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From the Editor

It is no secret that Canada’s health care system is in trouble. As Nadeem 
Esmail, the Fraser Institute’s Director of Health System Performance 
Studies, has reported in past issues of Fraser Forum, wait times for health 
care are very high. In 2007, they reached a historical high of 18.3 weeks, 
averaged across 12 medical specialties.

These wait times exist despite the fact that over $115 billion of our tax 
dollars, also an all-time high, was spent on health care in 2007/2008 
(“How much do we really pay?” pg. 10). And past Fraser Institute reports, 
such as Paying More, Getting Less, have shown that the rate at which 
health spending is growing is unsustainable.

Add to this a widespread doctor shortage and an aging population 
and you have a system that is seriously unhealthy.

But, to quote an old song, Canadians may have reason to believe that 
the times are a-changing.

At the end of August, the Canadian Medical Association (CMA) wel-
comed a new president, Dr. Robert Ouellet. In the late 1980s, Ouellet and 
a few colleagues launched Canada’s first private axial tomography clinic, 
and today Ouellet runs five private radiology clinics in Quebec.

Both Ouellet and out-going president, Brian Day, who was hosted 
by the Fraser Institute in Vancouver on September 4, are supporters of 
private health care. Prior to the CMA’s annual meeting in Montreal last 
month, Ouellet told Sun Media, “we need to pull our heads out of the 
sand and acknowledge that private health care exists almost everywhere 
in the world.”

Summing up the situation aptly, Ouellet added, “We could say if the 
public system was working properly, there wouldn’t be any private sys-
tem. But the problem is, it’s not working.”

With public figures like Ouellet challenging the status quo, making 
both politicians and ordinary Canadians aware of alternatives, it is pos-
sible that we will see change in the near future.

What form will that change take? The authors in this issue of Fraser 
Forum have some suggestions. In one article Lucy Davis and Fredrik 
Erixon argue that allowing free trade in health care—including what is 
known as “health tourism”—could help countries like Canada control 
health care costs (“The health of nations,” pg. 28). In another, James Gubb, 
examining recent health care reforms in the UK, makes suggestions for 
Canadian policy makers on how to effectively implement market-based 
reforms (“Reform at the mercy of government,” pg. 15).

The cure for our ailing system is out there. The time for change is now.

— Kristin Fryer (kristin.fryer@fraserinstitute.org)

Fraser Forum

Curing an
unhealthy system
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Up Front

The Fraser Institute had another successful excursion to the 
capital of the United States in June 2008. 

Thanks to the efforts of the Institute staff who organized the 
trip, and the Institute’s relations with American free-market 
think tanks, our delegation was able to gain valuable insights 
from top-level public officials and other key policy experts. 

The list and diversity of speakers we heard from is quite im-
pressive. We discussed public policy issues, and their implica-
tions for Canada-US relations with Michael Wilson, Canadian 
Ambassador to the United States; Governor of the Federal Re-
serve Kevin Warsh and Federal Chairman Ben Bernanke at the 
Federal Reserve; Deputy Secretary of Defense Gordon England 
and Vice-Chairman of the Joint Chiefs of Staff, General James 
Cartwright at the Pentagon; the Honourable Antonin Scalia, As-
sociate Justice of the United States Supreme Court; Guy Caruso, 
Administrator for the United States Energy Information Admin-
istration, and a host of other senior administration officials.

We were also able to gain important insights into the current 
state of American public policies and the American economy 
from Dr. Martin Bailey, Senior Fellow at the Brookings Insti-
tution and former economic adviser to President Bill Clinton; 
Kevin Hassett, economic adviser to John McCain, and Direc-
tor of Economic Policy Studies at the American Enterprise In-
stitute; and Dan Griswold, Director, Center for Trade Policy 
Studies at the CATO Institute.

Our delegation heard that Canada’s strong and stable fiscal 
and economic performance was looked upon with admiration 
in American circles, and that Canada’s position as the top energy 
supplier to the United States was becoming increasingly impor-
tant. Yet at the same time, some concern was expressed that if left 
unchecked, political rhetoric from some Canadian and Ameri-
can circles did not bode well for Canadian energy exports, which 
could be targeted by anti-free trade measures and unsound envi-
ronmental claims regarding oil sands energy production.

General anti-NAFTA policy rhetoric and continuing con-
cerns about security at the Canada-United States border ap-

pears to be causing a “thickening” of the border. The implica-
tions for the free-flow of trade in North America are negative. 
Most observers, however, suggested that the realities facing the 
American economy (financial crisis, recession fears), its energy 
dependency, its fiscal limitations, and its foreign affairs chal-
lenges will likely result in similar policies from whichever presi-
dential candidate is successful in November. The United States 
will also likely remain committed to free trade, as it is interested 
in securing stable access to Canada’s energy supply, and more 
interested in working with international partners to shore up its 
capacity to deal with global problems.

Despite the obvious current negatives in the American 
economy, our delegation heard that the American economy is 
surprisingly resilient and that this could be explained by labour 
market flexibility, strong, steady productivity growth, and a dy-
namic manufacturing base. Weaknesses in the American econ-
omy include a lack of liquidity in the financial markets, but this 
is also forcing innovation and efficiency gains. Inflation was 
identified as a main concern. It was noted that there is no data 
yet to suggest that there is a general inflationary trend, and that 
current price increases may only reflect a relative change in the 
price of energy products instead.

One memorable highlight was the delegation’s visit to the 
Supreme Court, which was given added drama because Justice 
Scalia had just written the Supreme Court’s majority opinion in 
its judgment overturning Washington, DC’s 1976 ban on hand-
gun ownership in the district; the opinion was released the day 
before our visit. Our delegates were given a sense of policy de-
velopment and the role of the courts on a real-time basis that 
truly illuminated the value of the excursion.

We intend to continue our efforts to interact and hear from 
policy makers with the expectation that better public policies 
will emerge from such dialogues. This should be particularly 
relevant next year in Washington, after the results of the im-
minent presidential election.

— Brett J. Skinner

Fraser goes to Washington
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A minority view

The most valuable resource
Walter E. Williams 

Why is it that people enjoy cell phones, 
computers, and airplanes today, but did 
not when King Louis XIV was alive? The 
necessary physical resources to make cell 
phones, computers, and airplanes have 
always been around, even when cavemen 
roamed the Earth. There is only one rea-
son why we are able to enjoy these good-
ies today—it’s the combination of the 
growth in human knowledge; human-
ity’s ingenuity; specialization and trade, 
which led to industrialization; and per-
sonal liberty and private property rights.

For most of humanity’s existence, 
people have been self-sufficient and have 
spent most of their time simply eking out 
a living. In pre-industrial societies, and 
in some places today, the most optimis-
tic scenario for ordinary people was to 
be able to eke out enough to meet their 
physical needs for another day. With the 
rise of industrialization, the develop-
ment of markets, and the concomitant 
rise in human productivity that yielded 
seemingly ceaseless economic progress, 
it was no longer necessary for people to 
spend their entire day working to meet 
their physical needs. People became 
able to satisfy these needs with less and 
less time. This made it possible for more 
people to have time to read, become 
educated in the sciences and liberal arts, 
gain more knowledge, and become more 
productive. The resulting wealth also al-
lowed them to have the opportunity to 
develop spiritually and culturally by ex-
periencing the arts and participating in 
other life activities that were formerly 
within the purview of the rich.

Contrary to the myths we hear about 
how overpopulation causes poverty, poor 
health, unemployment, malnutrition, 
and overcrowding, human beings are 
the most valuable resource—the more of 
them the better. There is absolutely no 
relationship between high populations 
and economic despair. For example, the 
Democratic Republic of the Congo (for-
merly Zaire) has a meager population 
density of 22 people per square kilometer 
while Hong Kong has a massive popula-
tion density of 6,571 people per square 
kilometer. Hong Kong is 300 times more 
crowded than the Congo. If there were 

any merit to the population-control 
crowd’s hysteria, Hong Kong would be 
in abject poverty while the Congo would 
be flourishing. Yet Hong Kong’s annual 
per capita income is $28,000 while the 
Congo’s is $309, making it the world’s 
poorest country.

What are the chances that the United 
States will become overpopulated? A re-
cent census puts the American popula-
tion at 304 million people. How many 
more people could the United States 
handle? I don’t have an answer, but 
here are a couple of facts that suggest 
Americans have a ways to go before they 
have to worry about overpopulation. 
All urban areas (any community of at 
least 2,500 people) cover less than three 

percent of the United States’ 2.3 billion 
acre land mass. The world’s population 
is 6.7 billion. That means that if the en-
tire world’s population were put into the 
United States, each person would have 
about one-third of an acre. Nobody is 
talking about putting the world’s popu-
lation in the United States. This illus-
tration merely suggests that neither the 
United States nor the world is running 
out of space.

Population controllers have a Malthu-
sian vision of the world that sees popula-
tion growth as outpacing the means for 
people to care for themselves. Human-
ity’s ingenuity has proven the Malthu-
sians dead wrong. As a result of human-
ity’s ingenuity, we can grow increasingly 
larger quantities of food on less and less 
land. The energy used, per dollar of GDP, 
has been in steep decline—again, getting 
more with less—and that applies to most 
other inputs we use for goods and ser-
vices.

The greatest threat to humanity’s 
prosperity is government. A recent ex-
ample is Zimbabwe’s increasing mis-
ery. Like Canada and the United States, 
Zimbabwe once had a flourishing ag-
riculture sector, so much so that it was 
called the breadbasket of southern Af-
rica. Today, its people are on the brink of 
starvation because of their government. 
It’s the same story in many countries 
where governments have interfered with 
humanity’s natural tendency to engage 
in wealth-producing activities. Blaming 
poverty on overpopulation not only lets 
governments off the hook, but it also 
encourages the enactment of harmful 
policies. 

The greatest threat to 
humanity’s prosperity 

is government.
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Economic freedom in North America

Amela Karabegović & 
Fred McMahon

As far as economic freedom goes, Can-
ada’s provinces are lagging behind their 
US counterparts. According to the Fraser 
Institute’s Economic Freedom of North 
America: 2008 Annual Report, nine of 
the least economically free jurisdictions 
within North America are Canadian 
provinces.

Alberta has the highest level of eco-
nomic freedom in Canada, and the 
second highest level in North America, 

trailing only Delaware and tied with 
Texas. But the rest of Canada badly trails 
Alberta. Ontario has the second highest 
economic freedom ranking in Canada, 
but it is 51st overall in North America, 
trailing every US state except West Vir-
ginia. British Columbia (52nd), New-
foundland (tied for 53rd), and Saskatch-
ewan (tied for 53rd) follow Ontario.

New Brunswick (56th), Manitoba 
(57th), Nova Scotia (58th), and Quebec 
(59th) are at the bottom of the rankings 
with Prince Edward Island coming dead 
last in North America.

The Economic Freedom of North 
America 2008 Annual Report measures 
economic freedom in the 10 Canadian 
provinces and 50 US states from 1981 
to 2005, the most recent year for which 
data are available. Economic freedom 

measures the extent to which individuals 
and families, rather than governments, 
make their own economic decisions. The 
economic freedom index, computed on 
a zero-to-10 scale where a higher value 
indicates a higher level of economic free-
dom, is based on 10 components grouped 
into three broad areas: size of govern-
ment; takings and discriminatory taxa-
tion; and labour market freedom. The 
study computes two indices: subnational 
and all-government. The subnational in-
dex measures government restrictions on 
economic freedom at a provincial/state 

and local/municipal level. The all-gov-
ernment index measures the restrictions 
on all three levels of government: federal, 
provincial/state, and local/municipal.

Economic freedom=growth

Studies at both the international and 
subnational level have shown that eco-
nomic freedom is an important driver 
of economic growth and prosperity (see 
www.freetheworld.com for research pa-
pers on economic freedom). Provinces 
with low levels of economic freedom re-
duce the ability of their citizens to make 
their own economic decisions and pros-
per economically, leaving people poorer 
than they need be.

Provinces with high levels of eco-
nomic freedom are those that have lower 

taxes, smaller government, and flexible 
labour markets. These conditions create 
an environment that encourages eco-
nomic growth, thereby creating jobs and 
opportunities for people.

The performance of Ontario and 
British Columbia demonstrate how eco-
nomic freedom affects economic growth. 

As economic freedom in Ontario de-
clined between 2000 and 2005, Ontario’s 
economic growth rate also suffered. Dur-
ing that period, Ontario’s economy grew 
by only 2%, the lowest rate among all the 
provinces. When economic freedom was 
growing in Ontario between 1995 and 
2000, Ontario’s economy grew by 14%.

British Columbia, in contrast, has 
made significant gains in recent years. 
Between 1995 and 2000, economic free-
dom grew in BC at a much smaller rate 
than it did in Ontario, and during this 
period, BC’s economic growth was just 
5%. But from 2000 to 2005, economic 
freedom in BC increased, and the prov-
ince’s economy grew by 10%. 

Although Ontario has a slightly higher 
level of economic freedom than BC, the 
rate of change is a key factor when look-
ing at economic growth. If economic 
freedom in Ontario continues to show 
weak growth, it is likely that Ontario’s 
economy will also lag.

The Institute’s economic freedom 
report points out the clear connection 
between economic freedom and pros-
perity. The econometric testing shows 
that, for the Canadian provinces, a one-
point increase in economic freedom at 
the all-government level would increase 
per-capita GDP by US$4,474 (CA$5,413, 
using a conversion rate of 1.21).1 The five 
provinces with the highest levels of eco-

BC improves, Alberta’s still on top

Provinces with low levels of economic freedom 
reduce the ability of their citizens to make their 

own economic decisions and prosper economically.
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nomic freedom had an average per-capita 
GDP of US$39,233 (CA$47,472) in 2005; 
the five provinces with the lowest levels 
of economic freedom had an average per-
capita GDP of US$27,751 (CA$33,579).

The testing also shows that, for the 
Canadian provinces, a 1.0% increase in 
the growth rate of economic freedom at 
the all-government level would increase 
the growth rate of per-capita GDP by 
0.6%. In Canada, the per-capita GDP of 
the five freest provinces grew by 20% on 
average between 2000 and 2005, while 
the least free provinces experienced 
growth rates of just 9%.

Similar results hold for the United 
States, where the effect of economic 
freedom is even stronger. In Canada, the 
effects are weakened by fiscal federalism 
which transfers vast sums from econom-
ically free provinces, which have built 
strong prosperity, to less free provinces, 
where a lack of economic freedom has 
limited growth.

Because all of the Canadian prov-
inces, except Alberta, have low levels of 
economic freedom compared to the US 
states, they are unable to benefit from 
the economic opportunities economic 
freedom offers. Specifically, Canadian 
provinces are ranking poorly in all three 
areas of economic freedom, which indi-
cates that their governments have higher 
spending and taxation and more rigid 
labour markets that the US states.

Results for Mexico

This year, preliminary rankings of the 
Mexican states, prepared by Nathan J. 
Ashby of the University of Texas at El 
Paso, were included in the report for the 
first time.

Because the results are preliminary 
they are subject to revision. Nonetheless, 
the data Ashby gathered enabled him to 
construct components that demonstrate 
that variance in the well-being of Mexi-
cans is strongly connected to differences 
in economic freedom. For example, the 

top quintile of economically free states 
in the preliminary index have an average 
income of MX$98,415, compared with 
MX$40,562 for the bottom quintile.

Economic freedom and 
entrepreneurship

The 2008 report also included new re-
search from Russell Sobel, an econom-
ics professor at West Virginia University, 
which shows that economic freedom is a 
key driver of entrepreneurship. Specifi-
cally, a one-point increase in economic 
freedom in a US state generates an in-
crease of US$32.13 in venture-capital in-
vestment per capita, an increase in pat-
ents by 8.2 per 100,000 population, and 
4.2% growth in sole proprietorships. 

Sobel explains that the reason eco-
nomic freedom increases the level of en-
trepreneurship is because it encourages 
productive entrepreneurial activities—
activities that lead to wealth creation—
and discourages unproductive entrepre-
neurial activities, which lead to a net loss. 

Productive entrepreneurial activities 
refer to voluntary transactions where 
both parties gain (otherwise a transac-
tion would not occur), and these activi-
ties lead to a net gain for an economy. 
Unproductive entrepreneurial activities 
include wealth distribution through po-
litical and legal channels such as lobbying. 

Since wealth redistribution does not cre-
ate any new wealth, but takes up valuable 
resources in the process, the net overall 
impact of these activities is negative.

Sobel argues that the level of eco-
nomic freedom in a country determines 
the rate of return on these two groups 
of activities, and that the rate of return 
determines whether one engages in pro-
ductive or unproductive entrepreneurial 
activities. A high level of economic free-
dom limits a nation’s ability to transfer 
wealth through taxation and regulation, 
and therefore reduces the return on un-
productive entrepreneurial activity. 

Note

1 This is the average exchange rate for 2005 
(Sauder School of Business, 2008).
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Coming soon!

The Fraser Institute’s Economic Freedom 
of the World: 2008 Annual Report will 
be released on September 16, 2008.

This report uses 42 distinct pieces of 
data to measure economic freedom in 
141 nations.

Order your copy today!

Call: 1-800-665-3558 ext. 580 or
E-mail: sales@fraserinstitute.org

Economic freedom in North America
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Fred McMahon

Medical savings accounts (MSAs) have 
the miraculous potential to bring mar-
ket dynamics and efficiency to a govern-
ment-funded health care system, like 
Canada’s. Under such a plan, the gov-
ernment funds an MSA for each family 
or individual. The family or individual 
then draws on the MSA to pay for medi-
cal services. This can empower consum-
ers by providing choice and bringing 
market dynamics to the system. 

On the other hand, MSAs may have 
no effect on the dynamics or efficiency 
of Canada’s health care system. The 
devil is in the details, and in designing 
a health care system, there are a lot of 
details. Yet, a concept with the power of 
MSAs should be part of Canada’s health 
care debate. That’s how we can figure out 
how many devils there are and how po-
tent they are.1

How do MSAs work?

MSAs are simple in concept but they can 
be structured in a number of ways. Con-
sider one possible plan: each year the 
government funds a personalized MSA 
for every Canadian. Projected medical 
expenses, based on factors such as age, 
sex, and medical condition, determine 
the amount paid into the MSA. The MSA 
can only be spent on a designated list of 
health services, which could include 
not only currently insured services, but 
also items currently not insured, such as 
dental care, vision care, and alternative 
medicine. Those who spend less than 
their allotted amount during the year 
may retain some or all of the balance.

Those who exceed their allowance 
would be covered by an “overcharge” 
fund, roughly equivalent to catastrophic 
health insurance, but designed to cover 
medical expenses which, for whatever 
reason, exceed the individual’s MSA.

Affluent Canadians could be made 
responsible for paying some costs on 
their own before accessing the fund. 
The fund would kick in immediately for 
poorer Canadians, so they would never 
be charged for medical services. 

This would solve a problem identified 
in a RAND Corporation study on health 
insurance (Newhouse et al., 1993). The 
study found that an insurance plan with 
modest out-of-pocket payments signifi-
cantly reduced use of health care with-
out impairing the health of participants, 
except for a small subgroup of poor 
participants with serious medical condi-
tions such as high blood pressure. Thus, 
under the MSA structure noted above, 
poorer Canadians would never face out-
of-pocket costs.

However, that won’t necessarily re-
solve all of the problems. MSAs require 
a considerable amount of information to 
set account amounts so that individual 
surpluses are not so large as to eliminate 
savings, but are able to create incentives 
for individuals to economize on medi-
cal usage. These incentives can be both 
positive (i.e., the possibility of having a 

surplus at the end of the year) and nega-
tive (i.e., paying for some medical costs 
if the MSA is exceeded).

Because of these savings incen-
tives, MSAs are usually thought of as a 
demand management tool. MSAs can 
give consumers a strong financial in-
centive to economize their health care 
consumption, a much better outcome 
than bureaucratically imposed queues, 
rules, and rationing, which cannot ac-
count for differing situations or prefer-
ences. The RAND study (Newhouse et 
al., 1993) found that if all insured, non-
elderly Americans switched to MSAs, 
their health spending would decline by 
at least 6%, and by as much as 13%.

Liberating the supply

But far more importantly than these 
significant but relatively small savings, 
MSAs could liberate the supply side of 
the health care system. Centralized fee 
schedules set by governments would 
be abolished; the provision of hospital 
services would be opened to all quali-
fied providers, whether for-profit, not-
for-profit, or public sector. Consumers 
would be able to choose among them 
based on normal consumer preferences 
such as cost, quality, and convenience.  

With consumers paying their own 
health bills though their MSAs, along 
with these other supply-side reforms, 
health providers’ incomes would be de-
termined by revenue from MSAs rather 
than by bureaucratic fiat. This would al-
low the price signal to emerge and carry 
information through the system. Con-
sumers would have an incentive to seek 
the most cost-effective care possible. 

The potential of medical savings accounts

MSAs are similar to  
tax breaks.

Market dynamics in a government-funded system
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Providers would be unleashed from bu-
reaucratic control to meet this demand, 
and incentives would be realigned to 
boost productivity and effective alloca-
tion of resources.  

For example, central planning au-
thorities previously have proved unable 
to provide enough MRI machines to the 
right hospitals. However, if a hospital 
were autonomous and able to buy its 
own MRI machines based on fees paid, 
it would be rewarded for providing the 
level of service demanded and penalized 
for not doing so.

Under the MSA system, efficiency oc-
curs naturally as part of the system dy-
namics. For instance, the Ontario Health 
Care Restructuring Commission’s pro-
posal (2000: 152–55) to move family doc-
tors into group practices open 24 hours 
a day, seven days a week, and to develop 
ornate and expensive bureaucratic 
monitoring systems to ensure perfor-
mance, was designed to reduce the use 
of emergency wards in off-hours. But if 
consumers had an MSA-style incentive 
to minimize their health bill, and pro-
viders were able to receive rewards for 
providing demanded services, off-hour 
alternatives to emergency visits would 
undoubtedly be commonplace now.

MSAs would also limit the power of 
special interest groups. Special inter-
est groups thrive in monopolies where 
consumers have no choice and powerful 
groups can inflate prices to skim off the 
surplus. This is a key reason why public 
sector unions are dogmatic opponents 
of choice in health care. Their control 
of labour used by health care providers 
gives them immense power, including 
the ability to shut down the system at 
great human misery to force their will, 
a situation which has occurred many 
times in Canada.

Nonetheless, MSAs could appeal to 
much of the Canadian political spec-
trum, in part because the Canadian pub-
lic has been quicker than Canadian poli-
ticians to realize that the system needs 

reform, and in part because MSAs can 
be viewed faourably from both left-wing 
and right-wing positions.  

Although many from the Canadian 
left may remain attached to government 
control and the power it brings their 
union allies, MSAs are in fact a health 
policy and an income redistribution 
policy, something that should appeal 
to left-wing thinkers. General revenues 
support MSAs, and an individual’s MSA 
is based on medical need. MSAs might 
well be described as, “from each accord-
ing to ability, to each according to need.” 
According to one survey, it is low-in-
come people who are most attracted to 
MSAs (Angus Reid Group, 1997).

As for those who are right-leaning, 
MSAs are similar to tax breaks. Each 
individual receives an allowance he or 
she controls, although an MSA must be 
spent on health care and contains a re-
distributive aspect. Nonetheless, this sit-
uation is different from the government 
spending the money for you. It should 
also be appealing because it employs 
market mechanisms.  

What are the drawbacks of MSAs? 
Something that works on paper doesn’t 
always work in reality. The informa-
tion problem MSAs present has already 
been noted. My colleague Brett Skinner, 

Director of Health and Pharmaceutical 
Policy Research and Insurance Policy 
Research at the Institute, will look at 
this and some of the other the devils 
lurking in the details in an upcoming 
Fraser Forum article critiquing the MSA 
concept.

Note

1 The arguments and much of the language 
that follows depends heavily on McMahon 
and Zelder (2002).
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The price of public health insurance

Nadeem Esmail & 
Milagros Palacios

Canadians often misunderstand the 
true cost of their public health care sys-
tem. Part of the reason this is so stems 
from the fact that health care consump-
tion is free at the point of use, leading 
many to grossly underestimate the ac-
tual cost of care delivered. Furthermore, 
health care is financed through gen-
eral government revenues, rather than 
through a dedicated tax, further blur-
ring the true dollar cost of the service. 
In addition, health spending numbers 
are often presented in aggregate, which 
results in a number so large that it be-
comes almost meaningless to the aver-
age Canadian. For instance, consider 
that a little more than $115 billion of 
our tax dollars were spent on publicly 
funded health care in 2007/2008 (Sta-
tistics Canada, Public Institutions Di-
vision, 2008). It is critically important 
that Canadians understand the true cost 
of their publicly funded health care sys-
tem. Armed with a more meaningful es-
timate, Canadians will be able to better 
assess whether or not they are receiving 
value for their health care dollars.

A more informative measure of the 
cost of our health care system can be 
obtained by calculating health expen-
ditures on a per capita basis. The $115 
billion presented above works out to ap-
proximately $3,498 per Canadian. This 
would be the cost of the public health 
care insurance plan if every Canadian 
resident paid an equal share. But some 
Canadians are children and dependents 
and thus are not taxpayers, and Canadi-
ans certainly do not pay equal amounts 

in taxes each year. Given the nature of 
our tax system, higher income earn-
ers bear a greater proportion of the tax 
burden than lower income earners, and 
thus contribute proportionally more to 
our public health care system.

In order to determine a more pre-
cise estimate of the cost of public health 
care insurance for the average Canadian 
family in 2008, we must determine how 
much an average family is expected to 
contribute in taxes to all three levels 

of government. The percentage of the 
family’s total tax bill that pays for pub-
lic health insurance is then assumed to 
match the share of total government tax 
revenues (including natural resource 
revenues) dedicated to health care (22.6% 
in 2007/2008) (Statistics Canada, 2008; 
Statistics Canada, Public Institutions 
Division, 2008; calculations by authors). 
Figure 1 shows six Canadian family types, 
the estimated average income for these 
family types in 2008, and their estimated 
dollar contribution to health care. 

In 2008, the average unattached 
(single) individual, who earns slightly 
less than $35,600, paid approximately 
$3,484 for public health care insurance. 

An average Canadian family consisting 
of two adults and two children (earning 
a little more than $107,400) paid a little 
less than $10,200 for public health care 
insurance.

Figure 2 divides the Canadian popu-
lation into 10 income groups (deciles) to 
show which families from various in-
come brackets will pay for public health 
care insurance in 2008. According to 
this calculation, the 10% of Canadian 
families with the lowest incomes will 
pay an average of about $389 for public 
health care insurance per year. The 10% 
of Canadian families who fall into the 
fifth decile (who earn an average income 
of about $51,298) will pay an average of 
about $4,862 for public health insur-
ance. The families in the top 10% of in-
come earners in Canada will pay about 
$29,575.

The costs of public health care insur-
ance presented in figures 1 and 2 are a 
clear departure from the per capita fig-
ure of $3,498 given earlier. Our hope is 
that these figures will provide Canadians 
with a clearer picture of just how much 
they pay for public health care insurance. 
With a more precise estimate of what 
they really pay, Canadians will be in a 
better position to decide whether they 
are getting a good return on the money 
they spend. 
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family consisting of two 
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Figure 1: Average income and average total tax bill of representative families, 2008*
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Each group contains 10% of all families. The first decile, for example, represents the 10% of families with the lowest incomes. 
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Alan W. Dowd

In the unseen reaches of cyberspace, our 
enemies are quietly taking the postmod-
ern form of warfare we witnessed on 
September 11 to a new level: they are no 
longer just transnational—they are non-
national, hiding and attacking in a world 
where there are no borders. They are no 
longer just stateless—they are place-less. 
And they are no longer virtually invisi-
ble—they are, well, virtual. 

 This is one reason why some argue 
that a war waged in cyberspace, with 
streams of code rather than bullets and 
bombs, can’t hurt us. They’re wrong. Just 
ask our friends in Estonia.

Testing times

Estonia’s recent brush with cyber-war-
fare started not in cyberspace but in the 
real world, after the Estonian govern-
ment decided to relocate a Soviet-era 
war memorial. The decision incensed 
Russia. What followed has been called 

“Cyberwar I,” “Web War I,” “a digital in-
vasion,” and “a cyber-riot.”

In layman’s terms, cyber-savvy Rus-
sian nationalists unleashed a withering 
volley of “distributed denial of service” 
attacks that crashed Estonian web sites 
with countless computer-generated 

“zombie” hits, flooded servers in Estonia 
with junk data, and, as the International 
Herald Tribune explained, overwhelmed 

“the routers and switches … that direct 
traffic on the network” (Landler and 
Markoff, 2007, May 28).

The cyber-salvos hit NATO ally Es-
tonia especially hard because the tiny 

Baltic country is one of the most web-
dependent places on Earth. In fact, the 
Estonian parliament considers Internet 
access a “fundamental human right” 
(Lesk, 2007). Wired magazine notes that 
90% of bank transactions in what some 
call “e-Stonia” are carried out via the In-
ternet (Davis, 2007, Aug. 21). 

The attacks, which lasted for about 
three weeks in the spring of 2007, crip-
pled Estonia’s communications infra-
structure. They targeted newspapers, 
the mobile-phone network, the coun-
try’s 911 equivalent, and the country’s 
largest bank, costing the country mil-
lions of euros (Bright, 2007, May 17). 
In addition, key government web sites 
were attacked, including those of the 
president, prime minister, parliament, 
foreign ministry, and Federal Electoral 
Committee.

“It turned out to be a national secu-
rity situation,” Estonian defense minis-
ter Jaak Aaviksoo concluded afterwards. 
Although he conceded that Estonia was 
“not able to prove direct state links,” he 
was quick to note that some of the at-
tacks were traced to Russian govern-
ment offices (Landler and Markoff, 2007, 
May 28).

“Cyber-attacks are a form of offen-
sive action that can paralyze, weaken, 
harm a nation-state,” Estonian President 
Toomas Hendrik Ilves said. “This might 
be a test run for something bigger and 
larger,” he ominously added, “just like 
the Germans tested out Stuka bombers 
in 1936 in Spain” (Radio Free Europe/
Radio Liberty, 2007, June 5).

If the Russian government was in-
volved in the attacks, it would seem to 

qualify as an act of war. In fact, high-
level Russian military officials have ar-
gued that “the use of information war-
fare against Russia or its armed forces 
will categorically not be considered a 
non-military phase of a conflict, whether 
there [are] casualties or not” (Hildreth, 
2001).

Even if it was renegade cyber-na-
tionalists, as Moscow still claims, then 
this amounts to terrorism or piracy, and 
Russia is obligated to punish those re-
sponsible. Either way, Moscow must 
police its corner of cyberspace. After 
all, whether or not Russia was behind 
this cyber-war, Estonia thought so, and 
this opened the door to far graver con-
sequences: an Estonian request that 
NATO invoke Article V of the North 
Atlantic Treaty, which could have led to 
an old-fashioned war. 

Nervous systems

Estonia isn’t the only country to come 
under cyber-assault. 

NATO reports that all of its member 
states have weathered cyber attacks of 
some kind in recent years (Blakely and 
Richards). In the late 1990s, for instance, 
Chinese cyber-attacks defaced web 
sites of several American agencies, and 
Washington uncovered hundreds of at-
tempts by China to penetrate computer 
networks at American nuclear laborato-
ries (CNN, 1999, May 3).

In 2005, Canada’s Communications 
Security Establishment, which provides 
signals intelligence and protects infor-
mation infrastructure, was hit by what 
it called “sophisticated intrusions” into 

Are we ready for WWWI?
All is not quiet on the cyber front
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Are we ready for WWWI?

government computer systems (CTV, 
2005, July 15).

Around the same time as Estonia’s 
cyber-siege, several German govern-
ment ministries, including the chancel-
lery and foreign ministry, were breached. 
German officials blamed China for the 
massive attacks. Hans Elmar Remberg 
of Germany’s Office for the Protection 
of the Constitution pointedly used the 
phrase “Chinese cyberwar” in describ-
ing the attacks (Deutsche Welle, 2007, 
Oct. 23).

Whereas the attacks on Estonia were 
presumably intended to test Western 
defenses and intimidate the tiny Baltic 
nation, the Chinese attacks were aimed 
at stealing Western technology. “Across 
the world,” according to Remberg, “the 
People’s Republic of China is intensively 
gathering political, military, corporate-
strategic, and scientific information in 
order to bridge their technological gaps 
as quickly as possible” (Deutsche Welle, 
2007, Oct. 23).

And the cyber-attacks continue in 
2008. In a repeat of the attacks on Estonia, 
the summer of 2008 saw cyber-soldiers—
again, most likely Russians—launch 
waves of attacks against public and pri-
vate infrastructure in the former Soviet 
republics of Lithuania and Georgia.

All of this invites an intriguing but 
worrisome question: are we witnessing 
the early phases of “WWWI”?

Responding to threats

Whatever its name, military officials 
across the West are taking the threat 
seriously. 

NATO dispatched specialists to Es-
tonia after last year’s one-sided web war, 
in order to carry out a battle-damage as-
sessment. In mid-2008, NATO opened 
a Cooperative Cyber Defense Center in 
Tallinn, Estonia. According to General 
James Mattis, NATO’s Supreme Allied 
Commander for Transformation, the 
new center “will help NATO defy and 

successfully counter the threats in this 
area” (NATO, 2008). 

Allocating assets to the defense of cy-
ber-space comes not a moment too soon. 
Consider the Pentagon’s 2008 report on 
China’s military power, which notes 
that Beijing is positioning itself to use 
cyber-capabilities to wage “non-contact 
warfare” to target “communications and 
logistics nodes … financial infrastruc-
ture and information operations” (US 
DoD, 2008).

In 2007, the Pentagon quoted China’s 
own strategy papers to warn that Bei-
jing’s goal is “to weaken the enemy side’s 
information superiority” and ultimately 
field a force capable of “winning infor-
matized wars by the mid-21st century” 
(US DoD, 2007).

That same year, perhaps foreshadow-
ing its future capabilities, the Chinese 
military hacked into the computer sys-
tem that serves the US Office of Secre-
tary of Defense, forcing the Pentagon 
to disable the system (Agence France 
Presse, 2007, Sep. 3). 

If that’s the bad news, the worse news 
is that America’s cyber-capabilities are 
not nearly as strong as they need to be 
(Cartwright, 2007), which, in a world 
knitted together by the World Wide 
Web, inevitably impacts America’s clos-
est allies. An Estonia-style attack on the 
United States would wreak havoc on not 
only America’s military, financial, com-
munications, and utilities infrastructure, 
but also on Canadian and other allied 
infrastructure. It pays to recall that there 
are no borders in cyberspace.

We don’t have to imagine the impact 
a massive power-grid failure would have. 

As an example of where the cyber-world 
overlaps with the real world, consider 
the chaos that followed the East Coast 
blackout in 2003. As the British Broad-
casting Corporation (2003, Aug. 15) re-
ported at the time, New York, Detroit, 
Ottawa, and Toronto went dark; there 
was looting in Ottawa; nine nuclear 
reactors were knocked offline; six ma-
jor airports were shut down; hospitals 
and prisons lost power; cellular towers 
failed—and none of this was the result 

of a malicious attack. 
One can understand why United 

States General James Cartwright, vice 
chairman of the Joint Chiefs, calls cy-
berspace “the nervous system of our 
country”—and why Washington is mov-
ing on several fronts to protect it:

  The United States is setting up a Cyber-
space Command.

  The US Air Force is teaming with in-
dustry to develop cyber-weapons 
that “disrupt, deny, degrade or de-
ceive an adversary’s information sys-
tem” (Brewin, 2007, Oct. 24).

  The United States Department of 
Homeland Security is fielding what 
the International Herald Tribune 
cleverly calls an “information high-
way patrol,” including some 2,000 
personnel (2007, Oct. 30). 

  The United States government, in 
partnership with Canada and other 
allies, has implemented at least 
two massive cyber-defense/cyber-
response exercises under the code-

“Cyber-attacks are a form of offensive action that 
can paralyze, weaken, harm a nation-state.”
—Estonian President Toomas Hendrik Ilves
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name “Cyber Storm.” Held in March 
2008, Cyber Storm II included 40 
private-sector firms, 18 American 
government agencies, nine US states, 
and five international partners—the 
United States, Canada, Australia, 
New Zealand, and the United King-
dom (US Department of Homeland 
Security, 2008).

To protect their overlapping pieces of 
cyberspace, the United States, Canada, 
and their closest allies must deepen co-
operation in the cyber realm through 
regular exercises like this and self-
standing frameworks. Toward that end, 
Estonia recently invited Canada to join 
NATO’s Cyber Defense Center (Esto-
nian Embassy in Washington, 2008).

Cyber defense

It is an irony befitting a Greek tragedy 
that one of the things that makes the 
West so powerful—our mastery of new 
technologies and our capacity to incor-
porate them into our political systems, 
economies, and armed forces—also 
makes us more vulnerable to a crippling 
attack in cyberspace.

“Cyberwar doesn’t make you bleed,” 
as Ene Ergma, the speaker of the Esto-
nian parliament, told Wired (Davis, 2007, 
Aug. 21). “But it can destroy everything.”

That helps explain why General Cart-
wright (2007) argues that it’s time to “ap-
ply the principles of warfare to the cyber 
domain.” That means cyber-attacks must 
be deterred and, if necessary, answered 
in kind. 

“The defense of the nation,” Cartwright 
grimly concludes, “is better served by ca-
pabilities enabling us to take the fight to 
our adversaries, when necessary to deter 
actions detrimental to our interests.”
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James Gubb

In recent years, the National Health 
Service (NHS), Britain’s monopoly tax-
payer-funded universal health insurance 
program, has—alongside large increases 
in funding—been undergoing a process 
of reforms intended to increase compe-
tition and introduce market-like incen-
tives. Some in Canada have suggested 
that the outcomes from this process are 
evidence that market-based reforms will 
ultimately fail both patients and taxpay-
ers. To the contrary, it is not the mar-
ket-based reforms themselves that have 
failed, but rather the way in which the 
government has gone about the reform 
process.

Over the past year, report after report 
has come out analyzing the effect the re-
forms and substantial funding increases 
have had on the British NHS. What is re-
markable is that they have all said pretty 
much the same thing: that the reforms 
are not yet delivering the desired change, 
that productivity has fallen, and that 
patient experience is static (see, for ex-
ample, Audit Commission, 2008; Leath-
erman and Sutherland, 2008; Wanless et 
al., 2007; and Seddon, 2007).

This should come as no surprise. By 
half-heartedly committing to market-
driven health care while continually di-
recting the service from the centre the 
government has created the most toxic 
of mixes: the added costs of competi-
tion without the benefits (Harvey et al., 
2007). Clinicians and patients simply 
don’t know where to turn. 

In the mid-1990s, the Labour Party, 
under Tony Blair, created a branding 

campaign called New Labour to signal 
their shift to more economically conser-
vative policy approaches. For the NHS,  
this involved attempts to engineer an 
overtly competitive framework. Patients 
referred for elective treatment now have 
free choice of hospital, including the 
ability to choose a private hospital, and 
money should follow them. Hospitals 
are no longer paid by block contract, but 

through payment-by-results—a system 
by which hospitals receive set tariffs per 
procedure they carry out. 

To help ensure that choices are real, 
Foundation Trust Status—the name for 
the UK’s more decentralized manage-
ment approach for public hospitals—has 
removed 103 NHS providers from direct-
line management by central planners in 
London, and new private providers (in 
Independent Sector Treatment Centres 
or ISTCs) have been brought in with the 
expressed aim of spurring on those in 
the NHS (UKDH, 2004). 

There is also an explicit set of rules 
to govern competition, including an ob-
ligation on providers to ensure patients 
have accurate and reliable information 
to exercise choice; on general practi-
tioners (GPs) to offer free choice at the 
point of referral; and on commissioners 
to ensure providers are paid on a case-
by-case basis. These rules are regulated 

by an independent competition panel, 
whose mission is to guard against mo-
nopolistic practice (UKDH, 2007).

There are signs of benefits for pa-
tients. Foundation Trusts have acceler-
ated away from their NHS counterparts 
on efficiency measures and quality of 
care (Naylor, 2007), and where patients 
have managed to receive care in ISTCs, 
satisfaction and outcomes have been 

significantly higher than across NHS 
organizations (Healthcare Commission, 
2007; Browne et al., 2008). Payment-
by-results is beginning to encourage a 
more acute focus on efficiency, as NHS 
organizations are for the first time con-
ducting service-line reporting (which 
measures a hospital’s profitability by 
each specialty) and rationalizing their 
services accordingly (Audit Commis-
sion, 2008). There is also anecdotal evi-
dence that competition from ISTCs has, 
in particular instances, led to quite dra-
matic improvements in NHS providers 
(Gubb, forthcoming). 

However, all is not rosy. Improve-
ment has in no way been proportional 
to the huge increases in funding, nor the 
pace of reform. Taking the health system 
as a whole, the reform program has been 
a botched job driven by political impera-
tive, constant reconfiguration, and cen-
tral diktat. CEOs getting fired for miss-

Reform at the mercy of government
Health care lessons from the UK

Taking the health system as a whole, the reform 
program has been a botched job driven by  

political imperative, constant reconfiguration,  
and central diktat.
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Reform at the mercy of government

ing centrally determined targets does 
not fit well with the potential for compe-
tition to provide a service more respon-
sive to patients. Powerful, non-aligned 
incentives have too often worked to the 
detriment of patient care. 

Service-based funding can only drive 
efficiency if providers are held account-
able, if it works across entire pathways 
of care, and if it rewards quality. Instead, 
payment-by-results rewards activity; 
tariffs are based on isolated episodes 
set at average cost and there is no ac-
count of quality across the system. As a 
result, attempts to move care “closer to 
home” have largely failed, emergency 
admissions from A&E (accident and 
emergency) have rocketed (NCHOD, 
2008), and Foundation Trusts are sitting 
on surpluses worth £1.5 billion (over 
$3.0 billion Canadian dollars) (Monitor, 
2007).

A part of the problem is that supply is 
still not sufficiently diverse. The govern-
ment envisaged that by 2008 the private 
sector would be carrying out up to 15% 
of procedures for the NHS per annum—
an amount it estimated would be neces-
sary to create a genuinely competitive 
market (UKDH, 2004; Anderson, 2006). 
However, the private sector is currently 
carrying out little more than 2%, too of-
ten powerless to break local NHS mo-
nopolies (Gubb, forthcoming). GPs and 
Primary Care Trusts (PCTs)—the local 
(monopoly) “commissioners” of health 
care—tend to be conservative, seeing 
choice as a threat rather than a means to 
drive service improvement (Bosanquet 
et al., 2008).

It is very difficult for patients to move 
beyond this. With inadequate data on 
health outcomes and a complete lack of 
control over funding, patients remain 
underempowered. They are supposed 
to have free choice of hospital, yet at 
the latest count only 46% actually re-
called being offered one (UKDH, 2008).  
Needless to say, there is still a complete 
absence of choice of insurer; patients are 

stuck with their local PCT, regardless of 
its performance. 

So what lessons can Canadians learn 
from the UK reform experience? This is 
not, as many protagonists would have 
it, conclusive evidence of the failure of 
competition, but rather of the failure 
of government. It is no accident that 
the NHS cannot match the exemplars 
of integrated and cost-effective systems, 
such as the private, not-for-profit health 
insurer and health maintenance organi-
zation (HMO) Kaiser Permanente in the 
United States, which it so seeks to mimic. 
In these systems, the individual is en-
gaged, able to exercise the power of exit, 
and the organizations are run by trained 
and nurtured clinical leaders (Light, 
2008); in the NHS, the government, in 
practice, still wants to—and does—call  
the shots. This is the true source of its 
failings.
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Mark Rovere

Hospitals in the Rouge Valley Health 
System, located in Ajax and Scarbor-
ough, Ontario, are planning to cut up to 
220 jobs and close 36 beds because their 
expenditures have exceeded funding 
available from the province. Other hos-
pitals located outside the Ajax and Scar-
borough region may soon be in a simi-
lar situation. According to an Ontario 
Hospital Association survey, 75 of the 
151 Ontario hospitals that were surveyed 
are expecting operating deficits for the 
fiscal year 2008-2009 (Smith and Fergu-
son, 2008, Apr. 9). Two-thirds of the 151 
respondents are forecasting a deficit for 
the following fiscal year.1 

According to media reports, Ontar-
io’s former health minister George Smi-
therman said he was refusing to write a 

“blank cheque” to bail out hospitals that 
went over budget. Referring to a peer-
reviewed analysis of the Rouge Valley 
health system, the former health minis-
ter asserted that the financial crisis tak-
ing place in the Ajax and Scarborough 
region is due to years of mismanage-
ment and overspending. Smitherman 
also stated that health systems cannot be 
sustained if hospitals are able to spend 
whatever they want and then send the 
bill to the government at the end of the 
year (Smith and Ferguson, 2008, Apr. 9).

Provincial health funding for hospi-
tals is based on publicly funded, govern-
ment-administered global budgets. This 
system forces hospitals to operate under 
incentives that are similar to those en-
countered by government-owned and 
managed entities. Both economic re-
search and international evidence have 

shown that the result of these incentives 
will be a persistent disregard for budget-
ary limits and an inefficient use of re-
sources generally (Esmail, 2007; Esmail 
and Walker, 2007). 

Nevertheless, advocates of the cur-
rent hospital funding model are now 
trying to shift the blame for this public 
financing fiasco onto the private sector. 
A recent public-private partnership ef-
fort in the Rouge Valley Health System 
has been the scapegoat for the failures of 

the province’s central planning approach 
to hospital funding.

The Rouge Valley project

In 2006, the Ontario government ap-
proved an investment in the Rouge 
Valley Health System, specifically the 
Ajax-Pickering Hospital,  through an 
Alternative Financing and Procurement 
project. The Rouge Valley project in-
cluded renovations and new construction 
to modernize and expand emergency 
rooms, laboratories, diagnostic imaging 
departments, and ambulatory care units 
at the hospital (Ministry of Public Infra-
structure and Renewal, 2006).

The construction work for the project 
was to be conducted and financed by a 
private partner, who would take the fi-
nancial risk of guaranteeing that the 
project was on budget and finished on 

time (Ministry of Public Infrastructure 
and Renewal, 2006). Thus, under this ar-
rangement, the private partner would be 
responsible for the construction and for 
building upgrades, while the government 
would still control and be accountable for 
operation of the facility. Funding for the 
project was part of ReNew Ontario, the 
provincial government’s infrastructure 
renewal plan, under which the Ontario 
government and its partners committed 
to investing $5 billion in health care in-

frastructure by 2010 (Ministry of Public 
Infrastructure and Renewal, 2006).

However, the Alternative Financing 
and Procurement project has met with 
opposition in the political arena. On-
tario NDP leader Howard Hampton 
has blamed public-private partnerships 
(P3s) in general for much of the financial 
trouble Ontario hospitals are facing. Re-
cently, Hampton claimed that “less and 
less is going to patient care and more and 
more of the money is being siphoned off 
by profit-driven companies” (Smith and 
Ferguson, 2008, Apr. 9).  

It appears that the NDP leader has 
confused two different kinds of costs: 
public payments to the private partner 
when the publicly owned hospital is 
ready for occupancy, and the publicly 
funded operating costs associated with 
the health care services provided in the 
hospitals. 

P3s in Ontario hospitals
Political scapegoat or golden opportunity?

The notion that the government is in a better 
position than private companies to organize, 

manage, finance, and build infrastructure and/
or buildings is simply wrong.
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The private sector partner in the Rouge 
Valley P3 hospital is involved exclusively 
in the construction of the building itself. 
As such, the private sector cannot be 
blamed for the operating cost overruns 
related to the delivery of medical care at 
the hospital because it has no involve-
ment whatsoever with those services. 

What is a P3?

A P3 is a public-private partnership 
consisting of a contractual agreement 
between the government and a private 
sector organization. More specifically, a 
P3 arrangement provides public infra-
structure and/or services to a public as-
sociate, while transferring risk from the 
public to the private partner. The idea 
is that the efficiency, cost-effectiveness, 
and superior expertise of a private part-
ner, along with the transfer of risk from 
taxpayers to the private partner, can pro-
vide an optimal outcome for numerous 
public infrastructure renewal projects 
and for the construction of new infra-
structure as well. These partnerships are 
not new, and have become popular in 
many countries over the past 20 years 
(Glachant and Saussier, 2006). 

A P3 can bring the expertise and in-
novation of the private sector to the part-
nership. When a hospital is constructed 
under such an arrangement, the private 
partner acts as a general contractor that 
brings together the different skills re-
quired for the completion of the project. 
In many cases, the private partner is also 
responsible for the design, engineering, 
and construction involved in the ven-
ture. Acting as project manager, the pri-
vate partner can provide the expertise in 
construction and building management 
that the public sector does not have. 

In exchange for privately financing 
the construction costs, the government 
often leases the facility from the private 
partner who is given the right to provide 
a number of non-medical services (Gla-
chant and Saussier, 2006).2 In Canada, 

provincial governments effectively pro-
hibit for-profit private sector involve-
ment in the delivery of medical services. 
Thus, P3s allow the government to give 
the responsibility of construction (and 
in some cases non-medical services) to 
the private partner, while leaving the 
government in a position to enforce its 
ban on private sector involvement in the 
delivery of core medical services. 

As a result, P3s can be more cost-ef-
fective than purely public ownership of 
hospital facilities. The P3 approach can 
also allow governments to share finan-
cial risk, minimizing potential costs for 
taxpayers (Sadka, 2007).3

Criticisms of P3s

Critics of P3s contend that construc-
tion delays and cost overruns are com-
mon when a private partner is involved. 
However, research indicates that P3 
projects are more likely to be completed 
on time than government construction 
projects, and the private partner usually 
covers the cost of the construction delay 
(Wilson, 2005).4 

In addition, opponents of P3s con-
tend that public-private partnerships 
have increasingly become profitable en-
terprises for private corporations and in-
ternational investors (CUPE, 2004). This 
has led to the assumption that P3s are a 
form of privatization (Mackenzie, 2004). 
However, as pointed out by Nadeem Es-
mail in a previous Fraser Forum article, 
that argument is based on a misunder-
standing of the distinction between a 
P3 scheme and privatization (Esmail, 
2003). Privatization represents the sale 
of a Crown (government-owned) asset 
to the private sector (Clemens and Veld-
huis, 2004). By contrast, when public-
private partnerships are formed, the 
asset(s) always remains publicly owned. 
Thus, allowing a private partner to enter 
into a contract with the government is 
not actually privatization. Rather, the 
P3 approach can be an innovative and 

effective way to take advantage of the 
private sector’s expertise and to achieve 
greater efficiency in the delivery of pub-
licly owned and operated infrastructure. 

Lastly, opponents of P3s argue that it 
is cheaper for governments to finance 
major projects with taxpayer dollars be-
cause private corporations pay higher in-
terest rates when borrowing money from 
the banks. However, the tax deductibility 
of interest payments is frequently over-
looked, and thus the claim that govern-
ments have an advantage over the private 
sector in terms of acquiring lower inter-
est rates is exaggerated (Esmail, 2003).

Furthermore, when governments 
borrow money, one must take into ac-
count the additional cost to the economy 
of repaying public debt with tax revenue 
(Poschmann, 2003). When comparing 
the cost of borrowing between the pub-
lic and private partner, these additional 
expenditures must be included, which 
when taken into account show that pri-
vate borrowing costs are typically lower 
than public (Poschmann, 2003).

The government’s track record

Although the Ontario Health Coali-
tion argues that the government would 
have completed the Brampton Civic 
Hospital project (Ontario’s first P3) “on-
budget” and “on-time,” past experience 
indicates that government projects in 
Canada have a history of failing to meet 
deadlines, are frequently over budget, 
and often result in significant financial 
loss (Clemens et al., 2007). However, the 
experience of the United Kingdom, for 
example, suggests that P3 projects are 
more likely to be delivered on budget 
and on time (NAO, 2003).

The notion that the government is in 
a better position than private companies 
to organize, manage, finance, and build 
infrastructure and/or buildings is sim-
ply wrong. The economic incentives that 
drive the private sector are the reason 
why governments must allow private 
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partners to take on tasks to which they 
are better suited. Market forces such 
as price signals, competition, and the 
motivation to earn a profit encourage 
accountability and the efficient use of 
resources. Governments do not operate 
based on market forces, and thus are not 
able to manage and allocate resources 
as efficiently as non-government agents 
that are motivated by market incentives.

Conclusion

Critics of public-private partnerships 
are blaming Ontario’s P3s for the cutbacks 
and financial problems that are currently 
afflicting Ontario’s hospitals. They have 
put forth the notion that P3 hospitals 
will lead to a deterioration of Medicare 
because profit-seeking companies will 
drain the pool of funds available for pub-
licly financed health care. However, this 
notion only indicates a misunderstand-
ing of how P3s work. By alleviating the 
costs of construction, building manage-
ment, and in some cases non-medical 
services such as hospital cafeterias and 
parking, the public partner can focus its 
attention on medical services.5

This is not an endorsement of the 
public provision of hospital services. 
Economic theory and evidence show 
that the private sector would be able to 
provide core medical services more effi-
ciently than the public sector (Esmail and 
Walker, 2007). But at the very least, P3s 
can be seen as a more rational way to fi-
nance hospital construction and mainte-
nance than direct public ownership. The 
efficiency, cost-effectiveness, and supe-
rior expertise of a private partner, along 
with the risk transfer from taxpayers to 
the private partner, will provide taxpay-
ers with better value for their money.

Notes

1 The province of Ontario has 211 hospital 
sites, of which 155 are hospital corporations 
and the remaining 56 facilities are under the 

auspices of those corporations (Ontario Min-
istry of Health and Long-Term Care, 2008).

2 P3 contracts can vary. In some cases, the 
private partner is responsible for non-medi-
cal services such as the cafeteria and parking. 
The private partner in the P3 arrangement at 
the Rouge Valley Health System (Ajax-Pick-
ering Hospital) is only responsible for the 
hospital’s construction and related finances.

3 To ensure that taxpayers are receiving 
the best value for their money, a proper 
bidding process for a P3 project should be 
competitive.

4 Usually, when contracting P3s, the public 
partner agrees to a fixed price and sets a date 
by which it wants the project to be complet-
ed. In most cases, the private partner takes 
the risk, and the government (public part-
ner) is not responsible for cost overruns and 
construction delays. Consequently, if the 
project is not completed by the agreed date, 
then the private partner usually pays a pen-
alty and will not receive any payments until 
the construction is complete (Wilson, 2005).

5 By alleviating the costs of cafeterias and 
parking, the private partner has taken from 
the hospital some of the only activities from 
which it can earn a profit. However, as pre-
viously mentioned, due to competitive mar-
ket incentives, the private partner is better 
suited to provide those services more effi-
ciently.
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15 years of grinding “progress”
BC’s treaty process is incomplete, illiberal, expensive

Mark Milke

Looking back at the history of the treaty 
process in British Columbia, Canadians 
should note that there have been several 
positive elements thus far. They include 
1) the release of Aboriginal governments 
from the Indian Act, giving them the 
latitude to engage in economic transac-
tions without seeking approval from the 
Minister of Indian Affairs; 2) the trans-
fer of land ownership from the Crown to 
the Aboriginal governments in fee sim-
ple, giving them full ownership of their 
property, which can lead to the potential 
for private ownership among Aborigi-
nals on reserve if they choose to adopt 
such a model; and 3) an acceptance of 
the principle that, following a transi-
tional period after their treaties comes 
into effect, status Indians on reserves 
will be subject to taxation. 

These reforms represent a step in the 
direction of accountability, and all par-
ties in the process should be lauded for 
such reforms. However, there are other 
aspects of the process which are not so 
positive and which arguably make it in-
complete, illiberal, and expensive.

The 2002 referendum

In the spring of 2002, the government of 
British Columbia mailed out 2,144,759 
ballots to eligible voters on the topic of 
treaty negotiating principles. During the 
2001 election, BC Liberal leader Gor-
don Campbell promised a referendum 
on treaty principles; it was a pledge for 
which he arguably received much sup-
port, but also one for which he received 

heavy criticism, not least of which came 
from some Aboriginal leaders as well as 
mainstream media and academia.

The response to the mail-out was 
good but not excellent. Excluding ineli-
gible returned ballots (26,702), 763,480 
ballots were counted as eligible, repre-
senting 35.6% of the eligible voting pub-
lic (Elections BC, 2002). Some criticized 
the questions on the ballot, saying that 
they were leading. Others said they were 
too vague. Some objected to any ques-
tions whatsoever, arguing that treaty ne-
gotiating principles should never be the 
subject of a vote. Some dismissed the 
vote based on the 35.6% turnout.

The objections were groundless. The 
questions were less-than-perfect, but I 
would surmise that there were at least as 
many British Columbians who refused 
to mail in a ballot because they believed 
the queries would not give the govern-
ment a strong enough “negotiating hand” 
vis-à-vis negotiators on the other side 
as there were British Columbians who 
refused on the grounds that voting on 
principles was the wrong way to enunci-
ate treaty principles for negotiation. 

The objection that the relatively lower 
referendum turnout proved it was a ei-
ther unrepresentative or irrelevant is 
also unfounded, given that voter turn-
out was in fact higher than is the case in 
many municipal elections. For example, 
between 1993 and 2005, voter turnout 
in the city of Vancouver was in the 30% 
range (ranging from 32% in 1996 and 
2005 to 37% in 1999). The one excep-
tional year was 2002 when voter turnout 
hit 50% (City of Vancouver, Election 
Services, 2007). The BC Treaty referen-

dum was at least as valid as any recent 
city election in Vancouver.

The results of the referendum were 
clear. Of all eight questions, respondents 
answering in the affirmative ranged be-
tween 84.5% and 94.5% on statements 
which affirmed various principles in-
cluding this one: 

6. Aboriginal self-government should 
have the characteristics of local gov-
ernment, with powers delegated 
from Canada and British Columbia. 
[87.25% voted in the affirmative.] 
(Elections BC, 2002)

Regrettably, the BC government has 
since ignored some of the more funda-
mental principles endorsed by voters in 
2002. Principle 6 (quoted above) has been 
perhaps the most obviously ignored.

For example, under the Lheidli 
T’enneh treaty, federal and provincial 
laws are trumped by Lheidli T’enneh law 
or the treaty, when a conflict arises, in 
15 sections of the main treaty document 
(BC-MARR, 2006a). Similarly, under 
the Tsawwassen treaty, federal and pro-
vincial laws are trumped by Tsawwassen 
law or the treaty, when a conflict arises, 
in 14 sections of the main treaty docu-
ment (BC-MARR, 2006b). 

Final agreements and Agreements 
in Principle involving the Maa-nulth, 
Sliammon Yale, In-SHUCK-ch, and Yek-
ooche allow federal and provincial laws 
to be trumped by Maa-nulth law or the 
treaty, when a conflict arises, in 11, four, 
five, six, and seven areas, respectively 
(Milke, 2008: 31–32). This is very differ-
ent from the notion of “characteristics of 
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local government, with powers delegated 
from Canada and British Columbia.”

Incomplete treaties

In addition to the abandonment of Prin-
ciple 6, the BC and federal governments 
have also abandoned any pretence of 
securing reasonable certainty and final-
ity for signed treaties. Instead, they have 
agreed to let disputes drag on. 

For example, in its 2005 Lay Person’s 
Guide to Treaty-Making in British Colum-
bia, the BC Treaty Commission stated 
that the Aboriginal parties must resolve 
differences on overlapping claims before 
the governments sign Agreements in 
Principle (AIPs).

Under the BC treaty process, where 
there are competing interests the First 
Nations must resolve the overlaps before 

agreements in principle are finalized. 
Failure to do so leads to court challenges, 
such as that brought by the Gitanyow 
Hereditary Chiefs against the Nisga’a Fi-
nal Agreement (BCTC, 2005: 24).

This is not always the case. The Tsaw-
wassen Treaty, signed as an Agreement 
in Principle by all parties in 2004, pro-
ceeded despite multiple overlapping 
claims from other Aboriginal claimants. 
Indeed, the Department of Indian and 
Northern Affairs admitted that this was 
the case (C-INAC, 2008). 

As of 2007, there were at least four 
overlapping claims concerning the Tsaw-
wassen Treaty (Bermingham, 2007, Sep. 
18). Despite the government’s promise to 
put the onus on Aboriginal claimants to 
resolve such overlaps before Agreements 
in Principle are signed, never mind 
turned into treaties, the Tsawwassen and 

the BC governments passed the treaty in 
2007, and it was passed by Parliament 
and given royal assent in June 2008.

Illiberal and unjust policies

The treaty negotiating process in British 
Columbia also suffers from illiberalism. 
For example, in 1992, the federal Depart-
ment of Fisheries and Oceans (DFO) 
under the government of Prime Minis-
ter Brian Mulroney first ordered some 
commercial fishermen on British Co-
lumbia’s Fraser River to stay on the dock 
on selected days while selected Aborigi-
nal fishermen (belonging to the “proper” 
Indian band) were allowed to access the 
river to catch salmon for commercial 
purposes. (Depending on the amount 
of fish available, there is sometimes only 
one day of commercial fishing for an en-

tire year).
The policy, often justified as a re-

sponse to the Supreme Court of Cana-
da’s 1990 Sparrow decision, is thought by 
some to require preferential treatment. 
The Supreme Court of Canada has long 
since clarified that there is no Aboriginal 
right to a separate commercial fishery 
(see R. v. N.T.C. Smokehouse Ltd. and R. 
v. Van Der Peet).

In order to protest this DFO policy, 
which had been in force since 1992, in 
1998, 145 West Coast commercial fisher-
men (salmon gillnetters) fished during 
an illegal, closed-fishing day. Fifty-four 
fishermen were arrested. At their trial, 
they defended themselves on the grounds 
of their Section 15 right to equality; i.e., 
they argued that Aboriginal-only fishing 
days violated the Canadian Charter of 
Rights and Freedoms.

In its June 2008 decision (R. v. Kapp 
et al.), the Supreme Court of Canada 
ruled that Section 15(2) of the Charter—
the “affirmative action” section—allows 
the federal government to create such 
preferential commercial fishing days.

But “may” enact racial quotas is not 
the same as “must” enact racial quotas. 
Through British Columbia’s treaty-mak-
ing, such government-engineered racial 
divisions have and are now being incor-
porated into side agreements alongside 
BC’s treaties.

As a result, new injustices have been 
created. The situation is similar to what 
Thomas Sowell once described as “cos-
mic” justice which attempts to right past 
wrongs at the expense of the present 
generation (Sowell, 1999).

Victims of these new injustices in-
clude Kim Nguyen, the first woman 
of Vietnamese ancestry to join the BC 
fishing industry, who came to Canada 
in 1979 at the age of 11 after fleeing Viet-
nam on an over-crowded freighter (R. v. 
Kapp et al. [2003]: par. 116). Nguyen is 
now subject to the bloodline restrictions 
by which governments give preferential 
access to the commercial fishery based 
on Aboriginal heritage.

Another victim is George Horne, a 
member of the Saanich First Nations 
who participated in the 1998 illegal pro-
test. In 2006, he relayed his story to Phil 
Eidsvik of the BC Fisheries Survival Co-
alition:

Horne is a Canadian of aboriginal 
ancestry who belongs to the Saanich 
Indian Band. He gained his first boat 
by rebuilding a derelict when he was 
14 years old. He still can’t write, but 
he can read a little. He built his life 
around the commercial fishery and 
now owns two boats. Until the pro-
test in 1998, he fished for almost 50 
years without a fisheries infraction. 
A quiet man of few words, he ex-
pressed his intense frustration at trial 
by saying that it was “too hard” to 

The BC and federal governments have  
abandoned any pretence of securing reasonable 

certainty and finality for signed treaties.

15 years of grinding “progress”
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stay tied to the dock and then listen 
to Musqueam fishermen brag about 
how much money they were making. 
(Eidsvik, 2006, June 23)

Horne could not participate, even 
though he was Aboriginal, because of 
the preference given to certain Indian 
bands—in this case, the Musqueam. In 
this sense, the federal DFO’s policy was 
biased not only against non-Aborig-
inals—who could never change their 
ethnicity—but also against other Ab-
original fishermen.

The family of Leslie Budden, Canadi-
ans of Japanese ancestry, have also been 
victims. Budden wrote to Prime Minister 
Stephen Harper in 2006 to tell him how 
her family was undergoing discrimina-
tion for the second time in a century be-
cause they were not part of the proper 
race—not in the 1920s and not now: 

As a Canadian of Japanese ancestry, I 
am especially disappointed that my 
family and fellow Canadians must 
suffer this workplace discrimination 
for a second time in history. In the 
1920s, long before the “rationalized 
racism” against Japanese-Canadians 
during World War II, the Depart-
ment of Fisheries and Oceans first 
tried to create race-based commer-
cial fisheries … When the fishing in-
dustry advanced to motorized vessels, 
DFO restricted Japanese fishermen to 
sailing boats. My grandfather Rintaro 
Hayashi recalled taunts of “Come on 
Japs! Hurry up!” as white and Indian 
fishermen motored swiftly upriver. 
But the Japanese fishermen protested, 
went to court and won. Equal rights 
were restored in the fishery by the 
Privy Council in England in 1929. 
(Budden, 2006)

The discrimination spoken of by 
Nguyen, Horne, and Budden is now 
being entrenched in side agreements 
attached to treaties. It was first en-

trenched in the Nisga’a treaty, and 
then in the Lheidli T’enneh, Tsawwas-
sen, and the Maa-nulth treaties (Milke, 
2008: 36). The language contained in 
the published Agreements in Principle 
would lead any reasonable reader to 
conclude that the same is planned for a 
multitude of side agreements yet to be 
signed.

Costly negotiations

Since 1993 and by the end of the cur-
rent fiscal year (2008/2009), the fed-
eral, British Columbia, and Aboriginal 
governments will have spent $1.1 billion 
on treaty negotiations and related costs. 
This amounts to $9,536 per registered 
Aboriginal in BC (Milke, 2008: 62). This 
figure excludes monies transferred, as 
well as the market value of land, which is 
often not published by the federal or BC 
governments, nor accounted for beyond 
(in rare cases) notional values.

The cost of the process should actu-
ally be the least of anyone’s concern. I 
suspect that many British Columbians 
and other Canadians who are also pay-
ing for the negotiations and the settle-
ments would pay far more in return for 
true finality and an end to the illiberal-
ism entrenched in these treaties. Regret-
tably, Canadians are receiving delivery 
on neither finality nor liberalism. 
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Steven Globerman

The issue of “net neutrality” is emerg-
ing as a prominent focus of debate in the 
ongoing evolution of Canadian telecom-
munications and broadcasting regula-
tory policies. Specifically, there has been 
increasing concern on the part of some 
observers that Internet Service Provid-
ers (ISPs) are impeding access to specific 
web sites or curtailing specific types of 
usage. Many believe strongly that the 
Internet should be universally available 
for all possible uses, and that access to 
content and applications should not be 
interfered with, particularly by service 
providers. Related to this belief is the 
view that censoring or controlling the 

flow of information carried on the Inter-
net will discourage innovation and pro-
ductivity growth in the economy and, 
perhaps of greater importance to some, 
threaten freedom of speech and expres-
sion, thereby undermining the competi-
tive process.

Proponents of regulations to ensure 
net neutrality have staked out positions 
that effectively call for imposing new 
regulations on Canada’s telephone and 
cable companies in their roles as ISPs. 
These calls for regulating ISPs are anti-
thetical to the ongoing deregulation of 

the telecommunications carriers, as well 
as to initiatives to allow market forces 
to have greater sway in the broadcast-
ing sector. As such, it is important to 
critically assess the analytical case being 
made for net neutrality regulations.

What is net neutrality?

There are alternative definitions of net 
neutrality, as well as different policies 
to promote net neutrality. A broad view 
of the concept of net neutrality can be 
found in the Canadian Green Party’s 
call for ISPs to be required to treat all 
content, sites, and platforms equally 
(Ruffolo, 2007, Oct. 19). Sidak (2006) 
argues that three themes can be identi-

fied in the various calls for net neutral-
ity regulation: 1) access providers should 
not deny or degrade access to specific 
content and applications accessible on 
the Internet or to specific hardware used 
to access the Internet; 2) network opera-
tors should not charge content providers 
or providers of applications fees that are 
conditioned on the “quality of service,” 
a practice known as access tiering; 3) 
network operators should not vertically 
integrate into the production of content 
and applications, including advertiser-
supported services.

Market structure

Net neutrality concerns ultimately rest 
on the observation that many Internet 
subscribers are limited to buying their 
Internet service from either their local 
cable company or their local telephone 
company. In effect, Internet access in 
most relevant geographic markets is sup-
plied by a duopoly. The four major ISPs 
in Canada are Bell Canada, Telus, Rog-
ers Communications, and Shaw Com-
munications. Nationally, these four ISPs 
accounted for slightly over 63% of retail 
Internet revenues in 2005 (CRTC, 2006). 
The remaining share of revenue is largely 
accounted for by smaller regional local 
exchange carriers and cable companies.

While ISP market shares are highly 
concentrated, it would be a mistake to 
infer that there is little competition in the 
provision of Internet service access. In-
deed, the behaviour of the ISPs suggests 
that the sector is workably competitive. 
A sector is considered to be workably 
competitive if the behaviour and perfor-
mance of market participants are close 
enough to the perfectly competitive ideal 
that most observers would conclude that 
the relevant market is working in an eco-
nomically satisfactory manner in terms 
of the prices consumers are charged and 
the quality of goods sold.

The original notion of workable com-
petition, introduced by John Maurice 
Clark, characterized it as the rivalry in 
selling goods, whereby the prices each 
seller can charge are limited by the abil-
ity of the consumer to buy from a rival 
seller or sellers. This rivalry necessitates 
an effort on the part of each seller to 

Internet access and net neutrality
Government regulation of ISPs is not the answer

While ISP market shares are highly 
concentrated, it would be a mistake to infer 

that there is little competition in the provision 
of Internet service access.
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equal or exceed the attractiveness of the 
offerings of other market participants. 
A more recent definition of workable 
competition by Nobel Prize winner Jo-
seph Stiglitz characterizes it as the ri-
valry among firms to supply the needs of 
consumers and producers at the lowest 
prices and the highest qualities. In this 
regard, Industry Canada’s Telecommu-
nications Policy Review Panel (2006) 
noted that as a result of strong competi-
tion between telephone companies and 
cable companies, Canada is ranked first 
among OECD (Organisation for Eco-
nomic Co-operation and Development) 
countries in terms of cable Internet pen-
etration. Canada has also been a world 
leader in the deployment of broadband 
Internet capacity. Other industry ex-
perts have also highlighted the vigorous 
competition among ISPs in Canada (see 
Globerman, 2008, for examples). Work-
able competition in this sector casts 
strong doubt on the legitimacy of argu-
ments for net neutrality since discrimi-
nation against specific groups of content 
suppliers or customers by individual 
ISPs would result in substantial losses in 
market share and profits. 

Access tiering

In its broadest form, access tiering en-
compasses the prioritization of traffic by 
ISPs, whereby different qualities of ser-
vice in relevant dimensions of service 
are supplied by ISPs at differing prices. 
Access tiering is, perhaps, the most 
prominent concern of proponents of net 
neutrality. The latter maintain that ISPs 
should be prevented from prioritizing 
quality of service. Rather, ISPs should 
treat all forms of traffic identically with 
respect to routing, queuing, or dropping 
data traffic. The rationale is that permit-
ting access providers to offer widely dif-
ferent qualities of service and to charge 
different prices accordingly will reduce 
incentives to innovate and invest in con-
tent on the part of new application and 

content providers and will also allow 
carriers to leverage their ownership of 

“bottleneck facilities” into competitive 
advantages in supplying outputs other 
than Internet access, such as content 
web sites.

In addressing arguments against ac-
cess tiering, it should be recognized that 
the primary function of a market system 
is to signal to market participants the rel-
ative economic values of different scarce 
resources, and to encourage appropriate 
responses on the part of market partici-
pants. This means that if more of the re-
source in question is used for a specific 
activity, less of that resource is available 
for use in other activities, and, as a con-
sequence, the latter activities will need 
to be curtailed to some extent. Relatively 
less of these resources or outputs will be 
consumed, and relatively more of these 
outputs will need to be produced. It is 
obviously the case that Internet capacity 
is not unlimited. A failure to utilize and 
expand Internet capacity efficiently will 
constrain the implementation of new In-
ternet services and applications, particu-
larly those that are bandwidth intensive. 
It might also lead to the degradation of 
existing Internet services.

Access tiering explicitly acknowl-
edges differences in required invest-
ments and other costs that ISPs incur 
in order to provide specific applications 
and services. Application and service 
providers, in turn, need to recover the 
costs charged by ISPs to justify making 
their products available to Internet us-
ers. In this way, differentiated pricing 
ensures that the benefits to users of the 
content and applications offered by ISPs 
at least match the costs of those prod-
ucts. While it is true that access tiering 
might make it more difficult financially 
for some content and application provid-
ers to enter or stay in business, it is also 
true that capacity will be available at a 
lower cost, given increased efficiency in 
the use and growth of the network. This 
will ultimately lower the long-term costs 

of utilizing the Internet as an input by 
content and service suppliers, and will 
improve the quality of the network.

Policy recommendations

Behavioural regulations that prohibit 
access tiering or other initiatives by ISPs 
to discriminate in terms of Internet us-
age are likely to create inefficiencies and 
to discourage innovation on the part of 
both ISPs and content providers. Work-
able competition is a robust force en-
couraging ISPs to price their services 
competitively and provide services that 
are desired by Internet subscribers. 

In addition to the protection that 
vigorous competition offers to final 
consumers, as well as to suppliers of ser-
vices on the Internet, actions that can 
be taken by the government under the 
Competition Act against incumbent ISPs 
behaving in an anticompetitive manner 
towards final consumers or service sup-
pliers offer a remedy in the event that 
competition becomes less vigorous in 
the future. The abuse-of-dominance pro-
visions of the Competition Act involve a 
rule-of-reason approach to addressing 
claims of anticompetitive behaviour, 
where the claims are evaluated against 
the specific behaviours in question, as 
well as the circumstances surrounding 
those behaviours. Firms charged with 
abuse-of-dominance can successfully 
challenge the charges by showing that 
their actions promote increased effi-
ciency and improved economic welfare 
of society. When that is the case, society 
as a whole would be worse off if the con-
tentious actions were not undertaken. 
Therefore, the remedies available under 
the Competition Act represent a flexible 
tool that is less likely to prohibit actions 
in the social interest compared to blan-
ket regulations.

There are certainly a number of ac-
tions that ISPs might undertake which 
are both contentious and not covered 
under the Competition Act. For example, 

Internet access and net neutrality
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ISPs might block subscribers’ access to 
specific content or applications for non-
commercial reasons such as concerns 
about national security being com-
promised or criminal behaviour being 
abetted. ISPs might also be concerned 
about degradation of the quality of the 
network associated with specific types 
of usage such as file-sharing. Such ac-
tions would not be reviewable under the 
Competition Act’s abuse-of-dominance 
provisions. Still, it would be advisable 
to address such concerns through a 
rule-of-reason approach, regardless of 
the government agency charged with 
the responsibility to review the relevant 
actions. For example, if ISPs are meet-
ing their legal responsibilities by block-
ing access to specific sites, the action 
would presumably be acceptable. If the 
activities of specific subscribers threaten 
to degrade the quality of service avail-
able to other subscribers, ISPs would 
presumably be justified in blocking the 
formers’ access to the Internet.
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Toronto in decline
Census shows city is falling behind

Fred McMahon

Torontonians have reason to be con-
cerned about their city’s future. The 
city suffers from a number of worri-
some trends: a median income that has 
shrunk below the national average, job 
declines in key business and manage-
ment sectors, and a citizenry that is wor-
ried about their city and the competence 
of city leaders to safeguard it.

The most recent installment of the 
Fraser Institute’s Canada Strong and Free 
series revealed for the first time the ex-
tent of troubling business and economic 
trends and, inadvertently, shed light 
on why Torontonians are so concerned 
about the city’s leadership.

The report, Is Toronto in Decline?, un-
dertook a preliminary analysis of census 
data. It compared the most recent census, 
2006, to the 2002 census. Key 2006 data, 
examined in the report, were released in 
spring 2008.

Growing slowly, losing jobs

The report showed that Toronto had, 
by far, the slowest growth of median 
income in all cities examined.1 Median 
income in Toronto between 2001 and 
2005 (the years reported in the 2002 and 
2006 censuses) grew by 4.5%, as it did in 
the Toronto Census Metropolitan area, 
roughly contiguous with the Greater 
Toronto Area.2 Canadian growth was 
15.8%, Ontario’s was 9.8%, and the non-
Ontario cities examined had a growth 
of 17.1% (figures 1 and 2). Toronto’s slow 
growth left median income in Toronto 
below the national average.

The analysis also revealed:

  a bleeding of management jobs: an 
8.4% loss of jobs compared to an aver-
age increase of 3.7% in non-Ontario  
cities;

  declines in business finance and ad-
ministration occupations: a loss of 
1.3% compared to 9.6% growth in 
non-Ontario cities; and 

  little growth in business service oc-
cupations: 1.5% growth compared to 
10.3% in non-Ontario cities (figures 3, 
4, and 5).

These numbers point out another 
problem: Ontario and Ontarian cities 
performed below the national average 
and below cities outside Ontario. Toron-
to’s future also depends on the economic 
health of the region around it.

What do Torontonians think?

In conjunction with the report, the Fraser 
Institute commissioned a new COMPAS 
poll of Torontonians. The poll showed 
that Torontonians fear that Toronto is 
going in the wrong direction, that busi-
ness may be moving away from the city, 
and that poor civic leadership and poor 
value for tax dollars may be to blame. 
(See  sidebar on pg. 21 for an overview 
of the poll results, which are available 
in full at: http://www.fraserinstitute.org/
Commerce.Web/product_files/COM-
PAS_poll_Toronto.pdf.)

The reaction of city leaders to the 
troubling information in the report may 
shed some light on why Torontonians 
are concerned about their leadership. 
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Figure 1: Median income growth, persons 15 
years and over, from 2001 to 2006
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Figure 2: Median income as a percent of the 
Canadian average
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Figure 3: Growth in management occupations 
from 2001 to 2006

Sources for figures 1–5: Statistics Canada (2002, 2008); calculations by author.

In general, the mayor and the city council seem to ignore real 
problems and find scapegoats.

Although the census data presents a worrisome picture for To-
ronto—one civic leaders need to address—Mayor David Miller 
refused to comment on the report (CTV Toronto, 2008, June 24) 
and later claimed he didn’t have time to read it (Levy, July 3). Yet, 
the city’s leaders cannot start dealing with city’s problems until 
they honestly recognize them and stop avoiding the issues.

While the city administration stuck its fingers in its ears to 
block out the bad news from the reliable census numbers, the 
COMPAS poll did get a response. City budget chief Shelley Car-
roll said, “I’m sad to see, you know, a Fraser Institute [survey 
with] so very slanted a set of questions being asked of citizens” 
(CTV Toronto, 2008, June 24).
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Figure 4: Growth in finance and administration 
occupations from 2001 to 2006
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Toronto in decline

It is rather difficult to understand her point. Here is an ex-
ample of one of the questions: “Using a 7 point scale where 1 
means definitely going in the wrong direction and 7 [means] 
definitely going in the right direction, do you think local gov-
ernment in the City of Toronto is going in the right or wrong 
direction?” Where is the bias in this question? One suspects it’s 
not the question she didn’t like; it’s the answer. 

The report and the poll are part of the new Canada Strong 
and Free (CSF) series led by two of Canada’s leading policy 
thinkers and actors, Mike Harris and Preston Manning. In the 
initial series, Manning and Harris laid out a policy vision for 
Canada to improve the quality of life of all Canadians, our in-
ternational outlook, and our democratic institutions.

This new CSF series will examine urban issues. This first re-
port looked at worrisome trends in Toronto. Future work will 
examine the reasons for these trends and suggest policy solu-
tions. The work, under the direction of Wendy Warcholik of the 
Fraser Institute’s new Urban Policy Centre, will spread out its 
analysis to look at other cities and urban issues in general.

Notes

1 The cities selected as points of comparison within Ontario were 
London and Ottawa. Outside of Ontario, Halifax, Montreal, Win-
nipeg, Saskatoon, Edmonton, Calgary, and Vancouver were chosen. 
Saskatoon was chosen for Saskatchewan rather than Regina because 
it is less dependent on government employment. Of course, in some 
instances, the only representative city available had a strong govern-
ment presence, particularly in two cities: Ottawa, which was chosen 
as a point of comparison in Ontario, and Halifax, as the major center 
of Atlantic Canada. Toronto, Winnipeg, and Edmonton are also pro-

vincial capitals but the government is not as significant a part of the 
economy as it is in Ottawa and Halifax. Data for the Montreal CMA 
was used since the city’s boundaries changed between 2001 and 2006.

2 The GTA includes Whitby, Oshawa, Carrington, Scugog, Brock, 
and Burlington, which are not included in the CMA. In some ways, 
this makes the CMA a somewhat better description of the metro-
politan commuting area. Included in the CMA, but not the GTA, 
are Tecumseth, Beeton, Tottenham, West Gwillimbury, and Brad-
ford. Otherwise the areas overlap. The GTA’s population in 2006 was 
5,555,912 million (Tyndorf, 2007), while the CMA’s was 5,113,149 in the 
CMA (Statistics Canada, 2008), a difference of just under 450,000.
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What do Torontonians think?

The Fraser Institute commissioned COMPAS Inc. to sur-
vey the Toronto public regarding the performance of the 
local government. COMPAS surveyed a representative 
sample of 653 Toronto residents by conducting computer-
assisted telephone interviews in June 2008.

The survey found that, by a wide margin, Torontonians 
fear that their city is falling behind other major business 
centers in the country. Waste and poor value for taxes paid 
are to blame, the survey showed.

Concerns were widespread and crossed all demographic 
categories of age, origin, and borough.

Torontonians do not have a defined view of what to do 
about the city’s falling behind, aside from identifying the 
issues and assigning blame.  

Source:  COMPAS Inc. (2008).

COMPAS asked:

Looking to the future and comparing Toronto to 
business centers like Calgary and Vancouver, which 
of the following opinions is closest to your own?

They said:

Toronto is definitely falling behind  19%
Toronto is probably falling behind   21%
Toronto might fall behind if the quality 
of local government doesn’t improve  27%
Toronto is probably pulling ahead   14%
Toronto is definitely pulling ahead     6%
Neutral        5%
Don’t know        8%



  28Fraser  Forum  09/08  2828 www.fraserinstitute.org

The health of nations
Changing approaches to trade in health care

Lucy Davis &  
Fredrik Erixon

The role of trade in driving down prices 
and driving up quality has long been ac-
cepted by economists (and to an extent, 
politicians). The past 50 years in particu-
lar have witnessed progressive trade lib-
eralization and economic growth around 
the world. Yet one sector remains con-
spicuously un-globalized—health care. 
The provision of health services contin-
ues to be regarded as a non-tradable sec-
tor, the domain of national governments 
ensuring quality and equity of access for 
their populations.

This notion is fundamentally flawed, 
not only because governments around 
the world are struggling to provide suf-
ficient health provision, but also because 
health can be (and is increasingly being) 
traded with gains for all involved. Some 
developing countries are already discov-
ering their comparative advantages as 
exporters of cheaper and more efficient 
health services. Trade in health care 
could help industrialized countries keep 
a lid on rising health care costs. Tech-
nological and medical innovations are 
opening the door wider to the feasibility 
of trade in health, but so far, this oppor-
tunity has not been seized.

The fiscal clamp on health care

The clearest trend in twenty-first cen-
tury health care provision is rising ex-
penditure, particularly in advanced 
industrial economies. Canada has not 
been immune to this phenomenon. The 
OECD estimated that total expenditure 

on health in Canada was 10.0% of its 
GDP in 2006, equivalent to US$3,678 per 
capita1—the fifth highest level of spend-
ing per capita in the OECD behind Lux-
embourg, Switzerland, Norway, and the 
United States (OECD, 2008). The Cana-
dian government has only maintained 
this “runner-up” position in the health 
care spending race through a strategy 
of stringent cost-containment measures, 
which have had the effect of reducing ac-
cess to health care services for Canadi-
ans. Cost-containment has fast become 
the over-riding objective of most rich 

nations’ health care policies, which ap-
pear to be in a state of perpetual reform. 

The problem is fundamentally one 
of fiscal policy and changing domestic 
economic structures. Most of today’s 
health care systems were designed in the 
mid-twentieth century. The old model 
of financing in this era—a rapidly grow-
ing tax base combined with increasing 
tax burdens—generated increasing rev-
enues. This model is no longer viable or 
feasible, as tax burdens in most countries 
cannot increase much further without 
significant adverse effects on consumers 
and governments. Tax hikes are not po-
litically popular.

Increasing demand for health care due 
to aging populations is being matched 

by an increasing demand for medical 
innovations which make it possible for 
diagnoses that were untreatable 10 years 
ago to be treated today. But only at a cost. 
Thus, politicians and health administra-
tors find themselves in a dilemma. They 
cannot provide public resources to pay 
for all new innovations and for all pa-
tients seeking treatments, and must in-
stead find ways to restrict supply. Such 
methods—such as cost-benefit analyses 
of new treatments and quality of life mea-
surements—can be arbitrary and have 
been very controversial. The problem is 
that their basis is often cost-containment, 
rather than an honest cost-benefit analy-
sis, and patients and the media have been 
quick to recognize this.

What is even more discouraging is 
that none of the high spenders on health 
display significantly improved health 
outcomes as a result of their higher 
spending. Health care systems through-
out the industrialized world, and espe-
cially the basic structure of health care, 
show low results in productivity; in many 
countries, productivity growth is nega-
tive, despite increasing investments to 
stimulate more efficient use of resources. 
Health care inflation is far above stan-
dard consumer-price indexes or home-
market based price indexes (Erixon and 
van der Marel, forthcoming).

Applying the gains from trade 
to health care

Trade holds some very tangible po-
tential benefits for this troubled sector 
in terms of efficiency gains and cutting 
costs without sacrificing quality and cov-

Trade in health 
care could help 

industrialized countries 
keep a lid on rising 

health care costs.
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trade (table 1). Rising standards mean 
that quality of care in Asian hospitals 
is now at least as high as it is in most 
developed countries. Concerns over 
treatment quality, which have prevented 
many people from traveling abroad for 
health reasons, are falling and patient 
numbers are increasing. 

Exporting is only one source of the 
benefits from this type of trade. Import-
ing is equally important. Conservative 
estimates suggest that if in 2002 only 10% 
of US patients underwent surgery abroad 
for just 15 diagnoses, the US economy 
would have saved $1.4 billion (table 2).

Trade in health care also comes in 
the form of foreign investment—e.g., in 
hospitals and clinics. Inflows of capital 
and managerial skill in particular rep-
resent important resources previously 
unavailable domestically. If channeled 
appropriately, they could free domestic 
resources for investment in other sectors 
of the health system. The result could be 
upgraded health care infrastructure, new 
technology, and employment generation.

Temporary migration is the fourth 
and final potential channel of trade. At 
the international level, this has been one 
of the most contentious areas of services 
liberalization because of its association 
with immigration law. Developed and 
developing countries need to consider 
the benefits that increased migration 
could bring. Importing countries gain 
greater availability of health profes-
sionals, who are becoming increasingly 
scarce in industrialized countries, while 
exporting countries can take advantage 
of these professionals’ remittances and 
design policies to encourage trained 
professionals to return home. Esti-
mates from 2007, for example, suggest 
that there are 60,000 doctors of Indian 
origin working in the United Kingdom, 
contributing US$8.9 billion to the UK 
economy (Kumar and Simi, 2007). 

The ease with which any of these op-
portunities can be taken depends to a 
large extent on domestic regulation. It 

Table 1: Health tourism to Thailand, Malaysia, and Singapore

Export revenues Number of patients

Malaysia (2003) $40 million More than 100,000

Singapore (2002) $420 million 210,000

Thailand (2005) $484 million 630,000

Source: Arunanondchai and Fink (2007).

Table 2: Potential gains from trade in the United States

Procedure Savings if 10% of US patients underwent 
surgery abroad instead of in the US ($)

Knee surgery $380,604,366

Shoulder arthrosplasty $8,704,809

TURP $27,581,317

Tubal ligation $171,065,574

Hernia repair $152,655,706

Skin lesion excision $151,952,860

Adult tonsillectomy $13,588,218

Hysterectomy $250,704,845

Haemorrhoidectomy $23,160,663

Rhimnoplasty $2,284,315

Bunionectomy $5,186,290

Cataract extraction $171,078,116

Varicose vein surgery $15,618,521

Glaucoma procedures $9,670,440

Tympanoplasty $31,408,685

Total savings $1,415,264,725

Source: Mattoo and Rathindran (2005).

erage of delivery. Recent developments 
in telemedicine are the most interesting. 
Cross-border diagnoses, tele-radiology, 
medical training, and access to medi-
cal expertise have become increasingly 
available through the adaptation of new 
telecommunication devices and lower 
transaction costs. Up until now, however, 
their development has been constrained 
by regulatory deficiencies. National reg-
ulators have not had the tools to address 
the issue of medical malpractice liability 
across borders, and health insurances 

have rarely offered reimbursement of 
medical costs incurred abroad. 

Developing countries in Asia, in par-
ticular, have also recently seized on the 
trade potential from health consumers 
travelling abroad, capitalizing on what is 
also known as health tourism. Countries 
such as Thailand, Malaysia, and Singa-
pore have been taking advantage of low 
production costs to specialize in the 
export of hospital, medical, and dental 
services. They have begun to build up a 
significant export base in the health care 

The health of nations
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is not a simple question of more or less 
regulation, but rather of the outward-
looking qualities of regulation. Opaque 
and complex regulatory systems act 
as obstacles to trade by preventing the 
free flow of information and by creat-
ing market failures. Relatively minor 
relaxations in domestic regulations or 
bilateral agreements could solve this 
problem, without posing the threat to 

national health services that is often per-
ceived. Health insurance is one key area 
of potential. The American insurance 
company AMIL, for example, offers its 
Brazilian clients a policy covering treat-
ment in the United States.

Health care and trade policy

The reluctance of governments to con-
sider international factors in health care 
delivery is reflected in their unwilling-
ness to subject domestic health regula-
tions to multilateral agreements at the 
World Trade Organization (WTO). 
Despite a growing recognition within 
the health care sector of the gains that 
different sorts of trade could bring, the 
notion of trade in health care continues 

to draw negative reactions from govern-
ments and pressure groups. As a result, 
the potential for trade in health care is 
far from exploited. 

As the locus of multinational trade in 
services liberalization, the WTO’s General 
Agreement on Trade in Services (GATS) 
has failed to produce results of any signif-
icance in terms of health care trade. Table 
3 shows the very small number of coun-

tries that have committed themselves to 
full liberalization in the health sector un-
der the prevailing GATS regime.

What is immediately obvious is that, 
apart from Norway and Iceland, no 
developed country has committed to 
full liberalization. In fact, one notable 
member—Canada—took the unique 
stance of proactively announcing that it 
would not undertake any health sector 
commitments in any of the relevant sub-
sectors under the GATS. 

Canada’s response to the liberaliza-
tion opportunity presented by the GATS 
reflects a typical (largely northern-
based) stereotyped notion of trade in 
health care as a pitched battle between 
the “fundamental human right” of 
populations to health services and the 

Table 3: Full commitment to health service liberalization  
under GATS

Services offered Countries in which services are offered

Medical and dental services Brunei, Burundi, Congo, Gambia, Guinea, 
Hungary, Iceland, Malawi, Norway, Rwanda, 
South Africa, Zambia. 

Midwives, nurses etc. Gambia, Malawi, Norway, Zambia

Hospital services Burundi, Ecuador, Gambia, Hungary, Jamaica, 
Malawi, Saint Lucia, Sierra Leone, Zambia.

Other human health Burundi, Gambia, Hungary, Malawi, Sierra 
Leone, Zambia.

spread of globalization, motivated by 
profit, which threatens to outpace the 
ability of national governments to pro-
vide these services. Such opposition is 
loud among northern NGOs and pub-
lic-sector unions, but is also pervasive in 
international discussions about health 
care delivery and priorities for coop-
eration between states. Discussions and 
strategy documents emerging from the 
leading UN body in the field of health, 
the World Health Organization (WHO), 
either treat trade in health care as irrel-
evant, or reject it outright, especially on 
the basis of perceived consequences for 
developing countries. (Incidentally, de-
veloping countries have made the stron-
gest commitments to opening health 
care trade disciplines. See table 3). 

As a result, health care policy mak-
ing at the international level continues 
to bear more resemblance to top-down, 
donor-led development planning than a 
strategy of economic efficiency open to 
the gains from trade. Health care policies 
cannot be a function of trade policy alone, 
but rejecting trade completely—and thus 
rejecting any potential gains—risks a 
massive wasted opportunity for develop-
ing and developed countries alike.

South-north lessons for future 
health care policy

Trade still seems akin to a foreign lan-
guage amongst the international health 
community, and current trade agree-
ments have only scant and weak provi-
sions for health care services, with just 
a handful of countries putting forward 
substantial liberalization commitments 
in the GATS. International health care 
discourse continues to define trade, er-
roneously, as being in the interest of 
profit-making private health opera-
tors, which tend to be pitted against the 
governments of developing countries 
in particular. This view of trade is not 
blatantly protectionist, but it favours a 
strong industrial policy approach.

Rejecting trade completely … risks a massive 
wasted opportunity for developing and developed 

countries alike.
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This view is not only out of line with 
some of the schedules of liberalization 
in current WTO agreements, but also 
with the development of export strate-
gies for health care in several developing 
countries. Countries as diverse as Bra-
zil, Cuba, India, and South Africa have 
shown initiative in exporting health care, 
contradicting the negative and apathetic 
approach of the northern countries. The 
cash-strapped health policy makers of 
the industrialized world would do well 
to decisively engage in this growing 
global health market. 

Note

1 Adjusted using purchasing power parity 
(PPP) exchange rates.
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An in-depth look at the hidden 
costs of health care

Medicare’s steep price

Nadeem Esmail 

In 2007, Canada’s general tax-financed 
Medicare programs consumed an es-
timated $104 billion in provincial and 
territorial expenditures (CIHI, 2007).1 
However, raising that money was nei-
ther free nor simple. Indeed, the total 
cost of Medicare is much higher than a 
simple tally of expenditures suggests be-
cause of the costs associated with taxing 
Canadians to collect the monies used to 
pay for it.

The costs of raising taxes

In all of Canada’s provinces, the funds 
used to pay for health care services are 
provided by each province’s general rev-
enues. This is true even in the provinces 
of British Columbia, Alberta, and On-
tario, where specific taxes for health care 
are levied, because those taxes flow into 
general revenues, as do personal income 
taxes, sales taxes, and business taxes, 
among others. Federal cash transfers for 
health care (the Canada Health Trans-
fer and other associated health-specific 
transfers) also flow into general provin-
cial revenues.

Since these revenues are generally 
not raised by the health ministries and 
departments across the country, the 
administrative costs incurred by gov-
ernment in raising those taxes are not 
captured in estimates of total health care 
expenditures. A full accounting of the 
cost of universally accessible Medicare 
services must account for the govern-
ment’s own administrative costs for col-

lecting, administering, and managing 
the tax system itself.

When it comes to taxes, it is not just 
the government that faces costs related 
to their collection. Compliance costs are 
also borne by businesses and individu-
als across Canada who must collect and 
maintain the appropriate records for 
tax purposes, and who must also spend 
money and time filing tax returns and 
complying with various tax rules and 
regulations. Thus, the costs of book-
keeping, reporting, calculating, and re-
mitting tax payments is another often 
overlooked component of the true cost 
of Medicare in Canada.

Vaillancourt, Clemens, and Palacios 
(2007) provide estimates of both the 
costs of administrating the tax system 
from the government side (federal, pro-
vincial, and municipal) as well as the 
compliance costs related to paying those 
taxes in Canada. They estimate that the 
compliance costs for paying taxes in 
2005 for businesses and individuals in 
Canada were between $16.2 billion and 
$25.0 billion, or between 3.0% and 4.7% 
of total federal, provincial, and local rev-
enues.2 They also estimate that the costs 
of administering Canada’s numerous tax 
collection systems ranged from $2.7 bil-
lion to $5.8 billion in 2005, or between 
0.5% and 1.1% of total federal, provincial, 
and local revenues. The total compliance 
and administrative costs for Canada in 
2005 were estimated to be between 3.5% 
and 5.8% of total federal, provincial, and 
local revenues.

These percentage estimates can be 
applied to the estimates of health expen-
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Table 1: The total direct cost of Medicare to Canadians, 2007

Provincial/territorial government sector health 
expenditure, 2007 (est.) (' 000,000)

 $103,827.47 

Estimated cost of tax system administration and 
compliance (share of total federal, provincial, and 
local revenues)

3.5% to 5.8%

Estimated total direct cost of Medicare (low)
(' 000,000)

 $107,461.43 

Estimated total direct cost of Medicare (high)
(' 000,000)

$109,849.47 

Sources: CIHI (2007); Vaillancourt, Clemens, and Palacios (2007); calculations by author.

ditures in order to derive an estimate of 
what the cost of Medicare was to Cana-
dians including the administration and 
compliance costs required to raise the 
funds for Medicare. This rough calcula-
tion includes both the estimated costs of 
health care services delivered to Cana-
dians through the Medicare programs 
across Canada (nearly $104 billion in 
2007) plus the estimated costs of raising 
those revenues through the tax system 

(between 3.5% and 5.8% of revenues). In 
total, the cost of Medicare to Canadians 
in 2007 can be estimated to have been 
between $107.4 billion and $109.8 billion 
(table 1). This works out to between 7.1% 
and 7.2% of GDP. This measure shows 
that the cost is higher than the simple 
health expenditures measure of 6.8% 
of GDP, which is based on just the di-
rect cost estimate of nearly $104 billion 
(CIHI, 2007; calculations by authors).

The costs of taxation

It must be recognized that administra-
tion and compliance costs are not the 
only costs Canadians endure as a result 
of taxation. Raising taxes also distorts the 
economy by changing the incentives for 
work, savings, and investment. Put sim-
ply, because of these distortions and their 
effect on incentives, it costs Canadians 
more than a dollar to send a dollar to their 
provincial or federal governments. This 
cost should also be counted as part of the 
true cost of Medicare to Canadians.

Estimating the excess burden of taxa-
tion, or the cost to Canadians resulting 
from these distortions in the economy, is 
not straightforward. Different taxes have 
different efficiency costs. For example, 
according to a study published by the 
federal Department of Finance by Baylor 
and Beausejour (2004), capital taxes have 
a higher excess burden or efficiency cost 
than income taxes or consumption taxes. 
For example, decreasing personal income 
taxes on capital (dividends, capital gains, 
and interest income) by $1 would result 
in a net increase of $1.30 in society’s well-
being, while decreasing consumption 
taxes by $1 would result in a net increase 
of $0.10 (table 2). This raises questions 
regarding Canada’s specific tax mix and 
how various taxes should be assigned to 
paying for Medicare in order to deter-
mine the net economic loss to Canadians 
as a result of financing Medicare through 
taxes. If we take a very conservative ap-
proach and assume that all health care is 
funded by consumption taxes, the most 
efficient taxes, then the estimated excess 
burden of taxation would be $0.10 for 
every dollar raised.3 4

It is important to note that estimates 
of the excess burden of taxation are 
calculated at the margin: they estimate 
the cost to the economy of raising the 
next dollar of tax revenue or gain from 
eliminating the last dollar of tax revenue 
raised. The calculation below applies 
these estimates as if they were an aver-

Table 2: Welfare gains from tax reductions estimated by 
Baylor and Beausejoura

Capital cost allowance $1.40b

Sales tax on capital goods $1.30

Personal capital income tax $1.30

Capital tax $0.90

Corporate income tax $0.40

Average personal income tax $0.30

Wage tax $0.20

Consumption tax $0.10

Notes: 
a Revenue loss is assumed to be recovered through non-distortionary “lump-sum” taxa-
tion. Welfare gains are calculated as the gain in economic well-being per dollar of tax 
reduction. 
b The estimate for an increase in capital cost allowances (CCA) is for new capital only. In-
creasing CCA is not a tax reduction per se but rather an increase in a deduction against 
corporate income taxes.

Source: Baylor and Beausejour (2004).

Medicare’s steep price
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age estimate of the cost to the economy 
of any dollar of tax revenue raised or 
reduced. While this means that the cal-
culation below is not strictly accurate, 
there are reasons to believe that it is not 
unreasonable, as discussed below. 

In 2005/2006, 22.6% of total govern-
ment tax revenues (including natural 
resource revenues) were dedicated to 
health care (Esmail and Palacios, 2007). 
If health care were no longer funded 
by taxes, the total tax bill of Canadians 
could be expected to fall by 22.6%. Thus, 
the estimated marginal cost of changing 
today’s tax burden is applied in this anal-
ysis as an average over the last 22.6% of 
government revenues, rather than over 
all revenues. While this calculation can-
not be stated to be either conservative or 
aggressive because we cannot know the 
efficiency cost of dollars at the margin 
if tax revenues were 77.4% of what they 
are today, it can be considered to be a 
not unreasonable approximation of the 
dead-weight loss to Canada’s economy 
resulting from the last 22.6% of taxes 
raised in order to pay for health care.

A more complete price tag

Applying the 10% efficiency cost of taxa-
tion derived from Baylor and Beausejour 

(2004) to the direct cost of health care 
and the administration costs associated 
with raising the funds to pay for Medi-
care, and then adding the estimated 
costs of tax compliance gives us the total 
price of Medicare: between $117.9 billion 
and $120.3 billion (table 3).5 That works 
out to between 7.8% and 7.9% of GDP 
compared to the simple health care ex-
penditure estimate of 6.8% of GDP. 

Adding private health expenditures 
and other public sector health expen-
ditures to this tally (not counting com-
pliance costs for private spending and 
the administrative and efficiency costs 
of other government expenditures on 
health)6 would mean that total health 
expenditures, both public and private, in 
Canada did not total an estimated 10.6% 
of GDP as suggested by a simple ac-
counting of expenditures (CIHI, 2007). 
Rather, the total cost of health care to 
Canadians in 2007 would have been be-
tween an estimated 11.5% and 11.7% of 
GDP.7

Adding estimates for the costs of tax 
system administration, tax compliance, 
and the efficiency costs of taxation to 
the commonly-reported expenditure-
derived cost of Medicare gives us a very 
different picture of how much Canadi-
ans pay for their tax-funded universal 

access health insurance program. This 
exercise also provides some insight 
into the hidden administrative costs of 
Medicare—those associated with raising 
the funds that pay for it. Hopefully, this 
analysis will provide Canadians with a 
clearer picture of the costs associated 
with paying for Medicare that are often 
not counted or reported.

Notes

1 The Canadian Institute for Health In-
formation’s National Health Expenditures 
Database separates public health expendi-
tures into two categories: “Provincial Gov-
ernment Sector” (used in this analysis) and 

“Other Public Sector” (not included in this 
analysis). Importantly, “Other Public Sector” 
includes a number of non-Medicare services 
including “Premiums to Quebec Drug In-
surance Fund” and “Workers’ Compensa-
tion Boards,” as well as services delivered 
by the “Municipal Government Sector” and 
the “Federal Direct Sector.” While this does 
mean that some Medicare services will not 
be included in the expenditure estimate used 
here, including “Other Public Sector” expen-
ditures, these expenditures would have the 
effect of overstating the cost of general-tax 
funded Medicare services. Readers should 
also note that the federal government partly 
finances provincial health care expenditures 
through transfers. These are included in the 

Table 3: The total cost of Medicare to Canadians, 2007

 Low estimate High estimate

Provincial/territorial government sector health expenditure, 
2007 (estimate) (' 000,000)

$103,827.47 $103,827.47 

Estimated cost of tax system administration (share of total 
federal, provincial, and local revenues)

0.5% 1.1%

Estimated cost of tax compliance (share of total federal, 
provincial, and local revenues)

3.0% 4.7%

Estimated efficiency cost of taxation 10.0% 10.0%

Estimated total cost of Medicare to Canadians (' 000,000)* $117,896.09 $120,346.42 

*Note: The excess burden of taxation in the estimates here assumes that governmental administrative costs are funded through tax rev-
enues but that private compliance costs are funded privately and do not have a distorting effect on the economy.

Sources: CIHI (2007); Vaillancourt, Clemens, and Palacios (2007); Baylor and Beausejour (2004); calculations by author.
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provincial government expenditure esti-
mates used here.

2 Health care expenditures for Medicare 
in Canada are financed by provincial gov-
ernments. The federal government’s direct 
role in financing health care can be found 
in general-revenue sourced payments to the 
provinces. Local governments are generally 
not involved with the financing of Medicare 
(hospital and physician) services. How-
ever, the compliance and administration 
costs calculated by Vaillancourt, Clemens, 
and Palacios (2007) determine the costs of 
compliance and administration at all three 
levels of government. This is not expected 
to affect the results of this study as only the 
percentage of revenues for compliance and 
administration produced in their study is 
used here, and it is not likely that the com-
pliance costs associated with administering 
and complying with local taxes will differ 
significantly from those associated with 
provincial and federal taxes.

3 Federal, provincial, and local governments 
raised about $107 billion from consumption 
taxes in 2007 (Statistics Canada, 2007).

4 This estimate inherently assumes a larger 
federal role in the financing of health ex-
penditures. Specifically, provincial govern-
ments raised approximately $60.7 billion 
from consumption taxes in 2007, while 
the federal government provided approxi-
mately $31 billion in health and social cash 
transfers to the provinces, giving a shortfall 
of approximately $12.1 billion (Statistics 
Canada, 2007; Canada, Department of Fi-
nance, 2008; calculations by author). To give 
some idea of the additional federal funding 
required, it should be noted that provincial 
consumption tax revenues as a proportion 
of estimated provincial health expenditures 
averaged 59% across the provinces, ranging 
from a low of 30% in Alberta to a high of 
68% in Quebec and 71% in Prince Edward 
Island in 2007 (Statistics Canada, 2007; 
CIHI, 2007; calculations by author).

5 The excess burden of taxation in the esti-
mates here assumes that governmental ad-
ministrative costs are funded through tax 
revenues generally, but that private compli-
ance costs are funded privately and do not 
have a distorting effect on the economy.

6 Total health expenditures include the pro-
vincial/territorial expenditures on health 
care, private health expenditures, and other 
government expenditures on health by the 
federal direct sector, municipal govern-
ments, and social security funds such as 
worker’s compensation boards (CIHI, 2007).

7 Note that the expenditure estimate used by 
Lucy Davis elsewhere in this issue of Fraser 
Forum from the OECD counts only the di-
rect expenditures on health care and does 
not include the additional costs of adminis-
tration, compliance, and the excess burden 
of taxation in public expenditures.
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in the July/August issue of Fraser Forum, Diane Katz’s rebuttal to Douglas 
Auld should not have stated that carbon dioxide contributes to the 
formation of smog.
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McCain’s plan shows more promise than Obama’s

Reforming the US health care system

John C. Goodman

Health care reform seems poised to 
take centre stage in the upcoming presi-
dential election in the United States. 
Not surprisingly, American presidential 
hopefuls Barack Obama and John Mc-
Cain have proposed radically different 
approaches to health care reform. Of 
the two, it is McCain’s proposal that 
would completely replace the current 
system with a fairer, more efficient one, 
providing a much better chance of in-
suring the uninsured and controlling 
health costs.

The Obama plan

A key goal of Barack Obama’s health 
proposal is “universal coverage.” Yet, in 
contrast to Hillary Clinton, Obama’s 
plan would not require individuals to 
purchase coverage, other than for their 
children. Although Obama’s plan would 
create new ways for people to obtain 
health insurance, based on reasonable 
assumptions the number of uninsured 
would rise, not fall. 

Taxing labor

Obama’s plan would subject all employ-
ers to a “pay-or-play” mandate, imposing 
a tax on those who do not provide health 
insurance for their employees. Follow-
ing a recent Commonwealth Fund anal-
ysis that many believe reflects Obama’s 
objectives (Schoen et al., 2008), employ-
ers would be forced to pay at least 75% 
of the premium for a minimum benefits 
package. Failing that, employers would 

have to pay an additional 7% payroll tax 
of up to $1.25 per hour per employee. Ba-
sic economics implies that such a payroll 
tax would be almost completely borne 
by workers. Thus, Obama’s criticism 
of Hillary Clinton applies to himself as 
well: he would try to force people to buy 
something they cannot afford, and then 
tax them when they don’t buy it, leaving 
them worse off than before.

Encouraging employers to drop 
health insurance coverage

Those who do not get insurance through 
an employer would be able to buy it 
through a National Health Insurance Ex-
change. Under the Commonwealth pro-
posal, the subsidized premium would 
be limited to 5% of income for low-
income families and 10% for everyone 
else. Given an average cost of employer-
based coverage of about $12,000 for a 
family (KFFHRET, 2007), families with 
incomes of up to about $63,000 would 
be better off if their employers dropped 
their current health plan and paid them 
higher wages instead, paid Obama’s pay-
or-play tax (along with income and pay-
roll taxes), and let employees use their 
additional after-tax income to buy their 
own insurance in the Exchange. 

Encouraging the healthy to be 
uninsured

Why pay expensive premiums for health 
insurance if you do not have any health 
problems? Insurers participating in the 
Exchange would be required to sell poli-
cies to all comers (guaranteed issue), and 

charge the healthy the same premium 
they charge the sick (community rating). 
This would give people a perverse incen-
tive to avoid buying insurance and pay-
ing premiums until they get sick.

Encouraging others to over-
insure

Obama’s plan would require health plans 
to include a package of minimum ben-
efits, but apparently there would be no 
maximum. Once people reached their 
maximum premium limit, the marginal 
cost of buying additional coverage would 
be zero, creating perverse incentives for 
people to over-insure at the taxpayers’ 
expense.

Encouraging special interests

Special interest lobbyists have pushed 
for state regulations that would require 
insurers to cover all manner of non-es-
sential services, including acupuncture, 
in-vitro fertilization, and marriage coun-
seling. The resulting premiums would 
price as many as one-quarter of the un-
insured out of the market. Obama’s fed-
erally imposed minimum benefits pack-
age would attract all manner of special 
interests trying to influence the details 
of the package.

Substituting government 
insurance for private insurance

Obama would also expand enrollment in 
Medicaid and the State Children’s Health 
Insurance Plan (SCHIP). Obama health 
adviser David Cutler estimates that ev-



  36Fraser  Forum  09/08  3636 www.fraserinstitute.org

ance. Today, monthly health insurance 
premiums can vary by hundreds of dol-
lars from state to state with much of that 
difference being driven by state regula-
tions and coverage mandates.

Helping the middle class

The McCain plan would provide much 
more help to low- and average-income 
families than the current system does. 
These families would get just as much 
tax relief to purchase health insurance as 
the very rich. Under the current system, 
families earning more than $100,000 a 

year get four times as much tax relief 
as families earning $25,000 or less. The 
biggest subsidy goes to those who least 
need it, and who probably would have 
purchased insurance anyway. By con-
trast, Obama’s plan would continue the 
current practice of giving the highest 
subsidies to the rich (through the tax 
system) and the poor (through spend-
ing programs).

Encouraging cost control

McCain’s plan would subsidize the core 
insurance that everyone has, leaving 
them free to purchase additional cov-
erage with after-tax dollars. Everyone 
would have an incentive to compare the 
value of extra health benefits to the value 
of other things money can buy. 

The United States health care system 
is in need of reform and there is no easy 

solution. However, McCain’s proposals 
have a much better chance of control-
ling costs, raising quality, and improving 
access than the proposals made by any 
other serious presidential contender.
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The McCain plan

Private health insurance is currently 
subsidized by excluding employer-paid 
premiums from income and payroll 
taxes. This subsidy, which amounts to 
more than $200 billion a year, is arbi-
trary and unfair. For example, there is 
virtually no tax relief for people who 
purchase their own insurance. McCain 
would replace this system with a uni-
form subsidy applicable to all insurance, 
regardless of how it is purchased.

Leveling the playing field

Under the McCain plan, everyone 
would be treated alike, regardless of in-
come or job status. His proposal would 
not raise taxes; nor would it lower them. 
Employers would no longer be able to 
buy insurance with pre-tax dollars, and 
their premium payments on behalf of 
workers would be taxable income to the 
employees, just like wages. However, ev-
ery individual would get a $2,500 credit 
($5,000 per family) to be applied dollar-
for-dollar against taxes owed. The Mc-
Cain proposal would allow people who 
must buy their own insurance to receive 
just as much tax relief as people who 
obtain insurance through an employer.

Creating a national marketplace

The McCain plan would also allow peo-
ple to buy insurance across state lines. 
This would allow people to purchase in-
surance under more consumer-friendly 
regulatory regimes and create a compet-
itive, national market for health insur-

McCain’s plan would subsidize the core 
insurance that everyone has, leaving them free 
to purchase additional coverage with after-tax 

dollars. Everyone would have an incentive to 
compare the value of extra health benefits to 

the value of other things money can buy. 
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