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About CHSPR

The Centre for Health Services and Policy Research (CHSPR) is an independent research centre based at the
University of British Columbia. CHSPR’s mission is to advance scientific enquiry into issues of health in
population groups, and ways in which health services can best be organized, funded and delivered. Our
researchers carry out a diverse program of applied health services and population health research under this

agenda. The Centre’s work is:

* Independent

* Population based
* Policy relevant

* Interdisciplinary

* Privacy sensitive

CHSPR aims to contribute to the improvement of population health by ensuring our research is relevant to
contemporary health policy concerns and by working closely with decision makers to actively translate
research findings into policy options. Our researchers are active participants in many policy-making forums
and provide advice and assistance to both government and non-government organizations in British
Columbia (BC), Canada and abroad.

Funding and Support

CHSPR receives core funding from the BC Ministry of Health, and ongoing support from the University of
British Columbia and the UBC College of Health Disciplines. This enables the Centre to focus on research
that has a direct role in informing policy and health reform, and facilitates CHSPR’s continuing development
of the BC Linked Health Database.

Our researchers are also funded by competitive external grants from provincial, national and international
funding agencies. They include the Canadian Health Services Research Foundation, the Canadian Institutes of
Health Research, the Commonwealth Fund, Health Canada, the Michael Smith Foundation for Health
Research, and WorkSafeBC.

Data Services: BC Linked Health Data Base

Much of CHSPR’s research is made possible through the BC Linked Health Database, a valuable resource of
data relating to the encounters of BC residents with various health cate and other systems in the province.
These data are used in a de-identified form for applied health setvices and population health research deemed

to be in the public interest.

CHSPR has developed strict policies and procedures to protect the confidentiality and security of these data
holdings and fully complies with all legislative acts governing the protection and use of sensitive information.
CHSPR has over 30 years of experience in handling data from the BC Ministry of Health and other
professional bodies, and acts as the access point for researchers wishing to use these data for research in the

public interest.
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The International Context: Canadian Conformity, American Exceptionalism

From 30,000 feet, both the provision and the financing of health care look roughly similar among high
income, industrialized countries. Important structural contrasts quickly become obvious at lower altitudes,
and there are on the ground virtually infinite fascinating differences in detail that can have important
influences on overall system functioning. But the same basic institutions and personnel are recognizable

everywhere.

Modern health care systems all have at their core a highly-trained physician workforce directing the care of
patients in hospitals, public or private clinics and offices, or (less commonly) home care settings. They are
supported by a diverse and much larger staff of nurses, technicians, and other personnel, most of whom are
reimbursed by other organizations rather than the physicians who direct them. The technology potentially
available for diagnosis and treatment is similar internationally, although the actual availability can vary
considerably across countries. The pharmaceutical industry is dominated by large multinational firms with
global reach, though specific national regulatory frameworks can have a major influence on the relative cost
and effectiveness of the patterns of drug use in different countries.

Expenditures on health care are everywhere (in the high income world) met primarily from public health
insurance programs financed either from taxation or from social insurance premiums. These cover more or
less the whole population in each country, though not necessarily “on equal terms and conditions.” All
systems include a secondary but significant level of out-of-pocket payment by patients, although the pattern
of such payments (by whom? for what?) varies greatly across countries.! In a number of countries there are
also private insurance systems; these may cover a significant proportion of the population but contribute
relatively little toward meeting overall expenditures. Private insurers prefer, for perfectly understandable
commercial reasons, to cover healthy people for relatively low-cost services.

The great exception to this common pattern is the United States, which as in many other respects is “not a
country like the others.” The extent of American exceptionalism is a debated topic in the political science
and public policy literature — particularly in the United States — but in health care policy the pattern is clear.
The United States is very different from other high-income countries on critical dimensions of system
performance, and these are traceable to important differences in key structural features. The extent to which
these in turn reflect systematic differences in undetlying ideologies is more debatable — is it American political
institutions that are fundamentally different or do Americans themselves just “think differently” from the rest
of us? Whatever its roots, however, exceptionalism is an obvious and fundamental feature of the American
health care system.

This international dimension is critical context for any comparison of Canadian and American expetience. It
is too easy, and far too common, for observers on both sides of the border to slip into the fallacy of
imagining that American institutions and approaches, particularly in financing, represent some sort of norm
or natural state from which Canada’s “socialized” health insurance (nof socialized medicinel) represents a
peculiar departure. Such a perspective is virtually automatic for Americans, unfortunately it is also often
accepted by Canadians.

The American media flood across the border, bringing with them a powerful set of preconceptions of both
fact and value, and providing a natural reference point for Canadians on any number of issues. Butin the
case of health care, and especially health care finance, it is vitally important to recognize that it is the United
States that is the international “odd man out”, and a long way out at that. The Canadian health care system,
on the other hand, is well within the pattern that White (1995) identified as the “international standard” — at
least for high income countries.

! Out-of-pocket payments are payments directly linked to the use of care — user charges. They do not include individual
payments for public or private insurance coverage.
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It is also important, however, not to fall into another trap, that of trivializing the differences across the border
as a simple “public-private” contrast.

It is true that for Canadians, virtually all hospital and medical care (though not pharmaceuticals or dentistry) is
provided without charge at point of service by private fee-for-service practitioners and not-for-profit
hospitals.? Providers are fully reimbursed by provincially-administered insurance programs at collectively
negotiated fees or fixed budgets.? In the United States, on the other hand, the only generalization possible is
that patients (other than the very poor) are unlikely to escape without any financial liability. But that liability
may vary from minimal to ruinous, depending upon which (if any) of a bewildering array of public or private
organizations accepts responsibility for payment. And the array of provider organizations is almost equally
diverse, with differential access and quality of care depending upon the nature of the patient’s insurance
coverage.

Surprising Similarities, Dramatic Differences

Yet according to official data Canadians and Americans actually pay, on average, virtually the same
proportion of their total health care costs out-of-pocket (12.4% and 12.8%, respectively, in 2003). In both
countries, seven dollars out of every eight are now paid by “third parties” — public or private insurers.* In
both countries, furthermore, the bulk of finance comes from governments.

The official data report 69.6% public financing in Canada (in 2004) and only 45.1% in the U.S., but both
countries also provide public subsidies (through the income tax system) for employer-paid private health
insurance. In Canada these “tax expenditures” are relatively small, amounting to less than 4% of total health
care costs, but in the U.S. they, in addition to other government-source contributions, bring the total public
share, direct and indirect, to just under 60%.> The ez contribution of private health insurance to funding
health care, after accounting for these subsidies, is just under 25% of the total, and about 7.5% in Canada.

So both systems are predominantly financed from public sources, and both draw about equal — small --
proportions of their financing from direct payments by users. So far, so similar. The really big differences
emerge, however, when one looks not just at the public-private split of costs, but at their total amounts, and
at how those costs -- and access to care -- are distributed across the two populations. Compared not only
with Canada but with every other high income country, American health care costs are both extremely high
and extremely unequally distributed.

These two characteristics interact to produce the results that Paul Krugman and Robin Wells (2006) describe
with characteristic vigour:

2 Diagnostic imaging and laboratory services outside hospitals are an anomaly, in many provinces provided by for-profit
public corporations yet billed as if they were professional medical acts

3 Canadian physicians have, throughout the history of Medicare, argued for the right to “extra-bill” patients at rates
above those negotiated with the public plans. Extra-billing was largely suppressed by the Canada Health Act of 1984, but
twenty years later some entrepreneurial practitioners have developed various indirect ways of circumventing the Aez.
While “two-tier medicine” is a highly controversial political issue, and likely to remain so, it is still confined to a handful
of elective surgical and diagnostic procedures, and accounts for a very small share of total expenditures.

* Canadian expenditure data are drawn from CIHI (2005). That source provides expenditure forecasts for 2004 and
2005, but the division of private expenditure into out-of-pocket and privately insured is available only to 2003.
American expenditure data to 2004 are from the United States, Centers for Medicare and Medicaid Services (2000).
International comparative data in Figures 1 and 2 are from OECD (2005); note that the OECD concept of GDP is
slightly different from that in Canadian and American sources.

5 Woolhandler and Himmelstein (2002) provide the estimates for the United States; the 4% for Canada is projected from
Smythe (2001).
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“The United States is unique in being a place where the cost of illness and medical expense
can bankrupt you, where the inability to pay for basic medical care can lead to a downward
spiral in your health, and eventually death. Millions of Americans are unable to afford
medical care and the results are dire. The best estimates suggest that something like 18,000
unnecessary deaths take place each year just because of inadequate health insurance. That’s
the equivalent of six 9/11s every year. And there’s much more, there are many people who
suffer from ill health, who suffer a collapse of their finances, collapse of their families, all
because of this failure of basic health care provision that every other wealthy country has
managed to do, but that we have not.”

Well, yes.

Cost Explosion, Cost Containment

The most obvious and dramatic difference between the two systems, and the clearest evidence of American
exceptionalism, is in the pattern of evolution of total health expenditures. Figure 1 shows the ratio of total
health expenditures to national income (gross domestic product or GDP) for Canada, the U.S., the U.K. and
an unweighted average of those countries of the Organization for Economic Cooperation and Development
(OECD) for which data are available back to 1960.¢ (This excludes new member states such as the formerly
socialist economies.) Figure 2 shows these data as deviations from the OECD average. The overall pattern is
of continuing cost escalation, but health care in the United States is much more expensive than anywhere else.
The gap has been growing for about thirty years, and continues to grow.

Figure 1
National Health Expenditure as Percent of GDP, Selected OECD
Countries, 1960-2004

Percent of GDP

OECD Avg. —&— Canada —4&— U.S. —=— U.K.

¢ Countries reporting to the OECD revise their data from time to time, but do not always revise earlier data. Figure 1 is
drawn from the most recent data, interpolated and extrapolated back to 1960 based on data previously reported.
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Figure 2
National Health Expenditure as Deviation from OECD Average,
Selected Countries, 1960-2004

Percent of GDP
N

The introduction of Canada’s public Medicare system at the end of the 1960s is clearly evident in the
flattening of the Canadian trend line after 1970 and its convergence toward the average for OECD countries.
Prior to that time, the Canadian and American ratios were more or less equal, and rising in parallel. Universal
public coverage brought with it cost control. Canadian costs have escalated (as a share of income as well as in
total) significantly since then, more rapidly in some periods than in others, and have never ceased to be
politically contentious. But thirty years later they remain close to the OECD average. Relative to the pre-
Medicare trend and contemporaneous American experience, the growth has been much more moderate.

Almost as clear is the similar pattern in the OECD generally. Prior to the mid-1970s, the OECD average
ratio also rises in parallel with that of the United States, although at about 12% - 2% below. But during the
1970s the other countries of the OECD also developed administrative mechanisms of cost control within
their various universal public insurance systems. From then on, their costs rose much less rapidly, and the
gap between the U.S. and everyone else has widened steadily. By 2002, the share of national income spent on
health care in the United States was fifty percent greater than the average for the group of OECD countries
in Figure 1 -- a difference of more than five percentage points of GDP.

Spending in Canada, by contrast, was only slightly above this OECD average. The 2005 spending projections
for Canada are $142 billion, or $4410 per capita, and 10.4% of national income. This is no small sum. But it
we were burning money at the American estimated rate for 2005, 15.6% of GDP, we would be spending
exactly fifty percent more, $213 billion or $6615 per capita. That is $2200 extra for every man, woman and
child in the country.

Moreover, the U.S. Office of the Actuary projects that American health expenditures will double between

2005 and 2015, reaching $4 trillion, or 20% of national income (Borger et al., 2006). Expenditures will
undoubtedly rise in Canada as well, and in all other high-income countries, but nowhere else is anything like
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this expansion anticipated. Costs are clearly out of all control south of the border — and indeed have never
been in control.

Resilient Myths and Economic Interests

This comparative expetience gives the lie to thirty-five years of claims by American opponents that universal
public coverage would be “too expensive”. Canadian opponents made similar claims in the 1960s, and
indeed still do. Current rhetoric that Medicare in Canada is economically “unsustainable” simply puts a new
label on an old myth. It was not true then, and it is not true now. But such claims continue, impervious to
experience.

The reasons for this resilient myth-making and myth-propagation will be easier to understand after a bit
deeper probing of comparative system structure and function. But at the core of the explanation is a simple
accounting identity that is one of the keys to understanding all controversies over health policy, public or
private. Every dollar of expenditure, in every system, is simultaneously a dollar of someone’s income.

Whatever other effects it may have, good or bad, cost control is always income control. It follows that no
matter what the level or rate of growth of health care expenditure, or the intensity of public concern over
“spiraling costs”, there will always be powerful economic interests attempting to frustrate efforts at control
and keep those costs escalating. These interests include not only physicians, and drug and medical device
companies, but also private insurance companies and hospital unions, and indeed all those groups whose
members derive their incomes directly or indirectly from the provision of health care and related services. It
is immaterial, whether the cost escalation corresponds to expanded services with significant health benefits,
or simply waste motion or even active harm. Expenditure, no matter on what, still exactly equals income.

It is this accounting identity that underlies the insight expressed compactly thirty years ago in Aaron
Wildavsky’s Law of Medical Money: “Costs will increase to the level of available funds . . . that level must be
limited to keep costs down.” (Wildavsky, 1977) Unless countervailing forces — and that turns out in practice
to mean political forces — can be put in place, costs and incomes will keep on escalating. The United States
has been uniquely unsuccessful in putting in place those countervailing forces.

What Bent the Canadian Curve? Sole-Source Public Funding

The contrast in total expenditures is powerful prima facie evidence of important differences between Canada
and the United States. As the lawyers say, res ipse loguitur, the thing speaks for itself. But it does not in itself
tell us anything about either how and why these differences have emerged, or what implications they might
have for health and well-being on the two sides of the border. The timing of emergence of the expenditure
gap, however, links it directly with the extension of Canada’s Medicare system at the end of the 1960s, to
cover physicians’ services as well as those of hospitals. The United States also introduced, in 1965, major
public programs for financing health care — Medicare for the elderly and Medicaid for the indigent. But these
new programs, important as they were, were not associated with any change in the American trend of cost
escalation.

The obsetrvation of parallel cost escalation prior to 1970 and continuous divergence thereafter thus reflects
the consequences of fundamentally different choices made in the Canadian and American approaches to
public financing. The major difference between the two countries is that while both have maintained a
diversity of financing sources, with public payment predominating, the dividing line between public and
private is placed very differently.

In Canada the primary source of funding depends upon the type of benefit; in the United States it

depends upon the characteristics of the beneficiary. This is critical. Canada’s Medicare programs cover
the entire population, but pay only for the services of hospitals and physicians. Dentistry and
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pharmaceuticals are financed through a mix of public and private insurance (albeit in the latter case with
substantial public subsidies) and a substantial component of out-of-pocket payment.

A number of individual provinces have their own programs for covering some portion of pharmaceutical
costs, and for continuing care (institutional or home). But these are not part of the national (“federal-
provincial”’) Medicare program and consequently vary greatly in coverage from one province to another.
Pharmaceutical insurance coverage in Canada thus follows the American model, with partial public coverage
and a major role for private insurers. Correspondingly, pharmaceutical costs show the same pattern of
uncontrollable cost escalation.

In the United States, by contrast, the population is divided into different categories by age and income. The
federal Medicare program pays for (most of) the cost of hospital and medical services for those 65 and over;
and now for some pharmaceutical costs as well. State-administered Medicaid programs, with federal financial
contributions, pay for those falling below state-defined income levels — (which in some states are well below
the official poverty line). These two programs account for just over 70% of reported public contributions;
the rest comes through a wide diversity of specialized categorical programs including those for the military,
veterans, native populations and many more. The majority of the non-elderly population have private
insurance, almost entirely employer-sponsored, of highly variable cost and coverage.

This patchwork of programs provides the large majority of Americans with good, or at least adequate
insurance coverage, though they may be unhappy at its cost. The proportion of hospital costs, for example,
that Americans in 2003 had to pay out-of-pocket was both very small and very little different from that paid
by Canadians -- 3.2% compared to 2.3%. As a share of national income the American payments are about
twice as large, because total hospital costs take up a roughly fifty percent larger share of American incomes.
But in both countries hospital insurance coverage is almost complete.

Physicians’ services are a somewhat different story; Americans paid 10.0% of those bills out-of-pocket
compared with 1.2% in Canada, and “physician and clinical services” account for a much larger share of total
costs in the United States — 21.3% rather than 12.8%. Some of the services bundled into hospital care in
Canada are in the United States charged separately by physicians and private clinics. But ten percent of
twenty percent is still not a huge number. On average Americans paid less than $200 (USD) out-of-pocket
for hospitals and medical care in 2005. Canadians paid proportionately much less, a bit under $30 (CAD),
but the bottom line is that while Medicare in Canada covered about 98% of patients’ hospital and physician
costs, the patchwork of American public and private insurance programs covered, on average, about 94%.

Nobody We Know — The Uninsured Americans

On average. But a significant proportion of the American population do not fit into any of the insured
categories. If one is neither elderly, nor very poor, nor a veteran, nor in a highly paid or well-insured job (nor
independently wealthy), a serious illness or an expensive chronic condition is very likely to lead to bankruptcy
and/or lack of appropriate care.

Just under sixteen percent of the American population — 46.6 million in 2005 (United States Census Bureau,
20006) have no health insurance coverage at all. A further fifteen million of those insured are estimated
(Schoen et al., 2005) to have coverage inadequate to meet any setrious health problem. In total twenty percent
of Americans and over one third of the adult, non-eldetly population are either uninsured or under-insured.
That is about twice the population of Canada.

The incidence of un- or under-insurance is far from random. Those without adequate or any coverage are

much more likely to be poor and unhealthy. Schoen et al. find that 49% of those in their lowest income
group (< $20,000 in 2003) were uninsured and another 19% underinsured with similar proportions for those
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within 200% of the official poverty line. Over two-thirds of American adults in the lowest income groups
have inadequate or no coverage. And people in these groups are on average less healthy. Inadequate or no
coverage was twice as prevalent (54%) among those with fair or poor (self-reported) health as among those
with excellent or very good health (28%). Private health insurance differentially excludes those with lesser
resources and greater needs — as it must, in a competitive private market.

Nor is lack of coverage solely a problem of the poor. Loss of well-covered employment, onset of expensive
chronic illness, or just a problem excluded in the fine print, and an American can be left uncovered or
scrambling for coverage on any terms available. It is a continuing source of anxiety, particularly for those in
the yeats -- between forty-five and sixty-five — of pre-Medicare senescence. (“Job lock” refers to the inability
to change employment, because health insurance would not be available anywhere else.)

This is the point emphasized above by Krugman and Wells. No coverage means much more limited access
to care, poorer health outcome, and excess mortality. People die. The “problem” of the uninsured has been
well-known and widely deplored for many years. But nothing is done.

There is obviously no shortage of resources in the American health cate system — quite the contraty,
compared with every other system in the world it is awash in money. But all that money already has
someone’s name on it, so despite hand-wringing across the political spectrum there has never been any
political stomach for re-allocating the relatively small share of current expenditures that would be necessary to
provide coverage, and care, for the uninsured. The uninsured may from some perspectives be a black mark
on the American system, but so long as the vast majority of Americans have adequate coverage their
problems are not sufficiently important to merit serious action.

Divide and Conquer (the Treasury)

The American system of categorical coverage, however, also underlies the pattern of uncontrolled cost
escalation — another “problem” that has been endlessly debated and deplored for the past forty years but
never effectively addressed. The experience throughout the OECD world has been that pressures for health
cate cost escalation are universal and unlimited, and can be checked only by a payment system that effectively
monopolizes all sources of funding and places a global limit on total system revenues. This was learned by
students of health cate, and particulatly by health care payers and policy-makers, during the 1970s, and the
effects of their various responses are reflected in Figure 1. It was that practical experience that Wildavsky
drew upon in formulating his Law of Medical Money/.

The most common way of achieving this control is through establishing a “single-payer” system, in which all
or nearly all of the revenues of the health care system flow through a single public agency, either a branch of
government or a public agency responsible to government. The necessary revenues are raised through either
taxation or compulsory insurance premiums, typically linked to income but not to illness status. The same
effects can be achieved with multiple payers, as in Germany, so long as the multiple payers are tightly
regulated and co-coordinated, and #of permitted to behave like commercial insurers, charging premiums based
on risk status (the sick pay more) and refusing to cover the “bad risks”.

As noted above, however, every dollar of expenditure is a dollar of someone’s income. Those whose income,
and future prospects, are being restricted by effective cost control never cease and never will cease to search
for ways to outwit Wildavsky and expand their revenues — i.c. health care costs. These efforts fall into two
general categories, not mutually exclusive.

The first is political pressure to relax constraints on public funding by promising great health benefits either

from expanding particular programs or simply from bigger budgets. Alternatively, failure to expand budgets
will have dire consequences — the British expression is “shroud-waving.” Unless we get more money, people
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will die! A common sub-theme is that more money for #his program will result in cost savings elsewhere. But
since those savings would necessarily involve reducing someone else’s income, in practice they are rarely if
ever realized.

The second line of attack, however, recognizes the (relative) effectiveness of public cost constraints, and thus
tries to open or expand private channels of funding. User charges to patients, for example, enable
strategically-placed physicians and other providers to increase their revenues over and above the
reimbursements they receive from public programs. Private insurance offers support for such charges, by
reducing the possibility that they might actually discourage use, thereby threatening provider incomes and
perhaps patient health. The “public-private” financing debates have gone on for years, and go endlessly over
the same ground, but they always come back to the fact that private funding, preferably from multiple
sources, undermines or defeats collective efforts to contain costs.

And that, in a nutshell, is the story of the many decades of American cost expansion — and the equally
persistent efforts in Canada to open up private channels of finance for hospitals and particularly physicians’
services. The American experience is idiosyncratic because, alone among OECD countries, it has preserved a
fragmented, multi-sourced financing system for hospitals and medical services. Canada’s expetience parallels
that of the rest of the OECD because it has not.

The United States is unique not just in the OECD but indeed in the world (except for the Union of South
Africa) in the extent of its reliance on private commercial insurance to finance health care. Private insurers
manage only one third of the payment flows, and raise, net of public subsidy, less than one quarter of the
costs. But they are the primary payers for a majority of the population, because they do not cover the high-
use categories, the elderly and the poor. And American governments, though they issue the payments for
45% of health care expenditures, do so primarily through two quite separate programs — Medicare and
Medicaid -- of approximately equal size but with very different rules for eligibility, benefits and
administration. Moreover they are managed by different levels of government. In the United States
“government” is not a single payer but two, even for the costs that are directly covered by the public sector.

“We Stand on Guard, Eh?” — Sort Of

In Canada, by contrast, provincial governments are in total responsible for about 91% of public spending on
health care. The federal government makes substantial cash contributions to the provinces, and has over the
years transferred to them access to a greatly increased share of the individual and corporate income taxes to
assist with the financing of the Medicare program. These funds, however, flow into provincial general
revenues and are not directly linked to provincial expenditures.

The federal government plays an absolutely critical role, however, in maintaining the integrity of the Medicare
system through the Canada Health Act, which makes the federal cash contributions conditional upon
provincial plans conforming to the fundamental national principles of

e Universality (coverage of 100% of the eligible population “on equal terms and conditions”,

e Comprehensiveness (coverage of all medically necessary services),

e Reasonable Access which inter alia requires that the federal cash transfers be reduced dollar-for-dollar
for any user charges that a provincial government levies or permits to be levied on insured residents
for insured services),

e DPortability (residents of a province are covered for services received in another province), and

e Public Administration of the payment system.

The centrality and significance of the CHA is clearly recognized by those with an economic or ideological

interest in undermining Medicare and expanding the role of private financing. User charges have been the
principal focus; right-wing provincial governments have been quite explicit about their desire to shift more of
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the costs of health care from taxpayers to patients, from the more to the less healthy and wealthy. They are
strongly supported both by representatives of upper-income taxpayers and by those providers of health care
who recognize the restraints that the single-payer public system places on their income opportunities. To
date they have been restrained by the threat of a corresponding reduction in federal cash transfers. There has
however been a certain amount of “creeping privatization” to which the response of successive federal
ministers of health, despite their legal obligations under the CH.A, has not been overly energetic.

Uniquely Expensive -- But Worth the Money?

A focus on comparative costs risks missing a central point. What do residents of the two countries get for
their money? International comparisons make it clear that the American health care system is exceptional
both in the level and rate of growth of expenditures and in the incompleteness of insurance coverage. But
what about the more than eighty percent of Americans who are insured? Many, perhaps most, seem willing to
believe that their country offers “the world’s finest health care” as well as the world’s most expensive. Are
those who have access to it exceptionally well cared for? Are they healthier or happier than Canadians, or
Europeans? Do they in fact get more or better care, or do they simply pay more for what they get? For that
matter, how well served are Canadians, by a system that is among the more expensive in the OECD?

Conclusive answers to these questions have been slower to emerge. It is (relatively) easy to count dollars,
pounds, marks and francs — cost estimation is an accounting exercise, albeit a complex one. Converting cost
data to utilization data is much more difficult, ideally requiring construction of reliable cross-national price
indices that would enable one to identify the bundles of services that expenditures actually buy, in different
systems.

Comparing the quality of those services, across entire systems, is still more difficult. No one could deny, for
example — and no one does — that the best of American health care is among the best in the world — as in fact
is the best in Canada. But that care is not available to many Americans, who receive care -- if at all — on terms
that would not be tolerated in Canada or any western European country. How should one average the good,
the bad, and the ugly?

Paying Much More for Much Less: The Worlds Most Expensive Insurance

Nevertheless, over the last couple of decades there is increasing evidence that Americans do not in fact get
better health care than Canadians, or citizens of other high income countries, they just pay (much) more for
it. As Anderson et al. (2003) titled their comparison of costs, services and outcomes across the OECD, “It’s
the prices, stupid!”

One of the most significant observations has been the large discrepancy between Canada and the United
States in the costs of running their respective payment systems. In all insurance systems, public or private,
some portion of the amounts contributed must be used not to pay for health care per se but to cover the costs
of the insurance mechanism itself. These “overhead costs” are required to assess and collect contributions
and to evaluate and pay claims. But they vary greatly depending upon whether the system is universal and
comprehensive, and financed out of general tax collections, or whether private companies must set a complex
system of rates based on the risk status of individuals and groups, and offer a bewildering variety of types and
levels of coverage -- and earn a satisfactory profit margin -- in a highly competitive market.

In 2003 these overhead costs absorbed 17.7% of expenditures on private health insurance in Canada and
14.2% in the United States. By contrast, the overhead share for the major public programs in the United
States was 2.8% for Medicare and 7.1% for Medicaid. The Canadian data do not break out Medicare
separately, but reported provincial government spending on administration, as a share of spending on
hospitals and other institutions, physicians and other professionals, and prescription drugs, was 2.3%. The
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private insurance mechanism thus adds a mark-up of 10%-15% to the total costs of providing health care,
relative to the administrative costs of a universal public system.

But this is only half the story. In their pioneering study of insurance overheads twenty years ago, David
Himmelstein and Steffie Woolhandler (1986) pointed out that system comparisons must include not only the
reported expenditures on “pre-payment and administration” by private and public insurers, but also the
relative administrative costs incurred by providers — physicians, hospitals, and nursing homes — in dealing
with the different types of insurers. These administrative costs, which must be added into the costs of the
care services themselves, are much higher in the United States because of the diversity of different insurers
and different policies, each with its own rules for eligibility and coverage.

Himmelstein, Woolhandler and their colleagues have provided several updated estimates of the total
administrative costs of the American payment system, relative to the single-payer system in Canada.
Woolhandler et al. (2003) estimated using 1999 data that in that year the private insurance mechanism in the
United States generated $209 billion in excess administrative costs, relative to what the costs would have been
to administer a universal, public single-payer insurance system as in Canada. These excess administrative
costs made up 16.5% of total American health expenditures of $1.27 trillion in 1999. Projecting this
percentage to spending in 2004 yields a figure of $309 billion, or roughly $1000 for every man, woman and
child in the United States. Surely they would have had better use for the money.

The costs of this bureaucratic waste motion -- pure “paper-pushing”, if the real objective is to finance health
care -- account for a little over half of the difference between the two countties in the share of national
income devoted to health care. Since these costs do not support the actual provision of care — they pay for
accountants, clerical staff, and marketers, not doctors and nurses — it is hard to see how they can offer any
additional health benefits to Americans.’

Same CABG, Twice the Price

The excess costs associated with the private insurance system are, however, only one (albeit a large one) of
the sources of higher expenditures in the United States. Where does the rest of the money go? A recent
study by Eisenberg et al. (2005) suggests part of the answer. They noted that a number of hospitals in
Quebec and in the United States are using the same computerized accounting system. They were thus able to
compare, using exactly the same methods of cost-finding and allocation, the total direct and indirect costs of
caring for patients undergoing the same procedure, coronary artery by-pass grafting (CABG), between 1997
and 2001. Medical records were available to identify individual patient characteristics prior to surgery, and
subsequent outcomes.

Their conclusion:

“The in-hospital cost of CABG in the United States is substantially higher than in Canada.
This difference is ... not explained by demographic or clinical differences, and does not lead
to superior clinical outcomes.” (p. 1500)

Specifically, after controlling for demographic and clinical differences in the patient populations on the two
sides of the border, costs were 82.5% higher for the American patients.® About 55% of this difference was
due to higher direct costs of treatment, and about 45% to higher administrative overhead costs. American
patients underwent more procedures, on average, while staying for fewer days. The greater number of

7'They could conceivably be used to manage the actual provision of care more effectively. But they aren’t.

8 Canadian costs were converted to USD using purchasing power parities defined at the economy-wide level; during
1997-2001 these ranged from .826 to .847 USD to the CAD. In 2006 the CAD is trading around .89 USD; converting
to USD at this rate yields costs averaging 71.5% higher in the United States.
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interventions, however, explained little of the cost differential; adjustment for greater procedural intensity
only reduced that differential from 82% to 75%.

The primary factor was an across the board higher cost per unit of service in the U.S. — confirming the
conclusion of Anderson et al.: “It’s the prices, stupid!” And the similarity of outcomes on both sides of the
2

border undercuts any argument that the higher American unit costs corresponded to higher “quality”,
however measured.”

Although the episodes of care for Canadian patients were much less costly, and equally effective, it is worth
noting — as the authors do — that their average length of stay in hospital was 16.8% longer.10 This reflects a
long-standing difference between the two hospital systems; more is done to or for patients in American
hospitals, in a shorter time period. Both admissions and lengths of stay in acute care hospitals have dropped
dramatically over the past thirty years, on both sides of the border, largely due to changes in clinical
conventions rather than to changes in medical technology.11 Throughout this period, however, Canadian
hospital utilization has remained significantly above American.

If patient outcomes are the same, why cannot Canadian hospitals shorten their lengths of stay? The primary
impact would be to reduce requirements for nursing staff, at a time when nurses are in short supply across
the country. The fact that the American system is vastly more expensive than the Canadian does not prove
that Canadians necessarily “have it right”, or that the lessons from south of the border are all negative. In
fact, American hospitals are often remarkably efficient at what they do. The integrated systems such as the
Veterans’ Administration and Kaiser-Permanente, or the Mayo Clinic, are world models. Overall, however,
they just do too much of what they do and charge far too much for it.

Healthier Canadians — But Because of Health Care?

Directly comparable patient-level data on costs and outcomes are, unfortunately, rare. Another way to come
at the question of relative system costs and effectiveness is to try to measure the health status of the two
populations. Canadian life expectancies, for example, are significantly better than American. They are little
inferior to the highest in the world, the Japanese and the Swedish, while the Americans are well down in the
OECD pack. This was not always so; in 1950 life expectancies in the two countries were more or less equal
(Siddiqi and Hertzman). But during the 1950s and 1960s, while life expectancies were increasing in both
countries, they were increasing faster in Canada. The United States partially caught up in the late 1970s, but
from 1980 on Canada has pulled still farther ahead. By the end of the century the Canadian advantage was
about two years.

 An older study by Tu et al. (1997) compared procedural intensity of care on the two sides of the border for patients
with new acute myocardial infarct in 1991. American patients were five to eight times more likely to undergo coronary
angiography, percutaneous transluminal coronary angioplasty, or coronary-artery bypass surgery in the first 30 days after
infarct. Mortality rates were slightly lower in the United States during the first 30 days (21.4% compared with 22.3%)
but after a year the difference had virtually disappeared (34.3% versus 34.4%). Again, more activity and (presumably)
higher costs but no significant difference in outcomes.

10 Many Canadian acute care hospitals include long-term care wards. When data at the national level are reported by
hospital, not by patient, average lengths of stay in acute-care are upward-biased by the inclusion of these long-term
patients. This can distort international comparisons. But even after removal of this bias, Canadian stays are still
persistently above those in the United States.

I Pharmaceutical marketers have tried hard, and with some success, to promote the claim that these reductions have
occurred because of the development of new and more effective drugs, thus justifying the rapid increases in drug costs.
There are certainly cases where this has happened, but in general the claim is just marketing. It presupposes that the
eatlier lengths of stay were in fact clinically justified, given the technology of the day, and that is simply false,
inconsistent with analyses of hospital use then and now. The primary factor bringing about reductions in hospital use
was budgetaty; clinicians and administrators took advantage of well-known opportunities for reduction only when funds
were no longer sufficient to support previous practices.
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“A two-year life expectancy gap may not sound like a lot, but during ages 25-64 it translates
into mortality rates 30-50% per year higher in the US compared to Canada. Socioeconomic
analyses show that the poorest 20% of Canadians enjoy the same life expectancy as
Americans of average income.” (Siddigi and Hertzman)

Canada is a healthier society,'” and the differential is most marked at the low end of the income range. But
one cannot necessarily attribute these differences to the relative effectiveness of our differing national health
care systems. They reflect a whole array of social and economic differences of which access to health care is
only one.

Some are obvious, such as contrasting attitudes toward gun control, or the greater extent and depth of
poverty in the United States. Others are much more subtle, such as the levels of chronic stress arising from
the whole pattern of circumstances in which people live and work (Gosselin, 2004). Universal public health
insurance, for example, may contribute to the health of a population not only through access to needed care,
but also through a sense of security and reduced vulnerability. The millions of Americans facing potentially
dire consequences from an episode of illness have, as Krugman and Wells emphasized above, no counterpart
in Canada or any other high income country.

One cannot even rule out, at least not on the basis of comparative health status alone, a contrarian claim that
the American health care system might do a betfer job of protecting the health of its population against the
myriad threats of a much more unhealthy society. The overall American mortality rates may be relatively
poor, but perhaps without the massive expenditures on health care they would be much worse. (Such a claim
invites the response that perhaps Americans would be better advised to spend less on health care and more
on addressing the social determinants of their ill-health, but that is beside the point.)

Living Is a Thing that Insurance Can Buy

A series of papers by Gorey, however, presents evidence bearing directly on this claim. He focused on the
five-year survival rates of patients diagnosed with cancer, in pairs of roughly comparable cities — Winnipeg
and Des Moines, Toronto and Detroit, Honolulu and Toronto (Gorey et al., 1997, 2000, 2003). The
presumption is that whatever the biological, environmental or social origins of cancer, access to health care is
a critical factor in determining survival rates. Gorey grouped patients into socio-economic classes, looking
for cross-border differences in survival rates in aggregate and by income class.

The city pairs showed no (statistically) significant differences in five-year survival rates, with one consistent
exception. Survival rates were significantly lower in the lowest income class in the United States. These are
the people least likely to have insurance coverage, and thus with the poorest access to health care. Gorey’s
findings indicate that Canadians and most Americans, if they are unfortunate enough to develop cancer, are
about equally well served by their respective health care systems — the extra American spending does not buy
longer survival. But the poorest Americans can expect to die sooner than Canadians or other Americans.
The most plausible explanation is inadequate health care.

Mining the JCUSH: Poorer, Sicker, Fatter, and Uninsured

A similar though less sharply pointed message emerges from the Joint Canada/ United States Survey of Health,
2002-03 (JCUSH) (Sanmartin et al., 2004). This telephone survey was designed jointly by Statistics Canada
and the United States National Center for Health Statistics, asking identical questions to representative

12 .simple indexes of health, such as mortality and life expectancy ... happen to correlate well with multi-dimensional
health indexes.” (Siddiqi and Hertzman)
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samples of Canadian and American respondents and focusing on self-rated health status along with a range of
potential correlates.

On average, slightly more Canadians reported themselves to be in excellent, very good, or good health —
88.3% compared with 85.4% -- and the difference though small is statistically significant (Sanmartin ez al., op.
¢it. Table A-1). The remainder reported themselves as in fair or poor health. (Interestingly, statistically
significant differences were also found within the 18-44 and 45-64 age groups, but not for those 65 and over,
who in the United States are all insured under the national Medicare plan.)

Self-reported health in both countries followed the usual gradient by income class (Table A-7). The
proportion of people reporting fair or poor health falls monotonically as one moves up the income scale.
The gradient was however significantly steeper in the United States; 31.0% of those in the bottom income
quintile in the United States reported themselves as being in fair or poor health compared with only 23.3% in
Canada. Interestingly, Americans in the top income quintile were also significantly more likely to report fair
ot poor health — 7.0% as against 4.4. The spread between the fair/poor percentages at top and bottom
incomes is 18.8 percentage points for Canada and 24.0 for the United States.

The JCUSH data provide clear evidence of much weaker attachment, and lower access, to the health care
system among low-income and/or uninsured people in the United States. Canadians and znsured Americans
are equally likely to report that they have a regular medical doctor — 84.9% and 84.3% (Table A-12). (In both
countries, this proportion rises with age and is about ten percentage points higher for females.) Among
uninsured Americans, however, only half as many, 42.5%, report that they have a regular medical doctor.

(Table A-12)

The American uninsured were also far more likely to report an unmet health care need; 40.0% compared
with 10.0% for insured Americans and 10.3% for Canadians (Table A-14). Reported unmet needs are in both
countries greater in the lower income quintiles (Table A-16), but the rate is much higher in the United States
— 26.6% in the lowest quintile and 14.1% in the next lowest, compared with 17.4% and 11.3% in Canada.”

On the other hand, Americans were also much more likely to be obese (Table A-9), which is a well-
recognized risk factor for ill-health in many forms. Obesity is in both countries graded by income; the
proportion reporting an “obese” body mass index rises steadily as income falls. But again the gradient is
steeper in the United States; 27.3% and 23.4% of Americans in the bottom two income quintiles were
reported as obese compared with 17.6% and 16.6% of Canadians. Canadian rates were lower in every other
quintile as well, though the differential shrinks as income rises. These findings point to differences in social
context — an unhealthier society south of the border that bears more heavily on those with lower incomes —
quite independently of the health care system itself.

The gender-specific data also suggest a link between obesity and ill-health. Obesity rates among males were
quite similar, 17.7% in Canada and 19.7% in the United States (Table A-6). But 21.4% of American females
were reported as obese, nearly double the Canadian rate of 12.4%. Rates of self-reported fair or poor health
are also quite similar among males -- 12.4% in Canada and 13.4% in the United States (Table A-2). But
15.7% of American females report fair or poor health, compared with only 11.1% of Canadians. At least
according to the JCUSH, American females are fatter and sicker than American males or Canadians of either
sex.

13 The data reported in Sanmartin et al. (2004) do not identify the separate effects of low income and uninsured status.
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Healthy Brits, Sick Americans — And It's Not Health Care

But the higher rates of obesity among American females and at the bottom end of the income distribution,
while correlated with poorer health, may not, in fact, play much of a role in explaining the cross-border
differences. This is indicated by another recent international study showing major health effects apparently
due to differences in social context — the point emphasized by Siddiqi and Hertzman.

Banks et al.s (2006) compare the health of residents of the United States and the United Kingdom. In each
country, data were taken from comparable questions on two different surveys, one using self-reports of the
prevalence of seven chronic diseases (diabetes, hypertension, heart disease, myocardial infarction (heart
attack), stroke, lung disease, and cancer) and one providing biological measures or markers linked with these
diseases. Data were also collected on income and education (ranked by tertiles or thirds in each country), and
on several behavioural risk factors — smoking (present and past), alcohol use, and obesity. The researchers
compared only non-Hispanic whites in both countries, in order to avoid the possible confounding effects of
obvious differences in race and ethnicity. They also restricted attention to those in the 55-64 age range.

The usual social gradients in health emerged cleatly in both countries; lower prevalence was associated with
both higher income and higher education for every disease except cancer. But the prevalence of every illness
was higher in the United States at every income and education level (except for lung disease in the highest
income or education tertile). The American disadvantage was particularly marked in the lowest
income/education tertiles, but for several diseases — diabetes, hypertension, heatt disease and cancer — the
prevalence among the highest income and education tertiles in the United States was greater then or equal to
that in the lowest third in the United Kingdom.

The data on disease prevalence in both countries come from self-reports. But in each country the patterns in
these data were consistent with those from the surveys collecting biological data.

“Two simple but powerful conclusions follow [from this consistency] ... First, Americans
are much sicker than the English. Self-reports of disease are not deceiving us ... Second, the
SES-health gradient is also not a reporting mirage; a by-product of differential ability ... to
recognize and report disease in surveys ...” (p.2044)

Several of the findings of this study ate relevant to the interpretation of the JCUSH, and for the comparison
of the Canadian and American health care systems more generally. First, it provides powerful evidence that
Americans (at least in this age bracket) are relatively unhealthy, even after removing disadvantaged racial and
ethnic groups from consideration. Nor is this a consequence of differential access to health care. The United
Kingdom, like other high income countries has a universal, tax-financed health care system, but health
insurance is also virtually universal among high income Americans. Banks et al. estimate that only 2.6% of
those in the top third of incomes in their sample were uninsured (p.2043). Americans simply spend about
twice as large a share of their considerably larger national income on health care (14.6% compared with 7.7%
in 2002). That extra spending, whether it is buying more procedural interventions or simply supporting
higher prices (and incomes) for those in the health care sector, has not yielded better health.

Furthermore, although Banks et al., like the JCUSH, find significantly higher rates of obesity in their
American sample — the Brits are harder drinkers, and smoking rates are about the same — adjustment for
these well-recognized behavioural risk factors has #o impact at all on the observed differences in disease
prevalence. This suggests that it would thus be unwise too quickly to attribute the differences observed in the
JCUSH to differences in obesity rates.

As noted above, however, evidence that “Americans are sicker” could well be interpreted as evidence not of

an inefficient and wasteful health care system but of the additional resources required to care for people in a
much more hostile social environment. Perhaps health care costs more in the United States because it has a
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more difficult task than in other, more healthful countries? While Banks et al. rule out the effects of a few of
the most prominent forms of unhealthy individual behaviour, that simply shifts attention to less immediately
obvious aspects of the social environments in which Americans live and work, as sources of their health
disadvantage.

Clinical Practice Variations within the United States: More Money Buys More
Care -- and Poorer Outcomes!

A series of remarkable studies within the United States itself, however, does permit us to reject this line of
argument. Researchers at Dartmouth University, under the leadership of John Wennberg, have for many
yeats been studying the sources and implications of geographic variations in medical practice. A landmark
pair of papers by Fisher et al. (2003a,b) examined costs and outcomes of care for four patient cohorts (those
hospitalized for hip fracture, colorectal cancer, acute myocardial infarction, and a representative beneficiary
survey) within the American Medicare (over-65) population. Dividing the country into 306 more or less self-
contained Hospital Referral Regions, they grouped these areas into quintiles according to the relative level of

end-of-life spending per enrollee in each region.14

Baseline health status was similar across regional quintiles in each cohort, but patients in high-cost regions
received about 60% more care than those in low-spending regions. Measures of quality of care and patient
satisfaction showed no differences by spending level, despite these much more intensive levels of service.
And measures of patient mortality were actually slightly worse in the high spending regions. (The differences
were quite small, but they were statistically significant because the sample sizes were so large.)

The importance of these findings for comparisons between Canada and the United States is that the range of
spending levels across the American quintiles is of the same magnitude as the cross-border difference in
national averages. Indeed, allowing for the fact that about half of the cross-border cost difference is
accounted for by the excess administrative costs associated with the American private insurance system, the
within-US variation is in fact much larger than the Canada-US differential in actual costs of care. Yet this
large variation is not reflected in any advantage for patients in high spending regions — instead their mortality
rates are slightly higher.

If it were the case that unusually high levels of health care resources were required to compensate for the less
healthful social context of the United States, then one might expect to find that patients in those American
regions where resource use was comparable to Canadian levels were at a significant health disadvantage.
They are not."

The finding of similar levels of patient satisfaction in high and low cost regions also disposes of another line
of argument, that the more costly American system may not yield better health, but it does meet patient
“demands”. Americans may not be healthier, but perhaps they are happier because more is spent? This
argument, essentially circular reasoning in a data-free environment, has had little appeal other than to a certain
school of economists. (Patients st be happier or they -- being rational and fully informed -- would not have
spent the money.) But the absence of any reported difference in satisfaction levels implies that if patients are
happier in high-spending regions they are either unaware of it, or choose not to tell.

14 Regional costs were measured at standard national service prices, and adjusted for enrollee age, sex, race and illness.
15 This is not the whole story — it never is. The regional variations within the United States are measured at standard
national prices per unit of service, thus removing any effects from regional price variations. But the cross-border
expenditure differences are not standardized for the lower prices of services in Canada. To the extent that Canadian
prices per unit of service are lower, the comparison of total expenditures overstates the difference between Canadian
and American average levels of care use. Care use in the low-using quintile of American regions may thus be well below
the Canadian average, suggesting that Canada is also supplying at least some forms of care beyond the point of health
benefit.
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Two more recent studies by Baicker et al. have generated a similar message of cost without benefit from
different American cross-regional data sets. Baicker et al. (2004) found that a widely-used index of quality of
medical care was negatively correlated, across states, with both total Medicare spending per enrollee and
numbers of specialists per capita. (The correlation with availability of generalists, however, was positive.)
Most recently, Baicker et al. (20006) report that Caesarian section rates vary across counties in the United
States by a factor of about two to one, and show that these variations are minimally related to clinical factors.
The overall rate of Caesarian section is much higher in the United States than in other counttries.

“This is a source of national concern: The Centers for Disease Control and Prevention’s
(CDC’s) Healthy People 2010 initiative has the explicit goal of reducing the cesarean birth
rate.” (p. w355)

The Baicker et al. study is intended to provide a better understanding of the factors accounting for this
excessive and inappropriate care.

Yep, It's the Prices that Make the Difference

In summary, the American health care system is vastly more expensive than any other system in the world
and the gap is growing. Canada by contrast is just above average for a high income OECD country. The
80%-85% of Americans who have good or adequate insurance appear to be as well served by their health care
system as Canadians.'® Extra expenditures do not, however, buy proportionately higher levels of care, being
largely absorbed by higher prices and administrative overheads. Whatever extra services Americans do
receive, moreover, are not reflected in better health.

The 15%-20% of Americans who have no or minimal insurance, however, have much poorer access to health
care, reflected in significantly lower health status. This may be deplorable, but is hardly surprising. What is
more interesting is the emerging evidence that the well insured and well cared for American majority are also
less healthy than the English, and quite possibly than Canadians as well. The reasons may have little to do
with the effectiveness of the health care system itself, being rooted in more fundamental characteristics of
American society. Whatever those characteristics are, however, they are not compensated by massive levels
of spending on health care.

In the end we come back to the title of Himmelstein and Woolhandler (1986) -- ”Cost without Benefit” — or
that chosen by Anderson et al. (2003), “It’s the prices, stupid!”

It is hard to see how the present American trajectory can be sustained. Twenty percent of American GDP
for health care by 2015? Large American corporations see themselves driven towards bankruptcy by
escalating health and pension costs — “legacy costs” — for their current and retired employees. They are being
forced to cut back; employment-based coverage has begun to shrink since the turn of the century. In the
public sector, the tax cuts and heavy military spending by the Bush administration have driven the federal
government sharply into deficit, and the ratio of national debt to GDP is accordingly climbing. Where is all
the new money to come from?

Unacceptable Costs? Pass Them On

Yet the majority of Americans, and certainly of their political and economic leadership, seem as determined as
ever that the universal public coverage that has contained costs — relatively speaking — in every other high

16 This refers to the insured American population as a whole. Within that population, however, the quality and style of
cate, and associated amenities, vary dramatically by social class (Scott, 2005). Some are much better served than othets.
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income country is simply unacceptable in the United States. Instead, the “new” strategy is to lower both
public and private insurance coverage under the banner of “Consumer- Directed Health Care”.

Stripped of the public relations rhetoric about “consumer empowerment and choice”, this strategy amounts
to no more than transferring the rising costs of health care from employers and taxpayers and back onto
patients themselves. It resuscitates yet again the ancient fiction that patient decisions determine health care
use in the same way that consumers purchase cans of beans at the supermarket. Costs are said to be
escalating because “consumers” are not paying for their own care; increase the use charges and they will

: <« » 17
purchase more selectively -- “demand” less.

In the face of overwhelming evidence that the American system is not delivering value for money, indeed is

monumentally inefficient in world terms and rapidly getting worse, the response by American policy-makers
and politicians (cheered on by many economists) is not to try to manage that system for better results but to
transfer a larger share of those costs from taxpayers and employers to patients, from the healthy and wealthy
to the unhealthy and unwealthy.

“That no one in the U.S. Congress shows much interest in the glaring inefficiencies that
could easily be addressed within the current Medicare program speaks volumes about the
true, but hidden, agenda that actually drive the quest for privatizing the Medicare program.
... Crisply put, the objective is to shift responsibility for health spending on the eldetly from
the general taxpayer onto the elderly themselves ...” (Reinhardt, 2001)

Nothing much has changed in the last five years; and the same comments could equally well be applied to the
private insurance sector.

America’s Failure, Canada’s Future?

And in Canada? Remarkably, the rhetoric of “unsustainable” public health care dominates the public debate.
Canadian health care must be “reformed” by expanding the role of both private payment and private delivery
alongside Medicare — i.e. introducing more features of the American health care system — to contain costs!
Are these people nuts? What planet are they on?

In the first place the costs of Medicare are not “unsustainable” and everyone involved in health care policy
knows this."® The numbers are all public, and quite transparent (Evans, 2005). Figures 1 and 2 makes the
picture crystal clear for aggregate health expenditures. If we focus in more closely on the Medicare-financed
services, hospitals and doctors, these accounted in 1975 for 59.8% of total health care spending and 4.2% of
national income. By 2005 they had fallen to 42.7% of health spending, and took up 4.4% of national income.

Prescription drugs, by contrast, which were and are financed by an American-style mix of public and private
insurance and user payments, had risen from 6.3% to 14.5% of health spending, and had more than tripled
their share of national income, from 0.4% to 1.5%. Who in their right mind could seriously argue that we in

17Tt is not clear whether anyone beyond a certain school of academic economists actually believes this. Thorpe and
Howard (2000) are the latest in a long line of analysts, on both sides of the border, to show that cost escalation is largely
attributable to the increasing intensity of servicing of people who ate quite sick — in their study, chronically ill and under
medical management for five or more treated conditions. That these patients would manage their own care more
effectively, getting more value for money, if they were required to pay more of the cost, is simply a cynical political
fiction to mask a policy of cost-shifting.

18 Anyone who does not, should go away and do about half a day’s homework. The claims that Medicare cost escalation
is “unsustainable” typically draw on very short runs of expenditure data, measured relative to inappropriate
denominators (other provincial expenditures rather than provincial revenues or national income. The pressures for cost
escalation are always there — Wildavsky’s Law has not been repealed and no amount of money is ever enough. But the
long term picture shows that these pressures have been reasonably well contained.
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Canada should expand private financing for Medicare (and private insurance) in order to mitigate health care
cost escalation?

Cost Shifting, Cost Driving -- The Architecture of Economic Interest

So what is going on? Well, nobody is nuts, and the advocates of private funding are very much in their right
minds. They are pursuing a perfectly rational agenda, but one that is fundamentally different from what is
presented in the public rhetoric. In Canada as in the United States, the objective of the privatizers is to shift
the balance of burdens and benefits in favour of the healthy and wealthy and against the unhealthy and
unwealthy. In the United States this shift is being advocated as a “solution” — which it will not be -- to a
genuine problem of escalating costs that has been decades in the making. But in Canada, where no such
“sustainability” crisis exists, the same agenda is being pursued by the same interest groups. So a crisis must
be fabricated.

In neither country does this redistributional agenda have anything to do with improving the efficiency and
effectiveness of the health care system itself, as a set of institutions for advancing the health of the population
served.

All health care financing systems embody the answers to three fundamental distributional questions:

e Who Pays (what share of the total cost of the system)?
e Who Gets (access to what kinds of care, on what terms)? and
e Who Gets Paid (how much, for doing what)?

The answers to these questions define the principal axes of debate and political conflict in every system,
because they represent genuine and fundamental conflicts of economic interest that are typically closely
aligned with ideological convictions as well. (Where you stand depends very much on where you sit.)

Who Pays? When a system is financed through taxation, as is Canada’s Medicare program, people contribute
roughly in proportion to their incomes. The distribution of burdens depends on the progressivity or
regressivity of the overall tax system. Direct taxes, such as the income tax, typically take a somewhat larger
share of the income of those with higher incomes, and indirect taxes, such as sales taxes, take a larger share of
the income of those with lower incomes. But contributions are linked to economic capacity, not to the
utilization of health care. The wealthy pay more; the sick do not.

User payment, whether or not dressed up as “Consumer Directed Health Care” transfers costs in exactly the
opposite direction. Those who use more care, regardless of their economic capacity, contribute more toward
total system expenditures. And those who use more care are sicker. Since contribution is unrelated to
income, the share of income contributed falls as income rises. It follows that the introduction or expansion
of out-of-pocket payment in a tax-financed system, as so often advocated by the representatives of upper
income groups in Canada, serves to shift the burden of payment down the income distribution, as well as
from well to ill."”

Private insurance has a similar effect. If insurers are to survive in a competitive market they must charge
premiums based on the risk status of the insured. So those at high risk — the eldetly, the chronically ill — must
pay much higher premiums if they can be insured at all. The burden of payment is thus distributed by the
probability of illness, rather than the actual experience. In practice, however, insurers’ estimates of

19 Various schemes have been proposed, during the past thirty-plus years, to link patient liability to income level — chatge
the rich more. These can reduce but not eliminate the net transfer from lower to higher income groups — and especially
to very high income groups, who pay the highest taxes. And it is still only sick who pay.
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probability of illness — and corresponding premiums -- are based in large part on past experience —
“experience rating” — so that contributions are linked to illness over time.

But they are not directly linked to income. (Higher income people, being on average healthier, may pay lower
premiums or receive better coverage.) This elementary point is one of the principal sources of support for
the private insurance industry in both the United States and Canada. A universal public system in the United
States would be much less expensive overall, but would definitely shift the burden of contributions up the
income distribution. Higher income people can therefore be rallied against such coverage in the United
States, and in Canada in favour of preserving private coverage for pharmaceuticals and introducing it for
Medicare.”

If people were as rational and far-sighted as economists typically assume, many Americans with above-
average incomes might realize that while they are paying a smaller share of the total costs under private
insurance than under tax finance, the extra #fa/ costs that result — large and growing -- are eroding and for
many have swallowed up those gains. But a good deal of public disinformation from various sectors of the
health care industry is devoted to making it difficult for the general public to see this point.

Who Gets? Tn Canada’s Medicare system, access to care is based primarily on professionally assessed need.”’
Patient aggressiveness and social contacts undoubtedly also play a role, as they do in any human system, and
professionals’ perceptions of need may be biased in favour of certain groups, but these are at most second-
order effects. What the system does 7oz do, is provide preferred access for those with greater economic
resources, and this too is a continuing point of attack for those with greater economic resources.

The contrast with the United States is stark. Apart from the difficult and sometimes appalling circumstances
of the uninsured, there is a steeply-graded economic hierarchy of differential access and quality of care (Scott,
2005). But many European systems, though universal and predominantly publicly funded, have retained
“privilege-preserving” features that permit the better-off to purchase more timely, more comprehensive, and
(real or perceived) better quality care through out-of-pocket payments directly to providers. In some
countries this is supported by voluntary private insurance, typically with some form of public subsidy.

Some systems also impose small user charges for the general system; insofar as these differentially impede
access by those with lower incomes they may serve to improve access by those with higher incomes. (And if
they do not impede anyone’s access, they are simply a way of shifting costs from taxpayers to users.)

Canadian advocates of an expanded role for the private sector are quick to insist that they are not trying to
import an American-style system, although how in the North American context they would prevent such a
development is never made clear. Rather they point to the privilege-preserving features of European systems
as worthy of emulation by Canada’s Medicare.

As they may be — if the objective is simply to provide privileged access for those with higher incomes. There
is no evidence to suggest that “two-tier” care either contributes to cost control or improves the overall
effectiveness of a health care system — if anything they do the reverse.”” They are part of the compromises
that many European governments felt it necessary to make, in establishing their universal systems. Those

20 The members of the Supreme Court of Canada are all very high up in the income distribution, as one suspects are
nearly all the people they talk to.

2l Individuals may make the initial decision to seek care, but these initial visits to general practitioners or emergency
wards account for a very small fraction of use and costs.

22 Tt is often claimed by advocates that a two-tier system would reduce pressure on the public system, thus improving
access for everyone. This makes no economic sense. Better access in the public system means fewer patients for the
private tier. Since the same providers work in both, and are paid more in the private tier, their incentive is to limit their
effort in, and thus access to, the public tier. And, in actual two-tier systems, they do.
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compromises were not made in Canada, and it is perfectly understandable that Canadians with higher
incomes would seek similar privileges for themselves, without having to pay, through taxes, to support a
similar standard for everyone else. But it is not clear why the rest of us should want to extend those
privileges, and voluntarily step back in the queue.

That is not to say that Canadians might not be able to find in the European experience many constructive
ideas for improving our system. We can — as indeed we can in the American experience. But enhanced
privileges and reduced financial burdens for the wealthy, and increased incomes for those who care for them,
are not among those ideas. They are a distraction from the more fundamental problem of improving the
efficiency and effectiveness of the Canadian health care system.

Who Gets Paid? Health care systems in all high income countries are huge and complex, and their
management is far from easy. But the greatest difficulty arises not from the inherent complexity of the
system itself but from the fact that, whatever the public rhetoric, improving system efficiency is a contested
objective, not a shared one. As emphasized above, every dollar of expenditute is a dollar of someone’s
income, and this simple, almost trivial fact is at the core of the problem.

The American private insurance industry is perhaps the world’s leading example. Virtually every serious
student of health care, anywhere in the world, now understands that that industry imposes huge costs on
Americans, costs for which there is no corresponding benefit in terms of health care, let alone health
improvement. But it also generates huge incomes, in exactly equal measure. Those incomes would disappear
in a more rational system. The private insurance industry is thus the most powerful American opponent of
universal public coverage. In Canada the industry advocates private financing for Medicare, private charges
against which they could offer insurance.

The role of single-payer coverage in containing price inflation is also well understood by providers of health
care, which is why so many provider groups in the United States are opposed to a universal public program,
and in Canada support more private payment.

The pharmaceutical industry is the leading example in Canada, strongly opposed to universal Pharmacare on
the Medicare model.

A naive application of elementary economic theory might lead one to expect any industry to want its products
to be “free” to the user, at public expense. A slightly more sophisticated understanding focuses on the
relative bargaining strengths of buyer and seller. Private individuals, whether or not covered by private
insurance, must take whatever price the drug manufacturer chooses to set, for whatever (patented) drug the
physician prescribes. A single public buyer has much more bargaining power.

With Money We Will Get Men, With Men We Will Get Money

Other major economic interests are involved. Canada has always banned the advertising of prescription
drugs to the general public — Direct To Consumer Advertising or DTCA. Similar restrictions in the United
States were lifted in 1997, and now the pharmaceutical industry spends several billions a year on advertising in
the American media. The industry is highly sophisticated and highly successful in its pursuit of profit; one
has to infer that those advertising expenditures are more than recouped in increased sales — i.e. increased drug
expenditures -- and profits.

The industry’s increased advertising expenditutes are in turn the increased revenues of its chosen media
outlets. It is not therefore difficult to understand why in 2006 the Canadian media group CanWest Global
launched a constitutional challenge to the Canadian ban on DTCA,; their objective was not the improvement
of Canadians’ health.
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The circle of “Who Gets Paid” spreads wider, and is not restricted to other corporations. The co-optation of
physicians and other scientists into the industry’s marketing programs is an old story, but one which is
creating increasing difficulties for medical journals. Supposedly objective scientific papers may be ghost-
written for the nominal authors (who are themselves paid industry consultants) to provide a favourable
assessment of a company’s products. And the journals themselves survive virtually entirely on
pharmaceutical industry advertising.”” Political pressure on governments to reimburse the industry’s products
comes from “grass-roots” patient organizations funded and assisted by the industry — cynically referred to as
“Astroturf”.

Private insurance in the United States, and pharmaceuticals in both countries, provide the leading examples of
income- and profit-driven constraints on the effective management of health care systems. But it is
important to keep in mind that, while Canada’s Medicare system may have avoided (for now?) these most
egregious sources of cost without benefit, it is not itself always a model of efficiency and appropriate care.

Is It the Climate? Canadians and Hospital Beds

Hospital bed use is particulatly questionable. The finding by Eisenberg et al. (2005) that lengths of inpatient
stay for Canadian CABG patients were on average 16.8% longer than those of comparable American patients,
for equivalent outcomes, was noted above. A cross-Canada study of regional variations in cardiovascular
hospitalization rates (for acute myocardial infarct (AMI), congestive heart failure (CHF), angina, and “chest
pain”) found:

“There is considerable regional variation in the cardiovascular hospitalization rates across the
country that may be amenable to further interventional strategies.” (Hall and Tu, 2003)

Their characterization of this variation as “moderate to high” seems somewhat understated: the measures of
SCV (Systematic Component of Variation) that they calculate fall into the “Very High” category for both
angina and chest pain, and reach “Very High II”” for CHF. The SCV measure for AMI at 38.7 is on the
bordetline (39) between “Moderate” and “High”:

“... perhaps reflective of AMI being a nondiscretionary admission, and having well-
developed and disseminated guidelines emphasizing the need for hospitalization and
treatment of all cases of AMI.”

The good news is the suggestion that such guidelines may be re/atively effective; the bad news is that the
variation remains borderline High.

This analysis was part of a major series of studies of cardiac care carried out by the Canadian Cardiac
Outcomes Research Team (CCORT) and recently collected in the Canadian Cardiac Atlas (Tu et al., 20006).
The CCORT summary table shows regional rates of hospitalization (age-sex adjusted, for the population 20
years of age and over) for the four conditions above. These range from 508.4 per 100,000 people in
Vancouver, to 1,929.6 — neatly four times higher -- in region 7 of New Brunswick. In general, rates in each
province were markedly lower in metropolitan areas, but there was also a pronounced east-west gradient;
Winnipeg was 30% above Vancouver, while Toronto, Ottawa and Montreal were up 45%-55%, and
hospitalization rates in Halifax were 75% higher.

23 Medical journal editors at least recognize the problem. The fact that some economists are now also on the industry
payroll, presenting industry marketing as academic research (Pear, 2003) seems not yet to have penetrated the
consciousness of that profession.
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The average rate for Canada as a whole was nearly double that for Vancouver — 93% higher -- implying that if
Vancouver patterns of cardiac care could be replicated across Canada, hospital case loads for these four
conditions could be cut nearly in half. Inpatient bed use could fall by more than half, because average lengths
of stay are also significantly lower in British Columbia.

Such observations of course raise more detailed questions about comparability of population needs — are
people sicker in the east, or going uncared for in Vancouver? But it should be recalled that the regional
variations found in the United States by Fisher et al., where hospital utilization rates are on average
significantly lower than in Canada, did not find poorer outcomes in low-use regions. Indeed in explaining
these variations Fisher et al. focused attention on the factors that were also first on the list of suggestions
offered by Hall and Tu — variations in physician supply and practice styles.

The CCORT studies deserve attention because while reports of large and unexplained vatiations in clinical
practice go back decades, these are the most detailed and comprehensive to be carried out for Canada as a
whole, and because cardiac care is a major part of the acute care hospital case load there is no reason to
expect the regional variations for other types of cases to be very different. Even after thirty years of decline
in inpatient utilization rates, there appears still to be plenty of potential for further reductions.

Procedure Rates — There’s No Reason, It's Just Our Policy (and It Pays)

While the regional variations in hospital use are large and without obvious justification, they are at least
variations around a stable or declining average rate. Studies in Ontario of cardiac service use and cost,
however, both in and out of hospital, show similar wide and unexplained regional variations but around
rapidly escalating overall rates (Alter et al., 2004). Total provincial expenditures for a set of six cardiac
services nearly doubled between 1992 and 2001, from $206.9 million to $390.8 million (Alter et al., 20006).
This average increase of 7.3% per year is well above the increases in cardiac disease prevalence or shifts in
demographic structure. Alter et al. suggest that it is ... likely attributable to continued proliferation in
cardiac technology and specialty physician supply, as well as to changes in physician referral behaviors.”

These observations give Alter et al. concern about the financial “sustainability” of Canada’s Medicare system.
Particularly worrying for the longer term, is that despite the increases they report in Ontario, the capacity for
and use of these procedures in the United States remains far above Ontario levels. There is thus the potential
for considerable further seepage into Canada, more or less indefinitely, of the American disease of “cost
without benefit” (except to providers).

Beware Americans [or Their Local Agents] Bearing Solutions

The very negative view of American health care presented here is by no means idiosyncratic; American
observers have been making these points for many years.”* The American public seem now to share this view
— a recent Harris poll conducted for the Commonwealth Fund (Schoen et al., 2006) found three quarters of
respondents believe their system needs either fundamental change or a complete rebuilding. Expanding
coverage and containing costs were identified as the top priorities — precisely the principal points of contrast
with the Canadian system.

24" it would be, quite frankly, ridiculous...to suggest that we have achieved a satisfactory system that our European
friends would be wise to emulate." (Enthoven, 1989); “The Ametican health care system is at once the most expensive

and the most inadequate system in the developed world, and it is uniquely complicated” (Angel, 1999); ... like many
other obsetvers, I ... see an administrative monstrosity, a truly bizarre mélange of thousands of payers with payment
systems that differ for no socially beneficial reason ...” (Aaron, 2003).
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These observations should encourage considerable Canadian skepticism, indeed deep suspicion, of proposals
to introduce or expand here the characteristic features of American health care — multi-source funding, direct
charges to patients, private insurance, and extensive corporate for-profit delivery. But they also underline the
fact that though the Americans have so massively “got it wrong”, there is no basis for complacency that
Canadians have “got it right”, and that there is no room for improvement. Fortunately there is no great
danger of this illusion taking hold, amid the cacophony of voices telling us that the Canadian health care

2«

system is “in crisis”, “unsustainable” and on the verge of collapse.

What 7s dangerous, is that this cacophony is in large part deceptive and diversionary, dis-information driven
by the desire of narrowly-based but strategically placed interest groups to introduce more opportunities for
private payment and “multi-tier” medicine. Such proposals would, and are intended to, improve the relative
access of those with greater financial resources, while shifting the burden of payment from taxpayers to
patients and increasing overall costs (provider/insurer incomes). They leave untouched the considerable
inefficiencies that lurk in the organization and delivery of care. But it is in focusing on those that the long-
term future of Canadian health care depends. The United States provides a dramatic lesson in the
consequences of failure.
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