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A First Look at the Numbers

t some point, every discussion of the condition and future of Canada’s health care system must
look at numbers. Numbers on spending, on waiting times, on access to care, on utilization

of services and international comparisons of a whole range of
numbers, notably numbers which are supposed to reflect the quality
of health care systems. Many of these looks turn out to be rather
uninformative, usually because they fail to define their terms.

Consider, for example, infant mortality. We’re all familiar with
the fact that the United States has the highest infant mortality

rate among the Organisation for Economic Co-operation and
Development (OECD) countries, by a considerable margin (7.0
deaths per live birth in 2002 as compared to 5.2 for the UK and
5.4 for Canada according to the OECD’s Health Data Base),

but not as many people are aware that the infant mortality rate
depends on how you count live births. The OECD makes the point
that in some countries; very premature births (i.e. babies which
have a very low probability of survival) are not counted as live
births. When we look at perinatal mortality (defined in the OECD
data base as deaths per 1,000 total births, meaning that it includes
foetal deaths, and therefore is not sensitive to whether a birth is
counted as live or not) the US in 2002 had a rate of 6.9, Canada
6.3, the UK 6.8, the Netherlands go from an infant mortality rate
of 5.0 to a perinatal mortality rate of 7.6, and Ireland, which had
an infant mortality rate of 5.1 per 1,000 live births, had a perinatal
mortality rate of 9.0. Numbers are revealing only if you know
what the numbers you’re looking at actually mean.

This paper is the first of several Consensus group working papers
that will try to clear up some of the confusion about health care
numbers. In keeping with our desire to clarify the public versus
private debate, we start by looking at the numbers on public and
private spending in Canada. (We will look at those infant death
figures in more detail in a later paper where we will discuss
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comparisons of the performance of different countries’ health care systems.)

The first point to make in a discussion of data on public and private expenditure is that private
and public can refer either to sources of health care funding or to the ownership of the suppliers
of health care. The larger part of what gets measured as health care expenditure in Canada is
publicly funded - the supply side is more difficult to characterize.

Ultimately, of course, financing and supply have to be considered in tandem, if only to make
clear both the interaction and the distinction between them. To begin with, though, it doesn’t hurt
to consider them separately, and try to get a few definitions straight. This paper presents a few
simple facts about financing, while companion papers look at issues surrounding public or private
provision of care.

It’s often stated that, back in the first few years of Medicare, really meaning the early to mid *70s,
about one-third of health spending in Canada was privately funded; that in the next few years
the share of private funding in total spending fell to the low twenties and that in recent years the
private share has risen again to roughly the level it was when Medicare was brought in. Figure 1
shows the share of total health care spending paid for out of public and private funds from 1975
on.! (This assumes, of course, that we define tax-financed spending as coming from the public
purse. One of the greatest barriers to reform of the Canadian health care system is the notion
that the government pays for everything. In reality, governments take money from some private
citizens and transfer it, either in cash or in kind, to other private citizens. Public policy debate
would be much more fruitful if we were to ban all references to the government paying for care
and recognize that Medicare is a mutually funded structure, and acknowledge that when we
demand that the government pay for something we want, we are really demanding that it force
our friends and neighbours to pay for that thing. We shall return to this point in a later paper.)

Figure 1 seems to support the view that private spending is somehow crowding out public
funding. One group
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much as a penny, the share of public spending in total spending would fall. It’s simple addition.

Figure 2 gives us a better handle on what’s actually been happening to public and private
spending. It shows real per capita public and private spending on all kinds of health care in
Canada. The real, per capita bit means that the spending has been adjusted for population growth
(since population growth will tend to cause the total level of health spending to rise) and for the
general increase in the cost of living (since in inflationary periods everything costs more dollars,
even if our incomes have gone up by exactly the same amount, meaning that really nothing has
changed). The numbers haven’t been adjusted for the increase in the cost of health care, just for
the increase in the Consumer Price Index, so they shouldn’t be taken as representing increases in
quantity of health care services — even after the inflation adjustment they are expenditure series.
The question of how increases in spending are distributed between increases in quantity of care
and increases in the price of care is a separate issue.

One thing that’s clear Figure 2: Private and Public Real Per Capita Spending Levels,
from Figure 2 is that Total Health Expenditure, Canada, 1975-2005(f)
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when provincial governments were doing things like closing hospital beds? in order to bring
spending under control. And the reason they did this was not because they were following some
ideologically driven agenda, nor because the private sector was applying irresistible pressure.

It was because the public health care spending of the *70s and ’80s hadn’t really been publicly
funded at all - it had been borrowed,* and in the *90s the bills came due. Governments suddenly
found themselves having to face up to two previous decades worth of health care costs, as well
as to current costs, and no amount of fuming about guys in red suspenders in New York could
change that fact. The drop in public spending on health care in the early *90s was strictly the
result of the very casual approach that government had taken to the funding of our health care
system in the two preceding decades.

—— Private Spending -#- Public Spending

Of course, comparisons of public and private spending at this level are themselves misleading,
since they don’t tell us anything about what the two sources of funding are spending money on.
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And even when we get into more detail on spending, how you interpret what’s been happening
can depend very much on which figures you look at.
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underlying the shares in the previous two graphs, and again the picture that falls out of the levels
figures is quite different from the one we might be tempted to read from the shares graphs. For
example, in Figure 3, the share of public expenditure going to hospitals has been declining
steadily since

1975. In Figure Figure 5: Real Per Capita Public Expenditure on Health, Canada, 1975-2005(f)
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an underestimate, since drug costs covered out of hospital budgets is included in hospital, not
prescription drug, spending. One note — while most of the public debate on drug costs winds up
focussing on the perfidy of drug companies driving the prices of drugs up, in Canada drug price
indices have been pretty flat;% the increased expenditure has been primarily due to increased

prescribing and switching to newer drugs.
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that in the last couple of years shown, the US figure is at the top of the series, meaning that the
American government spent more per capita on health care than did any of the other countries.
Note that this is per capita, not per beneficiary — we are not just looking at US spending on
Medicare and Medicaid recipients here; the figure takes total publicly funded spending on health
care and divides it by the total population. A favourite line of opponents of greater private sector
involvement in health care is that in exchange for US tax levels (presumed lower than ours)

we would wind up with US-type levels of public spending on health care. If those people ever
actually looked at the numbers, instead of relying on their deeply held beliefs, they would realize
that pointing to lower taxes and higher public spending on health per capita was perhaps not the
best way to demonize the US system.

In short, most of the public-private spending debate in Canada is superficial, based on numbers
that participants toss around but that they can’t actually be bothered to look at in any detail. None
of which is to say that Canada’s public-private mix is perfect, of course.

The most obvious public-private funding issue that comes out of looking at these numbers

deals with pharmaceuticals, which are not covered under Medicare unless they happen to be
prescribed for a hospital in-patient, and for which public coverage under non-Canada Health
Act programs varies dramatically from province to province. The fact that these drugs aren’t
covered under Medicare is a symptom of the ossified nature of our public funding system — they
weren’t included in public coverage back in 1968 because at that time drugs were a very small
part of total health expenditure, mainly because there really weren’t all that many drugs around
and because, with the exception of antibiotics, there weren’t that many drugs that could really
do all that much for you. Certainly the “quality of life” drugs that we have today — drugs for

the treatment of various forms of arthritis, for example — didn’t exist when Medicare was being
designed. Drugs were more likely to be part of the treatment for major illnesses, and since those
major illnesses would almost certainly land you in hospital, covering hospital pharmacy costs out
of public funds generally seemed sufficient.

Today, of course, the picture is quite different, and an increasing range of pharmaceuticals are not
so much parts of a course of treatment in hospital as they are substitutes for in-patient treatment.
Which raises another problem with the argument that substitution of private for public spending

is bad — if increased private spending on pharmaceuticals kept people out of publicly funded
hospitals, so that private spending went up, public spending went down, and health-related quality
of life improved, would that be intrinsically a bad thing? Or if increased private pharmaceutical
spending kept a significant number of individuals out of hospital and freed up beds for the
treatment of sicker, more costly patients, so that hospital costs actually went up, would that be a
bad thing? The superficial themes of the Canadian health care debate tend to die off pretty quickly
when exposed to a bit of sunlight and thought.

The most serious misconception in the public-private funding debate as it has developed in
Canada, though, is the view that anyone who favours a greater role for the private sector in the
supply of care also favours a massive expansion of private funding, to the point of replicating the
American system.

It’s not safe to generalize too broadly, but it probably is safe to say that analysts who favour more
room for individual initiative and enterprise on the supply side of the health care system range, in
their views of financing issues, from wanting to expand public funding by bringing prescription
drugs under the Medicare umbrella to wanting to permit parallel private financing on the model of
France, the UK, and a whole range of other countries.’

It’s probably also safe to say that there would be broad agreement among them that we have to
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take a long look at what’s covered under Medicare and what should be left to private resources.
Canada’s not the only jurisdiction facing this question. Canadians are most likely to have heard of
the Oregon experiment, but the Dutch considered this issue as part of the Dekker reforms in the
late 1980s, and Britain’s Institute for Public Policy Research (self-described as the UK’s leading

progressive think tank) published a monograph a few years ago considering, as the title put it, We h ave
“What business the NHS should be in.”® (Julia Witt has reviewed issues related to this question in )

an AIMS monograph entitled “How Should We Decide What To Cover Under Medicare?”) tr]ed o ShOW
It’s fairly safe to say that those analysts also don’t support the establishment of monopoly in that most
health care, either public or private, especially on the supply side, although on the financing side, Of Wh at h as
even those who lean towards, if not single payer, at least a dominant public funder, are likely to

object to the use of the power of a monopoly funder to stifle innovation in care. been Sa |d in
More importantly, though, most analysis who favour greater supply side flexibility under pUbl ic debate

Medicare probably also favour greater flexibility in the system as a whole, to ensure that
a reformed system can adapt to new circumstances as they arise, especially with regard to

about public

unexpected things like dramatic changes in health technology. Far too many of the problems that and private
preoccupy health planners today are unnecessary consequences of a system that, while innovative .
in its day, has been locked into inflexibility by policy makers who place preserving the form of Spendlng on
Medicare ahead of preserving its function. h

ealth care
In this paper, then, we have tried to show that most of what has been said in public debate about iS at b est
public and private spending on health care in Canada is, at best, misleading. That’s certainly true ’_ ] '
of arguments based on the relative shares of public and private spending in total Canadian health m ISleadlng

care spending. Contrary to what’s often implied, an increase in the private sector share doesn’t
mean that the public sector’s share is being eroded, it just means that spending on aspects of care
that are not paid for out of the public purse is growing faster than is spending on publicly funded
items. That by itself tells us absolutely nothing about whether public spending is too high, too low
or just right.

It also doesn’t tell us anything about causality, contrary to what’s sometimes asserted in the
literature. When you do the analysis properly, international evidence to this point does not support
the view that increases in private sector spending have any particular effect on the level of public
sector spending, unless (as in the Australian and, more recently, Dutch cases) governments have
been making deliberate efforts to make some spending decisions much more the responsibility

of private individuals. Not too long ago the government of Ontario removed from the list of
Medicare-covered services regular eye exams for certain age groups in the population. That
would have caused private spending to increase and public spending to fall, but the causality
would have run not from private to public but from public to private.

Public sector spending is determined not by the level of private sector spending but by the
imperatives of the government budget. When budgets are flush, governments spend. When

the tax money isn’t coming in they might, for a while, try to maintain program spending by
borrowing, but as our federal and provincial governments discovered in the 1970s and *80s,
that’s a short-term expedient. Eventually the bills have to be paid. It’s hardly headline news to
say that government-funded programs go through cycles of feast and famine, and it’s also no real
stretch to suggest that when famine hits, cuts tend to be made in a manner that takes very little
account of how the more vulnerable segments of the relevant population will be affected. What
we need to be concerned about is not what percentage of total health care spending is labelled
public and what private. What we need to be concerned about is how we can build a health care
system whose most critical elements have some reasonable degree of protection from swings in
the public treasury’s fortunes. As we’ll argue in a later paper, one of the first steps in making our
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universal health care system stable, so that we can count on its being there when we need it, is to
take control of large parts of spending out of the hands of politicians.

That, however, is an argument for a later paper in this series. This paper has really been by way
of introduction to a few issues, and hopefully has given a bit of suggestion as to what the flavour
of later papers will be. If there’s one message that should be taken away from this paper it’s that
the state of the Canadian health care debate is such that all statements about numbers should be
scrutinized very carefully. Unfortunately, much of the math that appears in Canadian health policy
debate is badly done. Fortunately, none of the math’s really hard. These days, the first question
for anyone who wants to take that debate seriously has to be: do the numbers really mean what
they’re said to mean?
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