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Executive summary

This is The Fraser Institute’s fourth annual report on the financial sustainability of
health spending by provincial governments in Canada. The report uses a moving-
trend analysis to measure sustainability. The trend is derived from the average, annual
growth rates for total provincial government health expenditures (GHEX) and total
available provincial government revenue from all sources (TAREV) over the most recent
ten-year period. Government spending on health care is deemed unsustainable when it
grows faster on average than revenue over the trend period. Future growth in govern-
ment health spending and revenue is projected on the basis of the trend to estimate the
urgency of the sustainability problem.

The report also examines the long-term feasibility of attempts by provincial gov-
ernments to deal with the unsustainable growth in health spending through increased
tax burdens and centrally planned rationing. The analysis partially exposes the degree
to which Canadians are paying more for government health insurance over the trend
period and getting less.

Policy environment

Findings

The annual growth of government spending on health care is partially affected by the

structure of medical and drug insurance in Canada. Canada’s current approach to health

policy is unique among the advanced countries of the world. Generally speaking, since

the late 1960s the private sector has effectively been prohibited from providing insur-
ance for medically necessary health care in Canada. Instead, each province has estab-
lished its own government-run monopoly over the market for medical insurance (for, e.g.,
hospital, clinical, and physician services). The provincial medical insurance monopolies

also insulate consumers from the cost of medical care because they provide coverage

without user-based premiums, co-payments, or deductibles. In addition, private-sector
health-care providers are prohibited from competing for the delivery of publicly insured

medical services. Each province also has separate, publicly-funded drug programs that
occupy and encroach upon large shares of the market for drug insurance.

Over the ten-year trend period (1997/98 to 2006/07), health spending has been growing
at an unsustainable pace in nine of ten provinces. Alberta is the only province where
provincial revenue has kept pace with government health spending over the last ten
years. Averaged nationally across all provinces, government health spending has grown
at an annual rate of 7.3% over the period. The national average, annual growth rate for
total available provincial revenue has been only 5.9%. Government health spending has
also grown faster than provincial Gpp, which averaged only 5.6% annual growth across
all provinces over the same period.
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The severity of the unsustainable rate of growth in spending on health care var-
ies significantly from province to province. Projecting the ten-year trend into the future
suggests that government health spending in six of ten provinces is on pace to consume
more than half of total revenue from all sources by the year 2035. Newfoundland &
Labrador and Nova Scotia, where growth in government spending on health care is on
pace to consume half of all provincial revenues as early as 2017, are the worst cases. [1]

Paying more

High rates of growth in government health spending must be checked or taxpayers will
be faced with the constant prospect of paying more. If government health spending is
to be kept at a stable percentage of revenue, then revenue must grow at least as fast as
public health spending. When the economy is expanding rapidly, revenue often grows
fast enough to keep up with government health spending. But when the economy
grows at historically normal or slower rates, health spending usually outpaces revenue,
increasing the possibility that future tax rates will rise, new taxes will be introduced,
or spending on other government responsibilities will be reduced.

Getting less

Analysis

[l

All provinces continue to use rationing in an effort to contain the growth in govern-
ment health spending. Instead of introducing policies that would take pressure off
public finances, governments restrict access to publicly insured medical goods and ser-
vices. This continued rationing results in long waits for specialist services and access
to new medicines. As long as centrally planned rationing is used to control the growth
of health spending, patients will be faced with the prospect of getting less.

Based on an analysis of recent economic circumstances and the policies affecting the
trends in government spending on health care, it is clear that despite high rates of
growth in total available revenue over the trend period, in nine out of ten provinces,
government health spending is still growing faster than the ability to pay for it through
public means alone. In some provinces—British Columbia, Alberta, Saskatchewan,
Newfoundland & Labrador, and Nova Scotia—recent revenue growth has been caused,
to some extent, by increased GpP growth linked to escalating energy prices. If Gpp
in these provinces continues to grow at a high rate as a result of high energy prices,
then provincial revenues could grow fast enough to sustain relatively high rates of
growth in government health spending—even if the current system is less efficient

Givenrecent growth in provincial Gbp associated with high energy prices in these two provinces,
as the ten-year trend period moves forward in future reports, the ranking of Newfoundland
& Labrador and Nova Scotia might improve significantly, assuming that growth on health
spending is held constant or decreases.
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than alternative ways of financing health care. However, it is uncertain that the eco-
nomic conditions driving high energy prices will persist in the future. Furthermore,
energy-driven revenue increases in Saskatchewan, Newfoundland & Labrador, and
Nova Scotia have still not kept pace with the growth in health spending when aver-
aged over the trend period.

In some provinces without large energy resources, recent growth rates for rev-
enue have been raised by increasing the tax burden (e.g., Ontario’s introduction in 2004
of a new income surtax called a “health premium”). However, the effect on revenue
growth rates is only temporary because the tax burden cannot continue to rise over
the long term unless people are willing to accept declining rates of economic growth
and lower standards of living. Moreover, the growth in government health spending is
still not sustainable in the provinces where tax increases have occurred.

The percentage of own-source revenue consumed by health spending differs from
province to province. In some provinces—Manitoba, New Brunswick, Newfoundland
& Labrador, Nova Scotia, and Prince Edward Island—high rates of growth for govern-
ment health spending are heavily subsidized by money transferred from other prov-
inces. Federal transfer programs take money from populations in wealthy provinces to
boost the revenue base of less wealthy provinces.

In many provinces, governments also continue to restrict or delay access to pub-
licly insured health care in an attempt to slow the growth of health spending. For exam-
ple, the most recent data shows that wait times for access to medical services have in fact
increased over the ten-year trend period in every province. Provincial, publicly funded
drug programs also only cover a small percentage of new medicines. Such policies have
the effect of slowing the growth in government health spending. However, strict ration-
ing cannot continue indefinitely without causing medical risks for patients.

Conclusion & recommendations
Based on the data and analysis in this report, we conclude that public health insurance,
as it is currently structured in Canada, tends to produce rates of growth in government
spending on health care that are not financially sustainable through public means alone.
This is occurring while governments are restricting and reducing the scope of benefits cov-
ered under publicly funded health insurance. As an alternative to the current “pay more,
get less” approach to health policy, we recommend that governments do the following:

1 encourage the efficient use of health care by requiring patients to make co-payments
for any publicly funded medical goods and services they use;

2 relieve cost pressures facing the public health-insurance system by legalizing the
right of patients to pay privately (private insurance or out of pocket) for all types of
medical goods and services, including hospitals and physician services, as is cur-
rently allowed for access to medicines;
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3 allow health providers to receive reimbursement for their services from any insurer
whether government or private;

4 shift the burden of medical price inflation onto the private sector by allowing provid-
ers to charge patients fees additional to the government health-insurance reimburse-
ment level;

5 create incentives for cost and quality improvements by permitting both for-profit
and non-profit health providers to compete for the delivery of publicly insured health
services.
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Introduction

This is The Fraser Institute’s fourth annual report on the financial sustainability of
health spending by provincial governments in Canada. The report uses a moving-trend
analysis to measure sustainability. The trend is derived from the average, annual growth
rates for total provincial government health expenditures (GHEX) and total available
provincial government revenue from all sources (TAREV) over the most recent ten-year
period. [1] Government spending on health care is deemed unsustainable when it grows
faster on average than revenue over the trend period. Future growth in government
health spending and revenue had been projected on the basis of the trend to estimate
the urgency of the sustainability problem.

The report also examines the long-term feasibility of attempts by provincial gov-
ernments to deal with the unsustainable growth in health spending through increased
tax burdens and centrally planned rationing. The analysis partially exposes the degree
to which Canadians are paying more for government health insurance over the trend
period and getting less.

Policy environment

[]

The annual growth of government spending on health care is partially affected by the
structure of medical and drug insurance in Canada. [2] Canada’s current approach
to health policy is unique among the advanced countries of the world. Generally

This is a change from the methodology used in previous reports. Critics argued that our previous
five-year analysis was not a long-enough trend in health spending or revenue upon which to build
assumptions about future growth rates when projecting sustainability. We still maintain that
five years is an appropriate reflection of the effect of the policy decisions of current (or recent)
governments on the growth in provincial health spending. However, we agree that five years is
too short to capture the full effect of recent changes in the tax structure. Changes in tax policy
have a delayed impact on the growth of Gpp, which in turn affects the growth of the revenue
base over a time horizon that might not be fully captured in the five-year trend. On balance, we
decided it was important to accommodate the concerns of those who think that ten-year trends
are a better way to capture the impact of policy decisions on available revenue in the provinces.

The structure and availability of health insurance, growth of Gpp, the growth and aging of the
population, changing demands for health care, and the introduction of new treatments and
technologies all contribute to the growth of health spending in general, regardless of whether
the private sector or the public sector finances it. However, unsustainable growth in health
spending is short-lived in the private sector once the insured decide that the price of financing
health spending through premiums is too high. When expenditures grow faster than revenue,
private-sector insurers make immediate adjustments to prevent insolvency and ensure the
financial viability of the insurance plan. Private-sector insurers also cannot make unpopular
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speaking, since the late 1960s the private sector has effectively been prohibited from
providing insurance for medically necessary health care in Canada. Instead, each
province has established its own government-run monopoly over the market for
medical insurance (for, e.g., hospital, clinical, and physician services). The provin-
cial medical insurance monopolies also insulate consumers from the cost of medi-
cal care because they provide coverage without user-based premiums, co-payments,
or deductibles. In addition, private-sector health-care providers are prohibited from
competing for the delivery of publicly insured medical services. Each province also
has separate, publicly-funded drug programs that occupy and encroach upon large
shares of the market for drug insurance.

reductions to the scope of insured benefits in order to contain costs without risking the loss of
clients. By contrast, under publicly funded health insurance, most of the population actually
pays a price for health insurance that is disproportionately low. The cost of financing health
spending is redistributed through taxes and is disproportionately high for a relative minority
of the population. Governments can therefore allow costs to rise unchecked without risking
immediate political consequences. Under a public health-insurance monopoly, governments
can also get away with reductions in the scope of publicly insured benefits because there are
no other insurance options available.
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Findings

Current health spending as a percentage of available revenue

[3]

The first finding of this report is that government health spending currently con-
sumes a large percentage of total available revenues in each of the provinces. The most
recent data [Figure 1] shows that in 2006/07 government health expenditures (GHEX)
accounted for 43.1% of total available revenue (TAREV) [3] in Ontario, the largest per-
centage among all ten provinces. At the other end of the scale, GHEX consumed 27.7%
of TAREV in Alberta.

Total Available Revenue (TAREV) is total revenue from all sources, including federal transfers,
minus debt charges. Debt charges are removed because they represent fixed financial
obligations of the provinces and cannot be spent on programs or other responsibilities of
government. Debt charges are distinct from debt repayment. Debt repayment is a policy
choice, whereas debt charges are not. This is a change from the methodology used in
previous reports.

Figure 1: Percentage of total available revenue (TAREV) consumed
by government health expenditures (GHEX), 2006/07, by province
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Note: To make Quebec comparable to other provinces, the extra tax room ceded to the province by the federal government for
policy areas that are under federal jurisdiction in other provinces has been removed from the calculation of TAREV.

Sources: Statistics Canada, 2007; calculations by authors.
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National trend

The most recent national trend for the sustainability of provincial government health
spending is shown in Figure 2. National ten-year average, annual growth rates are the
average of the ten-year average annual growth rates that occurred for each province.
Figure 2 compares the average annual rates of growth in provincial government health
expenditures (GHEX), total available provincial revenue (TAREV), and provincial gross
domestic product (GDP) as a consolidated average across all ten provinces.

Data for GHEX and TAREV were obtained from Statistics Canada’s Financial
Management System, which uses fiscal years ending March 31 for its accounting peri-
ods. Data for GDP were obtained from the general databases of Statistics Canada, which
uses calendar years ending December 31 for its accounting. The most recent ten-year
period for GHEX and TAREV therefore covers the years 1997/98 to 2006/07. The most
recent ten-year period for GDP covers the years 1997 to 2006.

Figure 2 shows that, averaged across all provinces, government health spending
has grown at a faster average annual pace than revenue over the last ten years. Health
spending has also grown faster than the economy (GDP) over this period. Therefore, on
average provincial government spending on health care has been growing faster than
our ability to pay for it through public means alone without counter-balancing reduc-
tions of spending on all other responsibilities of government.

Figure 2: National average of ten-year provincial annual percentage growth rates for government
health expenditure (GHEX) and total available revenue (TAREV), 1997/98 to 2006/07; and gross
domestic product (GDP), 1997 to 2006
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Note: To make Quebec comparable to other provinces, the extra tax room ceded to the province by the federal government for policy
areas that are under federal jurisdiction in other provinces has been removed from the calculation of TAREV. TAREV growth rates for
Newfoundland & Labrador and Nova Scotia has been adjusted to remove the one-year increase in revenue from the Atlantic Accord.

Sources: Statistics Canada, 2007a and 2007b; calculations by authors.
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Provincial trends

The severity of the unsustainable rate of growth in spending on health care varies sig-
nificantly from province to province. Figure 3 compares the average annual percentage

growth in GHEX, TAREV, and GDP in each province over the ten-year trend period. [4] The

provinces are ranked according to the slowest to the fastest average annual rate of growth

in GHEX over the trend period. Over the last ten years, the fastest average annual rate of
growth for GHEX occurred in Alberta (10.3%). British Columbia and New Brunswick had

the slowest average annual rates of growth for GHEX (5.8%). The fastest average annual

growth of TAREV over the trend period was in the province of Alberta (10.5%). TAREV
grew slowest in New Brunswick over the period (3.8% annually on average).

[4] Unfortunately, the ten-year average annual rates of growth calculated are vulnerable to the
effects of revisions to earlier published data that Statistics Canada routinely completes each year.
Statistics Canada recently made accounting changes to their FMS data that substantially altered
the previously published figures from which growth rates were calculated between years.

Figure 3: Average annual percentage growth rates for government health expenditure (GHEX)
and total available revenue (TAREV), 1997/98 to 2006/07; and gross domestic product (GDP),
1997 to 2006; by province
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Sources: Statistics Canada, 2007a and 2007b; calculations by authors.
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Most importantly, in nine of ten provinces government health spending has
grown faster on average than revenue over the last ten years. The only exception was
the province of Alberta, which kept the pace of growth in health spending just slightly
below the growth of revenue over the trend period. The gap between the average annual
growth rates for GHEX and TAREV was widest in Newfoundland & Labrador, where
GHEX outpaced TAREV by 3.7 percentage points annually on average between 1997/98
and 2006/07.

Projections

Figure 4 shows the number of years it will take before government health spending con-
sumes half of total available revenue in each of the ten provinces based on a projection
of the most recent ten-year trend for growth rates in GHEX and TAREV. These ranks are

Figure 4: Number of years until government health expenditures (GHEX) consume 50%
of total available revenue (TAREV), 2007 forward, by province
l | | |
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Notes: To make Quebec comparable to other provinces, the extra tax room ceded to the province by the federal government for
policy areas that are under federal jurisdiction in other provinces has been removed from the calculation of TAREV. TAREV growth
rates for Newfoundland & Labrador and Nova Scotia has been adjusted to remove the one year increase in revenue from the
Atlantic Accord. Alberta is excluded from this figure because GHEX is growing slower than TAREV in the province.

Sources: Statistics Canada, 2007a; calculations by authors.
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not comparable with those in previous reports because the current analysis is based on
a change in methodology, including the adoption of a ten-year trend period and a new
calculation of total available revenue explained earlier.

Among the provinces, Newfoundland & Labrador and Nova Scotia are facing
the most urgent sustainability problem. Growth in government spending on health
care in both provinces is on pace to consume half of all provincial revenues as early as
2017, reaching 60% by 2022 in Newfoundland & Labrador and 2026 in Nova Scotia.

No adjustment for aging population

The analysis presented in this publication is cautious. The projections on government
spending on health care do not account for the expected acceleration in demand that
will accompany the aging of the population. Data on provincial health spending by age
from the Canadian Institute for Health Information shows that, across all ages, average
per-capita provincial/territorial health spending in Canada was about $2,630 in 2004,
while spending for those aged 65 to 74 was about $5,865, for those aged 75 to 84 was
roughly $10,342, and on those 85 years of age and older was $19,418 [CIHI, 2006]. It is well
known that the proportion of the population that is older than 65 years will increase
in coming years as the numerically populous generation born just after World War 2
approaches retirement. Because of this demographic trend, if there are no significant
changes made to the structure of health-care financing in Canada, government health
expenditures will probably grow much faster than observed over the trend periods
presented here.
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Paying more

Differences among provincial rates of revenue growth suggest that the high growth
rates observed for total available revenue (TAREV) in some provinces over the trend
period are being driven by economic growth that is partially linked to the inflation
of energy prices. GDP growth in some provinces can also be explained by earlier tax-
reduction policies. In other provinces, revenue growth has been temporarily acceler-
ated by unsustainable and counter-productive recent increases in the tax burden that
will only reduce Gpp growth, and thus revenue growth, in the future. As the ten-year
trend period moves forward in future reports, the effect of changes in tax policies and
economic circumstances will be reflected in the average, annual growth rates.

Inflation in energy prices

In some provinces, recent revenue growth has been caused, to some extent, by escalat-
ing energy prices that have boosted the rate of growth in Gpp and expanded the tax base.
Alberta, British Columbia, Saskatchewan, and Newfoundland & Labrador are the prov-
inces most affected by the inflation in energy prices over the last five years. However, it
is uncertain that the economic conditions driving increases in energy prices will persist
in the future, making it unclear whether recent growth rates for Gpp and revenue will
continue. Unless high energy prices continue indefinitely, the unusually high rates of
growth in GDP seen over the last five years will likely return to lower historical norms.
Also, only British Columbia, Alberta, Saskatchewan, Newfoundland & Labrador, and, to
some degree, Nova Scotia have significant energy resources to rely on. Moreover, despite
the growth in GDP and revenue associated with high energy prices, government health
spending is still growing faster than revenue in all of these provinces except Alberta.

Increasing tax burdens

In some provinces, growth rates for revenue have been temporarily accelerated by
recent increases to the tax burden. Ontario, for instance, introduced an income sur-
tax (called a “health premium” by the province) in 2004 to pay for health care. The
measure added about $2.5 billion to the revenue base of the province and temporarily
increased the growth rate of TAREV in the process. However, previous research has
demonstrated that the province cannot expect to increase revenue growth by the same
rate each year through such measures [Skinner, 2004]. Increasing the tax burden is not a
sustainable way to grow revenues over the long run. Increasing tax burdens reduce the
growth of GpP and the potential tax base in future years [Clemens, Veldhuis and Palacios,
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2007; Karabegovi¢, Veldhuis, Clemens, and Godin, 2004]. Slower economic growth caused
by increasing tax burdens can also raise the risk of job losses and increase demands for
more government spending on things like employment insurance and social assistance,
further straining revenues.

Over the long run, the only sustainable fiscal strategy for increasing government
revenue faster is to reduce the tax burden (especially on capital investment and returns)
in order to accelerate economic growth. [Clemens, Veldhuis and Palacios, 2007; Karabegovic,
Veldhuis, Clemens, and Godin, 2004]. This causes the tax base to grow along with the econ-
omy as the growth of GDP expands the tax base by increasing the amount of wealth
available to be taxed. The growth of government revenue is then driven by general eco-
nomic growth without the damaging, long-term effects of an increasing tax burden.

Inter-provincial subsidies

Revenues available to some provinces for health spending are obtained at the expense
of other provinces. Figure 5 shows that, once federal transfers are excluded, the percent-
age of available own-source revenue consumed by health spending is much higher in
some provinces. The growth rates for government health spending in Manitoba, New
Brunswick, Newfoundland & Labrador, Nova Scotia, and Prince Edward Island are
subsidized by federal transfers to a much higher degree than rates in other provinces.

Figure 5: Government health expenditure (GHEX) as a percentage of total available revenue (TAREV)
and available own-source revenue (AOREV), 2006/07, by province
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Getting less

All provinces continue to use rationing in an effort to contain the growth in govern-

ment health spending. Governments ration health care with policies that reduce the
effective supply of health professionals [Esmail, 2006], reduce the availability of advanced
medical equipment [Esmail and Walker, 2006], and restrict the scope of coverage for new
medicines under public drug insurance plans [Skinner, Rovere and Glen, 2007]. Such
rationing drives up waits for specialist medical care and inhibits access to new drugs.

Rationing access to publicly insured health care

Figure 6 shows the only available, nationally comparable, evidence on wait times for
specialist medical services in Canada. The results are averaged across 12 medically
necessary specialties. The data indicate that the average, median, total wait between
an appointment with a family doctor and the final receipt of specialist treatment has
grown significantly in all provinces over the trend period. These waits can be consid-
ered severe as they are nearly twice as long, on average, as the wait physicians consider
clinically reasonable for patients [Esmail, Walker & Wrona, 2006].

Figure 6: Median wait times (weeks) from referral by GP to specialist treatment, 1997 and 2006, by province

BC

AB

SK

MB |

ON

QC

NB

NS

PE

NL

12.6 weeks ‘ ‘ ‘ ‘
h ' | | |
19.3 weeks I I 1997 |
| | | | | 2006 |
12.4 weeks ! ! ! !
16.3 weeks‘ : : :
|
17.1 weeks | | |
I ‘ 28.5 weeks !
11.5 weeks : : : :
I : : 18.0 weeks ! ! !
! | | | | |
10.2 weeks | I I | |
I : 14.9 weeks : : : :
! | | | |
12.5 weeks I I I |
I 18.5 weeks : : :
| | | | |
12.0 weeks | | | :
I 31.9 weeks
| | | | |
12.3 weeks } ] ! !
I 22.2 weeks I I
| | | | |
12.5 weeks ] ] ! !
I : : : 25.8 weeks ‘ :
13.7 weeks ! ! ! !
, ‘ ‘ ‘ ‘ 20.5 weeks ! ! !
0 5 10 15 20 25 30 35
Weeks

Source: Esmail, Walker & Wrona, 2006.


http://www.fraserinstitute.org

Similarly, delays and denials for the reimbursement of new medicines under
public drug programs in Canada are also evident [Skinner, Rovere and Glen, 2007]. Figure 7
shows the average wait for each of the provinces to approve the public reimburse-
ment of new medicines that were certified by Health Canada as safe and effective in
the years 2004 and 2005. Data on waits for reimbursement under public drug plans
was not available on a comparable basis over the entire trend period. Future annual
updates to the data presented in figure 7 will allow us to assess trends in the severity
of government rationing and its impact on access to new medicines. The most recent
analysis found that for new drugs submitted for approval by manufacturers in the
two-year period covering 2004 and 20035, the average wait for reimbursement in the
provinces was just over 439 days. In other words, patients who are dependent on public
drug benefits or who need drugs that are delivered only through hospital settings are
waiting on average more than a year after Health Canada has certified a new drug as
safe and effective before the provinces finally cover it under public drug plans.

There are also a significant number of drugs that are approved by Health Canada
as safe and effective but which are never declared eligible for public reimbursement by

Figure 7: Average wait (in days) for approval of public drug plan reimbursement after safety
certification by Health Canada for new medicines submitted to the National Common Drug Review,
2004 to 2005, by province
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the provinces. Figure 8 shows the number of drugs approved by each of the provinces
among the new drugs submitted in 2004 and 2005. In total, 36 drugs were submit-
ted for reimbursement approval during this period. Therefore, on average, fewer than
22% of the new drugs submitted for reimbursement approval in 2004/05 were finally
accepted for reimbursement by the provinces.

None of these government efforts at rationing have made the growth of gov-
ernment spending on health care sustainable. Despite being slowed by the continued
rationing of publicly insured medical goods and services over the trend period, govern-
ment spending on health care has still grown faster on average than revenue in nine of
ten provinces over the last ten years.

Figure 8: Number of approvals of public drug plan reimbursements for new medicines reviewed
by the national Common Drug Review, 2004 to 2005, by province
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Conclusion & recommendations

Based on the data and analysis in this report, we conclude that public health insurance,
as it is currently structured in Canada, tends to produce rates of growth in health spend-
ing that are not financially sustainable through public means alone. This is occurring
while governments are restricting and reducing the scope of benefits covered under
publicly funded health insurance. As an alternative to the current “pay more, get less”
approach to health policy, we recommend that governments do the following:

1 encourage the efficient use of health care by requiring patients to make co-payments
for any publicly funded medical goods and services they use;

2 relieve cost pressures facing the public health-insurance system by legalizing the
right of patients to pay privately (private insurance or out of pocket) for all types of
medical goods and services, including hospitals and physician services, as is cur-
rently allowed for access to medicines;

3 allow health providers to receive reimbursement for their services from any insurer
whether government or private;

4 shift the burden of medical price inflation onto the private sector by allowing provid-
ers to charge patients fees additional to the government health-insurance reimburse-
ment level;

5 create incentives for cost and quality improvements by permitting both for-profit
and non-profit health providers to compete for the delivery of publicly insured health
services.
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Other warnings

A growing number of researchers, including government analysts, have come to the
conclusion that the current, annual growth of government spending on health care in
Canada is not financially sustainable. The list includes the following (in chronological
order from the most recent).

Taylor, C. (2006). “Economic and Fiscal Update: First Quarterly Report.” PowerPoint
presentation (September 15). Ministry of Finance.

Organisation for Economic Co-operation and Development (2006). Rising Health
Costs Put Pressure on Public Finances, Finds OECD. OECD online. <http://www.oecd.
org/document/37/0,3343,en_2649_201185_36986213_1_1_1_1,00.htmlI>.

Menard, ]J.L. (2005). Pour sortir de limpasse: la solidarité entre nos générations. Le
Comité de travail sur la pérennité du systéme de santé et de services sociaux du
Québec.

PriceWaterhouseCoopers Health Research Institute (2005). Health Cast 2020:
Creating a Sustainable Future.

Mackinnon, J. (2004). “The Arithmetic of Health Care.” Policy Matters 5, 3 (July).
(Janice MacKinnon was finance minister in Roy Romanow’s NDP government in
Saskatchewan.)

Esmail, Nadeem (2004). “Hitting the Health Care Wall.” Fraser Forum (July): 28—29.

Mullins, Mark (2004). 2028 or Bust: Ontario’s Unsustainable Hospital Funding. Fraser
Alert. The Fraser Institute.

Crowley, B.L., B. Ferguson, D. Zitner, and Brett J. Skinner (2002). Definitely Not the
Romanow Report: Achieving Equity, Sustainability, Accountability and Consumer
Empowerment in Canadian Health Care. Atlantic Institute for Market Studies.

Kirby, Michael ].L. (2002). The Health of Canadians—The Federal Role Volume
Five: Principles and Recommendations for Reform—Part I. The Standing Senate
Committee on Social Affairs, Science and Technology.

Fyke, K.J. (2001). Caring for Medicare: Sustaining a Quality System. Saskatchewan
Commission on Medicare.
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Mazankowski, D., et al. (2001). A Framework for Reform. Premier’s Advisory Council
on Health.

Brimacombe, Glenn G., et al. (2001). The Future Cost of Health Care in Canada,
2000—2020: Balancing Affordability and Sustainability. Conference Board of Canada.

Robson, William B.P. (2001). Will the Baby Boomers Bust the Health Budget?
Demographic Change and Health Care Financing Reform. Commentary 148. Toronto:
C.D. Howe Institute.

Clair, M. (2000). Emerging Solutions. Commission d’étude sur les services de santé et
les services sociaux.
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Data

[5]

For this study, all data for government health expenditures and for total revenues are
taken from Statistics Canada’s Financial Management System (FMS). FMS data is com-
parable across provinces because of the application of standardized accounting. Fms
data are also updated annually, retroactively adjusted for complete reporting, and pro-
vide detailed breakdowns that allow the separation of government spending on health
care from private and other sources. [5] All figures in this study are reported in current
(or nominal) dollar terms.

The data on government spending on health care used in this study include
only the expenditures of the provinces. All federal and territorial government spend-
ing on health care is excluded. All private spending on health care is also excluded.
The revenue data include all revenue regardless of source (e.g., federal transfers). Total
Available Revenue (TAREV) is calculated by counting total revenue from all sources
minus debt charges. Debt charges are removed because they represent fixed financial
obligations of the provinces and cannot be spent on programs or other responsibilities
of government. Debt charges are distinct from debt repayment. Debt repayment is a
policy choice, whereas debt charges are not. In order to make Quebec comparable to
other provinces, the extra tax room ceded to the province by the federal government
for policy areas that are under federal jurisdiction in other provinces has been removed
from the calculation of TAREV.

Growth rates for TAREV for Newfoundland & Labrador and Nova Scotia have
been adjusted to remove the one-year increase in revenue from the Atlantic Accord.
This was done because the revenue boost from the Atlantic Accord was a one-time
event that will not be repeated in the future and expectations about future revenue
growth cannot be based on a trend that includes such a one-year effect.

Data definitions available at Statistics Canada, 2006.
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Method

For the analysis in this study, the ratio of government spending on health care (GHEX)
to total available revenue (TAREV) is used because it is better than other measures of
sustainability such as the ratio of health spending to total programs spending. The
ratio of government spending on health care to total available revenue measures the
ability of government to pay from current available revenues, thus directly satisfying
the definition of long-run sustainability and immediately exposing any attempt to use
deficits to finance government health spending. We use a moving-trend analysis to
measure sustainability over the most recent ten-year period.

The ratio of government health spending to revenue also explicitly illustrates
the tax implications of unchecked high rates of growth for government health spend-
ing. If government health spending is to be kept at a stable percentage of revenue, then
revenue must grow at least as fast as public health spending. When the economy is
expanding rapidly, revenue often grows fast enough to keep up with the growth in
government health spending. But when the economy grows at historically normal or
slower rates, health spending usually outpaces revenue, increasing the possibility that
future tax rates will rise, new taxes will be introduced, or spending on other govern-
ment responsibilities will be reduced.

The ratio of health spending to revenue also makes trade-ofts with competing
government spending clear: if government health spending increases as a percentage
of revenue, then spending in other areas must decrease as a percentage of revenue. By
comparison, if the ratio of government health spending to program expenditure is
used as a basis for analysis, the sustainability question is not immediately clear because
deficit financing could be used to keep government health spending at a stable percent-
age of programs spending, thus creating the illusion of sustainability.


http://www.fraserinstitute.org

References

Brimacombe, Glenn G., et al. (2001). The Future Cost of Health Care in Canada,
2000—2020: Balancing Affordability and Sustainability. Conference Board of Canada.

Canadian Institute for Health Information [CIHI] (2006). “Table E.1.7. Estimate
of Total Provincial and Territorial Government Health Expenditures, by Age and
Sex, by Province/Territory and Canada, 2004—Current Dollars.” National Health
Expenditure Trends, 1975—2006. CIHIL.

Clemens, Jason, Niels Veldhuis and Milagros Palacios (2007). Tax Efficiency: Not All
Taxes Are Created Equal. Studies in Economic Prosperity 4. The Fraser Institute

Clever, Linda Hawes, et al. (1997). “Additional Statements from the International
Committee of Medical Journal Editors.” Canadian Medical Association Journal 156,
4. 571=74.

Esmail, Nadeem (2006). Canada’s Physician Shortage: Effects, Projections, and
Solutions. Fraser Alert. The Fraser Institute.

Esmail, Nadeem, and Michael Walker (2006). How Good Is Canadian Health Care?
2006 Report: An International Comparison of Health Care Systems. The Fraser Institute.

Esmail, Nadeem, Michael Walker and Dominika Wrona (2006). Waiting Your Turn:
Hospital Waiting Lists in Canada. 16 edition. The Fraser Institute.

Davidoff, Frank, et al. (2001). “Sponsorship, Authorship and Accountability.”
Canadian Medical Association Journal 165, 6: 786—87.

Karabegovi¢, Amela, Niels Veldhuis, Jason Clemens, and Keith Godin (2004). “Do
Tax Rates Matter?” Fraser Forum (July): 13—16.

Ramsay, Cynthia, and Michael Walker (1998). Waiting Your Turn: Hospital Waiting
Lists in Canada. 8" edition.

Shimo, Alexandra [2006]. “The Rise of Private Care in Canada: All the Health
Services Money Can Buy.” Macleans.ca (April 25). <http://www.macleans.ca/science/
health/article.jsp?content=20060501_125881_125881>.


http://www.fraserinstitute.org

Skinner, Brett (2004). Paying More, Getting Less: Ontario’s Health Premium and
Sustainable Health Care. The Fraser Institute.

Skinner, Brett, Mark Rovere, and Courtney Glen (2007). Access Delayed, Access
Denied: Waiting for Medicines in Canada. The Fraser Institute.

Statistics Canada (2006). “Expenditures.” Chapter VI: Classification of Government
Revenue and Expenditures. Statistics Canada Financial Management System. <http://
www.statcan.ca/english/freepub/68Fo023XI1E/2005001/chapters/chapterVI.htm#4>.

Statistics Canada (2007a). Financial Management System. Statistics Canada.
Statistics Canada (2007b). “Table 384-0002—Gross Domestic Product (GDP),

Expenditure-Based, Provincial Economic Accounts, Annual.” Provincial Economic
Accounts—1902. Statistics Canada.


http://www.fraserinstitute.org

About the authors

Brett J. Skinner

Brett J. Skinner is the Director of Health and Pharmaceutical Policy Research and
of Insurance Policy Research at The Fraser Institute and works from the Institute’s
Toronto office. He is a Ph.D. candidate in Public Policy and Political Science, spe-
cializing in public policy, at the University of Western Ontario in London, Ontario,
where he has lectured in both the Faculty of Health Sciences and the Political Science
Department. He earned a B.A. through the University of Windsor in Windsor, Ontario,
and an M.A. through joint studies between the University of Windsor and Wayne
State University in Detroit, Michigan. He also spent a year working as a research con-
sultant to the Insurance Bureau of Canada in Toronto. Mr Skinner’s research has been
published in many major papers, articles, and opinion editorials through The Fraser
Institute in Vancouver and Toronto as well as the Atlantic Institute for Market Studies
in Halifax, Nova Scotia. He appears frequently as an expert in the North American
media and his research and opinions have been cited in media from around the world.
So far in 2006, Mr Skinner has presented his research at government, academic, and
other conferences around the world and has twice testified about his research before
the Canadian House of Commons Standing Committee on Health.

Mark Rovere

Mark Rovere is a Policy Analyst in the Department of Health and Pharmaceutical
Policy at The Fraser Institute. Mr Rovere has an M.A. in Political Science from the
University of Windsor. He has been a co-author of numerous studies and articles for
The Fraser Institute.


http://www.fraserinstitute.org

Acknowledgments

The authors would like to thank Dr Mark Mullins and Nadeem Esmail of The Fraser
Institute, and Dr. Brian Ferguson, Department of Economics, University of Guelph,
Ontario for their help with earlier versions of this paper. The authors would also like
to thank Jason Clemens, Milagros Palacios, and Niels Veldhuis, who reviewed and made
suggestions for improving this year’s update of Paying More, Getting Less. Any remaining
errors or omissions are the sole responsibility of the authors. As the authors of this
publication have worked independently, opinions expressed by them are their own
and do not necessarily reflect the opinions of the supporters, trustees, or other staff of
The Fraser Institute. This publication in no way implies that The Fraser Institute, its
trustees, or staff are in favor of, or oppose the passage of, any bill.

Disclosure

Because the authors’ employer receives charitable donations from research-based phar-
maceutical manufacturers, the authors have chosen to disclose financial relationships

in accordance with the policies of the International Committee of Medical Journal

Editors [Clever et al., 1997; Davidoff et al., 2001]. The authors acknowledge with sincere

gratitude those who financially support The Fraser Institute and this research, includ-
ing research-based pharmaceutical companies (whose contributions make up less than

5% of The Fraser Institute’s budget) as well as the general membership and other sup-
porters of the Institute. With respect to this manuscript, no drug-maker or other donor

had any input into the collection, analysis, or interpretation of the research, nor in the

manuscript’s writing. Nor did any drug-maker or other donor preview this manuscript

before publication. The Fraser Institute accepts no government funding and no private

contracts for research. The donations we receive are unrestricted and come only from

private foundations, organizations, or individuals.


http://www.fraserinstitute.org

Publishing information

Fraser Institute Digital Publications are published from time to time by The Fraser
Institute to provide, in a format easily accessible on-line, timely and comprehensive
studies of current issues in economics and public policy.

Distribution

These publications are available from <http://www.fraserinstitute.org> in Portable
Document Format (PDF) and can be read with Adobe Acrobat® or with Adobe Reader®,
which is available free of charge from Adobe Systems Inc. To down-load Adobe Reader,
go to this link: <http://www.adobe.com/products/acrobat/readstep2.html> with your
Browser. We encourage you to install the most recent version.

Ordering publications

For information about ordering the printed publications of The Fraser Institute, please
contact the publications coordinator

e-mail: sales@fraserinstitute.ca

telephone: 604.688.0221 ext. 580 or, toll free, 1.800.665.3558 ext. 580

fax: 604.688.8539.

Media
For media enquiries, please contact our Communications Department
7 telephone: 604.714.4582
7 e-mail: communications@fraserinstitute.ca.
Copyright
Copyright© 2007 by The Fraser Institute. All rights reserved. No part of this publica-
tion may be reproduced in any manner whatsoever without written permission except
in the case of brief passages quoted in critical articles and reviews.
ISSN
1714—6739
Date of issue

December 2007

Editing, design, and production

Lindsey Thomas Martin & Kim Forrest


http://www.fraserinstitute.org
http://www.fraserinstitute.org
http://www.adobe.com/products/acrobat/readstep2.html
mailto:communications@fraserinstitute.ca

About The Fraser Institute

Our vision is a free and prosperous world where individuals benefit from greater choice,
competitive markets, and personal responsibility. Our mission is to measure, study,
and communicate the impact of competitive markets and government interventions
on the welfare of individuals.

Founded in 1974, we are an independent research and educational organization with
offices in Calgary, Montréal, Tampa, Toronto, and Vancouver, and international part-
ners in over 70 countries. Our work is financed by tax-deductible contributions from
thousands of individuals, organizations, and foundations. In order to protect its indepen-
dence, the Institute does not accept grants from government or contracts for research.

JEVPOT I BRR TS — H i B SR, B R AR AT AGE B IR
WP AT B BORIS AR 4. FATAYEE A AR 1 B Eﬁﬁﬂt@]\%ﬂu
Fe i KOBUS T A A AL A R

RIBEIR 1974%F , BTS2 AIOFTS MECE MR, A RIA W, iR £
fiw 2o M AP oA ME e, AR E A B R A BB A . BB TARSS
BRI AL RN it ] AR B 2 T ORFFHIR S, ABETE A
PR BUN IR EAT T A5 o

Nous envisageons un monde libre et prospére, ou chaque personne bénéficie d’'un plus
grand choix, de marchés concurrentiels et de responsabilités individuelles. Notre mis-
sion consiste & mesurer, a étudier et 8 communiquer l'effet des marchés concurrentiels
et des interventions gouvernementales sur le bien-étre des individus.

Fondé en 1974, notre Institut existe en tant quorganisme indépendant de recherches
et établissement éducatif. Nous avons des bureaux a Calgary, 8 Montréal, a Tampa, a
Toronto, et a Vancouver, ainsi que des associés internationaux dans plus de 70 pays.
Notre ceuvre est financée par la contribution déductible d’impdt de milliers de person-
nes, d'organismes et de fondations. Pour protéger son indépendance, I'Institut Fraser
n‘accepte ni subvention gouvernementale ni recherche sous contrat.


http://www.fraserinstitute.org

Supporting The Fraser Institute

For information about how to support The Fraser Institute, please contact

Development Department, The Fraser Institute
Fourth Floor, 1770 Burrard Street
Vancouver, British Columbia, V6] 3G7 Canada

telephone, toll-free: 1.800.665.3558 ext. 586
e-mail: development@fraserinstitute.ca

Calgary

7 telephone: 403.216.7175 ext. 227

% fax: 403.234.9010
Montréal

7 telephone: 514.281.9550 ext. 303

7 fax: 514.281.9464

% e-mail: montreal@fraserinstitute.ca.
Tampa, USA

7 telephone: 813.961.6543

% fax: 636.773.2152

7 e-mail: Joyce Weaver@fraserinstitute.org.
Toronto

7 telephone: 416.363.6575 ext. 232

% fax: 416.934.1639.
Vancouver

%

Z

telephone: 604.688.0221 ext. 586
fax: 604.688.8539


http://www.fraserinstitute.org
mailto:development@fraserinstitute.ca
mailto:montreal@fraserinstitute.ca
mailto:Joyce.Weaver@fraserinstitute.org

	Contents
	Executive summary
	Introduction
	Findings
	Paying more
	Getting less
	Conclusion & recommendations
	Other warnings
	Data
	Method
	References
	About the authors
	Acknowledgments & Disclosure
	Publishing information
	About The Fraser Institute
	Supporting The Fraser Institute

