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THE CANADIAN HEALTH CARE SYSTEM
A King's Fund Interrogatory
Robert G. Evans

In 1988, the King's Fund Institute in London initiated a project to
study patterns of health care finance and delivery in several of the major
industrialized countries. The project involved the preparation of a
standard set of questions about system organizaton, which was sent to a
health care specialist in each country who had agreed to participate in the
project.
The answers to these common questions (the "Background Data Set") were
then assembled by staff at the King's Fund Institute, and the resulting
report, Health Check: An International Comparative Study, by C. Ham, R.
Robinson and M. Benzeval, will be published by the Institute in 1990.
The questions posed by the King's Fund staff are quite comprehensive,
and cover most of the issues which interest external observers of different
countries' health care systems. Accordingly, it seemed likely that there
might be a wider audience for the relatively compact description of the
Canadian health care system represented by the answers to those questions.
We are thus issuing the questions and answers as a Discussion Paper
distributed by the UBC Health Policy Research Unit, although it is not
clear whether they might also deserve publication independently of the
King's Fund synthesis.
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BACKGROUND DATA SET FOR EACH COUNTRY

1.1

Financial Data

1.

How much is spent on health care per capita and as a percentage of
GOP?

The most recent published financial data for the Canadian health care
system as a whole are for 1985, and report total expenditures of $39.8
billion, or $1568 per capita (Canada, 1987).

Subsequent revisions by

Health and Welfare Canada, as yet unpublished, have raised this 1985 figure
to $40.4 billion or $1605 per capita, with corresponding preliminary
estimates for 1987 of $47.9 billion and $1869.
in Canadian dollars.

These figures are of course

For purposes of international comparison they may be

converted into American dollars, but spot market exchange rates should not
be used for this purpose because the Canada/U.S. exchange rate has been
quite unstable during the last five years.

A Purchasing Power Parity rate

estimated by the DECO for 1985 is approximately $0.85 USD per CAD.

The more common basis for international comparison is the percentage
of GNP or GOP spent on health care.

The DECO international comparisons of

health care spending use GOP as a base, and report Canada as spending 8.4
percent in 1985 and 8.6 percent in 1987 (Schieber and Poullier, 1989).

The

Canadian sources more commonly report percentages of GNP, paralleling
United States practice.

The last published data give this ratio as 8.62

percent for 1985 (Canada, 1987) but again revised and unpublished data
provided by Health and Welfare Canada report 8.7 percent for 1985 and 9.0
percent for 1987.

The discrepancy between the ratio based on GNP and that reported by
the OECO for GOP is partly a result of slight modifications made to the
Canadian health data for purposes of international comparison; the new
Health and Welfare Canada data give 8.5 percent of GOP for 1985 and 8.7

3

percent for 1987.

But most of the difference results from a growing

divergence between the GNP and GDP measures of Canadian national income, a
recent phenomenon which does not appear to have been investigated.

The share of national income spent on health care in Canada has been
relatively stable, in the range 8.5 - 9.0 percent of GNP from 1982 to 1987.
The Great Recession of 1982, which hit Canada particularly hard, was
associated with a jump in this ratio from 7.7 percent in 1981 to 8.6
percent in 1982; prior to that date the ratio had fluctuated in the range
of 7.0 percent - 7.5 percent since 1971.

In the previous two decades,

health spending had increased its share from about 4 percent, moving more
or less in line with patterns in the United states (see Figures 1 and 2).

2.

What percentage is public expenditure and what percentage is private?
(N.B. We are particularly interested in any complications arising
from your national accounting practices which may not be apparent from
OECD expenditure figures for your country.)
At present, about three-quarters of health spending in Canada is paid

for through the public sector (Canada, 1987; Schieber and Poullier, 1989).
It is important to note, however, that this public spending is concentrated
in particular sectors of health care, whose boundaries may not always
correspond to those in other countries.

The reimbursement of physicians'

services and hospital care is almost entirely in the public sector - about
95 percent - while dentistry, prescription and OTC drugs (out of hospital),
and some long term care, is predominantly funded through private spending.

The programs to fund continuing care - home care and "intermediate"
(i.e. out of hospital) institutional care - vary considerably from province

to province (Kane and Kane, 1985).

But most require patients to pay some

form of charges, which are set in relation to the minimum public pensions
for the elderly in each province.

The intent of such charges is not to

recoup the cost of care, but to avoid paying twice for minimum subsistence

Figure 1

Total Health Expenditure as Share of GNP
Canada & U.S., 1948 - 87
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Figure 2

Hospital and MD Expenditure as Share of GNP
Canada & U.S., 1948 - 87
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by "clawing back" the pensions (except for a comfort allowance of 15-20%)
for those in full time institutional care.

The effect of this policy,

however, is to record the public pensions as private payment for long term
care.

In fact, the money still comes from the public sector, but at one

remove.

The Canadian national health expenditure accounts are broken down into
categories very similar to those in the American accounts, which poses
particular problems for the identification of ambulatory, as opposed to inpatient, care.

more elusive.

The "primary, secondary, and tertiary" distinction is even

Canadian physicians are in the main self-employed, fee-for-

service practitioners, split roughly half and half between specialists and
general/family practitioners, but both groups have admitting privileges in
hospitals and are reimbursed for services provided to hospitalized patients
through fees which are not included in the hospital budget.

This means that the distinction between "hospital" and "medical"
spending is between payments to hospitals, and payments to individual
physicians (or groups).

The latter can be broken down into the individual

items in the provincial fee schedules, although this detail is not
routinely published.

Each province has its own schedule, although there is

a national list of about 120 billing categories into which each of the
provincial schedules can be fitted without undue violence.

Some of these

items are easily identifiable as being either hospital or community-based
hospital visits, for example, or office visits.

But others, particularly

diagnostic procedures (laboratory and radiology) may be performed at a
hospital or a free-standing facility, and if in hospital may be performed
for an in-patient or an out-patient.

The provincial data set may simply

not record whether the patient receiving the service was vertical or
horizontal.
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Hospitals are providing an expanding array of services to growing
numbers of people who are neither in-patients - they do not occupy a bed
overnight - nor true out-patients.

These patients may be in for day care

surgery, under general anaesthesia, or day medical care such as cancer
chemotherapy or cardiac catheterization.

Such procedures require the

facilities of the hospital, such as the surgical suite or major diagnostic
equipment, but can be completed without an overnight stay.

Do these

procedures constitute "ambulatory care"?

In addition, of course, hospitals run traditional out-patient and
emergency wards whose patients are clearly ambulatory.

But expenditures

for these facilities are not routinely broken out of hospital budgets, nor
are their patients always recorded on computerized reports returned to
either the medical or the hospital arms of the provincial reimbursing
agency.

They are simply lost in the hospital global budget.

Estimates can be developed from the existing data of expenditures
according to categories used in other countries, but the process is not
automatic, and requires a non-trivial amount of assumption and data
manipulation.

3.

How is public expenditure financed - general taxation? earmarked
taxation? social insurance? raised by local, state or central
government? What are the amounts (and shares) raised from each
source?

Public expenditure on health care is effectively all raised through
general taxation.

There is no earmarked taxation, nor in our budgetary

system is it clear what such earmarking would mean.

Would it imply that

total spending would be dictated by whatever the yield of a particular tax
source happened to be?

One could certainly designate a tax source as

linked to health finance, as has been done from time to time with parts of
the provincial retail sales taxes and particular increases in the income
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tax.

But so long as such sources yield revenues which fall short of actual

public spending on health, such "earmarking" is strictly a public relations
exercise.

The principal sources of tax revenue are the personal income tax, and
various sales taxes.

The federal government administers the national

income tax, but provincial governments can either impose their own income
taxes, as Quebec does, or attach provincial income tax rat<

the

federally defined tax base, and have the collections managed by the federal
government, as all other provinces do.

The provincial governments thus

receive directly a large share of the personal income tax.

In addition,

the federal government imposes a "manufacturers' sales tax" (soon to be
replaced by a more broadly based Goods and Services Tax - the controversial
GST) which is hidden in product prices, and the provincial governments each
impose sales taxes at point of sale, which are separate from the price of
the items sold.

These taxes form the backbone of the public revenue

system; in addition there are provincial revenues from natural resource
royalties - timber, mining, oil and gas - and the usual sin taxes.

Three of the ten Canr.dian provinces still retain a system of "health
insurance premiums," but these too are meaningless except as a form of
(rather regressive) general taxation.

They have three critical features:

1} The premiums are uniform province-wide, bearing no relation to actual or
expected use for any individual or group; 2} the premiums do not cover, and
are not expected to cover, the full costs of the programs; and 3} perhaps
most importantly, no one can be denied services for failure to pay
premiums.

One may be liable for unpaid premiums, but not for the actual

cost of services.

[In 1989 the province of Ontario announced its intention

to abandon the collection of premiums for health care, and substitute a
pay-roll tax. 1
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Thus hospital and medical services in the Canadian provinces are
essentially "public utilities," like the police or the fire department.
Such services may be covered through a property tax, but one cannot be
denied services, or billed for them, if one has failed to pay the tax.

This situation pertains, however, only to hospital and medical
services.

The public funding of such services comes entirely through the

provincial government in each province, but the federal government makes a
substantial contribution - originally set by formula at an average of 50
percent of costs nation-wide, though less in the richer provinces - to each
provincial government with a "conforming" provincial plan.

This enables

the federal government to exercise some influence over the structure of the
provincial hospital and medical plans, and leads to, not a national, but a
federal-provincial system of hospital and medical insurance.

Public plans contributing to the finance of dental care, drugs (outof-hospital) and long term (non-hospital) care, however, are based at the
provincial level without any federal coordination or contribution (except
for a per capita contribution in support of long-term care).

They are thus

much more variable in their coverage and organization, and tend to be
closer either to traditional insurance models, or to direct delivery.

The statistical breakdown (Canada, 1987) of federal and provincial
funding is as shown in Table 1.
level of actual expenditure.

NOTE HOWEVER that these data refer to the

The federal government transferred to the

provinces in 1985 an amount with respect to "Insured Services" - hospital
and medical care - equal to 40.1 percent of the total national expenditures
on institutional and physicians' services.

The federal government also

transferred additional sums unrelated to these items but which amount to
another 1.1 percent of their total cost.

The provincial government also

transferred much smaller amounts to local governments; these are included
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Table
Federal

Provincial

Total Public

Hospitals and
Other Institutions

1. 7%

84.1%

88.4%

Physicians

0.6%

92.5%

94.3%

Dentists

1.9%

10.9%

13.5%

Drugs and Appliances

0.6%

21.9%

23.0%

11.2%

57.3%

76.3%

3.1%

70.1%

75.9%

All Other
Total

above as provincial expenditure.

The Workers' Compensation system for

occupational injuries or illnesses is also included in the public sector,
separate from the federal or provincial governments.

4.

Is public expenditure subject to aggregate cash limits/global budgets
or is it demand led? If it is demand led, what methods of cost
containment are used?
The contribution of the federal government to each of the provinces,

in respect of hospital and medical services, is now determined by a moving
average formula based on population and income growth; in that sense it is
"cash-limited."

In the early years of the plan, the cost sharing formula

placed the federal government in a position of having an open-ended
expenditure commitment, but this was changed in 1977.

The key limitation

issues now all arise at the provincial level.

The provinces fund services in three ways.

A variety of public health

and related services - particularly mental health and continuing (home and
non-hospital institutional) care - are delivered or directly purchased by
the provincial governments themselves.

These expenditures are directly

controlled through the provincial budgetary process.

Hospitals, however, are run in each province by Boards of Trustees
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which are more or less independent of the provincial government.
employees are not civil servants.

Their

Hospital operating budgets are set

through some variant of a de facto global budgeting process; separate
grants for capital replacement or expansion also come in whole or in part
through provincial ministries of health.

Thus, subject to their abilities

to generate political pressures or charitable donations from the community,
hospitals are also cash limited.

There is an important qualification, however, in that hospitals
frequently run deficits.

They are not supposed to, but it is difficult for

a provincial minister to prevent this form of budgetary "end-run".

Various

possibilities exist - the provincial legislation varies but most provide
some way of placing a hospital in trusteeship and sacking the
administrators.

But the political risks are significant, and the balance

point is difficult to find.

Thus there remains a degree of open-endedness

in a generally cash-limited system.

Physician reimbursement, on the other hand, is apparently totally
open-ended.

Physicians are reimbursed according to a fee schedule,

negotiated at periodic intervals between the medical association in each
province and the provincial ministry of health.

Expenditures are "demand",

or more accurately utilization-driven, as they are determined by the volume
of billings that physicians send in.

Nevertheless, there has been a significant degree of overall control
exercised through the negotiation of the structure of the fee schedule
(Barer et a1., 1988).

Outlays have escalated significantly faster than

have fees, even after allowing for growth in population and, more
important, number of physicians.

But they have not escalated nearly as

fast as in the United states, where the fee level has been completely out
of control.

It appears that physicians do have the ability to increase
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their billings so as to offset, in part at least, the effects of fee
controls.

But this ability can be curtailed, through the structure of the

fee schedule itself.

This control process, however, is not a static, once-for-all
equilibrium.

Rather it is a continuous, on-going game between adversaries,

provincial governments and medical associations, each under changing
pressures and searching for new strategies.

In the last few years, the

steady increase in physician supply and the tighter pressure on provincial
budgets has raised the stakes in this game.

The result has been increasing

upward pressure on billing rates for given fee schedules, and
correspondingly increased efforts by provincial governments to put some
sort of global cap on overall payments to physicians as well (Lomas et a1.,
1989).

In two provinces, Quebec and British Columbia, this has taken the form
of utilization targets with payback.

The negotiated fee schedule includes

target rates or bands of increase in utilization which, if exceeded, may
invalidate future fee increases, or the overall agreement.

Unusually rapid

rates of increase in billings may have to be "repaid" in the form of a
temporary discount on fees in the subsequent payment period.

It seems most

likely that experiments with various forms of de facto "cash-limiting" in
combination with fee-for-service will be tried out in the next few years.
There is little probability of a general mOve away from fee-far-service
itself, but the open-ended aspect is becoming increasingly modified.

These issues arise, of course, only for hospital and medical care.
There is little or no control in dental care, which is largely private
insurance or private pay.

The different provinces also each have their own

forms of payment for prescription drugs, particularly for the elderly,
which have some quite interesting features and effects (Canada, 1985).

But
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any attempt at description would take us rather far afield.

In any case,

there are no cash limits in these areas.

5.

What groups, and percentage of the population, are financed publicly?
Is there provision for opting out of the public system? If so, how
does the arrangement work?
For hospital and medical care, each province covers 100 percent of its

population - and must do so to qualify for full federal contributions.
This is the condition which, while permitting provinces to continue to levy
premiums, prevents them from making coverage dependent on payment of
premium.

(Dental and drug coverage is highly variable - most provinces

provide some coverage for people over 65 and for people on welfare.)

There

is no provision for opting out by patients - what is there to opt out of?
The income tax?

For providers, however, the situation is more complicated.

In general

terms, the constraints on providers are that they must be either in or out
of the program.

They cannot split their patients into "public" and

"private"; everyone is public.

A physician, or even conceivably a

hospital, could be completely private - non-participating - in which case
neither practitioner nor patient receives any reimbursement from the public
plan (though the patient continues to pay his/her taxes!).

The patient

could go "privately" to such a physician without affecting his/her right of
free access to other physicians participating in the public system for
other services.

But the physician cannot play both sides of the street; no

services provided by a non-participating physician will be reimbursed.

Not

surprisingly non-participation is very rare - perhaps a dozen or two
physicians in the whole country.

All residents are thus covered against the costs of physicians'
services, as defined by the fees negotiated between the provincial
governments and the provincial medical associations.

But this leaves open
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the question of whether individual physicians can impose extra charges on
their patients, in addition to the reimbursement to which they are entitled
under the negotiated fee schedule.

This is a complicated and contentious area, with a long history.

The

fundamental principles of the Canadian plans, to which provincial plans
must conform in order to qualify for federal contributions, require
"universal access on equal terms and conditions".
this requirement was not initially spelled out.

But the exact content of
Physicians and their

spokesmen argued that direct charges to patients did not necessarily imply
impeded access; supporters of the public insurance plans believed that they
did.

Practice varied widely across provinces during the 1970s.

In Quebec,

at one extreme, any physician charging a fee greater than the fee schedule
was automatically "non-participating"; neither physician nor patient was
reimbursed.

In Alberta, on the other hand, physicians could literally

"double bill", being reimbursed by the provincial plan at the negotiated
rate, and then billing the patient at any additional amount they chose.

In

between, in Ontario, physicians could "opt out", and bill directly in any
amount they chose, with the patient being reimbursed at the scheduled
amount.

Collection was the physician's problem.

But physicians could not "stream" their practices; they had to be all
opted-in or all opted-out.

Medical spokesmen argued for the right to

designate patients as opted in or out - so as to extra-bill only those most
likely to pay - this was not permitted.

There was however an exception for

physicians with admitting privileges at teaching hospitals, who were
allowed to have "two" practices.

They could see their "opted-in" practice

at the hospital, and their "opted-out" practice in a private office, and
thus effectively stream between these two groups.
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Not surprisingly, extra billing was virtually non-existent in Quebec,
while in Alberta, by the early 1980s, about half of all physicians were
double billing.

In Ontario, rates of opting out varied from about 12

percent to nearly 18 percent during and immediately after particularly
tough fee negotiations in the late 1970s.

But the rates ran closer to 30

percent for full time specialists - the opportunity to divide one's
practice made a difference (Wolfson and Tuohy, 1980).

There were significant concerns raised about the impact of extra
billing on low income people in particular.

In Alberta, under pressure

from the provincial government, the College of Physicians and Surgeons
declared extra billing of people on welfare to be "unethical".

But the

practice continued, on a large scale, and the College restricted itself to
expressions of distress, rather than using its statutory powers.
Throughout the country, physicians' associations insisted that no one was
denied services on the basis of inability to pay; newspapers regularly ran
stories documenting precisely such situations.

Behind this public debate, were two larger concerns.

Physicians

believed, probably quite correctly, that extra billing was a "safety valve"
to strengthen their bargaining position over fees.

If provincial

governments became too aggressive in bargaining, then what physicians lost
at the bargaining table they could recoup from the patients' own resources
- a sort of second chance - which also placed great political pressure on
governments.

They feared that the trend in negotiated fees would be

significantly lower if the right to extra bill were removed.

On the other hand, supporters of the public plans feared that in the
more conservative political climate of the 1980s, provincial governments
might deliberately connive at an expansion of extra billing to keep down
their own outlays.

Alberta in particular, never having been very
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sympathetic with the basic idea of the public plan, was suspected of this
intent.

There was and is very strong public support for the public system,

so that to be "against Medicare" is political suicide - no politician
admits it publically.

But clearly there were some who would happily

undermine the system indirectly.

The result was a bitter political debate in the early 1980s,
culminating in the passage of The Canada Health Act in 1984.

The struggle

pitted the physicians, and several provincial governments, against the
federal government, and most of the population of Canada.

The latter won.

under the new act, the federal contribution to each provincial government
is reduced, dollar for dollar, by each dollar of direct charges to patients
either imposed or permitted by the provincial government.

Thus to the

extent that Alberta physicians double-billed, or Ontario physicians opted
out and charged above the fee schedule, the provincial governments lost a
corresponding amount of revenue.

Over the two subsequent years, extra billing has been brought to an
end in each of the provinces in which it previously occurred.

Some

chiselling continues by a few practitioners - demanding "voluntary"
contributions to their "research", for example, or "selling" x-ray films to
their patients.

Physician representatives continue in their public

statements to insist, almost ritually, on the necessity of their once again
having direct access to patients' resources, but for the moment at least
the issue of direct charges seems to be dead.

A physician can still, in most provinces, practise completely outside
the plan, with no public reimbursement for physician or patients.
that right is limited.

But even

If for example all the physicians in a particular

region chose to withdraw, or all the members of a particular specialty,
such that certain services were effectively eliminated or sharply
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curtailed, the practitioners could expect to be legislated back in again.

6.

Are public subsidies offered for private exPenditure (e.g. tax relief
on private health insurance premiums)? What amounts are offered? Is
there any information on their distributional effects?
Private insurers cannot offer insurance for services already covered

by the public plans.

They are restricted to insuring supplementary

services, such as out-of-hospital drugs, private rooms in hospitals (when
not "medically necessary" - if declared necessary by the physician, the
room would be free to the patient) and additional coverage for out-ofcountry travellers.

(The provincial plans have reciprocal arrangements for

coverage within Canada.)

Thus the opportunities for out-of-plan practice are minimal, except
for the special caSe of elective cosmetic servicing; and "private" care, in

the European sense, is effectively non-existent.

It follows that there are

no "public subsidies for private care," at least in the hospital and
medical sectors.

Such subsidies do exist for privately insured dental care and drugs,
insofar as employer-paid premiums for such insurance coverage are
deductible for the employer and not taxed in the hands of the employee.
Various medical expenditures, in amounts above 3 percent of taxable income,
are also deductible.

But in those provinces (Alberta, Ontario, and for

medical care alone, British Columbia) which still impose premiums,
employer-paid premiums are taxable, at full rates, in the hands of the
employee.

They are added to income as a taxable benefit.

Thus the outlays

for which tax-expenditure subsidies are available are comparatively small.

Such subsidies have been little studied.

They are almost certainly of

principal benefit in the highest tax brackets, both because that follows
automatically from the progressive structure of the income tax in Canada,
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and because the remaining services for which such tax benefits are
available - dentistry, for example - tend to be more heavily used in the
upper income groups.

7.

But quantitatively they are not very important.

How is private expendftur'e financed - personal insurance? employment
based insurance? direct payments?
Private payments for health care, being predominantly in the drug and

dental field, are primarily made out of pocket or through employersponsored insurance.
insurance.

There is very little market for direct private

This is not surprising; the outlays for such services are not

particularly uncertain.

Private coverage must, on average, cost

ffiQ£&

than

direct private payment, over the covered group as a whole, even abstracting
from the problems of adverse selection.

Thus, if the cost cannot be shared

with the employer, and thereby with the general taxpayer, individual
private coverage has little point.

8.

What reimbursement methods are used for - primary care services? acute
and long term hospital services? physicians? (e.g. fee-for-service,
prospective payments, capitation payments, salaries).
&

9.

What special methods of finance, if any, are used to cover the health
care expenditures of the following groups - low income people? elderly
people? people with catastrophic illness? people with mental illness,
mental handicaps or disabilities?
Since the entire population is covered for public hospital and medical

care, the questions of coverage for sub-populations do not arise.

As noted

above, for dental care and drugs, the individual provinces have a diversity
of programs covering, in general, people over 65 and on welfare.

Some

cover the general popUlation for drugs, but with high deductibles so as to
exclude de facto most of the population.

None of the public plans have

upper limits, so the catastrophic issue does not arise.

Mental illnesses or handicaps, however, pose special problems, as
everywhere else.

Traditionally, mental hospitals were the exception to the
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generalization that hospitals are not run directly by the provincial
governments.

For those committed to long term mental care, large

provincial facilities were owned and run as part of the civil service.
Increasingly such patients are now placed in smaller community-based
facilities, but still under a branch of the provincial government.

The "conventional" hospital and medical care programs provide coverage
for short-term psychiatric care, and in some cases for clinical
psychologists' care as well.

Patients may also be treated for psychiatric

problems in acute care hospitals.

But this area is an exception to the

generalization about the absence of limits on coverage; the provincial
plans place various limits on the number of reimbursable psychiatric visits
per year.

The backbone of the mental health care system is formed by the

provincial direct-delivery programs, both institutional and communitybased, with salaried personnel.

10.

Do your current government's policies emphasise equality of access to
health care or are they based on providing an acceptable minimum
standard (i.e. safety net) for all? If appropriate please identify
the level of government involved, e.g. Federal, state, Provincial,
etc., and any possible conflicts between levels of government.
The hospital and medical insurance systems in Canada very clearly

emphasize equality of access to care, rather than a minimum "safety net".
Most supporters of the system recognize that the universal system, in which
everyone has the same benefit, is the surest way of maintaining the quality
of the social safety net.
maintained.

Nets for other people tend to be less well

On the other hand, the public coverage in dental care and

prescription drugs outside hospital is piecemeal, and reflects the "safety
net" view insofar as it has any coherent philosophical base.

The relationships between the federal and the provincial governments
in Canada have many of the characteristics of diplomacy between sovereign
powers, rather than relations between senior and junior governments.

The
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Canadian constitution assigns a number of powers to the provincial
governments, and within their spheres of jurisdiction the provinces have
just as much sovereignty as the federal government.
opportunity for conflict over all sorts of issues.

Thus there is ample
Correspondingly,

however, there is extensive experience, and not a little skill, in the
management of these conflicts, and a number of federal-provincial
conferences and committees have been developed to maintain cooperation in
this conflictual environment.

Canada is very far from a zero-sum game!

Matters pertaining to health are, with very minor exceptions, solidly
within the area of provincial jurisdiction.

On the other hand, the federal

government is empowered to distribute funds to the provinces, and it has
used this power to encourage and to coordinate the development of the
federal-provincial insurance system, which the provinces could not have
created on their own.

The permanent focus of conflict between the two

levels of government is over just how large the federal grants should be.
This conflict, however, is merely part, although a large part, of the ongoing discussions over inter-provincial equalization of taxing capacity,
post-secondary education, sharing of "tax room" in the taxation of personal
and corporate income, and all the arcane delights of fiscal federalism.
The topic is very old, very complex, endlessly fascinating for the
cognoscenti, and probably pretty boring for anyone else.

The main point is that there is a continuing fight over which level of
government should contribute how much to the common enterprise of paying
for health care.

Nor is the fight a precise alignment of federal

government versus everyone else, because the smaller and fiscally weaker
provinces have interests different from those of, say, Ontario and Alberta.
But the main squabble, stripped of detail, is over money.

Secondary problems have arisen, however, over the nature and intent of
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the program itself.

This was most apparent during the extra-billing

controversy in 1983-1984.

Provincial governments differ greatly in their

ideology and political complexion, and they do not all support the basic
principles underlying the public hospital and medical insurance programs.
They are also more or less susceptible to the influence of the medical
profession, who collectively have never become reconciled to the public
plan - though many, if not most of them have as individuals.

The vast

majority of the general population, even in provinces like Alberta with
relatively conservative governments,

2£g

strong supporters of the plan; but

there is a definite social gradient in support - as one might expect.

Indeed, in the case of some provincial governments, it is not at all
clear that the responsible political leadership even understands how the
insurance plan functions, and what its effects have been.

Public

statements sometimes reflect a remarkable degree of ignorance and
superficiality.

Moreover, with increasing fiscal pressure on provincial

governments, which are completely at risk for marginal spending on health
care, there is a great temptation to try to shift the burden of the expense
onto someone - anyone - else.

But the terms of the federal contribution

make this impossible, and force the provinces to struggle with managing the
costs of care, rather than transferring them.

This constraint has been a

source of conflict in the past, and may be again, although at the moment it
has quietened down.

The key point, as reflected in Figure 1 above, is that the
confrontation between the provincial governments and the providers of care
has indeed served to control, at least relative to other jurisdictions, the
rate of escalation of health care costs.

As Culyer (1988) has shown,

Canada's performance is also relatively successful when matched against the
OECD countries as a group, not merely against the relatively easy trial
horse of the United states.

The structure which prevents the provincial
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governments from transferring cost pressures to patients or private
insurers, is precisely the feature which leads to cost control (Evans,
1986), and it is precisely this feature at which medical associations level
their attack in trying to get more money into the system.

11.

What is the share of aggregate expenditure allocated between services,
i.e. primary care, acute care, long term care, community services,
etc.?
The breakdown of total expenditure by area of expenditure is as shown

in Table 2.

As noted above (Qn. 3), however, there is no straightforward way to
convert these expenditures into ambulatory versus in-patient care, or
primary versus secondary.

Special estimates have to be developed for each

particular comparison.

1.2

Delivery Systems

12.

What is the distribution of ownership of health care facilities (i.e.
acute hospitals, nursing homes, primary care facilities) - publicly
owned? private not-for-profit? private for profit?
Within this totality, the question of ownership and control is quite

ambiguous.

Medical and dental practices, and pharmacies, are owned by the

professional or professionals concerned, as strictly private business
firms.

(The practice, however, cannot be incorporated, although a practice

management corporation can be set up to supply services to the practice.)
But who owns hospitals?

First, there are no private, for-profit hospitals.

There are a couple

of examples of private, for-profit hospital management companies, operating
in Ontario, but no great likelihood that this will spread.

Institutions
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Table 2
National Health Expenditures per Capita, Total and Components,
and Share of GNP, Canada and U.S., 1985
Per Capita
Expenditure ($ )
Canada
U.S.

Percent of
Expenditure (%)
Canada
U.S.

Percent of
GNP (% )
Canada
U.S.

1378.27

1721

100.00

100.00

8.62

10.63

831 .24
633.84

818
675

53.02
40.43

47.50
39.22

4.57
3.48

5.05
4.17

197.40

143

12.59

8.28

1.09

0.88

Professional
Services
Physicians
Dentists
Other

352.78
246.23
85.81
20.74

496
335
110
51

22.50
15.70
5.47
1. 32

28.82
19.48
6.38
2.96

1. 94
1 .35
0.47
O. 11

3.06
2.07
0.68
0.32

Drugs/Appliances
Rx Drugs
OTC Drugs
Eyeglasses
Other Appliances

194.25
85.83
73.64
25.86
8.92

146
115
Ill!

12.39
5.47
4.70
1.65
0.57

8.47
6.71

1. 07
0.47
0.40
0.14
0.05

0.90
0.71

Total
Institutions
Hospitals
Other institutions
and related

Other Personal Health
Expenditures
Other Costs
Prepayment
Public Health
Construction
Research
Miscellaneous

30
1111
45

189.63
20.89
65.96
69.25
14.05
19.48

217
106
48
33
30

1111

1. 76
Ill!

2.59
12.09
1. 33
4.21
4.42
0.90
1. 24

12.59
6.16
2.80
1. 91
1 .74

1111

0.19
till
0.28

1. 04
O. 11
0.36
0.38
0.08
O. 11

1 .34
0.66
0.30
0.20
0.19

'''I - Included in category above.
SOURCES: Canada, Health and Welfare Canada, (1987) ; Waldo et a1. , (1986) .
describing themselves as "private hospitals" are in fact long term care
institutions, providing personal or intermediate care.

Some patients in

such institutions may in fact be receiving care at a level similar to
patients in extended care hospitals or extended care wards in acute care
hospitals - a growing phenomenon - but this is not their primary function.

There are also very few strictly public hospitals.

The large

provincially run mental institutions are being shrunken or closed wherever
possible, and the military hospitals are few and small.

There is no

separate veterans' hospital system - the veterans' facilities have all been
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absorbed into the universal public system.

The residual category would appear to be "private, not-for-profit
hospitals," and indeed from one perspective this would appear to describe
virtually all the hospitals in Canada.

They are run by Boards of Trustees,

who appoint the administrators and the chiefs of the medical staff,
determine the by-laws, and generally take responsibility for the operation
of the hospital, even if they do not manage it themselves.

But this is far from the whole story.

The operating budget of the

hospital comes almost entirely - 90 to 95 percent - from the provincial
government.

Capital investments have to be approved by the government, and

part or all of the funding comes from the same source.

(Operating budgets

do not reimburse the "user cost of capital" - in particular depreciation so the hospital does not in general have much of its own money to invest.)
Depending on the province, the government may appoint some of the Board
members.

And again, depending on the province, the governing legislation

gives the provincial cabinet - not the legislature, but the "LieutenantGovernor in Council" - the power to insert a trustee or trustees to take
over the functions of the Board or other hospital officers, at pleasure
(i.e. not subject to judicial review).

The degree of control which the Board can exercise is thus strictly
limited.

They specifically could not, for example, close the hospital

and/or sell it off to some other organization, as they could in the United
states.

Thus in a very real sense the hospitals are operating divisions of

a province-wide public utility run by the provincial ministry of health.
There will usually be a provincial capital plan for hospitals, for example,
and expansions and conversions of facilities must be fitted into that plan.
And unlike the U.S. situation of planning without teeth, the provincial
ministries of health have all the economic and legal teeth they need to
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determine hospitals' behaviour.

What they may lack is the political

mandate or courage to manage hospitals, which are politically very potent
in each of their regions.

But that is another story.

One is left, then, without any clear label or unambiguous description
for Canadian hospitals.

They are certainly not-far-profit, but whether

they are public or private really depends on the nature of the decision or
behaviour in question.

They are neither as "private" as American

hospitals, nor as "public" as hospitals in the U.K., but an intermediate
class of institutions.

13.

What is the nature of the physician's employment contract and method
of payment? (See also question 8)
Physicians in Canada are reimbursed through fees for their services,

at rates established from time to time in negotiations between provincial
governments and provincial medical associations.
to all physicians in the province.

These rates are applied

There are also a certain number of

physicians on the salaried staff of hospitals, but these are predominantly
in training as interns or residents, the latter working toward
qualification as specialists.

Some hospitals or other clinics employ

physicians on a sessional basis.

Emergency room specialist physicians, in

particular, are likely to be salaried or sessional.

In addition, large

teaching hospitals will generally have salaried chiefs of particular
services.

But the vast majority of all physicians' services, whether in or

out of hospitals, are reimbursed by fee-far-service.

The "contract", then, is not with the individual physician, but with
the medical association which bargains on behalf of the physicians.

This

spells out not only what services are reimbursed, at what rates, but also a
set of rules for payment which define the circumstances under which
specific fees are payable.

In particular, the agreement places limits on
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who may bill for diagnostic services.

In some provinces, laboratory and

radiology services for ambulatory patients are provided through the
hospital system; correspondingly physicians are not allowed to bill for
such services.

In other provinces, these services are in the fee schedule,

but a distinction is drawn between the professional and the technical
component of the fee.

The former reimburses the physician's own time and

skill, the latter the costs of the equipment, reagents or films, and
technical personnel.

But the province may restrict the right to bill for

the technical component, thereby limiting the number of such facilities.

These limitations are themselves the subject of negotiations.

But in

general, "heavy equipment" such as CT or MRI is effectively restricted to
particular hospitals, and prevented from "escaping" into private office
practices, by the restriction on the physicians' right to bill for the
technical component of costs.

AS noted above, the reimbursement of physicians has generally been
open-ended in the sense that once the fee schedule was established in a
particular time period, physicians could bill for as much as they liked
under that schedule.

But there have in fact been certain restrictions, and

these are growing in extent.

The basic restriction, historically, has been the tendency for the
ministries of health to bargain fee schedules which provide limited
opportunities for physicians to bill without themselves putting in extra
hours of working time and effort.

They cannot bill for the services of

auxiliaries working under their direction - although of course they can be
assisted by office personnel.

The laboratory and radiology services are

exceptions to this, but as noted the right to bill for the technical
component of such services is restricted.

The schedule itself has a

relatively restricted range of classifications of services, making it more
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difficult to expand billings by merely reclassifying services from lower to
higher fee items.

And more generally, if any fee item or combination turns

out to be a "loophole" through which physicians in a particular province
are expanding their billings, that item is likely to be on the table, with
a price tag attached, at the next round of fee negotiations.

More recently, however, attempts by provincial governments to limit
the escalation of billings have taken new directions.

These include limits

on individual billings, limits on global outlays, and limits on the number
of practitioners permitted to bill the plan.

Limits on individual billings have been applied in the province of
Quebec for over ten years.

The reimbursement agreement defines quarterly

ceilings for the gross billings of physicians, separate ceilings for
general practitioners and for specialists.

Every dollar of billings in a

given quarter which exceeds the ceiling is reimbursed at only twenty-five
cents on the dollar - a rough estimate of the marginal overhead costs of
the practice.

Similar schemes have been suggested in other provinces,

Alberta and British Columbia in particular, but have not been applied.

In

both the latter provinces, the suggestion has come from representatives of
physicians' organizations, presumably to stave off policies which they
thought might be more comprehensive.

No province has yet adopted a policy of contemporaneous pro-rating,
which would involve the definition for each time period of a fixed fund for
reimbursement.

In such a scheme, the value of a billing dollar would float

above or below one, so as to equate total billings to the pre-set
reimbursement fund.

The fee schedule would become a relative value scale,

with the conversion factor determined endogenously - as is done in some of
the west German plans.

Several provincial ministries have considered a

more complex version of such a plan (Evans, 1988) but this contemplation is
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still at a rather early stage.

On the other hand, the fee negotiations themselves have always been
carried out with a close eye on their implications for total outlays (the
provincial view) and incomes (the physician association view).

Some

associations take the public position that the negotiations are about fees
only, and incomes are irrelevant, but this is strictly for public
consumption.

Accordingly, shifts in patterns and overall amounts of

utilization, or billings (for measurement purposes, the same thing) are of
increasing concern to provincial governments.

Quebec, in the mid-1970s, began to negotiate fee increases which came
in over time, in several steps, with the proviso that if utilization
exceeded some pre-determined trigger amount, the subsequent fee increase
would be scaled down or eliminated.

British Columbia has used variants of

this approach since the early 1980s, and by now most provinces are building
some explicit utilization increase factor into the overall contract.

Thus

utilization increases affect, not the current period's fees, but those in
the next period.

This relationship has always been implicit in a rough

form in the negotiation process, but it is becoming increasingly explicit
and formalized.

The most radical departure has been in the province of British
Columbia, in which the provincial government has tried to limit the rate at
which new physicians set up practice in the province.

B.C. receives a very

high rate of immigration of physicians from the rest of the country, and
has an above-average doctor to population ratio, even though its medical
school is below average capacity relative to the rest of the country.

Responding to this, the provincial government began in 1983 to
restrict the issuance of billing numbers to new physicians.

A physician
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could still be licensed to practice in B.C., but without a billing number
could not be reimbursed by the provincial insurance plan.
his/her patients.

Nor could

And there is, of course, no private insurance.

The

scheme had a very chequered legal history, detailed by Barer (1988).

In

July, 1988, it was declared unconstitutional by the B.C. Court of Appeal,
and the Supreme Court of Canada denied leave to appeal later that year.
This, however, means that the ultimate constitutionality of such a plan has
not been determined (denial of leave is not equivalent to judgement) and
other provinces might introduce similar legislation.

No evaluation of its

impact has been carried out, partly because (for legal reasons) the policy
has been such a moving target.

The overall conclusion is that the nature of the physician's contract
is in some degree of flux, as negotiators on both sides struggle to deal
with the issues raised by an ever-increasing manpower supply, and the
partly related and partly independent shifts in utilization/billings.

The

outcome will almost certainly be some form of fee-for-service, as in the
past, but with more explicit linkages between fees per item, and overall
utilization levels, but the form of the linkage is still evolving.

14.

Are there examples of partnership schemes between public and private
providers?
Since the concept of a "private provider" is rather obscure in the

Canadian system, there are obviously no examples of public/private
partnership which would parallel European experience.

A couple of

hospitals in Ontario have contracted with multinational hospital management
firms (AMI and Extendicare, respectively) to provide administrative
services, but this initiative is now several years old and shows no sign of
spreading.

In any case, it is more akin to contracting out laundry or

dietary services to a private firm - which is quite common.

Hospital

boards of trustees are free to contract out services to the private sector
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as they see fit; but the hospital itself cannot be run by a for-profit
organization - at least none are.

There are some examples of private, corporately owned "urgent care
centres", meaning in fact walk-in clinics in shopping malls or other high
traffic areas - like the U.S. "doc-in-a-box" or "Kentucky-fried-doctor"
outlets.

In these, the premises can be corporately owned, and the support

personnel hired, by a purely private organization, but in strict law, that
organization cannot hire a physician.
an unlicensed provider - the firm.

That would be corporate practice, by

The organization contracts with

physicians, who in turn are the providers of services, but pay the firm for
use of premises and personnel.

There is some unease about the possible

impact of such organizations on overall utilization rates, but here again
definite conclusions are few and far between.

The phenomenon bears further

watching, especially if such organizations become heavy generators of
laboratory testing - potentially highly profitable/expensive.

1.3

Outcomes

15.

What data are available on mortality and morbidity rates?
Data on morbidity and mortality in the Canadian system are very good

in specific areas; almost non-existent in others.

A national compilation

of provincial vital statistics records has created a national death
registry, giving causes of death.
the hospital system.

But the principal data sets come from

Each patient separated from a Canadian hospital (a

separation is a discharge of a live patient, or a death) generates a
separation record.

This includes age, sex, and residency information,

length of stay, and information on diagnosis and procedures performed.

The

specific content of the records changes over time, for example with changes
in the editions of the ICD used to classify diagnoses, and also with rules
such as admitting diagnosis or diagnosis responsible for most of days stay,
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so there are the usual problems of detail, but overall this data set is an
excellent, and inadequately exploited, source of morbidity information for
patients who contact the hospital system.

In some provinces (Manitoba, Saskatchewan), physicians' claims for
reimbursement for fee-for-service procedures also include diagnostic data.
This broadens considerably the available information on morbidity, and has
been used very constructively by researchers at the University of Manitoba.
But it is still restricted to morbidity as reflected in contacts with, and
interpreted by, the health care system itself.

And in most provinces, even

that data is not available On ambulatory care.

Health status surveys have been conducted by the federal government in
1950/51 and 1978/79.

For the intervening years there are no systematically

collected, population-based data.

Since 1980, the federal government has

conducted a number of smaller, special-purpose surveys, but the information
is not all out yet, much less analysed.

There will, however, over the next

five years, be a good deal more information becoming available on broad
measures of well-being and disability in the population, as opposed to in
the health care system.

TO date, however, there has been little progress on the issue of how,
if at all, such information can be used in the management of the health
care system itself.

Historically, provincial governments have taken the

view that their task was not to manage the health care system, but only to
fund it.

Providers strongly agree; the argument has been only over the

level of funding provided, and over whether providers should also be
permitted to tap the resources of the patient.

But increasingly the

recognition has been spreading that overall funding decisions cannot be
made without some managerial responsibility; and the absence of information
on morbidity and mortality, as indicators of both needs and outcomes, is
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becoming more obvious.

Canada is still some distance behind the U.K. in

this respect, however - the RAWP process seems to have focused attention
wonderfully on the questions of underlying need.

II

SUPPLY SIDE COMPETITION

16.

Is there competition between health care providers?
developments and/or proposals/debates.)

(Describe recent

&
17.

If there is competition, in terms of what characteristics of the
service does it take place, e.g. price, quality, etc.?
The competition among providers, particularly physicians and

hospitals, takes a rather different form in Canada from that envisioned in
the usual textbook model.

(But then, of course, that is true in every

country, it is simply that in some countries economists manage to maintain
a robust ignorance of the fact!)

First, and most obviously, since physicians are reimbursed on uniform
fees, hospitals on global budgets, and patients do not pay, there is no
competition over price.

On the other hand, the knee-jerk distress of the

habitual economist needs to be tempered by the observation of dentistry in
Canada.

There is no universal public program of reimbursement in

dentistry; dentists are free to set their fees as they like.

There are

private insurance programs, but they are far from covering the full market.
Yet dentists have been able to use the professional legislation and
collective pressure to achieve a high level of compliance with fee
schedules set by themselves, unilaterally, and there is no evidence of
price competition in this sector.

One cannot therefore conclude that, in

the absence of the public insurance program, there would be price
competition in medical care - at least at the level of individual fees.
(For that matter, price competition in the American market is much more
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evident to neo-classical economists than it is to patients, or in the
aggregate price data!)

There are, however, several levels of potential competition.

Since

the hospital system is de facto cash limited, and the medical care system
is moving in that direction, providers are in competition for shares of an
increasingly circumscribed block of public resources.

(Hospitals have also

recently begun to compete for charitable contributions, but this is for
capital only, and is still a small scale phenomenon, although it bears
watching.)

This competition could take several forms.

First, the ever increasing physician supply could mean that physicians
were competing to attract patients.

As the patient to doctor ratio

continues to fall, each doctor might be more and more jealously guarding
his/her little pool of patients, and trying to raid others.
does not appear to be happening.

This, however,

Physicians' workloads have not been

falling, with the increasing supply.

Even more surprising, the reported

numbers of patients per practitioner seems to be holding up, even though
the population per practitioner is falling.

This is in part due to a

rising proportion of the population seeing a physician in anyone time
period, but the major source of the phenomenon appears to be an increase in
the numbers of physicians seen by each person contacting the system.

The

same person shows up as a larger number of patients, by being included on
more physicians' practice rolls (Roch et ai., 1985).

Thus physicians appear to be dealing with the "patient shortage", not
by increasingly intense competition for patients, but by sharing the
patients among themselves.

This is particularly apparent among elderly

patients, whose average number of physicians contacted is rising fastest.
Nor is this merely a matter of increasing numbers of referrals - though
that is happening - but also of increasing numbers of general practitioners
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seen per elderly patient.

Whether this process is driven by physicians themselves - pinball
medicine - or by increasingly active elder 1)' «shoppers", is still open for
debate.

But it appears that the profession's response

cO

increased supply

of providers has not been through increased competition for patients - at
least not so far.

Rather there has been successful cooperation to share

patients, and in the process, to maintain individual physician billings.

There are a couple of exceptions to this generalization.

First

specialists may have to compete, not for patients, but for referrals.

The

Canadian reimbursement systems deliberately discourage patients from selfreferring to specialists, and discourage specialists from accepting them.
The consultation fee is only paid if there is a referral, and a report back
to the referring physician.

In some provinces the specialist seeing a non-

referred patient is entitled to a fee part way between the consultation fee
and the GP office visit fee - the non-referred specialist visit fee - but
is paid only the GP fee by the plan.

S/he is entitled to bill the patient

for the difference, despite the general ban on direct charges, presumably
on the theory that non-referred specialist visits are not "medically
necessary".

Furthermore, a specialist who tried to build up a direct

practice would run a serious risk that the general practitioners in the
community would cut off his/her referrals.

But while dependent on the GPs for referrals, the specialists are also
in competition with them for the overall quantity of funds available.

This

competition shows up most clearly within the physicians' associations,
prior to fee schedule bargaining with the provincial governments.

The

decision as to whose fee claims to advance, GPs or specialists, is highly
divisive and places strains on the cohesiveness of the associations which

are becoming increasingly apparent.

In Quebec, the GPs and the specialists
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now bargain separately.

These strains are becoming more severe as bargaining over utilization
becomes more explicit.

The specialties tend to be more procedure oriented,

and to have more opportunities for expanding their service output on a
given input of time and effort.

Thus when GPs try to get a larger share of

the overall increase in payments to physicians by negotiating a larger
share of the fee increase, specialists may "unwind" such gains by
increasing their servicing rates.

The combination of "capped" total

payments, increasing physician numbers, and fee-for-service reimbursement

will test the political unity of the profession increasingly severely, and
goes far to explain the bitterness with which the profession has fought to
expand the overall flow of resources into health care by charging patients.

Hospitals are also in obvious competition for new technologies and
programs.

But the dynamic of this competition is strongly contained by the

fact that operating budgets do not provide any reimbursement of capital
services.

So hospitals cannot spend "their own" money on expansion; they

must compete for access to the capital funds made available by the
provincial government.

Thus one does not have the American phenomenon of

hospitals driven to duplicate services so as to draw in physicians who will
in turn bring patients to fill empty beds.

Faced with bankruptcy, American

hospitals must spend more both on advertising to patients - especially
those who are not very sick and are well-insured or well-endowed - and on
attracting doctors with the latest equipment.

In the Canadian system the

competition is politicized, and it is a struggle to demonstrate greater
need for service/equipment upgrading or replacement.

Such political/budgetary competition does not generate the extreme
inefficiencies of the American "quasi-market" competition, but it does not
generate pressures for efficiency either, except insofar as overall
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budgetary limits encourage people to think harder about what it is they
want to do.

The positive effects of such constraints should not be under-rated.
There

E£g

some quite specific examples of efficiency-enhancing changes

which have taken place in Canada in response to budgetary pressures - the
development of surgical and medical day care in British Columbia, for
example, pre-dated its adoption in the U.S. and Britain by nearly a decade.
But there are no automatic mechanisms to encourage the dispersion of such
innovations within and particularly across provinces.

Effective system

control requires much more active management by those actually supplying
the funds, which so far has been lacking.

There has been some interest in Canada, particularly in Ontario, in
the development of "public sector competition", blending the concepts of
the American competitive Health Maintenance Organizations (HMOs) with
universal public coverage (Stoddart and Seldon, 1984; Muldoon and Stoddart,
1989).

Although the overwhelmingly predominant mode of reimbursement for

physicians' services is through fees paid to private practitioners, there
are two other recognized and reimbursed forms of organization in that
province - Health Service Organizations (HSOs) and Community Health Centres
(CHCS).

The latter are reimbursed by fixed, negotiated budgets, for

providing a defined pattern of care usually to a "non-mainstream"
population.

But the former, often set up by groups of physicians, are paid

on a capitation basis for caring for a defined roster of patients.

The reimbursement formulas also include ambulatory care incentive
payments calculated to reflect estimates of hospital days "saved" through
the presumed more conservative practice styles of such organizations.

In

addition, since no restrictions can be placed on the patient's choice of
provider, capitated organizations lose the capitation amount for each
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person-month in which a member of the roster received services from an
outside physician (capitation negation).

The interesting question is whether such organizations could spread in
competition with traditional fee-for-service practice, in an environment in
which patients can freely choose between a capitated practice and a feefor-service practice.

Could one build in incentives for patients - reduced

premiums? additional services like dental care or discounted prescription
drugs? - so that any savings from capita ted practice could be shared with
the patients and thus used to build market share?

On the other hand, would

reactions by other practitioners, or "cream-skimming" by HSOs lead to costs
being actually higher in an environment with a limited HSO sector?

This topic is, however, mostly an area for academic debate.

The HSOs

and CHCs are an established part of the Ontario scene, and there are a few
other such capitated or budget-reimbursed practices scattered around the
Canadian countryside.

In Quebec, of course, the CLSCs (Centres Locales de

sante Communitaire) provide a substantial share of primary care alongside
the fee-for-service profession.

But there is no active policy of promoting

anything which would look like market competition between these alternative
forms of care, and the traditional model.

In part, this is due to the obvious fact that, since all residents
have "free choice of practitioner", and pay no user fees, there is no
immediate basis for price competition.

But it is probably more important

that, outside the academic economist community, there is no significant
ideological commitment or even pragmatic sympathy for competitive
mechanisms as a way of managing health care.

Experience to date,

reinforced by observation of the American disaster, has been that in
practice collective control works, not perfectly, but a good deal better
than the "competitive" policies which have been tried elsewhere.

Thus
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there is a strong background of scepticism about competition, not always
articulated, or even fully conscious, in the minds not only of providers,
but also payers, politicians, and the general public - to the extent that
they think about it at all.

On the evidence so far, in and out of Canada,

they are probably right.

18.

What evidence is available about the effect of competition on - unit
costs? aggregate expenditure on health care? standards and quality of
service? health outcomes? access to services of different groups
within the population? range of choice facing users?
Any evidence which we can marshall on the effects of competition on

system performance measures has to corne from Canada/U.S. comparisons, since
we have no experience with market-type competition at horne.

In general,

however, we would conclude that competition as it has currently been
expressed in the American context has resulted in higher unit costs of
care, and higher overall expenditures both because of its effects on unit
costs and because of its encouragement of excessive and wasteful
procedures.

On standards and quality of service, we have some impressions and
suspicions, but not a lot of hard evidence.

Competition seems to encourage

the provision of a much wider range of standards and quality levels,
according to the profitability of the market being served.

It is difficult

to reconcile with "one-class" medicine, to which there is a strong Canadian

commitment at all political and social levels.

American medicine, for

example, appears to us to present both some of the world's best care, and
some of the world's worst.

The latter is beneath the standards of any

civilized country.

The effect of both competition and regulation on health outcomes is
very much in debate in the United States at the moment; we in Canada have
virtually nothing to add to that debate.

Nor do we have much information
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on the relation between competition and access by different groups.

Our

experience is that the political process is in fact quite sensitive to the
interests of disadvantaged groups.

It does not, by any means, respond to a

degree that those groups find satisfactory, but they do get a hearing.

On

the other hand, our impression is that, precisely because they are
disadvantaged, such groups are not well served in a competitive
environment.

"There is remarkably little competition to serve those who

cannot pay."

But it must be confessed that these are rather more

established opinions, than propositions securely based on evidence.

It is

interesting, however, that while the commitment to the principles of the
Canadian system is very strong across the whole society, it is strongest
among those in the lower income levels.

19.

How is the issue of consumer choice perceived in current policy
debates? What mechanisms, if any, are being developed (or planned) to
increase choices?

At present, the Canadian system provides "free choice" of
practitioner, subject to the constraints imposed by the professional
regulatory legislation.

The debates over greater "choice" are focused, not

on choice among different modes of organization, but on the access to the
market by different types of practitioners.

Conversely regulatory

"competition" takes the form of established practitioners using the
regulatory framework to try to keep out competitive practitioners.

A leading example of this is midwifery.

There is a small but

energetic, clearly consumer-based, demand for midwifery services, sometimes
in combination with home birthing.

Midwives have no legal recognition;

midwifery is illegal practice of medicine.

A number of British trained

midwives work as nurses in hospitals, providing obstetrical care under the
direction of physicians, but they cannot legally care for "their own"
patients.

There have been a number of proposals to change the professional

legislation to recognize midwifery in some form or other, and/or to

40

legalize home births - at present it is unethical practice for a physician
(deliberately) to attend a home birth.

(This is a decision of the

physicians themselves, not a statute, but it has statutory force.)
Physician organizations have consistently opposed such sharing of their
market.

Other bitter battles have been fought out between dentists and dental
mechanics/denturists, with the latter mostly winning, and between
physicians and chiropractors, naturopaths, and other forms of
practitioners.

Dentists have tried to gain access to hospitals to admit

their patients, physicians have generally fought them off.

But all the

competition has been political, insurgent professional groups trying to
gain the right to practise and then secondarily to share the benefits of
public support through getting access to the public insurance plans, and/or
the hospitals.

To the extent that consumers have been involved, it has

been as political pressure groups, rather than as makers of choices in the
marketplace.

The powers of the self-regulating professions are much greater than
they are in the United states; the situation is, as in so many other areas,
somewhat more European.

Again, however, one would be quite wrong to

attribute this difference to the constraints imposed by the hospital and
medical reimbursement system.

Dentists have been at least as successful as

physicians in mobilizing to suppress potentially competitive professional
groups - with the one exception of denturists.

Canadians have completely

"free choice" among the providers approved by the legislatively entrenched
professions, and little or none beyond, at any price.

Indeed dentists in Ontario are at present attempting to use the
regulatory process to prevent the development of competitive capitated
dental insurance plans - HMOs with teeth.

Such plans, developed by private
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employers in conjunction with private insurers - the public universal
insurance plans, as noted above, do not cover dentistry - have the
potential to trigger off genuine competition over both prices and the
effectiveness and efficiency of care provided.

They might provide a clear

example - relatively easy to evaluate - of successful market forces.

As

such, they could be devastating to the economic interests of dentists, and
thus their survival is very much in question.

In general, there are no serious plans to increase choices.

Providers

who currently control the market hope to expand their product line by
offering and billing for a wider range of services, so as to expand total
expenditures in line with their increasing numbers.

But they are really

offering only more of the same - quite deliberately.

To the extent that

they project the issue of "choice" into the broader public debate, it is
over "freeing" patients to buy more of their own services, and particularly
"freeing" patients to pay them higher prices for the same services - extra
billing again.

The supposed beneficiaries of this choice, the general public, have so
far been massively reluctant to take up the offer, although as always there
is a relatively well-off, and well, portion of the population who rather
like the idea of being able to buy special treatment.

If such a "market"

were ever opened up again, the "competition" would probably take the form
of product differentiation and alleged amenity enhancement, since the whole
point would be to justify increased prices, not to trigger off decreases.
(Interestingly, Brook and Kosekoff (1988) make exactly the same prediction
for the U.s. system.)
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III

DOCTORS AND MANAGEMENT

20.

How are hospital doctors and nurses involved in managing resources?
Is there experience of clinical budgeting? Has use been made of DRGs?
The sharp distinction between hospital doctors and GPs which is

characteristic of many European systems does not exist in Canada.

Most

doctors, whether specialists or GPs, work as private practitioners but have
admission privileges in hospitals.

At present the medical workforce is

split roughly fifty-fifty between GPs and specialists, and the ratio has
been relatively stable for a number of years.

The physicians who have admitting privileges at each hospital are
organized as its medical staff, with their own by-laws and rules of
procedure.

They, like the hospital administration, are formally

responsible to the Board of Trustees of the hospital; and these three
groups share the management of the hospital.

There will usually be a

salaried post, the chief of the medical staff, as well as salaried chiefs
of the major clinical services if the hospital is large enough.

The actual

power in the hospital will depend very much on the personalities involved.
The administrator is hired and fired by the Board, and his position
obviously depends upon maintaining good relations with the medical staff,
who have their own channels of communication with the Board, as well as the
general public and the political system.

But the admitting physicians do not have direct control over the
allocation of resources.

There is little or no experience with clinical

budgeting, and while an experiment is currently going on with DRGs (in
Kingston, Ontario), this is a hospital-based experiment, supported with
American research funds, to compare care patterns for similar patients.
Some ministries have expressed interest in DRGs (known in Canada as CMGs)
as a way of making comparisons among hospitals for budgetary purposes, but
there is no interest in moving from the controlled, global budget approach
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to a "volume-based" system of paying hospitals by the case, with or without
DRGs.

Payers in any system are very suspicious of open-ended forms of

payment; and while the Prospective Payment System looked more closed-ended
to Americans, in comparison with cost or charge based reimbursement, it
looks distinctly open-ended to Canadians.

21.

How is medical work managed in hospitals? Do hospital doctors manage
their own work or is this managed by general managers? Describe the
system of medical management.
Within the hospital, each patient "belongs" to the admitting physician

and the specialists s/he has called in as consultants.

The admission may

have been made by the GP, or by the specialist to whom the GP referred the
patient.

Thus each physician "manages" his/her own work, subject to

his/her ability to get access to beds and other facilities.

The diagnostic

services will be managed by the pathologist and the radiologist,
respectively; in a large hospital there will be a substantial professional
as well as technical staff in these facilities, and there may well be
subdivisions.

But there will not be general managers responsible for

clinical activities.

Administrative staff look after the provision of

facilities, equipment, and supplies; clinicians decide how they are to be
used.

In addition, of course, there is a separate administrative hierarchy
for nursing, reporting to a director of nursing who is more frequently now
being called a vice-president for patient care.

But while "nurse

clinicians" are increasingly in evidence, the overall direction of the care
of the patient is still firmly in the hands of the physician.

In Canada,

even yet, "Hospitals do not have patients; they have doctors.

Doctors have

patients".
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22.

How is medical audit and peer review arranged? Is there a national
system or are these issues left to local discretion?
Medical audit and peer review are of concern only to the individual

hospital, with certain exceptions.

Each province has some form of

committee, housed either in the ministry of health, the college of
physicians and surgeons (the statutory body regulating physicians) or the
medical association (the physicians' trade association),

respon~;.ble

monitoring the patterns of practice of individual practitioners.

for

These

patterns, in turn, are observable from the provincial billing records,
since all medical services are reimbursed by the same agency, and each
claim leaves a computer track.

These committees, however, identify statistical outliers relative to
the means and standard deviations of "peer" practitioners; they do not
attempt to evaluate the practices of the group as a whole.

"Normality" is

defined by the distribution of actual practice, whatever that turns out to
be.

Furthermore, the outlier bounds are very wide, so that a very small

proportion of practitioners is ever turned up as unusual and potentially
problematic.

The system may identify and weed out a handful of egregious

bad apples, and thus serve a useful public relations function for both
governments and the medical profession, but it is not a serious attempt to
maintain the quality of medical practice.

Indeed, professional organizations are quite ambiguous about their
role in "quality control".
protect the public.

Their public stance is that they exist to

But once a professional has achieved licensure, the

professional colleges - who have a statutory responsibility to the public,
not to the profession - do relatively little to monitor quality standards,
let alone to try to improve performance.

Nor have the courts generally

been very supportive of such efforts as they have made.
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23.

What use has been made of guidelines and standards in clinical work?
Are there examples of guidelines changing clinical practice?
Correspondingly, not much use has been made of guidelines in clinical

practice, although in fact there are one or two examples of guideline
exercises.

The federally-sponsored Task Force on the Periodic Health

Examination, now about ten years old, brought together a group of clinical
and epidemiological experts to assess the evidence on the efficacy of
various forms of periodic health examination, and to issue recommendations
as to appropriate forms of examination, by age and risk status of patient,
type of investigation, and repeat frequency.

The findings of this group, periodically updated as knowledge
improves, have been disseminated to the practitioner community through
professional journals.

But in fact little effort has been made to

communicate with the general public, and none at all to determine if
practitioners are following the guidelines (and if not, why not).

While

technically a competent exercise, the Task Force appears to have missed
much of its potential because of the resolutely non-directive nature of the
federal, and the provincial, governments in dealing with clinical matters.

An outstandingly successful example of guidelines was in large part a
one man crusade, by David Sackett of McMaster University, to extend the
diagnosis and treatment of hypertension.

A provincial committee developed,

on the basis of up to date epidemiological evidence, standards of
appropriate treatment, and these were to a large extent taken up by the
medical community.

This example of success, however, has two important, and rather
worrying, features.

First, it was a clear example of a recommendation to

practitioners to do more of a new thing, a thing which as it happens was
efficacious.

Responding to the guidelines was both professionally and
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economically advantageous to practitioners.

In contrast, the Task Force on

the Periodic Health Examination discouraged activities like routine annual
physicals on the grounds that research evidence showed them to be wholly
without medical benefit.

But practitioners had been doing them, and

getting paid for them, for a long time.

They were satisfying to do - one

could report wellness with a clear conscience - and the patients were happy
too.
llQ

Against these powerful forces, the observation that the activity had

positive benefit, even probabilistically, was a readily contestable

detail.

Second, of course, the pharmaceutical treatment of hypertension
creates a massive market for the drug industry, for drugs which
effective, but have non-trivial side effects.

§£g

There is a counter-

literature, which presents evidence that modifications to diet and
lifestyle can reduce blood pressure without drugs, but in the nature of the
alternatives, it is much more difficult to carry out a rigorous test of
their effectiveness, as through a randomized trial.

Thus they can be

dismissed as "unscientific".

A hierarchy of evidence is converted into an

either/or, yes/no dichotomy.

"Drugs are proven; there is no evidence for

the alternative."

This is not quite true ... but the evolution of therapy

proceeds as if it were.

The winners and losers in this process are fairly clearly defined; and
there is now some concern that the treatment of hypertension may have gone
beyond the point of optimum, even in terms of drugs.

Whether or not that

is true, the hypertension example suggests that it is much easier to lead
the parade in the direction it is already going, or finds it rewarding to
go.

Messages saying "Slow Down!" or "stop!" are harder to hear, as has

been demonstrated by the failure to date of efforts to curb the excessive
(relative to professionally determined criteria) frequency of Caesarian
section (Anderson and Lomas, 1989).
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24.

Is there any interest in accreditation? Is there a national
accreditation agency? Is accreditation compulsory or voluntary?
For hospitals, there is a national accreditation agency, which is

voluntary.

For physicians, licensure is mandatory, and is carried out at

the provincial level, although there are common nation-wide licensure
examinations and inter-provincial movement is relatively easy - for
physicians.

Dentists and lawyers are more protective of their local turf.

Specialization by physicians is national; there are education requirements
and special national examinations for fellowships in the specialty
societies.

But these are administered by the professional bodies

themselves, and have no statutory underpinning.

In a sense, there is only

one level of licensure as a physician; specialization is merely a form of
certification by a private association, or club.

Indeed, under the Canadian constitution, the national Parliament would
have no authority to create statutory requirements at the national level.
Matters pertaining to health fall exclusively in the provincial
jurisdiction.

Thus any form of national accreditation, whether of

individuals or of institutions, can only be voluntary.

Of course the

provincial payment agencies can impose qualifications for reimbursement,
and can if they wish (and the medical associations agree) specify that
certain fees will be paid only to qualifying specialists.

And particular

hospitals may establish rules as to who qualifies to do what, and how, on
their premises.

Finally the medical malpractice system, both the insurers

and the courts, may impose further restrictions - the GP who carries out
brain surgery may be in a sticky situation if sued.

But subject to these

limitations, a licensed physician is a licensed physician.

The medical

practice acts, which define his/her exclusive field of practice, do not
sub-divide it.
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25.

What role do GPs play in managing resources? Are there financial
incentives to GPs to contain costs and limit hospitalisation? Do GPs
have freedom of referral to hospital? Do GPs have fixed budgets?
The reality, however, is that the limitations on general practitioners

are important, and becoming more so all the time as the numbers of
specialists expand.

The GP/specialist mix is not changing much, but both

are rising much faster than the population.

A natural reaction by

specialists is to try to move intruding GPs off their turf, and they have
done so.

On the other hand the GP plays an important role as "gatekeeper"

in the system; a role which is recognized both rhetorically and in more
concrete terms, such as the fee differentials mentioned above which
discourage specialists from seeing non-referred patients.

(In this

important respect, practice in the Canadian system is actually closer to
the United Kingdom than to the United States.)

Moreover, this role may

expand in future as the competition between GPs and specialists becomes
more acute.

The changing role of the GP (like everything else in Canada) is
conditioned by geography.

The population concentrations required to

support specialized medical services have been attained only in urban
centres, so that in earlier decades, rural GPs carried out a wide range of
practice activities.

Some became de facto specialists in, or at least

quite experienced at, surgery and/or anesthesia, and most included
obstetrics.

But in recent years, the population has become increasingly

concentrated in urban centres, and the rural population has fallen.

At the

same time, improvements in transportation have made urban centres more
readily accessible to rural people, and the increased supply of specialists
has led to some moving out to smaller cities and towns.

Correspondingly,

GPs have reduced their activity in areas competing with specialists, and
now spend more of their time in first contact and "triage" - deciding who
goes on for consultations or diagnostic services.
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In this role, GPs face a sharp conflict between their individual and
their collective interests.

As an individual practitioner, a GP has a

considerable incentive to refer frequently.

The fee per visit is fixed, so

the rate of reimbursement per minute is higher if the visit is kept short,
and terminated with a referral.

The consultant will write a letter back to

the GP, occasioning another visit, and fee, to interpret the results.
incentive to refer for diagnostic testing is similar.

The

On the other hand,

the GP who decides to do a careful history, and take his/her time in
sorting out the case on one visit, will put in more time, get the same fee
for that visit, and will not get the follow-on fee.

Thus in its own way, fee-for-service medicine creates incentives to
refer just as does capitation payment.

Nor is this incentive only a

function of the negotiated and controlled fees.

Even if physicians could

each set their own fees, there is no basis for assuming that practitioners
would set the fee proportionately to their time and effort, and no market
forces exist to bring these into line.

Of course, there is some risk that the consultant may "keep" the
patient, providing the follow-on care before sending the patient back to
the GP.

But in a well-functioning practitioner community, all parties

recognize that they are engaged in a non-zero-sum game.

The specialist

does not poach patients, because s/he hopes that the GP will send more.

This is not to say that all GPs in fact respond to this financial
incentive; only to point out that it exists.

As an individual, the GP has

no reason to hold the gate particularly tight, and to bar access to
specialists.

There may of course be professional reasons; referring too

easy cases may bring down the scorn of the specialist.
change as the specialist to population ratio increases.

But that too may
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At the collective level, however, all this changes.

As noted above,

if GPs as a group have a high propensity to refer to specialists, this will
increase billings by specialists.

Insofar as the provincial government is

trying to contain overall outlays on physicians' services, such increases
will feed back, negatively, into next period's fees.

As the message

becomes clearer that overall budgetary outlays are limited, it becomes
equally clear to GPs that what the specialists take out of the fixed pot is
not available for them.

At present this realization is still in the process of sinking into
the practitioner community, and some of those who realize it are still
cherishing secret or not so secret hopes that somehow they can avoid the
obvious implications by regaining access to patients' resources - extra
billing - and thereby building automatic expansion back into total outlays.
But so long as this does not happen, one can safely predict that GPs will
show an increasing interest in their "gatekeeper" role - as a way of
protecting their own incomes.

Furthermore, while hospital budgets are not part of the medical care
fee negotiation process, they
ministry of health.

§£g

part of the overall budget of the

Thus the stiffness of the government's negotiation

position on fees and utilization rates is clearly, if slightly indirectly,
linked to expenditure in hospitals.

These expenditures, in turn, interact

with the billing opportunities of physicians, but in different ways for
different physicians.

Surgeons, and medical subspecialists using "high

tech" equipment, need access to hospital space and facilities to provide
their services.

Hospital spending is complementary to their incomes, at

any given fee level.

But for most general practitioners, fees for hospital

visits and surgical assistance are a small part of their economic base.
For them, money spent on hospitals is, again, money which does not go into
any pot to which they might have access.
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Thus, although GPs do not have a fixed budget to allocate, either for
their own services, or for related specialty or hospital services, the
pressures of a fixed overall cash limit are slowly pushing them to think as
i f they did.

At this point, however, the firmness of this "fixed limit"

varies considerably from one province to another, and is still subject to
considerable political testing.

British Columbia and Quebec are a good

deal farther down the road towards the general acceptance that the pot is
fixed, than is, say, Ontario.

Thus it is still too soon to say with

assurance that the medical sector in all the provinces of Canada is in fact
cash limited, much less that this will have major implications for the way
GPs behave.

But it is quite intriguing that, reading the tea leaves, one can see
both the development of incentives to become much more aggressive as
gatekeepers, and the first stirrings of this understanding.

One may not

have to assign fixed budgets, to induce more careful generation of
spending.

The specialists have good reason to be worried.

Whether

patients should be worried or relieved, by a more activist and controlling
role by GPs, is quite unclear.

That turns on one's judgements as to the

relative effectiveness of different forms of medical care, and the
reliability of the GPs' triage decisions.

One is then led into the broader

questions of evaluation of outcomes, on which the Canadian system like most
(all?) others, suffers from a severe lack of information.
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