family member) received in past 12 months was:

Excellent 26% 20% 27% 21% 22%
Very good 37% 34% 40% 32% 35%
Good 26% 32% 23% 30% 28%
Fair 8% 9% 6% 13% 10%
Poor 2% 3% 2% 2% 3%

Source: Blendon et al., 2002.

that it was either not too difficult or not at all difficult to
see a specialist (Blendon et al., 2002).

The results from this survey quite clearly suggest
that there are problems related to access in the health care
system in Canada and that these problems are more sig-
nificant than those found in any of Australia, New Zea-
land, the United Kingdom, or the United States. Canadian
patients surveyed were the second most likely to have ex-
perienced waiting times longer than 4 months for surgery,
the most likely to have not received surgery in under one
month, the second most likely to find access to specialists
extremely difficult, and the least likely to rate the overall
health system experience as excellent in comparison with
survey respondents from the other four countries.

Further confirmation of the magnitude of Canadian
waiting times can be derived from five international com-
parative studies. Coyte et al. (1994) found that in the late
1980s, Canadians waited longer than Americans for ortho-
paedic consultation (5.4 versus 3.2 weeks) and for surgery
post-consultation (13.5 versus 4.5 weeks). Collins-Nakai et
al. (1992) discovered that in 1990, Canadians waited lon-
ger than Germans and Americans, respectively, for car-
diac catheterization (2.2 months versus 1.7 months versus
o months), angioplasty (11 weeks versus 7 weeks versus o
weeks), and bypass surgery (5.5 months versus 4.4 months
versus o months). Another study of cardiac procedures by
Carroll et al. (1995), revealed that in 1992 Canadians gen-
erally waited longer for both elective and urgent coronary
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artery bypass than did Americans (whether in private or
public Veterans’ Administration hospitals) and Swedes,
and longer than Americans (in either hospital type) for ei-
ther elective or urgent angiography. At the same time, Ca-
nadians had shorter waits than the British for elective and
urgent bypasses and angiographies, and shorter waits than
Swedes for both types of angiographies. Finally, Jackson,
Doogue, and Elliott (1998) compared the waiting time for
coronary artery bypass between New Zealand in 1994/1995
and Ontario in the same period, using data from Naylor
et al. (1995). They found that the New Zealand mean and
median waiting times (232 and 106 days, respectively) were
longer than the Canadian mean and median (34 and 17
days, respectively).

The problems with access to care are also not uni-
form among the socioeconomic groups in Canada. Though
the health system in Canada is often defended as one that
treats all equally, there was a notable difference in the
ratings of care among economic groups. Those with be-
low-average income in Canada were 9% less likely to rate
care as excellent or very good, and 6% more likely to rate
care as fair or poor in a survey of citizens in five countries
(Blendon et al., 2002). Those with below-average incomes
in Canada were also more likely than those with above-av-
erage incomes not to visit a doctor as a result of cost con-
cerns, and were more likely to have difficulty seeing a spe-
cialist (Blendon et al., 2002). Government provision of care
in Canada has clearly not meant equal care for all.
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The second set of measures—health outcomes°

Health of the population is a function of many inputs, not
just health care services. Life expectancy does not result
directly from extra health care spending or better hos-
pital services. However, longer life spans would not be as
likely without these services. In other words, health care
is just one of many inputs into the well being of a popula-
tion. There are, however, some measures that can be used
to gauge more directly the ability of a health system to en-
hance the longevity and health of a population.

Life expectancy and disability-adjusted

life expectancy (DALE)

The first of these measures is known as disability-adjusted
life expectancy (DALE), which determines how long indi-
viduals in a country will live without disability. This mea-

sure, calculated in the World Health Report 2000 (WHO,
2000), can be compared with life expectancy to determine
the number of years lost to disability or the percentage of
expected lifetime that individuals can expect to live with-
out a major disability. This measure may allow some in-
sight into the ability of the health care system to provide
care for individuals who may soon face severe illnesses that
will have a significantly negative effect on their standard
of living.

Table 15 gives life expectancy and DALE information
for 26 OECD countries and ranks them based on the per-
centage of life expectancy that is estimated to be possible
without disability. Not surprisingly, most Western Euro-
pean countries do fairly well in this comparison, with a few
exceptions. At fourteenth, Canada ranks better than almost
half of the countries in this category. However, it is notable
that none of the countries that have higher proportions of

Table 15: Life Expectancies in the OECD, 1999

Disability Adjusted Life Life Expectancy (LE) DALE/LE (%) Rank
Expectancy (DALE)
France 73.1 78.8 92.8% 1
Australia 73.2 79.0 92.7% 2
United Kingdom 71.7 774 92.6% 3
Spain 72.8 78.6 92.6% 3
Japan 74.5 80.5 92.5% 5
Netherlands 72.0 779 92.4% 6
Belgium 716 77.6 92.3% 7
Italy 72.7 79.0 92.0% 8
Sweden 73.0 79.5 91.8% 9
Austria 716 78.1 91.7% 10
Portugal 69.3 75.7 91.5% 1
Norway 71.7 784 91.5% 11
Luxembourg 71.1 77.9 91.3% 13
Canada 72.0 79.0 91.1% 14
Slovak Republic 66.6 73.1 91.1% 14
Finland 70.5 774 91.1% 14
Poland 66.2 727 91.1% 14
Ireland 69.6 76.5 91.0% 18
Switzerland 72.5 79.7 91.0% 18
Czech Republic 68.0 74.8 90.9% 20
Germany 70.4 77.7 90.6% 21
Denmark 69.4 76.6 90.6% 21
Hungary 64.1 70.8 90.5% 23
Iceland 70.8 79.6 88.9% 24
New Zealand 69.2 78.3 88.4% 25
Korea 65.0 75.5 86.1% 26

Source: WHO, 2000 and OECD, 2003.
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total life expectancy without disability spend a smaller
proportion of their GDPs on health care either prior to, or
after, age-adjustment for spending.

Infant and perinatal mortality rates

The diametric opposite of measures of the length of life
and the proportion of that lifetime that can be enjoyed
without disability are measures of mortality. The most
basic measures of mortality commonly used to compare
health status are infant and perinatal mortality rates.
Though these mortality statistics can be affected by im-
migration from poor countries, unhealthy outlier popu-
lations, and other population demographics (Seeman,
2003), they can also serve as indicators of a well-func-
tioning health care system.

Recent work from the OECD on the relationship be-
tween health care resources and health outcomes makes
the most pertinent case for inclusion of these statistics as
measures of health system performance. Zeynep Or (2001)
found that OECD countries with more doctors perform
better on both infant and perinatal mortality statistics: a
10% increase in the ratio of physicians to population can
lead to a 6% to 6.5% reduction in both rates. Further, Or
notes that these mortality statistics are a useful measure
of health system performance, since “the performance of
a health system is often judged by its capacity to prevent
deaths at the youngest ages” (Or, 2001). He also notes that
perinatal mortality is an important indicator of “effective-
ness of health care interventions during pregnancy and
childbirth” (Or, 2001).

Tables 16 and 17 below compare the infant and peri-
natal mortality rates in Canada to those in other OECD
nations. For infant mortality, measured as the number of
deaths under one year per 1,000 live births, Canada per-
forms fairly poorly, ranking sixteenth out of 28 OECD
countries. For perinatal mortality, the number of deaths
under seven days plus fetal deaths of 28 weeks gestation or
more per 1,000 total births, Canada performs a somewhat
better twelfth out of 26 countries ranked. In both cases, all
of the countries that out-perform Canada manage to do so
without outlawing private health care for the population
and most do so with a cost-sharing regime in place. Finally,
only one country in each case did not spend less on health
care than Canada after age adjustment.

Equally interesting is the change in rank that has
occurred over the five-year period leading up to these
measurements. In 1996, Canada ranked twelfth of 28
countries in infant mortality and twelfth of 26 countries
in perinatal mortality. In the five years since (from 1995
to 2000 for Canada due to the unavailability of data from
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Table 16: Infant mortality in the OECD, 2001

Infant Mortality Rank
Rate

Iceland 2.7 1
Japan 3.1 2
Finland 32 3
Sweden 3.7 4
Norway 3.8 5
Spain 3.9 6
Czech Republic 4.0 7
Italy 43 8
Germany 4.5 9
France 4.6 10
Austria 4.8 11
Denmark 4.9 12
Switzerland (2000) 4.9 12
Belgium 5.0 14
Portugal 5.0 14
Australia 53 16
Canada (2000) 5.3 16
Netherlands 53 16
United Kingdom 55 19
Ireland 5.8 20
New Zealand (1999) 5.8 20
Greece 59 22
Luxembourg 59 22
Korea (1999) 6.2 24
Slovak Republic 6.2 24
Poland 7.7 26
Hungary 8.1 27
Turkey 38.7 28

Source: OECD, 2003.

2001), Canada has managed to reduce the infant mortal-
ity rate by 11.7% and the perinatal mortality rate by 11.6%,
compared to OECD averages of 15.5% and 10.5%. In other
words, though Canada out-performed the OECD average
on reductions in perinatal mortality (ranking thirteenth),
Canada under-performed in reductions of infant mortality
(ranking sixteenth).

Though many of the countries that managed large
reductions in their mortality rates started with fairly high
rates (primarily the Eastern European countries), there
were notable reductions in infant mortality in countries
such as Italy (30.6%), Spain (29.1%), and Finland (20.0%);
and notable reductions in perinatal mortality in Iceland
(37.8%), Italy (24.7%), and Japan (16.3%).
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Table 17: Perinatal Mortality in the OECD, 2001

Perinatal Rank
Mortality Rate

Japan 3.6 1
Czech Republic 43 2
Finland 4.3 2
Iceland 4.6 4
Korea (1999) 52 5
Portugal 5.6 6
Spain (1999) 57 7
Sweden 57 7
Australia (2000) 58 9
Italy (2000) 58 9
Norway (2000) 5.9 11
Canada (2000) 6.1 12
Austria 6.2 13
Germany (1999) 6.2 13
New Zealand (1999) 6.2 13
Switzerland (2000) 6.6 16
France (2000) 6.7 17
United Kingdom 6.7 17
Belgium (1999) 7.1 19
Slovak Republic 7.2 20
Luxembourg (2000) 7.3 21
Netherlands 7.9 22
Poland 8.1 23
Ireland (2000) 2.0 24
Greece (1999) 9.1 25
Hungary 9.5 26

Source: OECD, 2003.

Mortality from disease and mortality

amenable to health care

Unfortunately, the use of DALE, LE, and infant and peri-
natal mortality as measures of the effectiveness of a health
system includes a number of effects that are not related to
the health system. Measures such as crime rates, pollution,
water quality, and public sanitation systems enter into the
effects of life expectancy in addition to those directly re-
lated to the health care systems that have been compared
in this report. A second set of measures that focus on the
causes of life expectancy can be used to estimate the ability
of the health care system to reduce the burden of mortality
from a specific subset of health conditions. This focus on
health-related deaths is likely to give better insight into the
performance of the health care system by removing many
external effects on longevity that are included in DALE,
LE, and infant and perinatal mortality. In other words, the

comparison of mortality from disease and the following
comparison of potential years of life lost due to disease
are more likely to measure the effects of the health system
than simpler measures of life expectancy.

The OECD (2003) provides data on the number of
age-standardized deaths per 100,000 population for select-
ed causes. The causes selected for comparison here, as de-
fined by the OECD (2003) according to The Ninth Revision
of the International Classification of Diseases are:

« infectious and parasitic diseases;

» malignant neoplasms;

« endocrine, nutritional, and metabolic diseases
and immunity disorders;

« diseases of blood and blood forming organs;

« diseases of nervous system and sense organs;

« diseases of circulatory system;

+ diseases of respiratory system;

« diseases of the digestive system;

« diseases of genitourinary system;

+ complications of pregnancy, childbirth,

and the puerperium;

+ diseases of the skin and subcutaneous tissue;
« diseases of the musculoskeletal system
and connective tissue;
« congenital anomalies;
+ certain conditions originating in the perinatal period.

Although the estimates of mortality can be completed using
all effects on health, it seems most insightful to remove the
effects of accidental causes (such as motor vehicle accidents
and homicides) and focus on a set of illnesses from which
mortality is more likely to be the result of ineffective health
care. For this reason, the comparison does not include ex-
ternal sources of injury and poisoning, death from symp-
toms and poorly defined conditions, and mental disorders.

The results of summing the causes of death listed
above are shown in table 18, where countries are ranked
by the inverse of mortality. Countries with lower levels of
mortality are ranked higher than those with higher levels
of mortality. In this comparison, Canada has the ninth low-
est number of deaths by cause of the 27 OECD countries
ranked. Of the countries that out-performed Canada on
this ranking, all have some form of cost sharing for health
services, allow some form of private comprehensive insur-
ance or care, and all but one spend less on health care (age
adjusted) than Canada does.

A finer way of breaking down mortality is to use a
measure known as mortality amenable to health care; a
measure first developed in the 1970s (Rutstein et al., 1976).
This approach follows from the knowledge that much of
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Table 18: Mortality in the OECD, 1999

Mortality Rate' Rank
Japan 438.9 1
Switzerland 476.7 2
France 480.5 3
Australia 504.2 4
Sweden 513.6 5
Korea 525.0 6
Italy 528.8 7
Iceland 536.3 8
Canada (1998) 541.2 9
Spain 5441 10
Norway 552.0 11
Greece 554.8 12
Luxembourg 556.2 13
New Zealand (1998) 561.7 14
Finland 567.2 15
Netherlands 583.6 16
Austria 586.5 17
Germany 5934 18
Belgium (1996) 605.3 19
Denmark (1998) 628.5 20
United Kingdom 639.8 21
Portugal 681.5 22
Ireland 739.1 23
Poland 779.0 24
Czech Republic 802.3 25
Slovak Republic 886.7 26
Hungary 892.6 27

(1) Standardized death rates from all causes not external or
poorly defined, per 100,000 population.

Source: OECD, 2003

what determines an individual’s health comes from out-
side the health care system itself, which means that most
common measures of health outcomes do not explicitly
measure the quality of health services (Nolte and McKee,
2003). The measure of mortality amenable to health care
was developed out of a search for tools that would specifi-
cally allow measurement of the effects of improvements in
medical care and uses mortality data related to conditions
that should be preventable through appropriate medical
interventions (Rutstein et al., 1976).

Nolte and McKee (2003) have recently published in-
formation comparing a number of OECD countries on this
measure using detailed statistics on causes of death pub-
lished by the World Health Organisation. Nolte and McKee
also made one additional specific subdivision of mortality
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data beyond identifying specific causes of death: the age
at which death occurred. In many cases, only childhood
deaths were considered, since deaths at older ages were sus-
pected of resulting from another medical process. In addi-
tion, other illnesses were capped at higher age limits in or-
der to accommodate evidence relating to the effectiveness
or potential ineffectiveness of modern medicines in dealing
with these conditions at more advanced ages. An age limit
of 75 years was used for most other statistics (Nolte and
McKee, 2003). The causes of death and age ranges consid-
ered by Nolte and McKee are shown in table 19.

As this breakdown relies on more detailed infor-
mation on the causes of death than that used to develop
aggregate mortality statistics above, only 18 countries are
compared in table 20.** This comparison of health system
performance also includes 50% of the mortality from isch-
aemic heart disease (IHD), though Nolte and McKee were
unsure whether or not it should be included. Since the re-
lationship between health services and reductions in mor-
tality from IHD has not been confirmed, Nolte and McKee
felt that comparisons with and without the statistic should
be presented. They also note, however, that there is grow-
ing evidence showing that up to half of premature mortal-
ity from IHD may be linked to the effectiveness of health
services (Nolte and McKee, 2003). In addition to this grow-
ing evidence on the links between health services and IHD,
the OECD has noted that the health care policies in coun-
tries can create variations in treatment patterns for IHD
and access to technologies and pharmaceuticals for IHD
patients. It is for these two latter reasons that the compari-
son including IHD mortality is presented here.

In this comparison, Canada has the eighth lowest
mortality rate of the 18 OECD countries ranked. Though
the Canadian health care system appears to perform rel-
atively well in this breakdown of mortality amenable to
health care, there are seven health systems that manage
to do better. Each of these seven countries spends less on
health care (age adjusted) than Canada does and allows
some form of private comprehensive insurance or care.
Only Spain does not have some form of cost sharing for
health services.

Potential years of life lost (PYLL)

Both simple and more complex rankings of countries by the
number of deaths caused by disease do have one significant
shortfall: they do not expressly account for the health sys-
tem’s ability to prevent death at very young ages. The third
measure of mortality compared, potential years of life lost
(PYLL), provides an explicit way of weighting deaths occur-
ring at younger ages, where conditions are a priori prevent-
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Table 19: Causes of death considered amenable to health care.

Table 20: Mortality Amenable to Health Care, 1998

Cause of Death Age Mortality per Rank
Range 100,000
Intestinal infections 0-14 France 75.08 1
Tuberculosis 0-74 Sweden 79.60 2
Other infections (diphtheria, tetanus, poliomyelitis) 0-74 Japan 81.41 3
Whooping cough 0-14 Spain 84.11 4
Septicaemia 0-74 Norway 87.51 5
Measles 1-14 Italy 88.13 6
Malignant neoplasm of colon and rectum 0-74 Australia 88.36 7
Malignant neoplasm of skin 0-74 Canada (1997) 91.80 8
Malignant neoplasm of breast 0-74 Germany 95.90 9
Malignant neoplasm of cervix and uteri 0-74 Denmark 97.21 10
Malignant neoplasm of cervix uteri and body of uterus 0-44 Netherlands 97.26 11
Malignant neoplasm of testes 0-74 Greece 98.53 12
Hodgkin’s disease 0-74 Austria 106.85 13
Leukaemia 0-44 New Zealand 109.03 14
Diseases of the thyroid 0-74 Finland 109.64 15
Diabetes mellitus 0-49 Ireland 129.34 16
Epilepsy 0-74 Portugal 132.07 17
Chronic rheumatic heart disease 0-74 United Kingdom 133.62 18
Hypertensive disease 0-74
Cerebrovascular disease 0-74 Source: Nolte and McKee, 2003
All respiratory diseases (excl. pneumonia and influenza) 1-14
Inﬂuenza. 074 ture mortality. Two of the countries in the top ten, Spain
Pneumonia 0-74 . . .
and Korea, managed to drop noticeably in the rankings
Peptic ulcer 0-74 C 1. .

o once the weighting was done, suggesting that many of the
Appendicitis 0-74 deaths numerated in table 18 were of younger members of
Abdominal Hernia 0-74 . . o

o N the population. Again, even when premature mortality is
Cholelft.h|a5|s and chol.ecystltls 074 accounted for, the countries that fare better than Canada
Nep'hrltls and n.ePhrOSIS . 0=7% .11 have some form of cost sharing, all allow some form
Benign prostatic hyperplasia 0-74 of private care or insurance, and all but one spend less on
Maternarl death . . Al health care (age-adjusted) than Canada does.

Congenital cardiovascular anomalies 0-74
Perinatal deaths, all causes, excluding stillbirths All

Misadventures to patients during surgical or medical care  All

Ischaemic heart disease (50%) 0-74

Source: Nolte and McKee, 2003

able (OECD, 2002). This measure is calculated by adding
deaths occurring at each age in the categories listed above
and multiplying those deaths by the number of years to
live (until the age limit of 70). The PYLL measure from the
OECD (2003) is standardized for population age profiles.
Table 21 gives the PYLL measure for 27 OECD coun-
tries in 1999. Not surprisingly, most of the countries in
the top ten on simple measures of mortality from disease
have remained in the top ten when weighting for prema-

Mortality from cancer

Two final comparisons on health system performance can
be found in a comparison of cancer incidence and mortal-
ity rates in the OECD. Using data from the GLOBOCAN
2000 database (Ferlay et al., 2001), it is possible to deter-
mine the estimated number of deaths that would occur as
a result of breast cancer and colorectal cancer in 2000 as a
proportion of the number of the estimated new cases that
would occur in that year. This data is useful in estimat-
ing the proportion of patients who will survive a bout with
these cancers in a given country. In other words, this esti-
mate can provide an estimate of the proportion of patients
who are likely to be cured from a disease, which is often
considered a basic measure of the effectiveness of health
care practices (Berrino et al., 1999).
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Table 21: Potential Years of Life Lost in the OECD, 1999

Potential Years of Rank
Life Lost (PYLL)1
Sweden 2,041 1
Iceland 2,059 2
Japan 2,119 3
Switzerland 2,131 4
Norway 2,260 5
Luxembourg 2,336 6
Australia 2,375 7
Finland 2,460 8
Canada (1998) 2,526 9
Italy 2,539 10
France 2,555 11
Austria 2,633 12
Netherlands 2,671 13
Germany 2,679 14
New Zealand (1998) 2,745 15
Spain 2,757 16
Greece 2,797 17
Belgium (1996) 2,863 18
Denmark (1998) 2,883 19
United Kingdom 2,973 20
Ireland 3,029 21
Korea 3,049 22
Czech Republic 3,576 23
Portugal 3,716 24
Poland 4,347 25
Slovak Republic 4,778 26
Hungary 6,288 27

" Standardized death rates from all causes not external or ill
defined, per 100,000 population.

Source: OECD, 2003

Ratios for estimated mortality from breast cancer in
2000 to estimated incidence of breast cancer in 2000, using
age-standardized ratios to eliminate any bias from older
populations, are given in table 22. Although these summa-
ry statistics do not measure the true underlying chances of
surviving breast cancer in a given country, they can be used
as comparative measures to give a rough approximation of
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the underlying efficiency of the health system in identify-
ing and treating this disease. After adjusting spending for
age structure, all five countries that out-perform Canada
spend less on health care as a percentage of GDP. As be-
fore, all the countries that fare better than Canada on this
measure have some form of cost sharing and some form of
parallel private health care provision for the population.

Yet another comparison of cancer treatment out-
comes can be made for cancer of the colon and rectum.
This type of cancer is a major cause of both mortality and
morbidity in western countries for those over the age of
50, and is second only to lung cancer as one of the most
common forms of cancer in the developed world (Sem-
mens and Platell, 2001; Farrands and Britton, 1984; Ferlay
et al., 2000). The likelihood of surviving colorectal cancer
is highly dependent on early detection and treatment of the
disease. This is confirmed by medical research, which indi-
cates that the five-year survival rate of patients with early
tumors can be better than 9o%, while those with tumors
that have spread substantially falls below 50% (Farrands
and Britton, 1984; Lefall, 1981).

Due to the link between medical intervention and
survival rates from colorectal cancer, the ratio of mor-
tality to incidence of the disease within a country can be
used as a rough measure of the general effectiveness of that
country’s health care system. Ratios for estimated mortal-
ity from colorectal cancer in 2000 relative to estimated
incidence in 2000, using age-standardized ratios to elimi-
nate any bias from older populations, are given in table 23.
Again, as in the case of breast cancer above, these ratios
do not measure the true underlying chances of surviving a
bout with colorectal cancer but do give a rough approxima-
tion of the comparative underlying efficiency of the health
system. This data indicates that Canada performs remark-
ably well on this measure, placing first in mortality from
colorectal cancer.

Answer: Although the top spender, Canada ranks eighth,
ninth, sixth, and first in comparisons of mortality that
are closely related to the performance of a health system.
Canada’s cumulative rank is fifth, behind Sweden, Japan,
Australia, and France.
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Table 22: Incidence and Mortality (per 100,000) from Breast Cancer in the OECD, 2000

Incidence' Mortality' Ratio Rank
Sweden 81.0 17.5 21.6% 1
Finland 784 17.9 22.8% 2
Australia 82.7 19.7 23.8% 3
Japan 314 7.7 24.5% 4
France 83.2 214 25.7% 5
Canada 81.8 22.7 27.8% 6
Norway 68.5 20.7 30.2% 7
Netherlands 91.6 27.8 30.3% 8
New Zealand 826 259 31.4% 9
Italy 64.9 20.7 31.9% 10
Korea 12.5 4.0 32.0% 11
Belgium 82.2 26.4 32.1% 12
Germany 73.6 23.7 32.2% 13
Portugal 553 184 33.3% 14
Luxembourg 69.3 23.2 33.5% 15
Denmark 86.2 29.2 33.9% 16
Austria 67.2 233 34.7% 17
Greece 47.6 16.7 35.1% 18
United Kingdom 749 26.8 35.8% 19
Switzerland 70.1 25.2 35.9% 20
Ireland 71.6 258 36.0% 21
Poland 46.6 16.8 36.1% 22
Hungary 67.2 253 37.6% 23
Spain 47.9 18.1 37.8% 24
Czech Republic 54.1 21.0 38.8% 25
Slovak Republic 456 18.4 40.4% 26
Turkey 204 9.2 45.1% 27
Iceland 70.2 36.8 52.4% 28

(1) Incidence and mortality rates are in age-standardized form, per 100,000 population, and include cancer incidence and mortality
atall ages.

Sources: Ferlay et al., 2001; calculations by authors.
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Table 23: Incidence and Mortality among Women (per 100,000) from Colorectal Cancer in the OECD, 2000

Female Female Male Male Average Mortality Ratio | Rank
Incidence Mortality Incidence Mortality (Male and Female)
Canada 29.8 11.6 40.7 16.4 39.6% 1
Australia 354 14.4 49.8 20.1 40.5% 2
Japan 253 11.0 43.2 17.6 42.1% 3
Sweden 246 11.5 33.0 14.4 45.2% 4
France 26.8 121 39.8 18.3 45.6% 5
Netherlands 304 14.0 41.6 19.0 45.9% 6
Portugal 243 1.3 40.6 18.5 46.0% 7
New Zealand 434 20.2 553 25.7 46.5% 8
Italy 24.0 1.3 353 16.4 46.8% 9
Finland 21.2 9.5 25.2 12.5 47.2% 10
Greece 13.6 6.7 17.3 84 48.9% 1
Luxembourg 309 14.8 37.3 19.5 50.1% 12
Belgium 28.0 14.4 373 18.2 50.1% 12
Germany 31.9 17.0 45.0 21.7 50.8% 14
Iceland 20.7 13.1 29.9 12.2 52.0% 15
Switzerland 23.8 11.6 31.7 17.7 52.3% 16
Ireland 28.7 15.4 44.2 226 52.4% 17
Spain 21.0 1.1 320 17.3 53.5% 18
United Kingdom 253 13.8 354 18.7 53.7% 19
Norway 338 18.0 40.0 220 54.1% 20
Austria 26.1 14.9 43.2 23.0 55.2% 21
Poland 19.7 11.6 30.0 16.6 57.1% 22
Korea 10.3 5.7 14.9 8.8 57.2% 23
Czech Republic 315 18.5 60.3 342 57.7% 24
Slovak Republic 26.5 16.1 50.6 28.0 58.0% 25
Hungary 346 20.9 59.8 335 58.2% 26
Denmark 30.5 18.5 38.8 238 61.0% 27
Turkey 53 34 9.1 59 64.5% 28

(1) Incidence and mortality rates are in age-standardized form, per 100,000 population, and include cancer incidence and mortality

atall ages.

Sources: Ferlay et al., 2001; calculations by authors.
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Conclusion

This study has attempted to provide answers to a series
of questions that are important to resolve if Canada is to
make the correct choices as it amends its health care poli-
cies. The study is strictly comparative and examines a wide
number of factors for the member countries of the OECD
in arriving at the answers to the questions posed.

Taking this empirical approach to health care provides
clear direction for health care reform in Canada.

» Canada and Iceland have the most expensive health
care systems amongst the industrialized nations
that have comprehensive, universal access to
health care.

« Canada ranks first in only one of seven health care
outcome categories and does not rank first in any
of access to care, supply of technologies, or supply
of physicians.

« No country in the industrialized world other than
Canada outlaws a parallel private health care sys-
tem for their citizens.

« All four countries that out-perform Canada on the
cumulative rank for mortality amenable to health
care, potential years of life lost, mortality from
breast cancer, and mortality from colorectal cancer
have private health care alternatives to the public sys-
tem and some form of user fees at the point of access;
none spends more than Canada after age adjustment.

The comparative evidence is that the Canadian health care
model is inferior to others in place in the OECD. It produc-
es inferior access to physicians and technology, produces
longer waiting times, is less successful in preventing death
from preventable causes, and costs more than any of the
other systems that have comparable objectives. The models
that produce superior results and cost less than Canada’s
monopolistic, single-insurer, single-provider system have
user fees; alternative, comprehensive, private insurance;
and private hospitals. Canada should follow the example
of these superior health care models.

The Fraser Institute / 53



How Good Is Canadian Health Care? 2004 Report

Notes

10

11

12

13

14

15

16

For the purposes of this study, Mexico and the United States are not included for comparison as the health care
systems in these countries do not incorporate universal access to care. Thus, the OECD is defined here as all
OECD countries except Mexico and the United States.

The age adjustments below are not calculated for Turkey due to remarkably low dependency ratios that were not
conducive to meaningful adjustment.

This calculation relies on the assumption that private health spending would grow at the same rate as public health
spending, as the OECD has estimated only public health spending growth.

The following discussions on the basics of health care, welfare loss, co-insurance and co-payments, cost shifting,
empirical evidence on cost sharing, and the RAND Health Insurance Experiment are primarily based on, and bor-
row from, Ramsay, 1998.

In the insurance market, this is known as the law of large numbers. Roughly, the law of large numbers states that
random movements of a large number of individual items tend to offset one another. For more details on the law
of large numbers, see Lipsey and Steiner, 1978: 21.

It has been argued that many theoretical analyses avoid distributional issues and assume a single-person economy.
For example, Arrow (1963) made such an assumption when he demonstrated that deductibles and co-insurance
can be welfare enhancing. Years later, Arrow relaxed this assumption and used a model with a very large popula-
tion but assumed that each member of the population was identical in order to bypass distributional consider-
ations. Evans (1993) notes that no one, with the exception of Arrow, has pointed out the limitations of such restric-
tive assumptions. Evans argues that models based on these restrictive assumptions do not, and cannot, help us
analyze the welfare effects of cost sharing.

The level of health insurance coverage in the United States at that time was much lower than it is today, suggesting
that the welfare loss of over-insurance in the United States today may be even greater.

These “sick poor” are the most disadvantaged but make up only a small proportion (6%) of the population studied.
In most of the current debate about hospitals, those opposed to privatization imply that hospitals are a special type
of organization that is not subject to the usual economic incentives. There is little reason to believe this is so.
Although Canadian hospitals are legally considered private, not-for-profit entities (Standing Senate Committee,
2002), they are governed largely by a political process, given wage schedules for staff, are told when investment can
be undertaken, denied the ability to borrow privately for investment, and told which investments will be funded
for operation, and thus are considered public hospitals for the sake of comparability.

The following discussion on private-sector and public-sector businesses is primarily based on, and borrows from,
Clemens and Esmail, 2002a, 2002b.

The following discussion on private versus public hospitals is primarily based on, and borrows from, Zelder, 1999.
The following discussion on supplier-induced demand is primarily based on, and borrows from, Ramsay, 1998.
These results suggest that a 100% increase in surgeons—a doubling of the number of surgeons—would only in-
crease the total number of surgeries by 9%.

To justify this conclusion, Rice and Labelle cite Barer, Evans, and Labelle, 1985, 1988; Barer and Evans, 1986; and
several studies that have been reviewed in Gabel and Rice, 1985, but are not cited in Feldman and Sloan, 1988.
Though these two may seem equivalent, in that both are mandated by government and require that the entire
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population be covered for health services, they are far different in terms of the required design of the health care
system, the opportunities for private insurers and providers, and the resultant opportunities for competition.
Although British Columbia and Alberta have a specific health care tax, these contributions are paid into a com-
mon pool along with all other general tax revenues from which all provincial spending is financed.

One caution to the application of risk-adjusted premiums is that they should not be adjusted in a public scheme
for pre-existing conditions or family historical risk of heart conditions or cancers. These conditions are part of the
reason that public or mandatory health insurance schemes exist and, thus, should not be accounted for based on
the simple principles of fairness to those who are “unlucky” enough to face such a condition.

This discussion on health technology is based on, and borrows from, Harriman et al., 1999.

In seeking to understand the link between the structure of a health system and its effectiveness in dealing with
disease, it is important to bear in mind the following. Some health systems may accomplish better general access
to primary care, thus achieving higher rates of early detection for disease among their populations. However, early
detection may also be influenced by the level of diagnostic knowledge and training for primary care physicians like
GPs, access to diagnostic procedures, or the effectiveness of available diagnostic technology. Survival rates may
also be independently affected by the quality of treatment procedures once the disease is discovered. Therefore,
ratios of mortality to incidence and general mortality statistics are only an approximation of the aggregate effec-
tiveness of the health system as a whole and do not explain which part of the system contributes more or less to
survival rates from diseases that are sensitive to medical intervention. This means that some health systems may
be better at some aspects of the diagnosis and treatment of certain diseases among the population as a whole and
still achieve the same survival outcomes as systems structured differently. The limitations of currently available
data are that we simply do not know what it is about any particular health system that might be contributing to
lower or higher mortality rates relative to other health care systems.

According to the methodology employed by Nolte and McKee, only larger countries with high quality mortality
data for years more recent than 1996 were included. Newer data were not available for Belgium and Switzerland,
while Luxembourg and Iceland were considered too small for inclusion. In addition, data for the United States
calculated by Nolte and McKee is not included in How Good is Canadian Health Care? as the American health
care system does not incorporate universal access to care.
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Appendix A: Sources for policy comparison tables

Australia: Hilless and Healy (2001).

Austria: Hofmarcher and Rack (2001).

Belgium: European Observatory (2000a).

Canada: European Observatory (1996a); Flood (2000); and Altenstetter et al. (1997).

Czech Republic: European Observatory (2000b).

Denmark: Vallgérda et al. (2001).

Finland: Jarvelin (2002).

France: Imai et al. (2000); and Poullier and Sandier (2000).

Germany: European Observatory (2000c¢); Tuffs (2004); and Busse (2002).

Hungary: European Observatory (1999a); and Orosz and Burns (2000).

Iceland: World Health Organization Regional Office for Europe and European Commission (2000); and Ovretveit (2001).

Ireland: World Health Organization Regional Office for Europe and European Commission (1998).

Italy: Donatini et al. (2001).

Japan: Jeong et al. (2001) and Imai (2002).

Korea: Colombo et al. (2003), and Moise et al. (2003).

Luxembourg: European Observatory (1999b).

Netherlands: World Health Organization Regional Office for Europe and European Commission (1997b); Flood (2000);
and Dixon and Mossialos (2001).

New Zealand: Flood (2000).

Norway: European Observatory (2000d); and Van den Noord et al. (1998).

Poland: European Observatory (1999c¢); and Girouard (2000).

Portugal: European Observatory (1999d).

Slovakia: European Observatory (2000e); and Slovak Republic Ministry of Health (2003).

Spain: European Observatory (2000f).

Sweden: Hjortsberg and Ghatnekar (2001); Swedish Institute (1999); European Union Online (2002); and Lofgren (2002).

Switzerland: European Observatory (2000g); OECD (2000); and Colombo (2001).

United Kingdom: Busse (2002); Dixon (2001); and European Observatory (1999%).
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Appendix B: Unadjusted ratios of physicians
and technology to population

Table B1: Comparison of Doctors per 1,000 Population for Select OECD Countries

Rank of 23 Country 2001 Rank of 23 Country 2001
1 Austria 33 13 Luxembourg 2.6
1 France 33 14 Australia 25
1 Germany 33 14 Switzerland 25
4 Finland 3.1 16 United Kingdom 2.2
4 Belgium (1998) 3.1 17 Canada 2.1
6 Czech Republic (2000) 3.0 18 Poland 2.0
6 Norway 3.0 19 Slovak Republic 1.9
8 Denmark 29 20 Spain (1998) 1.8
8 Greece 29 21 New Zealand (2000) 1.5
8 Hungary 2.9 22 Netherlands 13
1 Portugal 2.8 22 Turkey 13
12 Sweden (2000) 2.7

Source: OECD, 2003.

Table B2: Medical Technology in the OECD, 2001

MRI/ Rank out |CT Scanner Rankout |Radiation Therapy Rankout | Lithotriptors/ Rankout
Million of 24 / Million of 23 Machines / Million of 22 Million of 15
Australia 4.7 12 — — 5.1 12 1.6 10
Austria 11.6 4 26.3 3 46 15 1.8 7
Belgium 32 16 — — 6.4 9 — —
Canada 3.5 15 9.5 19 7.0 8 0.4 14
Czech Republic 1.9 21 1.4 15 10.0 4 29 5
Denmark 6.6 9 13.2 12 54 1 — —
Finland 11.0 5 13.7 11 15.4 1 0.4 14
France 26 18 9.6 18 6.1 10 1.0 12
Germany 6.2 10 17.1 8 4.6 15 1.7 9
Greece 2.0 20 13.8 10 4.2 18 4.7 2
Hungary 1.5 22 53 22 — — — —
Iceland 14.0 2 17.5 7 14.0 2 35 4
Italy 8.6 6 219 5 3.8 19 — —
Japan 23.2 1 84.4 1 — — — —
Korea 6.8 8 27.3 2 4.8 14 4.8 1
Luxembourg 4.5 14 249 4 4.5 17 2.3 6
Netherlands — — — — 7.2 7 — —
New Zealand 2.6 18 10.6 16 9.8 5 — —
Poland 0.4 24 0.4 23 — — — —
Portugal 2.8 17 12.1 14 2.9 21 1.2 11
Slovak Republic 1.3 23 8.5 20 10.9 3 — —
Spain 5.7 11 125 13 3.8 19 1.8 7
Sweden 7.9 7 14.2 9 — — — —
Switzerland 12.9 3 17.6 6 9.7 6 4.1 3
Turkey — — 10.0 17 1.8 22 0.9 13
United Kingdom 46 13 6.2 21 49 13 — —
OECD Average 6.3 — 16.9 — 6.7 — 2.2 —

Note: Data for the year 2001 was not available for all countries. Earlier years have been substituted where noted in table 13.
Source: OECD 2003.
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