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Summary

Repeated injections of large amounts of additional money into the health care sys-
tem allows governments to avoid confronting the most important structural weak-
ness in Canada$s health care system — its lack of incentive to increase productivity.

Improvements in productivity are the key to making the health care delivery
system more cost effective and reducing the rate at which health care expenditures
grow. In other fields, competition among service providers has been shown to be
the best way — indeed, perhaps the only way — to drive improvements in pro-
ductivity. Thus, the introduction of competition in health care delivery is not an
end in itself. It is the means of encouraging improvements in productivity that will
lead to a much more efficient and cost-effective delivery system.

Canada’s single-payer system yields considerably more administrative effi-
ciencies than any multifunder arrangement. Most importantly, the single public
funder ensures that no one will be denied care due to an inability to pay.

However, the Canadian health care system precludes competition among
sellers of health care services. The resulting monopoly occurs at two levels:
health care professionals and hospitals. Health care professionals hold monopoly
power because they are the sole providers in their respective areas of expertise
(doctors, nurses and so on). Hospitals hold monopoly power because they do not
compete for patients on the basis of either price or quality of service.

The result of this structure is an imbalance of bargaining power between
governments, as funders, and groups of providers. The imbalance stems from
two facts. First, health care is an essential service, and governments (and the
public) greatly fear strikes in the health care sector. Second, work rules — who
does what and under what conditions — are virtually never part of collective bar-
gaining, as they are in other industries.

The excessive power wielded by associations of health care providers has
enabled them to win pay increases that have surpassed those achieved in other indus-
tries. These increases were secured with virtually no consideration for increases in
productivity or variations in the quality of services delivered by different providers.

We do not suggest that reform should be accomplished on the backs of
those who deliver health care services. Rather, what concerns us is the structure
of a system in which truly essential work (health care) is performed by groups of
workers whose monopoly position is not effectively counterbalanced in the
course of collective bargaining.

Significant productivity improvements could be achieved by better utilizing
providers. Health care professionals should be able to use the full range of their
skills and knowledge rather than being limited by rigid scope-of-practice rules.
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However, substituting lower-cost (but fully qualified) professionals for more expen-
sive ones is made virtually impossible by scope-of-practice rules that are under the
sole control of the various professional associations. In addition, most health care
workers have narrow job descriptions that excessively limit the range of tasks they
are permitted to do. As a result, hospitals have relatively little flexibility in organi-
zing their services.

The way in which provincial governments fund hospitals also generates
inefficiencies. Today, hospitals have little incentive to enhance the quality and/or
accessibility of their services, to contain or reduce costs, to improve their effi-
ciency or to improve their productivity. This is largely because their annual bud-
gets are not based directly on the volume and type of procedures performed in a
given year, nor do they reflect the actual cost of providing these services. The key
question is: How can the system be changed to drive down excess costs and
improve productivity in the delivery of health care services?

In a system as complex and multifaceted as health care, a top-down com-
mand and control strategy will almost certainly lead to compounding existing
inefficiencies. Effective reform can only be achieved by putting in place a set of
incentives that encourage individuals and institutions, acting in their own self-
interest, to make the changes that are required. In essence, the introduction of
what are usually called “market forces” is the only effective way to make the
health care delivery system more efficient and its providers more productive.

A key way to encourage competition would be to change from the annual
hospital budgeting system to a service-based funding system. This would lead to the
establishment of specialized stand-alone facilities (or clinics) that would be able to
offer lower prices for procedures such as cataract surgery, some orthopaedic surg-
eries, diagnostic tests and so on. These facilities would be cheaper to operate because
of lower overheads and more flexible job descriptions. As well, greater specialization
would lead to improvements in service quality. Finally, competition would encour-
age hospitals to contract out nonmedical services in order to improve productivity
and reduce costs.

Nothing in our proposals for generating competition requires, or even pro-
vides an incentive for, the introduction of for-profit delivery facilities. All of the
benefits could be achieved regardless of whether service delivery facilities are
publicly or privately owned, for-profit or not-for-profit.

Canada’s health care system must not only be preserved, but it must also
be made more cost-effective, more efficient and more productive. These results
can only be achieved through the introduction of competition into the delivery
of health services.
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Résumeé

Les injections a répétition de vastes sommes d'argent dans le systeme de santé cana-
dien évitent aux gouvernements de faire face a la principale faiblesse structurelle du
systéme, a savoir I'absence de mesures incitatives pour stimuler la productivité.

Améliorer la productivité est indispensable si I'on veut rendre le systeme
de soins de santé plus efficient et freiner I'accroissement des dépenses. Dans
d’autres domaines, la concurrence entre fournisseurs de services s'est avéerée le
meilleur moyen, sinon le seul, d'améliorer la productivité. Lintroduction de la
concurrence dans la prestation des soins de santé n'est pas une fin en soi. C'est
plutét le moyen de favoriser des gains de productivité qui entraineront une
prestation de services plus efficace et moins codteuse.

Sur le plan administratif, le systéme canadien a payeur unique permet un
meilleur rendement que tout autre mécanisme a financement multiple. De plus,
un systéme financé par I'état garantit au citoyen de recevoir les soins nécessaires
sans égard a ses moyens financiers.

Toutefois, le systéme canadien de soins de santé écarte la possibilité d'une
concurrence entre les prestataires de services de santé. Le monopole qui en
résulte se manifeste a deux niveaux : chez les professionnels de la santé et dans
les hopitaux. Les professionnels de la santé (médecins, infirmiéres et autres) exer-
cent un monopole parce gu'ils sont les uniques fournisseurs dans leur domaine
de compétences respectif. Les hopitaux ont le méme avantage puisqu’ils ne se
font pas concurrence en fonction de leurs prix ou de la qualité de leurs services.

Cette structure crée un déséquilibre dans le pouvoir de négociation entre
les gouvernements, a titre de bailleurs de fonds, et les groupes de prestataires. Ce
déséquilibre apparait d'abord parce que les soins de santé sont un service essen-
tiel et les gouvernements (tout comme le public) craignent avec raison les gréves
dans ce secteur. Ensuite, les normes de travail (qui fait quoi, et a quelles condi-
tions) ne font a peu pres jamais partie des négociations collectives, comme c'est
le cas dans d’autres industries.

Le pouvoir excessif des associations de professionnels et travailleurs du
domaine de la santé leur a permis d'obtenir des augmentations salariales
supérieures a celles des autres industries. Ces augmentations ont été consenties
a peu pres sans égard a I'accroissement de la productivité et aux variations dans
la qualité des services dispensés par les divers prestataires.

Il ne s'agit pas que la réforme se fasse sur le dos des prestataires de soins de
santé. Ce qui nous préoccupe, c'est la structure d'un systéme dans lequel un travail
essentiel (les soins de santé) est exécuté par des groupes de travailleurs dont la posi-
tion monopolistique ne trouve pas son contrepoids dans les négociations collectives.
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On pourrait améliorer grandement la productivité en faisant meilleure utili-
sation des ressources humaines impliquées dans la prestation des soins. Ainsi, les
professionnels de la santé devraient pouvoir mettre a profit toutes leurs compétences
et leurs connaissances plutot qu'étre limités par des normes rigides définissant leurs
fonctions. Par exemple, il est a peu prés impossible de remplacer certains profes-
sionnels par d'autres, tout aussi qualifiés et qui colteraient moins cher, parce que les
champs d'activité sont strictement réglementés par les diverses associations profes-
sionnelles. En outre, les travailleurs dans le domaines de la santé sont souvent con-
traints par des descriptions de taches trop rigides ou étroites. C'est ce qui fait que les
hopitaux ont trés peu de marge de manceuvre pour réorganiser leurs services.

La facon dont les gouvernements provinciaux financent les hopitaux
entraine elle aussi des inefficiences. A I'heure actuelle, les hdpitaux ne sont pas
incités & améliorer la qualité de leurs services et/ou en faciliter I'acces, & controler
ou réduire leurs codts, a améliorer leur rendement ou a accroitre leur producti-
vité. Cela vient du fait que leurs budgets annuels ne sont pas établis en fonction
du nombre ou du type d'actes médicaux posés dans une année, et ne refletent
pas non plus le codt réel de prestation de ces services. La question qu'il faut se
poser est celle-ci : comment peut-on changer le systeme pour qu'il soit plus effi-
cient et assurer une meilleure productivité dans la prestation des soins de santé ?

Dans un systéeme aussi complexe que celui de la santé, on ne peut contin-
uer a fonctionner a partir d’'une organisation hiérarchique traditionnelle et cen-
tralisée sans risquer de perpétuer et d'accentuer les inefficiences déja présentes. La
seule fagon d'assurer une réforme efficace est de mettre en place une série de
mesures qui inciteraient les individus et les institutions a faire, dans leur propre
intérét, les changements qui s'imposent. En d’'autres mots, l'introduction de ce
qu'on appelle communément les « forces du marché » est le seul moyen d'amélio-
rer la productivité et de rendre la prestation des soins de santé plus efficace.

Une fagon déterminante de stimuler la concurrence consisterait a changer
le systéme de budgétisation annuelle des hdpitaux pour un financement fondé
sur les services dispensés. Cela entrainerait la mise sur pied d'établissements
autonomes spécialisés (des cliniques) capables d'offrir de meilleurs prix pour des
traitements et des services tels que la chirurgie des cataractes, certaines chirur-
gies orthopédiques, des examens diagnostiques, etc. Ces établissements auraient
des colts d'exploitation plus avantageux parce que leurs codits fixes sont en
général moins élevés et leurs employés ont des descriptions de taches plus flexi-
bles. En outre, une plus grande spécialisation des établissements meénerait a des
améliorations dans la qualité des services. Enfin, la concurrence encouragerait les
hépitaux a s'orienter vers la sous-traitance des services non-médicaux afin
d'améliorer leur productivité et de réduire leurs codts.
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Aucune de nos propositions visant & favoriser la concurrence n'exige ou
n'encourage la mise sur pied d'établissements privés a but lucratif. Tous ces avan-
tages peuvent étre réalisés peu importe que les établissements soient publics ou
privés, a but lucratif ou non lucratif.

Le systéme canadien des soins de santé doit étre non seulement préserve,
mais rendu plus efficace, plus efficient et plus productif. Ces résultats ne seront
atteints qu'en introduisant de la concurrence dans la prestation des soins de santé.
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Introduction

The latest taboo in Canada’s publicly funded health care system is not the cre-
ation of a parallel private health care insurance system — this would be unac-
ceptable to a majority of Canadians — but rather the introduction of greater
competition within the existing health care delivery system.

Various groups in Canada have been largely successful in asserting —
without any supporting argument or evidence — that competition among
providers would put Canada on a slippery slope to an American-style system.
The irony of this position is that without increased productivity, for which com-
petition provides a powerful incentive, timely access to medically necessary treat-
ment in Canada will be inhibited further. This would, in turn, increase demand
for a parallel private for-profit tier of health care services (which would violate
the Canada Health Act).

This paper proposes a set of reforms to increase efficiency, reduce waiting
times for medically necessary services, and make Canada’s publicly funded,
single-payer health care system more productive and financially sustainable. The
current habit of governments of promising billions of additional dollars to “cure
the problems” of the health care system is neither workable nor financially sus-
tainable over the long term. It is not sustainable because, to date, by adding
money, governments (and those within the system) have simply managed to
avoid confronting the most important structural weakness of Canada’s existing
system: its lack of incentive to increase productivity.

Improvements in productivity are the key to making the health care deliv-
ery system more cost-effective and to reducing the rate of growth of health care
expenditures. In other fields of endeavour, competition among providers has been
shown to be the best way — indeed, perhaps the only way — to drive improve-
ments in productivity. Competition in health care delivery is not an end in itself,
but it is a valuable tool — the means of achieving improvements in productivity
that will lead to a much more efficient and cost-effective delivery system.

We can achieve competition among providers while preserving the single-
payer, publicly funded system and upholding the principles of the Canada Health
Act. In its report The Health of Canadians, released in October 2002, the Standing
Senate Committee on Social Affairs, Science and Technology strongly supported
the single-payer model, both because it assures all Canadians of equitable treat-
ment and because it is the most efficient way to pay for health care services.

In this paper, we explain why improved productivity resulting from com-
petition in the delivery of health care services is essential. In so doing, we out-
line a number of proposed changes that address current inefficiencies in the
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provision of health care. These include: implementing service-based funding for
hospitals, devolving further responsibility for the purchase of health services to
regional health authorities and reviewing the scope-of-practice rules for health
care professionals. In addition, we urge that a study of the productivity of vari-
ous health care providers be undertaken. All these changes were recommended
by the Senate committee in its 2002 report.

We believe strongly that the changes we propose are essential. The health
care system that is cherished by Canadians is simply not fiscally sustainable with-
out them. We also caution, however, that still more changes may be required if the
ones we propose do not sufficiently reduce the rate of health care cost increases.
In this sense, our proposals constitute the minimum set of changes required.

The Current Health Care System: Single Public
Insurer and Monopoly Provider

The Advantages of a Single Public Insurer

Canadian health care is based on a single public insurer for the buying/funding of
medically necessary health services (there being but a single buyer is referred to in the
economic literature as a “monopsony”). Although there are many providers of health
services in Canada, they can be thought of collectively as a monopoly provider
because they all operate according to a set of rules and a financing system that effec-
tively preclude their competing with one another. In particular, Canadas many hos-
pitals and doctors do not compete on the basis of price or quality of service.

The single-public-insurer (buyer/funder) model for health care derives
from the public administration criterion of the Canada Health Act, which stipu-
lates that provincial/territorial health care insurance plans must be administered
on a not-for-profit basis by a public agency. This model essentially precludes the
operation of a parallel private insurance sector in competition with public insur-
ance for the funding of services provided by hospitals and doctors and covered
by the Canada Health Act.

That government is the sole participant in the field of insuring medically
necessary services provided by hospitals and physicians is often wrongly inter-
preted to mean that government is also responsible for the delivery of the ser-
vices it funds. In fact, the delivery of publicly funded health care in Canada cur-
rently is almost entirely in the hands of the private sector: most doctors are in
private practice (they operate like small businesses or self-employed profession-
als) and the great majority of hospitals are private nonprofit organizations.
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Laboratory and diagnostic services paid for by the single public insurer are pro-
vided in most provinces by private for-profit companies. Laundry services, meal
preparation and other support or ancillary services in publicly funded hospitals
are often delivered by private companies operating on a for-profit basis. Thus,
Canada has a mixed public-private delivery system. It is simply not true that the
delivery system is public. Nor is it true that the Canada Health Act requires pub-
licly insured services to be provided by public sector institutions or employees.

To repeat, we feel strongly that the single-public-funder system must be pre-
served. The Senate committee established clearly that the single public insurer for
health care yields considerably more administrative efficiencies than any multi-
funder arrangement. More importantly, a single public funder ensures that no
one will be denied necessary care due to an inability to pay. It is this universal
feature of the system that is most cherished by Canadians.

The single-payer system is more efficient than multiple-payer models because it
covers all Canadians and thus spreads the cost of insuring against ill health across the
widest possible pool of people: the entire population. It also eliminates the inequities
and inefficiencies related to adverse selection — competing voluntary insurance plans
may refuse to insure high-risk patients and/or charge everyone higher premiums to
compensate for the fact that more people at higher risk of ill health will buy insur-
ance than people at lower risk (see Banting and Boadway 2004).

The single-payer system also substantially reduces the administrative cost
to hospitals of processing and administering health insurance claims. For exam-
ple, a 2004 study (using 1999 figures, in US dollars) concluded that the overall
administrative costs (including hospitals and doctors’ offices) accounted for 31
percent of total health care expenditures in the US ($1,059 per capita), compared
to 16.7 percent in Canada ($307 per capita) (Woolhandler, Campbell and
Himmelstein 2004). If its administrative costs were the same as Canada’s, then
the United States would save $209 billion per year, more than enough to insure
the 40 million Americans who currently have no health insurance.

Examining insurance overhead only, the overhead cost per capita for health
care insurance was $259 in the US, compared with $47 in Canada, representing
5.9 percent and 1.9 percent of total health care expenditures, respectively. It is very
clear that, in addition to its cherished egalitarian attribute, the single-funder
model is also the more administratively efficient by far.

Problems Caused by a Monopoly Provider

However, while the single-payer model is administratively more efficient,
it is also prone to certain systemic problems that can drive up operational costs.
Within the publicly funded system, a monopoly situation (in which competition
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Table 1
Insurance Overhead as a Percentage of Total Health Care Expenditures
(1999 figures)

Canada United States
Private insurance 13.2 11.6
Public insurance 1.3 Medicare 3.6
Medicaid 6.8
Total 1.9 5.9

Source: S. Woolhandler, T. Campbell, and D.U. Himmelstein, “Health Care Administration
in the United States and Canada: Micromanagement, Macro Costs,” International Journal of
Health Sciences 34, no. 1 (2004).

among sellers of health care services is precluded) occurs in the provision of
health services at two different levels: health care professionals and hospitals. We
will treat each of these separately.

Health Care Professionals

Within each province, associations representing health care professionals hold
monopoly power in that each is the sole source of health care providers in its respec-
tive area of expertise (doctors, nurses and so on). This, combined with the single-
public-insurer model, leads de facto to a bilateral monopoly in which the insurer
and provider negotiate uniform province-wide reimbursement rates or salaries.

The outcome of these negotiations depends on the relative power of the bar-
gaining parties. Experience shows, however, that this power is unbalanced: it tends
to rest almost entirely with professional associations, in part because of the justifi-
able fear that governments have of confronting strikes by health care providers, and
in part because of major flaws in the existing structure of negotiations.

The imbalance of power between the funder and provider groups stems
from the fact that work rules — dictating which employees will do what, and
under what conditions — are virtually never part of the negotiations, as they are
in other industries. Typically, in the course of negotiations, labour will seek
higher wages while management will seek changes to the working environment
that will foster greater productivity and lead to a decrease in per unit production
costs. These productivity savings are then shared by the employees (through
higher wages and benefits) and the employer (through higher profits).

Unfortunately, in health care negotiations, changes to work rules are virtu-
ally never negotiated. All that is negotiated are wages or salaries. Thus, that which
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is crucial to the funder (the government) — how to improve the productivity of
the system — is not on the table. All that is subject to bargaining are the issues
that potentially benefit the providers — namely, wages/incomes. Therefore, the
critical trade-offs involved in balancing wage increases against productivity
improvements are not even addressed at the bargaining table, let alone resolved.

In recent years, the excessive power wielded by associations of health care
providers has secured pay increases that have surpassed those bargained in other
industries. Thus, according to the Conference Board, “during the 1990s, health
workers, in general, saw their median annual earnings rise twice as much as non-
health workers (6.4 percent versus 3.1 percent) and health professionals experi-
enced a 15.1 percent increase” (Conference Board of Canada 2004, 57).
Moreover, these increases have been secured without much, if any, consideration
for increases in productivity or differences in the quality of services delivered by
individual providers.

This cannot continue. We are not suggesting that reform should be accom-
plished on the backs of those who deliver health care services. Nor are we sug-
gesting that the ability of various providers to secure the best possible return for
their services be unduly restricted. Rather, what concerns us is a situation in
which a truly essential service (health care) is provided by groups of workers
whose monopoly position is not effectively counterbalanced in the course of their
negotiations with government (the single payer) or with employers (for example,
hospitals, whose funding is determined almost entirely by the single payer).

Because health care is so labour-intensive, resolving the current imbalance
in negotiating power is critical. For example, the minister of health planning in
British Columbia estimates that approximately 80 percent of total acute care costs
in that province are labour costs. Thus, of the $1.1 billion that was added to BC's
health care budget in 2002, $685 million went to increases in the wages, fees and
benefits paid to health care workers.

Elsewhere, professional associations of health care workers have either
already secured pay increases significantly greater than inflation or are preparing
to take advantage of the infusions of new federal health care funds into provin-
cial treasuries. A few pertinent examples include:

e In 2002-03, the average annual fee-for-service payment to Alberta
physicians increased by 12 percent compared to the previous year; those
to specialist physicians increased by 14.3 percent. This, in turn, forced
less-well-off provinces to give large wage increases to avoid losing their
professionals to Alberta.

« A year ago, Saskatchewan physicians rejected a pay increase of 20 percent
over three years, claiming that it did not go far enough to close the gap
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between their rates of pay and those of their counterparts in British
Columbia and Alberta.

< An increase of 17 percent in the fee schedule would bring Ontario physi-
cians even with their colleagues in British Columbia; BC leads the other
provinces in physician remuneration. This is less than half the increase of

40 percent sought by the Coalition of Family Physicians in Ontario.

« In 2002, the 7 percent increase for specialist physicians in Quebec cost the
provincial government/taxpayers $220 million.
< In 2001, Manitoba doctors led the pack in pay increases. The average was

9 percent; family physicians received an increase of 11 percent.

The biggest problem that governments, and hence taxpayers, face as funders of
the system is meeting the fee and wage demands of the various groups of health
care workers.

As we have said, there is nothing wrong with people using their bargain-
ing power to seek the best possible deal they can get. What is wrong is an
arrangement that gives them a lopsided advantage in negotiations. At the heart
of the problem is a system that does not permit a proper balance between
providers’ desire for wage/salary increases and government’s objective, in its role
as funder of the system, of increased productivity.

In addition to retaining a monopoly over the supply of services, profes-
sional associations determine the scope-of-practice rules that set out what each
type of health professional is allowed to do. Because scope-of-practice rules are the
responsibility of the professions, neither they, nor any other work rules, are sub-
ject to negotiation with the health system funders. As a result, changes are strong-
ly resisted by anaesthetists, for example, even though nurse-anaesthetists and
other professionals are now trained to provide some of the same services just as
well and at a lower cost.

There is clear evidence that the Canadian health care system could be
made significantly more productive through the better utilization of providers.
Much would be accomplished if health care professionals of all kinds were
allowed to use their full range of skills and knowledge rather than being limited
by rigid scope-of-practice rules.

One apt and often-cited example is that of nurse-practitioners, who remain
heavily constrained at present by the scope-of-practice rules of the medical pro-
fession. Their case is, however, far from unique: many professionals are limited
in what they can do by the scope-of-practice rules that exist for other groups of
professionals. In its report, the Senate committee saw this as analogous to calling
in an electrician to change a light bulb. Of course the job will be done well, but
it will not be done in a cost-effective manner.
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But professional scope-of-practice rules are not the only source of organisa-
tional constraints that perpetuate inefficiencies in the system. Most health care
workers have narrow job descriptions that limit the range of tasks they are per-
mitted to do when they are capable of doing much more. As a result, hospitals, in
particular, have relatively little flexibility in the way they organize service delivery.

The combination of unbalanced bargaining power and highly restrictive
job descriptions seriously limits the extent to which the productivity of all health
care workers can be improved. This is true despite the enormous technological
advances made in recent years. Whereas in other industries, technological
advances have resulted in remarkably increased productivity and lower cost per
unit of service, this has not happened in health care.

By way of illustration, consider cataract operations. When medicare was
first introduced in the late 1960s, a cataract operation was a major medical pro-
cedure requiring the patient to be hospitalized for an extended period and
demanding a considerable amount of the ophthalmologist’s time. Today, thanks
to advances in laser and lens implant technology, a cataract operation does not
require hospitalization and can be done in a fraction of the time. As the
Conference Board puts it, the time-cost of practitioners in this field has been
reduced “from a matter of hours to a matter of minutes” (Conference Board 2004,
66). Yet this dramatic increase in productivity has not been reflected in a pro-
portionately lower fee for performing the procedure. Similarly, other productivity
increases arising from technological advances, such as in arthroscopic surgery,
have not resulted in lower costs to the taxpayer, although they have resulted in
higher income for some practitioners.

It is clear that there are significant barriers to cost adjustment in health
care services compared with that in other service industries. The issue is there-
fore how best to remove these barriers and expose health care delivery to the
same type of pressures that help generate productivity increases elsewhere. In
our view, the introduction of competition among health care providers offers the
greatest promise.

Hospitals

The way in which provincial governments fund the hospital component of
the delivery system also generates inefficiency. In provinces where they exist,
regional health authorities (RHAs) have only partial control over health care
spending. For the most part, they receive a budget — in the form of block fund-
ing — from the provincial government, which they often simply pass on to hos-
pitals and other care providers based on historical service delivery patterns rather
than on the number and type of services actually being provided. That is, the
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services a hospital actually provides during the year are not taken into account
in determining its revenue. Not only are annual budgets not based directly on the
volume and type of procedures performed in a given year, but they also fail to
reflect the actual cost of providing such services.

Because hospitals and other providers do not have to compete on the basis
of either quality or price in order to attract funding, they have little incentive to
enhance the quality and/or accessibility of their services, to contain or reduce
costs or to improve their efficiency or effectiveness. In others words, there are
very few incentives for them to improve their productivity.

Exactly the same situation exists in Ontario, the only province that does
not have RHAs. There, health department bureaucrats fund hospitals directly
with annual budgets that are based on historical patterns and not on current ser-
vices provided.

Without competition, the monopoly provider of hospital services drives
up costs and constrains productivity gains:

= Large, complex institutions, particularly tertiary-level teaching hospitals,
perform many simple medical/surgical procedures that could be done much
more cost-effectively in community hospitals with lower overhead costs. For
example, a normal birth/delivery costs on average $1,418 at a tertiary care
hospital, about $1,000 more than at a community hospital. A child’s tonsil-
lectomy costs far less in a community hospital than in a highly specialized
children’s hospital. Similarly, exploratory colonoscopies could be done far
more cost-effectively in a specialized clinic than in a teaching hospital.

« Both large community hospitals and teaching hospitals deliver many ser-
vices that smaller, specialized clinics and other health care facilities could
provide just as well and more cheaply. An example is Toronto’s Shouldice
Clinic, which performs only hernia repairs at a much lower cost than even
a general-purpose community hospital could. In fact, Canadian hospitals
provide a wider range of services than those of most other OECD coun-
tries, yet hospitals are the most expensive service delivery institution.

» Cataract surgery, many orthopaedic procedures and other procedures are
performed by large institutions, whereas they could be undertaken in a
more cost-effective manner by specialized health care clinics. Due to their
lower overhead, and particularly to their more flexible work rules for the
range of health care professionals they employ, specialized clinics can
carry out many straightforward, routine procedures at substantially lower
cost than most hospitals.

« Typically, because of their rigid collective agreements, hospitals cannot
deploy their human resources in an optimally efficient manner. For example,
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the number of nurses may be adequate overall, but if, for whatever reason,
the emergency room is understaffed and the collective agreement restricts the
hospitals ability to bring in nurses from elsewhere in the hospital, a de facto
nursing shortage is created that diminishes the hospital’s productivity.

= Similarly, rigid scope-of-practice rules in hospitals frequently prevent fully
qualified health professionals, such as specially trained nurses, from per-
forming services that are now delivered by more costly health care personnel
— for example, a nurse-practitioner cannot perform a flexible sigmoidoscopy
in the place of a doctor.

< In many regions of Canada, no alternatives to the emergency room are
available. Overcrowding and long waits are the result. This problem could
be alleviated, if not solved, by establishing small urgent care clinics
(UCC:s). In Ontario, a number of UCCs provide fast, one-stop emergency
services for urgent or acute medical problems such as cuts, sprains, frac-
tures, asthma, bronchitis, severe allergic reactions and arrhythmias, as well
as laboratory, X-ray and pharmacy services and referrals to specialists and
hospitals. Not only do they provide services faster, but they are also sig-
nificantly less expensive than hospital-based emergency departments,
mainly because of their lower overhead costs

Tackling the Monopoly Provider Problem:
An Overview

The Need for Reform
We cannot stress strongly enough that in our view, and in the view of the Senate
committee, failure to improve the productivity of health care delivery will result
in the system, as it is presently structured, becoming financially unsustainable in
the reasonably near future. In its report, the Senate committee concluded that
“there are real, continuing upward pressures on Canada’s health care costs” and
that, therefore, “Canada’s publicly funded health care system, as it is currently
operated, is not fiscally sustainable given current funding levels” (Standing
Senate Committee on Social Affairs, Science and Technology 2002, 255). Among
the factors that compelled the committee to reach this conclusion were the
impact of the aging population, rising drug costs and the need to invest in expen-
sive new technologies.

The Conference Board, in its March 2004 study of health care cost drivers,
reached the same conclusion as the committee had two years earlier. For example,
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it estimated that one-third of projected real health care expenditure growth could
be attributed to the aging population. The report stressed that this represented a
heavier burden than that imposed by other cost pressures, such as population
growth, because, “unlike the other cost pressures aging comes with no offsetting
increase in income or wealth that can finance additional cost increases”
(Conference Board 2004, 22).

The aging population also compounds the pressures caused by rising pre-
scription drug prices. Public spending on drugs has doubled over the past 20 years;
those over 65 years of age accounted for 64.5 percent of all provincial/territorial
spending on drugs in 2000 (Conference Board 2004, 36), while representing just
over 12 percent of the population. The unending stream of new technologies that
expand the capacity of the health care system to serve Canadians is another impor-
tant source of escalating costs.

In its report, the Senate committee stressed that the “increase in the per-
centage of government spending devoted to health care provides the clearest
indication of the financial pressures felt by governments charged with funding
health care” (Standing Senate Committee 2002, 257). In this regard, the
Conference Board pointed out that “without structural change in how health
care is delivered, the current systems will grow from consuming about 32 per-
cent of total provincial/territorial revenues to 44 percent in 2020” and that
“some provinces could spend in excess of 50 percent of their budgets on health
care by 2020, just as the demographic bulge of Canadian seniors starts to pass
through the systems” (Conference Board 2004, 86). A recent Alberta report
indicated that since 1997, provincial health spending has increased by 10.4 per-
cent per year, while provincial revenues have only grown at a rate of about 4
percent per year (MLA Task Force on Health Care Funding and Revenue
Generation 2004, 4).

Clearly, compounded year after year, such increases are not sustainable
over the longer term. Indeed, some provinces could hit the fiscal brick wall in a
very few years. This bleak picture implies that productivity increases are essen-
tial if our publicly funded health care system is to survive. Therefore, the key
question is: How can the system be changed to eliminate excess costs and
improve productivity in delivering health care services?

The Case for Greater Competition in Service Delivery

Typically, in Canada, the problem has been addressed using a top-down
command-and-control approach, with health department bureaucrats instructing
service providers on what to do. This is the approach embodied, for example, in
Ontario’ recently enacted Bill 8, The Commitment to the Future of Medicare Act.
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The Senate committee recommended a different approach. It concluded
that in a system as complex and multifaceted as the health care system, a top-
down command-and-control model would not work — it would almost certainly
lead to even greater inefficiency. Effective reform, the committee maintained,
could only be achieved by putting in place a set of incentives for individuals and
institutions, acting in their own self-interest, to make the required changes. In
essence, the committee argued that the introduction of what are usually called
“market forces” would be the only effective way to change the health care deliv-
ery system, to make it more efficient and to make its providers more productive.

Competition among health care institutions and providers is essential to
break the present monopolistic stranglehold of provider groups and to ensure
that Canadian taxpayers get full value for every dollar spent on health care. We
believe strongly that competition will also lead to the development of new and
innovative forms of health care delivery, substantially improving productivity.
Furthermore, we believe that competition is in everybody’s best interest — the
insurer, the hospital, the physician and other health professionals. Ultimately,
though, the patient and taxpayer will benefit the most.

Canada is not the only OECD country struggling with health care costs, as a
special supplement to the July 17, 2004 issue of The Economist on health care finance
amply illustrates. In particular, The Economist emphasizes that “governments’
attempts to contain health care costs have come in many forms including budget
caps, usually in the hospital sector; wage controls; price limits on medical fees and
prescription drugs; restrictions on the flow of new medical students; and delays in
the introduction of new technologies” (Wallace 2004, 15). All of these have been
tried in Canada, and they have failed, just as they have failed in other OECD coun-
tries. According to The Economist, “the underlying reason why these methods fail is
that they do nothing to provide greater efficiency” (Wallace 2004, 15).

So how would competition in service delivery address the problems of the
present system? The government, the insurer (funder), would choose to buy
insured services from the lowest-cost provider who meets specified quality con-
ditions. Providing the opportunity for institutions to bid to provide specific ser-
vices would create an environment in which those patients requiring relatively
simple procedures would be drawn away from teaching hospitals to community
hospitals, with their lower cost structure. Such competition would force large
teaching hospitals to examine closely the spectrum of services they offer and to
redefine their roles.

Competition would also lead to the establishment of specialized, stand-
alone facilities (or clinics) able to offer the lowest price for procedures such as
cataract operations, some orthopaedic surgeries, various diagnostic tests and
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hernia repair. Not only would such specialized facilities, concentrating on a lim-
ited range of procedures, be less expensive, but they would also be expected to
achieve better results as a consequence of higher volumes. In medicine, the more
frequently the same procedure is performed, the higher the quality of the out-
comes. Thus, specialized facilities would both reduce costs and improve quality.
(In fact, some experts have suggested that the waiting time for cataract operations
could be eliminated within a year if all such operations were done in specialized
clinics instead of hospitals.)

With respect to reducing costs, the smaller the institution, the more flexi-
ble the job descriptions of its various staff members. Greater flexibility in utiliz-
ing human resources is a very compelling factor in support of specialized health
care clinics. Efficiencies and productivity improvements could also be gained if
people were encouraged to rely on 24-hour community clinics for many of the
primary care services they currently receive in hospital emergency rooms.

Competition would encourage hospitals to contract out nonmedical services
in order to improve productivity and reduce costs. Using a tendering process, hos-
pitals would procure these services from the lowest-cost provider, subject only to
the provider’s meeting appropriate and closely monitored quality standards.

Such changes in the delivery system would, in turn, prompt all service
providers to find ways to improve the quality and cost-effectiveness of their ser-
vices in order to avoid losing work to more cost-effective institutions or
providers. In this way, reform of the system would occur gradually, driven by
incentives rather than by the top-down, command-and-control approach that
has been so clearly demonstrated to be ineffective.

It is important to note that all the benefits described here could be achieved
regardless of whether service delivery facilities are publicly or privately owned, for-
profit or not-for-profit. Nothing in our proposals for generating competition in
health services delivery requires, or even provides an incentive for, the introduc-
tion of for-profit delivery facilities. Publicly owned institutions can compete with
one another, just as privately owned institutions do in any competitive market-
place. Therefore, our proposals do not depend in any way on the specific owner-
ship structure of the health care delivery system. In this regard, we should note that
in its report the Senate committee argued that government, as the insurer (funder)
of the system, should be indifferent as to who owns a service delivery institution
and on what basis it operates as long as comparably high-quality outcomes are
achieved by the organizations and institutions offering services at the lowest price.

Since the inception of Canada’s national health care program, the role of
government has been as a funder, not a provider, of health care. As the Senate
committee documents in its report, one of the great myths about Canada’s
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“public” heath care system is that it includes public delivery as well as public
funding. This has never been the case. Beginning with hospital insurance in 1957
and continuing with the creation of medicare in 1966 and the enactment of the
Canada Health Act in 1984, the central objective has always been to insure
Canadians against hospital and doctor costs and improve their access to med-
ically necessary health care services. No legislation restricts the ownership of
health care institutions.

Therefore, it is difficult to understand the rationale for the recent decisions
by the Manitoba NDP government to purchase a for-profit orthopaedic clinic in
Winnipeg and by the Ontario Liberal government to purchase three for-profit MRI
clinics in the province as well as to require four others to convert to not-for-profit
status. First, it is important to recognize that these institutions are different from
the MRI clinics that exist in Quebec. These take private-pay patients who can then
jump the queue in the publicly funded system and are thus clearly part of a par-
allel, privately funded tier of health care. More importantly, purchasing the facili-
ties in Manitoba and Ontario simply means that money will have been taken out
of cash-strapped health care budgets and spent in a way that provides no added
benefits to patients and does nothing to shorten a single waiting line.

Moreover, past experience indicates that public ownership of these facili-
ties will not ease the burden of the rigid work rules of publicly owned hospitals
described earlier in this paper and of the higher salary scales of public institu-
tions as compared to clinics. Thus, not only will capital funds have to be spent
with no patient benefit, but also the resulting higher operating costs will further
deplete health care budgets.

In addition, moving these facilities to the public sector will strengthen the
monopoly bargaining position of the health care workers involved. As we have
explained, this is precisely the wrong direction for public policy to move in if our
objective is to make the health care system financially sustainable.

Tackling the Monopoly Provider Problem:
Specific Measures

Enhancing Hospital Productivity by Introducing Service-Based Funding
In order to introduce competition to the institutional health care delivery system
and enhance its productivity, we must change the way in which hospitals are
funded. The Senate committee recommended that hospitals employ service-
based funding. That is, hospitals should be paid an agreed-upon fee for each
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service they deliver after that service has been performed. It is the change from
global budgets to this funding mechanism that makes possible the competitive
market described earlier.

Again, such funding changes are not unique to Canada. As The Economist
points out, “One building block [of a more efficient health care system] is the
introduction of prospective payment systems for hospital services [essentially,
what the Senate report calls ‘service-based funding’]. For example, Australia,
Sweden, Britain and Germany are moving this way and hope to have the new
payment system up and running within four years” (Wallace 2004, 18).

We recognize that a service-based funding system will not work in all cir-
cumstances. It will work in urban community hospitals, but teaching hospitals,
as well as rural or remote hospitals, should be treated differently because it is not
possible to create a market for many of the services they provide. For example,
because many of the sophisticated procedures that they alone can perform
require highly specialized equipment and personnel, teaching hospitals cannot
be funded solely through a service-based funding system. Service-based funding
should be used only for the more common procedures performed in both teach-
ing hospitals and community hospitals.

In addition to their role as service provider, academic health science cen-
tres play major roles in teaching and research. The Senate committee recom-
mended that these roles be financed with base funding, which would be separate
from the funding for their clinical service role.

Once fully established, the incentives built into service-based funding
would generate a number of significant benefits. They would:

= encourage hospitals to improve their operating efficiencies, since they
would get to keep any money saved

< enhance the ability of managers to manage effectively, given that, under
service-based funding, they would be required to know how well and effi-
ciently the institution is performing every procedure (something that, in
general, they do not know today)

» create competition among hospitals and between hospitals and other
smaller, more highly specialized clinics and facilities

« help develop highly specialized health care teams, achieving better out-
comes for patients and making optimal use of costly equipment

« stimulate the development of centres of excellence for complex surgical
procedures (such as paediatric heart surgery)

= improve quality, since evidence shows a clear relationship between vol-
ume and patient outcomes (for example, hip and knee replacement and
hernia repairs)
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= encourage hospitals to improve patient service and drive out inefficien-

cies, since revenue depends on the number of patients treated

A specific and highly desirable benefit of service-based funding would be
its ability to demonstrate clearly to the public the relative efficiencies of hospitals
offering comparable services. Because hospitals would be competing with each
other to serve patients, the inefficient hospitals would either lose business
(because the price they bid would be too high), or they would lose money
(because they were unable to perform the service at the price they bid). The
Economist article echoes this conclusion, noting that prospective payment (or
service-based funding) systems are “likely to do some good...because they show
us the poor performers and create pressures on the hospitals to become more
efficient” (Wallace 2004, 18).

Looked at in this light, whether a hospital made a profit (or a surplus, in
the case of those operating on a not-for-profit basis) or showed a loss/deficit in a
year would be a true reflection of the effectiveness of its management and
provider team and of the efficiency with which it operated. But under the cur-
rent global budgeting model, whether a hospital makes or loses money in a given
year depends principally on how good provincial health department bureaucrats
are at estimating the volume and mix of the procedures the hospital carried out
during that year and, to a substantial degree, on what that hospital did in the
past. This is hardly an accurate reflection of the competence of hospital mana-
gers. Nor is it an effective way to make hospital CEOs more accountable.

Finally, a benefit of service-based funding that should not be underestimated
is its psychological impact on people employed in hospitals. Under service-based
funding, a patient coming into a hospital would be important not only as a person in
need of help but also as a source of revenue; that person could no longer be con-
sidered a drain on the hospital’s limited resources as determined by its global budget.

Enhancing the Productivity of Health Care Professionals by Making
Scope-of-Practice Rules Less Rigid

The rigid entrenchment of scope-of-practice rules and their regulation by
the relevant professional associations has resulted in the inefficient use of scarce
human resources in health care. These rules prevent many health care profession-
als from providing the full range of services they have been trained and are qual-
ified to provide in cases where there is a conflict with another health profession’s
scope-of-practice rules. Such rules can also severely impede multidisciplinary col-
laboration, particularly in primary health care.

Critically important is the fact that rigid scope-of-practice rules drive up
health care costs. The most highly educated and skilled professionals spend
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inordinate amounts of time on matters that could just as easily be handled by
other fully qualified providers with less training. This is costly to the system as a
whole and makes for less satisfying work for the overqualified professionals.
Scope-of-practice rules must be revised to allow all categories of health care
professionals to practise to the full extent of their capacities. This revision would:
* make better use of limited human resources throughout the health
care system
= create stronger incentives among the different health care professions to
compete for contracts to provide various health services
« foster greater productivity in all health care professions
= ensure, from a patient’s perspective, that health care is delivered by the
most appropriately qualified health care provider
= enhance collaboration and multidisciplinary approaches, which are essen-
tial in the reform of primary and other forms of health care

Assessing and Enhancing the Productivity of Health Care
Professionals

We know very little about the factors that influence productivity in health
care and how the productivity of key personnel in the system can be improved. We
do know, however, that the explosion of new knowledge and major advances in
technology have increased the productivity of other professions over the past 20
years. Surely, better diagnostic equipment, more effective drugs, improved out-of-
hospital treatments, better-educated and better-trained nurses, counsellors, reha-
bilitation therapists, pharmacists and physicians, combined with the improved
health status of Canadians, have made health care professionals more productive.
Yet this has not been reflected in the cost of providing health care services.

An assessment of the productivity of the various health care professions
must be undertaken. Such an assessment should include a review of the barriers
to productivity gains. Without the removal of these barriers, health care costs will
continue to escalate at a fiscally unsustainable rate. Information on productivity
in health care will help to:

« reduce the pressures resulting from shortages of human resources in
health care

« allow for a better allocation of human resources

= considerably weaken the monopoly power currently held by groups of
health care providers and enable government to negotiate pay increases
that are more in line with the productivity gains of the various groups

= encourage competition among providers based on their relative productivity

< enhance the performance and efficiency of the overall health care system
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at all levels of delivery (for example, in primary health care settings, hos-
pitals, laboratory settings and small surgical facilities)

Improving the Productivity of Health Care Delivery by Devolving
Further Responsibility to Regional Health Authorities

During the last decade, Canadian RHAs have done a commendable job of
organizing health services for people in their regions. We believe that they offer
great potential to foster competition among hospitals and other health care
providers. If they are to do so, however, they must be given more responsibility
and greater authority for delivering and/or contracting for the full range of pub-
licly insured services. The devolution of such responsibility from provincial gov-
ernments to RHAs, making them exclusive purchasers of services, would com-
plement the introduction of service-based funding.

RHAs would buy health services on behalf of the patients they serve, con-
tracting with the hospital, clinic or nonmedical provider that provides the best
level of service: the best combination of service quality, timely delivery and price.
The devolution of the purchasing function from provincial governments to RHAs
could then be extended to other providers, including specialist physicians, pri-
mary health care physicians and testing laboratories (see Jéréme-Forget and
Forget 1998). This would:

« eliminate top-down management by provincial health departments and
substantially reduce their size

= depoliticize health care decisions made at the regional level

« provide RHAs with the flexibility to allocate their financial resources more cost-
effectively and in a way that better addresses the needs of the people they serve

= ensure, from the patient’s perspective, more integrated (seamless) health
care by giving RHAs the responsibility for delivering, or contracting for,
the full range of health services (including prescription drugs)

= encourage more competition and more choice in the health care sector

It is important to stress that by encouraging the fostering of competition at
the regional level we are not implying that the public hospitals currently owned
by RHAs should be turned over to the private sector. Competitive contracts could
be awarded by the RHAs to public hospitals, but the competition would be
enhanced if private providers were allowed to compete with the public providers
for at least some publicly insured health services (such as day surgery). The
greater the number and variety of competing institutions, the greater the likeli-
hood of increased efficiency of operation and productivity.

A key element of successful competition among providers — whether
public, private, not-for-profit or for-profit — is the requirement that all types of
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institutions meet uniform, rigorous standards of quality, particularly of out-
comes, to ensure that patients receive safe and high-quality care, no matter where
or by whom it is delivered.

Preserving the Single-Payer, Publicly
Funded System

The incentives we propose to encourage competition in health care can be intro-
duced without threatening, in any way, the single-public-insurer model of
Canadian health care or any of the principles of the Canada Health Act.
Nevertheless, as we said at the outset, some will argue that these proposals would
put Canada’s health care system on a slippery slope to destruction. This is sim-
ply not true.

The debate about competition in health care is marked by confusion over
the difference between the funding of health care and the delivery of health care
services. The advantages of equity and cost-effectiveness associated with having
a single public insurer do not apply to the delivery of health care. It is this lack
of a clear distinction between funding and delivery in the public debate on health
care that has led to the impression that because the single public/government
insurer is good, private delivery must be bad. In fact, as we have seen, delivery
has been almost entirely in the hands of the private sector since the founding of
medicare. Thus, to claim that the private delivery of health services threatens the
integrity of the single public insurer is manifestly false, given the actual structure
of Canada’s publicly funded health care system.

The Canada Health Act, through its public administration principle,
requires a single public insurer for medically necessary hospital and doctors’ ser-
vices and, therefore, excludes experimentation with private financing for these
services. The Act, however, does not address the issue of the ownership structure
of health care delivery institutions. It does not require that such institutions be
either public or not-for-profit, nor does it prevent a province or RHA from con-
tracting out the delivery of publicly funded services to private providers operat-
ing either on a not-for-profit or for-profit basis. Simply put, if services are fully
publicly insured, then the participation of private, for-profit providers (physi-
cians, laboratories, hospitals, other health care facilities and so on) does not con-
travene the principles of the Canada Health Act or the values that underpin it.

The introduction of competition, in and of itself, would not favour the pri-
vate sector in any way. The corporate structure of the competing entities providing
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services under our proposed framework would be irrelevant, just as it is now irrel-
evant under the Canada Health Act. All health care facilities, no matter their own-
ership and basis of operation, would be subject to a common, rigorous and inde-
pendent quality control and evaluation process to ensure their accountability.

Accountability through Public Reporting and the
Health Care Guarantee

Perhaps the weakest link in Canada’s health care system is its failure to hold
accountable in any effective way those who manage or fund the system. Not only
should all health care providers be subject to uniform standards of service qual-
ity, but they should also be accountable for the public funding they receive. It is
equally important that the insurers (governments) themselves be accountable to
those who elected them and to the people who rely on them to organize the
delivery of health services efficiently.

If we are to have a health care system that truly serves Canadians, both gov-
ernments and providers must become much more accountable to those whom the
system should serve: the people — as patients, as family members of patients and as
taxpayers. Enhanced accountability on the part of all health care players is essential
if we are to improve productivity and thereby sustain publicly funded health care.

The measures put in place to discharge greater accountability, however,
must function with as little bureaucracy as possible. Provincial governments have
tried various mechanisms to hold hospital boards and CEOs accountable for
their performances. While their objective of improved accountability is sound,
the usual means of trying to achieve it — top-down control by provincial bureau-
crats of highly complex service delivery institutions — are not effective. Nothing
as complex as a hospital can ever be managed from afar.

Accountability, with a minimum of bureaucracy, requires two things: first,
an independent body with the means and ability to monitor the performances of
governments and health care providers; and, second, appropriate incentives to
obtain the desired results. With regard to the first requirement, we are pleased to
note that there is considerable agreement that the newly formed National Health
Council should be responsible for reporting to Canadians on the performance of
the health care system.

But this is not enough. Accountability cannot be based entirely on periodic
reports or press releases, important as these are. Decisions, made daily, that expe-
dite or impede access to high-quality care crucially affect the health of patients
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in need and the well-being of their families. Accountability for such decisions
requires much more immediate and meaningful mechanisms. Strong incentives
must be introduced — positive ones that reward good performance and negative
ones that have teeth to punish poor performance.

The central objective of our publicly funded health care system must be to
ensure that Canadians have timely access to the high-quality care they need, and
that those responsible for funding and delivering the care are held accountable
for meeting that goal. As it is currently constituted, our system allows govern-
ments and providers to shift the consequences of excessive waiting times onto
the backs of patients and their families — sadly, at present, doing so costs gov-
ernments and providers little or nothing.

This is why it was easy for governments to cut back on health care fund-
ing during the 1990s without first implementing the changes that would allow
the system to achieve greater productivity. They closed hospital beds and reduced
the number of doctors and nurses being trained. What they did not do was
simultaneously increase the number of substantially less expensive home- and
community-based beds for those who did not need hospital care. Nor did they
tackle scope-of-practice rules so as to permit nurse-practitioners, nurses, coun-
sellors and other health professionals to provide, to the full extent of their com-
petencies, an expanded range of health care services. Public dissatisfaction with
Canada’s publicly funded health care system spiked during this period, as gov-
ernment spending cuts took their toll on those waiting for care.

We believe that a system of incentives is required that will place the bur-
den of meeting acceptable standards of care on those who are actually responsi-
ble for funding, organizing and delivering that care. In the view of the Senate
committee, the core of such a system must be a formal, binding guarantee to
Canadians that they will get the care they need, when they need it. This does not
mean that Canadians should be entitled to instant service. Clearly, some
rationing of the supply of health care services occurs in every health care system.
The issue is: When does the rationing become excessive? Or, as it emerged in
early June 2004, when the Chaoulli case went before the Supreme Court of
Canada: When does the rationing of the supply of health care services become so
severe that a patient’s Charter rights are violated? (Dr. Jacques Chaoulli and a
patient asked the court to overturn two Quebec court judgments that upheld
provincial laws limiting the use of private medical services or medical insurance;
they maintained that their Charter rights were breached by these laws.)

That is the reason why the Senate committee recommended the implemen-
tation of a health care guarantee that would oblige governments to provide care
within reasonable, clinically based waiting times. Of course, such a guarantee
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would not entitle patients to receive immediate service. This is how the Senate
committee put it in its report:

The point at which this health care guarantee would apply for each procedure
would be based on an assessment of when a patient’s health or quality of life
is at risk of deteriorating significantly as a result of further waiting. Waiting
times would be established by scientific bodies using clinical, evidence-based
criteria..In keeping with its philosophy that the best way to reform a complex
system such as health care delivery is to introduce appropriate incentives for
all the players involved, the Committee is firmly convinced that governments
must be made to bear the responsibility for their decisions. Thus, the
Committee believes that the blame for the waiting list problem should be
placed where it belongs — on the shoulders of governments for not funding
the system adequately, and jointly on governments and providers of health ser-
vices, the providers for not developing clinical, needs-based waiting list man-
agement systems and governments for not demanding and funding such sys-
tems to ensure the rationality of waiting lists, including those that are attribut-
able to underfunding. The Committee believes that governments must pay for
the remedy, namely patient treatment in another jurisdiction, while waiting list
management systems are being developed and put in place. (Standing Senate
Committee 2002, 118, 117)

The bite of this guarantee lies in the requirement that governments pay for
treatment wherever it is available (including outside the country), should the
maximum waiting time be exceeded and a patient’s health be in danger of dete-
riorating. Governments must incur a penalty — the cost of sending the patient
for treatment in another jurisdiction — for their excessively tight rationing of
health care services to deter them from continuing to download the conse-
guences of waiting onto patients. Thus, the health care guarantee is to govern-
ment what competition is to health service providers — namely, the incentive for
appropriate changes in behaviour (see Courchene 2003).

The effect of such a guarantee would be to make governments (and, indi-
rectly, providers) responsible, on a day-to-day basis, for ensuring that patients get
the care that they need in a timely fashion. Governments would be forced to ask
themselves if they wanted to send a patient outside the country for treatment
when the requisite care could be provided at home at a lower cost.

It is because we believe so strongly in making governments accountable
for waiting times that we, along with our colleagues on the Senate committee,
recently intervened in the Chaoulli case before the Supreme Court. We hoped
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that the Court might reach the same conclusion that the committee had
reached in its report:

[GJovernments can no longer have it both ways — they cannot fail to provide
timely access to medically necessary care in the publicly funded health care
system and, at the same time, prevent Canadians from acquiring those services
through private means..[The committee] passionately hopes that it will not be
necessary for..a parallel system of private delivery, financed by private insur-
ance, to emerge..The Committee..categorically rejects the status quo:
Canadians in need of medically necessary services must be given timely access
to them. (Standing Senate Committee 2002, 120-21).

Critics of the health care guarantee, including Roy Romanow, have sug-
gested that it is not a practical proposal, and that it will therefore create public
expectations that cannot be fulfilled. We believe that it is both practical and real-
istic to set clinically determined maximum waiting times for all major procedures
and key diagnostic tests. The Canadian Medical Association and the Canadian
Orthopaedic Association have supported this position, most recently in their
joint intervention in the Chaoulli case before the Supreme Court.

Moreover, we think that the surgical-waiting-time guidelines that were
recently introduced by the province of Saskatchewan are a further indication of
the practicality of implementing a health care guarantee. As of March 2004, the
province has begun to implement the country’s first comprehensive system to
rate and track all patients waiting for surgery. The key difference between the
Saskatchewan system and the committee’s proposal for a care guarantee is that
the wait times that are posted in Saskatchewan represent performance targets
rather than an enforceable commitment.

Under the Saskatchewan system, physicians assess patients using a common
set of criteria. Individual scores are based on a patients condition and the type of
surgery required. The patient is placed on one of six priority levels, each having a “tar-
get time frame” indicating how quickly he or she should have surgery (as illustrated
in the following table). The target time frames apply to all surgical specialties and pro-
cedures and were developed by the Saskatchewan Surgical Care Network (SSCN)
and its surgical services subcommittee, in consultation with doctors and specialists.

What the health care guarantee would do is convert such waiting-time
guidelines into legally enforceable maximum-waiting-time limits. From statements
of good intention, these guidelines would become legally enforceable service stan-
dards. If it is feasible to establish guidelines, then it is only the absence of political
will that blocks their conversion into a maximum-waiting-time guarantee.
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Table 2

Target Time Frames Priority Classification

Priority level Scoring range Target time frame

Priority | 95-100 95% within 24 hours
Priority 11 80-94 95% within 3 weeks
Priority 111 65-79 90% within 6 weeks
Priority IV 50-64 80% within 3 months
Priority V 30-49 80% within 6 months
Priority VI 1-29 80% within 12 months
All cases within 18 months

Source: Saskatchewan Surgical Care Network, “Target Time Frames for Surgery-
Backgrounder” (March 2004). www.sasksurgery.ca/news.html

Conclusion

Canada’s health care system, with its unique single-public-insurer model, must
not only be preserved but also made more cost-effective, more efficient and more
productive. We believe that these results can only be achieved through the intro-
duction of competition into the delivery of health services in the ways we have
described. We conclude, however, on a cautionary note. As we observed in the
opening section of this paper, if the changes we propose fail to yield the desired
increases in productivity and the corresponding reduction in the rate of growth
of health care costs, then even more changes may be necessary. In a system as
complex as health care, one cannot know in advance the full impact of any par-
ticular reform. However, we can be certain that the journey down the road to
reform must begin with the measures we have outlined in this paper.

September 2004 Vol. 5, no. 8 | Policy Matters ‘31 ‘




References

Banting, Keith, and Robin Boadway. 2004.
“Defining the Sharing Community: The
Federal Role in Health Care.” In Money,
Politics and Health Care: Reconstructing the
Federal-Provincial Partnership, edited by
Harvey Lazar and France St-Hilaire.
Montreal: IRPP.

Conference Board of Canada. 2004.
Understanding Health Care Cost Drivers
and Escalators. Ottawa: Conference Board
of Canada, March.

Courchene, Thomas J. 2003. “Medicare as a
Moral Enterprise: The Romanow and
Kirby Perspectives.” Policy Matters 4,
no.1. Montreal: IRPP.

Jérobme-Forget, Monique, and Claude E.
Forget. 1998. Who Is the Master? A
Blueprint for Canadian Health Care
Reform. Montreal: IRPP.

MLA Task Force on Health Care Funding and
Revenue Generation. 2004. Report of the
MLA Task Force on Health Care Funding
and Revenue Generation, June.

Standing Senate Committee on Social Affairs,
Science and Technology. 2002.
Recommendations for Reform. Vol. 6, The
Health of Canadians — The Federal Role.
Ottawa: Queen’ Printer for Canada,
October.

Wallace, Paul. 2004. “The Health of Nations:
A Survey of Health-Care Finance.” The
Economist, July 17.

Woolhandler, Steffie, Terry Campbell, and
David U. Himmelstein. 2004. “Health
Care Administration in the United States
and Canada: Micromanagement, Macro
Costs.” International Journal of Health
Sciences 34, no. 1.

‘ 32 ‘ Enjeux publics | Septembre 2004 Vol. 5, n°8

This publication was produced under
the direction of France St-Hilaire,
vice-president, research, IRPP. The
manuscript was copy-edited by Mary
Williams, proofreading was by
Timothy Niedermann, production
was by Chantal Létourneau and
printing was by Impressions
Graphiques.

Copyright belongs to IRPP. To order
or request permission to reprint,
contact:

IRPP

1470 Peel Street, Suite 200
Montreal, Quebec H3A 1T1
Telephone: 514-985-2461
Fax: 514-985-2559

E-mail: irpp@irpp.org

All Policy Matters and Choices are
available at www.irpp.org

To cite this document:

Kirby, Michael J.L., and Wilbert
Keon. 2004. “Why Competition Is
Essential in the Delivery of Publicly
Funded Health Care Services.” Policy
Matters 5, no. 8. Montreal: Institute
for Research on Public Policy.




