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I.
Introduction

I have been asked to write a report addressing the question of what the likely effects would be if a private, parallel system of health insurance were permitted to finance core medical services in Canada.  To answer that question seriously involves dealing with a wide variety of related matters about health insurance in general, the different forms of public health insurance and public regulation, the nature of comparative policy analysis and its bearing on claims about the experience of OECD nations with health insurance both public and private, and a number of other topics as well.

The report will be organized as follows:

I. Introduction

A. Qualifications

B. Background writing (Attached as Appendix A)

                        II. The Question Addressed

A. Conclusions in Brief

B. What Consequences?  A More Detailed Discussion of the

     Likely Impact of Plaintiffs' "Solution"

1.The Waiting List Argument


2. Why this argument is wrong

a.  Equity concerns

b.  The plaintiffs' proposal would lead to substantial changes in and harm to the Medicare system in Canada

(i) Erosion of support for the public system of

health care in Canada

(ii) Increase in overall health care costs

(iii) Increased complexity and cost of regulation

 
and administration

C.  Waiting List, contrary to the assertions of many, are not a simple 

      indicator of failure in a health care system

1.  Waiting lists a natural phenomenon

2.   Physician incentives

3.   Use of waiting lists

4.  Waiting lists should not be taken as indicator of medical need

5.   Proper measures for assessing underserving of medical need

(i) overall satisfaction levels with system

(ii) health outcomes

(iii) delivery of coronary bypass and angioplasties

III.
Conclusions


IV.
Attachments

A.
Qualifications

The attached curriculum vitae provides the details of my educational and professional ground.  Accordingly, I will briefly highlight only those features of my education, research, and experience most relevant to the analysis of the question posed to me by the Government of Canada.  

My undergraduate and graduate degrees at Harvard were interdisciplinary in character.  The doctoral course work and general examinations covered comparative politics and public policy, political philosophy, and comparative European/American history.  Between undergraduate and doctoral work at Harvard, I held a fellowship at Wadham College, Oxford, where I followed the curriculum in politics, economics and philosophy.

I joined the Yale faculty in l979, where I am Professor of Political Science within the graduate school and Professor of Public Policy in the School of Management.  I teach the following courses regularly: Political Analysis for Managers, which deals with the internal and external dynamics of decision-making in various organizational settings and Current Topics in Health Policy & Management.  This spring, I am preparing a new course with Professor Robert Gordon of Yale's Law School on 'Commercial Pressures in the Professions of Law and Medicine.' Since l992 I have been Director of the Robert Wood Johnson post-doctoral training program in medical care and the social sciences. Finally, I should mention that I am now a fellow emeritus of the Canadian Institute for Advanced Research; between l987 and l994, I was a fully supported fellow of the Population Health Program of CIAR and was the co-editor, with Robert Evans and Morris Barrer, of the program's book, Why Some People Are Healthy and Others Not: The Determinants of Population Health, (New York: Aldine de Gruyter, l994).  I continue to work closely with Canadian colleagues, serving now as a member of the Scientific Advisory Committee of the McMaster University Program in Health Evidence Application and Linkage Network (or HEALNet) and an evaluator for various research councils.  I am a member of the steering committee of the annual Four-Country Conference on Health Reforms and Health Care Policies in the United States, Canada, Germany and the Netherlands, a 50 person expert group that has been meeting since l994 and publishing annual reports of the meetings.

A considerable portion of my professional research and writing is relevant to the issues raised in this case.  I have been investigating Canadian medical care policy and operation for a quarter century.  I prepared the concluding chapter of the report from the 1974 Sun Valley conference on 'Canadian National Health Insurance: Lessons for the United States', a revised version of which was published in 1975.  That concluding essay explored the origins, character, and experience of Canada's distinctive form of universal health insurance.
  A later body of writing dealt with the promise and pitfalls generally of comparative policy research in health care; it has particularly emphasized the relevance to North America of experience abroad and the converse.
  I have addressed in some detail the comparative evidence on physician payment methods, explicit planning models, and the sources of medical inflation.
  And I have attempted to assess Canada's overall performance in health insurance in a number of recent papers.
 

In addition to my academic work, I have been actively involved in government deliberations over health insurance (and other topics).  I was a personal assistant to the late Wilbur J. Cohen during the first summer of operation of the American Medicare program in l966.  I have been a consultant to a variety of agencies and have served on a number of public advisory groups.  Most recently, I testified about comparative policy developments before the special American commission on the future of Medicare and gave the annual Stolte Memorial lecture on health care management at the University of Tilberg, The Netherlands, in June of l998.

B.  Background Writing (See Appendix A)

 
These background features  sets the stage for my comments on the particular issue this report addresses.

II. 
The Question Addressed 

I have been asked to provide an opinion on one of the central issues in this case: namely, what would be the likely effects of permitting a parallel, private, regulated health insurance system to develop in Canada, one which would be permitted to pay for core services now covered under the Canada Health Act and accompanying provincial legislation?

A. 
Conclusions in Brief: A Private, Parallel system of Health Insurance Would            Produce Undesirable Side Effects in Canada.

I do not believe it plausible that a private, parallel system of health insurance could be instituted in Canada without a number of undesirable side effects.  By undesirable side effects I mean decreased support for Medicare from crucial groups of Canadian citizens, increased cost pressures on both systems, and increased administrative costs that regulating private insurance requires.  The fundamental grounds for this view are broadly outlined in the attached article on 'Global Health Policy Reform'.  I base this specific conclusion on the following considerations.

The case for changing the present Canadian prohibition against parallel private health insurance for core medical services rests upon an appealing, but unrealistic theory.  It is the view that parallel insurance can be introduced and operated so that no one in Canada would be worse off.  On the analogy of 'gains from trade,' the assumption is that Canadians willing to pay for private coverage can exit the public system, free up space in waiting lists thereby, and leave themselves better off (served) and the citizens in the public system no worse off and arguably better off. The implicit assumptions behind this latter optimistic claim are that regulation can prevent the private system from growing too rapidly and that, given such constraints, a exit of anyone from the public insurance waiting lists must improve the chances to get care for Canadians left on those lists.

This 'win-win' theory has a surface plausibility and, in some special contexts, might suggest a reasonable course of action.  However, a closer examination reveals its theoretical and empirical flaws.  One way of understanding the weakness of the theory is to consider the behavior of a citizen who is dissatisfied with a public system, in this case publicly financed health care.  The disgruntled citizen has three choices -- to  leave a public system (exit), seek reform within the system (voice), or accept the situation (loyalty).  This rubric, identified with Albert Hirschman, identifies characteristic consequences of each option.  If dissatisfied citizens have both the opportunity and the inducement to leave public programs, that will channel discontent away from public reform into private satisfaction.  This is precisely why vouchers for education have been so controversial, generating the fear that the most interested, wealthy, and powerful citizens will redirect their energy to private options away from improving the public provision of education.  In medical care, the analogy is quite close.  The prohibition of private insurance for covered services channels demands for reform into the public sector; the alternative would channel that energy towards the private option.  The likely effect would be the exit from the system of those most capable of demanding reforms, leading to diminished 'voice,' and the possibility of a spiral downward of monitoring and support of public health insurance.  This is the theoretical basis for questioning the rosy, static, seemingly win-win option these plaintiffs support.

Doubts about the plaintiffs' assumptions are not only based on theoretical concerns.  There is also considerable empirical basis for such skepticism.  My studies of health care and financing systems in the OECD countries provides real world demonstrations of the dynamics that might well occur in Canada if a parallel system of private insurance were permitted to develop.  In France, for example, there is continuous dispute about the role of cost sharing by patients in restraining demand for services in a fair and effective way.  As soon as cost-sharing is increased, as it has been generally in continental Europe during the 1980s and l990s, the demand for private insurance coverage of these outlays rises.  The result is less the reduction of medical care use (whether justified or not), but the substitution of one source of payment for another.  This multiplication of sources of finance weakens rather than strengthens the capacity of a society to decide democratically what its citizens should be entitled to in health care and how scarcity should be apportioned. 

 In Canada, the combined commitment to equitable access and equitable sharing of the costs of ill health is embodied in the ban on private insurance for covered services (as well as the limits on balance billing).  This dual commitment, I would argue from my scholarly work cited above, has been the dominant source of support for Medicare and explains why, for most of the period 1970 to the present, Medicare was the most approved public program in Canadian life.  It is true that since 1990 the level of approval of Medicare's performance has declined, but that does not, by itself, diminish the case for channeling reform demands into the public sector.  Indeed, one does not need to investigate the precise merits of claims about waiting lists to draw the conclusion that seeming relief from that pressure through private action will still have deleterious consequences.

B. What Consequences? A More Detailed Discussion of the Likely Impact of the                      Plaintiffs' 'Solution.' 

1. The Waiting List Argument.

In its strongest form, the argument for permitting private insurance for covered health care services is simply this:   There are waiting lists in Canada.  If some of those on waiting lists made private arrangements for care at their expense (but eased by insurance options), and there were no change in Medicare, everyone would be better off.  Those who jumped queues would be better off, as would the health care professionals who provided their care and received income.  But even those remaining on queues would benefit, since the queues would be shortened.  And so, why not permit this change?

2. Why this argument is wrong.

a. 
Equity concerns.

The key assumption here is that no change of consequence will take place in the public system, Canada's Medicare, if a parallel privately financed system is allowed to develop. This is a completely unrealistic -- and unstated -- assumption. But even it were plausible, one could argue against any mechanism of exit on equity grounds. 

It is important to note that to argue that privately financed core services will not detract from the availability of publicly financed services assumes implicitly there is excess capacity in the current system -- underused health facilities and underemployed or unemployed health professionals -- so that by removing patients from the public system more resources would be available for those remaining. If there is not excess capacity in the system, real resources would have to be shifted from the public system to be available for privately funded health care services. To the extent that such a shift took place, we could expect that waiting lists would persist in the public sector, and perhaps lengthen, as the number of patients in that system declined, since fewer hospital beds and professional staff would be serving them. (If resources were not diverted from the public system, unit costs would rise as fewer patients were treated in the same facilities, and new resources would be needed to service the private sector, increasing total Canadian spending on medical care.) Furthermore, the argument takes for granted that privately funded services can be organized as 'freestanding units.' Otherwise, such privately funded services would be unfairly subsidized by past and present public investment in research, capital improvements, and the easy availability of well-equipped modern hospitals.

Thus I believe that allowing private insurance to be available as an alternative to Medicare would have profound negative impacts on the public system rather than none as is assumed. It would not increase availability of services in the public sector or reduce waiting lists.  Instead,  it would divert resources from the publicly financed program to be available to private activities and it would increase total Canadian expenditures on health. It also would give those able to secure private coverage an advantage over others.

b.
The plaintiffs' proposal would lead to substantial changes in and       harm to the Medicare system in Canada.

Though crucially important in my view (and outlined in the scholarship noted earlier), the argument from fairness is not the only or even the most decisive objection to the plaintiffs' theory.  There are in fact several additional reasons why a parallel private health insurance system would not leave Medicare unaffected: first, as explained in the 'Exit, Voice, and Loyalty' reasoning introduced earlier, those who would exit (or could afford to exit) would no longer have as strong a stake in the public health insurance system; second, unless it led to a cutback of service in the public system, private health insurance would increase overall health spending, and third, the management and regulation of the combined health insurance system would be significantly complicated, leading to additional administrative costs.  

(i)  Erosion of support for the public system of health care in Canada.

It is axiomatic that those who exit a public system no longer have as strong a stake in its effective operation.  This, in turn, can and frequently does lead to an erosion of public support.  An examination of regulations and policies governing health care in OECD countries provides useful illustrations of this axiom.  But distinctions must be drawn among the three types of parallel systems: alternative insurance (as in Germany and Holland); supplementary insurance (as in France, Belgium, and the US for patient cost-sharing and in Canada for services uncovered by national health insurance) and double-cover insurance (as in Australia and Great Britain).  While the borderlines among these types are not free of ambiguity, the differences are central to any discussion of the likely effects of introducing a parallel insurance product.

Germany and Holland, for example, have extensive regulations to make sure that  moving in and out of parallel systems is not easy (or possible).  That avoids double payment for medical care by citizens, which would be the strongest grounds for predicting reduced interest in the public system.  In Holland, there is a firm line between those lower income groups required to have social health insurance and the roughly 40% of the population not required.  (In practice, all but 1% of the Dutch population have insurance.)  There is, in short, no exit option for Dutch citizens in the relevant category and there is extensive regulation of "private" coverage.  Germany has an exit option without the possibility of returning to the publicly regulated sickness fund system.  The proposals in Canada do not contemplate either of these two national modes of dealing with an apparently parallel system.

The more relevant examples include Great Britain and Australia, both of which have what economists have termed 'double cover' health insurance. By that is meant the following:  those who exit and pay for private insurance pay as well for public health insurance.  In this setting, either support for the public system erodes or the private market requires extensive regulation and subsidy or, even with subsidies and regulation, the private health insurance fails to develop sensibly.   Consider the following description of developments in Australia:

'Australia stops its insurers from charging the elderly more than younger people with the predictable result that older people are buying the policies and younger people are not.  The Australian government is now offering younger people large subsidies -- of up to 30% of premiums -- to switch to private insurance, but there are few takers.  Younger people tend not to need the queue-jumping, non-emergency health care that is the main attraction of Australia's private insurance.  What they want most is cover in an emergency -- which the state health-care system provides free.'

The Australian experience illustrates the difficulties with double coverage arrangements. The ban on age-rating (requiring a common premium) is an example of governmental  unwillingness to bear the consequences of unregulated commercial insurance.  The wealthy and older are those most able and inclined to exit a public system, but their expected use of a new privately insured system would produce prohibitively high premiums without regulation.  With rate regulation, the government removes the core mechanism of private commercial insurance: namely risk rating.  Consequently, the young and the healthy who would be most drawn to inexpensive, private insurance stay away from Australia's community-rated arrangements.   More generally, where willingness to exit depends on income and health status, unregulated, private insurance markets cannot offer an alternative to public pooling of risk that is or has been acceptable to most OECD industrial democracies.
 

This means the argument about effects on political support must concentrate on optional, supplementary forms of private health insurance.   The Canadian experience is quite special in that the supplementary coverage permitted is solely for services excluded from Medicare, coverage which might more appropriately be termed 'complementary' in that it provides for services not covered by the universal system.  That coverage is quite extensive -- some two thirds of the population according to estimates in the l990s.
  Canadian uniqueness makes it difficult to infer directly from other experience what would be the degree of erosion of public support from introducing double-coverage forms of supplementation.   It is noteworthy, however, that in Great Britain, the existence of obvious mechanisms for queue-jumping has been the source of continuing and divisive conflict.  Extrapolation for Canadian support might better be based on developments in public education, where vouchers for private alternatives are a closer parallel to the proposal in this case.

Nonetheless, it is important to underscore what we do know.  In the Canadian case, exiters would still be paying for public health insurance and thus would have a financial stake in reducing its funding.  It is also the case that those who exit would be more likely to be affluent.  As such, they a) have political influence disproportionate to their numbers; and b) currently finance a disproportionate share of Medicare, and would therefore have an especially strong interest in restraining its budget.  From a social insurance standpoint, this degree of financial redistribution is fair, a mechanism for separating the provision of needed care from the financing of that care.  But the expected impact of such a parallel system in Canada, given its current arrangements, would be an erosion of support, not its augmentation.

(ii)  Increase in overall health care costs.

Many of the disputes about parallel systems of health insurance concentrate on the effects such schemes have on medical costs.  For the reasons discussed above about the erosion of public support, a parallel private insurance system might reduce spending (per insured) in the public program,
  but depending on one's assumptions, per insured spending in the public program could actually increase.  But, if the claim is that parallel private coverage would leave Medicare unaffected, it is difficult to resist the inference that overall health spending would rise.  After all, consumers would only buy private insurance if it offered them the opportunity to "consume" more services (more quickly) than they could under Medicare.
  Physicians would not turn from retirement to private practice unless the returns to professional services were substantial.   In short, what is proposed for Canada is not a cost-reducing innovation, but a cost-shifting program.  And it is one that on the arguments proposed would almost certainly inflate overall Canadian health expenditures.

Some would respond by claiming that 'privatization' increases the efficiency with which medical care services are provided and are in that sense cost-reducing.  But Canada's Medicare is socialized insurance, not social provision of care.  Most Canadian physicians are paid on a fee-for-service basis in Medicare, a form of remuneration that rewards efficiency of production.  No health policy analysts dispute the claim that fee-for-service remuneration induces more service production.  Some do dispute whether such incentives are appropriate ones for health insurance programs that have to balance access, cost, and quality.  But that is separable issue.

Finally, Canada now has what health economists metaphorically term 'single pipe' financing for basic medical care.  The dominant view of non-US health economists is that such funding with a global budget offers greater cost control.  According to Uwe Reinhardt, if there are multiple sources (pipes) of funding, any attempt to control one pipe leads to compensating pressure on, and flow of funds through another pipe.
  Some have argued that governments seeking to reduce public expenditure know that overall costs will not be reduced by parallel insurance arrangements or by patient cost sharing; the most bold formulation is that such efforts are misguided attempts to drive up the total costs of health care while shifting some of the burden out of government budgets.
  One need not reach such claims to conclude that single-pipe funding, as Alan Maynard argues, "appears to offer the potential to control costs [most firmly] but requires also the political will to check the inflation of funding which providers and consumers demand."

 
There is every reason to believe that the advocacy of private insurance coverage of basic medical services is mainly directed at increasing total health care spending beyond what it would have been otherwise.  And, in particular, increasing the spending for services in the private system.  Without reaching the question of whether shortages justify such an increase, there is no reason to regard parallel insurance of core services in a single-payer system as cost-reducing.

(iii) Increased complexity and cost of regulation and administration

Canada does not now face serious problems of regulating the supplementary insurance now in force.  But, what we have called 'double coverage' arrangements inevitably raises complex regulatory matters.  The issue here is not, however, straightforward and obvious.

To the extent parallel insurance coverage is for 'luxury' matters -- like more comfortable board and lodging in hospitals -- there is little need for public regulation.  However, the larger the role private health insurance plays in providing important medical services, the more the demand for regulation of the parallel system. 

Private health insurance and public health insurance follow, as Jurgen Wassem rightly observes, 'different principles and a different logic.'  Private insurers have to react to market forces and, as with risk rating, exclusions of pre-existing conditions, and similar practices, they contend with adverse selection and moral hazard.  To make such private insurance operate in a socially acceptable manner, governmental regulation is required.  That complicates the tasks of government and, as with contemporary Canada, should only be taken on if the benefits of a change are much larger than the predicted costs of complexity.  That case has not been made in my opinion. 
  Experts agree that Canada's administrative costs are the lowest of the OECD countries.  Any complication of that system will necessarily increase those costs.  And, given that one of the widely regarded advantages of Canadian national health insurance is its straight-forward and understandable principles and structure, the burden of proof surely lies with advocates of change.

C. 
Waiting lists, contrary to the assertions of many, are not a simple indicator of failure in a health care system.

Plaintiffs insist that the existence of waiting lists in itself demonstrates need for substantial change in the system.  However, it is fair to say that there is no consensus on the character, causes, or meaning of waiting lists among OECD analysts. Thus, the argument that the existence of waiting lists for care constitutes the grounds for reforming medical care policy is not compelling. 

Consider, first, that waiting lists have different definitions and serve different purposes.  For a hospital, waiting lists may serve as a managerial tool for allocating resources.  (A hospital without any waiting list has, on this formulation, overcapacity).  For medical specialists, waiting lists may serve as evidence of excellence.  For local or regional authorities, waiting lists can serve as political grounds for negotiating funding levels with central government.  And, for patients, waiting lists can be a nuisance, aggravating fear and sometimes worsening conditions.  Typically, there is a mix of these elements and hence no obvious relation to structural reform.

Or, put another way, there are numerous grounds for believing that claims of excessive waiting lists are misleading guides to appropriate policy-making.

1.  The very existence of waiting lists and other indicators of unsatisfied demand do not prove that the level of delivered services is insufficient.  Because of Canada's universal insurance and supplier-induced demand, neither patient decisions to seek care nor physician decisions to provide, require the weighing of social benefits against social costs.  Many analysts believe there is no inherent limit to the supply of caring and concern that medical professionals could provide worried patients when the price of care to patients is zero and the method of paying physicians is fee-for-service.  In such circumstances, waiting lists are a natural phenomenon. 

2. Physicians have an incentive to put patients on waiting lists insofar as waiting lists create public pressure to increase funding whether overall, for specific procedures, or for private insurance coverage.

3. A substantial body of academic research has demonstrated that the use of health care varies far more across countries, geographic areas within countries, and physician practice groups that can be explained by the health conditions of patients or systems of funding.  For example, a study of elderly patients in Manitoba showed that because of variations in the practices of physicians, some patients were twice as likely to be hospitalized as were others with comparable age, education, living arrangements, and health status.
  Studies such as this one, moreover, consistently find that differences in utilization of services do not translate into measurable differences in health outcomes.

4.   Taken together, these considerations strongly suggest that, in the absence of substantial additional research, waiting lists should not be taken as an indicator of underlying medical need.
5.   To judge whether Canada is underserving its citizens, it is more appropriate to look at: (a) overall levels of satisfaction with the system; (b) health outcomes; and (c) rates of delivery of procedures for which there are waiting lists. There is no evidence that the Canadian Medicare program is failing its members by any of these criteria, despite the existence of waiting lists.

a. Canadians have generally expressed strong support for Medicare throughout its history.
  A 1988 cross national study confirmed that Canadians were more satisfied than American or Britons with their health care system.

 Although complaints have increased recently, there also has been growing discontent with health finance systems in other countries recently, throughout the world, as all such systems have come under stress due to deteriorating general economic conditions. Still, the Organization for Economic Cooperation and Development (OECD) reports that only 12 percent of Canadians, in a nation spending 9.3% of Gross Domestic Product (GDP) on health, believe there is a need to rebuild the system (as do 11% of Germans,  spending 10.4% of GDP on health). This is in striking contrast to the United States, where 28% of the population think the system needs to be rebuilt, despite spending 14% of GDP on health.

b. On a fundamental measure of health outcomes, Canada has the highest life expectancy of any OECD country.

c. In 1993, the OECD reported delivery of 81 coronary bypass operations per 100,000 population in Canada, exceeding the rate for all of the ten countries for which such data are presented except the United States. And Canada falls right in the middle for angioplasties, ranking seventh out of thirteen countries.  

III.
Conclusions

Private health insurance has known properties that, in almost all OECD countries, call forth complex regulation to prevent predictable market patterns. Over time, OECD governments have learned that they need to require mandatory open enrollment, prevent exclusion of 'bad risks' through limitations on coverage of pre-existing condition and impose limits on medical underwriting pricing that would deny coverage for many of those who seek it. The need for these kinds of regulations argue against relying on parallel health insurance as a useful policy for addressing the problems of a universal health insurance program with broad benefits, wide spread acceptance, and what is regarded a fair financing plan. Such is the general case to be made in the suit raised by the plaintiffs.

Beyond requiring additional regulatory burdens, supplementary insurance of the type advocated by the plaintiffs does not have any promise as a cost containment device in Quebec

and would, if implemented, divert support from the public system and channel improvement efforts toward private action.  These considerations, quite apart from the well understood equity arguments against parallel coverage, further weaken the case.

Finally, the grounds used to bolster the arguments for parallel insurance are uniformly weak empirically. On cost considerations, Canada has an exemplary record with the one structure of payment that facilitates rather than complicates social decisions about how much to spend on medical care: single-pipe financing.  Where data are available, they do not support the contention that other OECD nations have, through 'safety valve' parallel systems, succeeded in increasing citizen support, improving health outcomes, or providing a more sustainable system of health insurance coverage.  Indeed, it is the stability of Canadian public health insurance, not its instability, that is the striking finding of comparative health policy research.
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