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and a need to know.

“Both the Congressional
Budget Office and the New
York Times warned that
Clinton’s plan may lower the
quality of medical care.”

HEALTH CARE REFORM:

What President Clinton Can Learn from Canada
About Price Controls and Global Budgets

As part of his health care plan, President Clinton has proposed price
controls on health insurance premiums and “global budgets” that try to limit
how much people can spend on health care each year.! Although the details
of his plan are still sketchy, the concept is not new. It represents a major
departure from Clinton’s election campaign promise to rely on competition,
not price controls, to hold down health care spending. As a result, the “Jack-
son Hole” health economists who originally developed Clinton’s plan have
now dissociated themselves from it.2

The New York Times, an early supporter of Clinton’s proposal for
“managed competition,” clearly feels betrayed by the latest plan:3

A system that was supposed to control cost with competition
would amount to price controls. And the severe price caps would
likely drive providers to skimp on treatment and erode the unri-
valed excellence of American medicine. The Administration
argues that there is plenty of waste in health care and that caps
can squeeze it out. But caps don’t target waste; they are likely to
squeeze out important Services.

And the Congressional Budget Office (CBO), which normally would
be expected to support a Democratic president’s health care proposal, offered
a similar analysis. The CBO, according to the New York Times, says federal
limits on private health insurance premiums could harm consumers by forcing
a reduction in valuable medical care and restricting access to new medical
technology.
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“An estimated 1,379,000
Canadians are waiting for
some kind of medical
service.”

To see how the Clinton plan might affect patients, the president might
look at Canada. In general, Canadians have little trouble seeing a general
practice or family practice physician. But specialist services and sophisticated
equipment are increasingly rationed. Canada attempts to control health care
spending by limiting expensive medical technology. Within hospitals, physi-
cians work under severely limited budgets.

The resulting system of health care rationing is inefficient and unfair.
It also threatens the quality of care Canadians receive. In general:

® Canadians do not have full access to existing modern medical
technology, and there is very little research or development of new
technology.

® Some patients, including a friend of one of the coauthors of this
backgrounder, die while waiting for diagnosis and treatment.

® An estimated 1,379,000 Canadians are waiting for some kind of
medical service.

® There are 177,000 Canadians waiting for surgical procedures, and
45 percent of them say they are “in pain” while they wait.

® Access to health care is unequal, with some Canadians having a
much better chance of seeing a doctor than others.

Despite these developments, Canada’s per capita health care costs have
been rising at roughly the same rate as those in the United States.

Lack of Access to Technology

Figure 1 gives the latest available statistics comparing access to modern
medical technology in the United States and Canada, based on information
from Medical Economics magazine. As the figure shows:

® On a per capita basis, the United States has 10 times as many
magnetic resonance imaging (MRI) units — which use magnetism
instead of x-rays — as Canada.

® The United States has three times as many computerized axial
tomography (CAT) scanners per person.

® The United States also has about three times as many lithotripsy
units (to destroy kidney stones and gallstones with sound waves) per
person.

® And, per capita, the United States has about three times as many
open-heart surgery units and eleven times as many cardiac
catheterization units (for the treatment of heart disease).
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Rationing Scarce Technology. Seattle, Washington (pop. 490,000)

has more CAT scanners (used, for example, to detect brain tumors) than the
entire province of British Columbia (pop. 3 million). There are more MRI

“There are more MRI scanners in Washington state (pop. 4.6 million) than in all of Canada (pop. 26
scanners in Washington state . . . : .
than in all of Canada.” million).> While critics of the U.S. health care system claim that the U.S. has
too much technology, all the evidence suggests that Canada has too little — as
a result of the conscious decisions of government officials.

Delaying New Technology. Some argue that Canada and other
countries with global budgets delay the purchase of expensive technology in
order to see if it works and is cost-effective. If true, the downside of this
approach is that patients are denied access to potentially lifesaving treatment
while government bureaucracies evaluate it. During the 1970s, for example,
lifesaving innovations were made in kidney dialysis, CAT scanning and
pacemaker technology. Yet:6
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“More than 177,000 people
are waiting for surgical
procedures.”

@ The rate of pacemaker implantation in the United States during the
mid-1970s was almost 20 times that of Canada.

® CAT scanners were more than three times as available in the United
States as in Canada.

@ The treatment rate of kidney patients was more than 60 percent greater
in the United States than in Canada.

Canada develops almost no new medical technology and spends very
little on research and development. By contrast, research and development
spending in the United States result in innovations that benefit the U.S.,
Canada and the rest of the world.

Rationing by Waiting

A recent 12,000-person survey by Canada’s official statistical agency
led to an estimate that 1,379,000 people (out of a total population of 26 mil-
lion) are waiting for some medical service, ranging from a visit to their general
practitioner to nursing home admission.” Of those, more than 177,000 people
are waiting for surgical procedures.® These people must endure lengthy waits
before meeting with a specialist and even longer waits before obtaining needed
surgery.

The Length of Waiting. Because the demand for health care has
proved insatiable, and because Canadian provincial governments severely limit
hospital budgets:

® The average wait to see an eye specialist in Prince Edward Island is
six months — and it takes another six months on the average to be
treated.

® On the average, it takes almost seven weeks to see a gynecologist in
New Brunswick and another six months to be treated.

® To see an ear, nose and throat specialist takes a little more than two
weeks in Newfoundland — but it takes another six months to be
treated.

Note that these are averages for entire provinces. The wait for any
particular patient can be much longer. For example:

@ Patients in British Columbia wait up to a year for routine procedures
such as cholecystectomies, prostatectomies, hip replacements and
surgery for hemorrhoids and varicose veins.®

@ In Ontario, patients wait up to six months for a CAT scan, up to a year
for eye surgery and orthopedic surgery, up to a year and four months
for an MRI scan and up to two years for lithotripsy treatment.10

@ All over Canada, patients wait for coronary bypass surgery, while the
Canadian press tells of heart patients dying on the waiting list.}1
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“45 percent of those waiting
Jor surgery say they are in
pain and some are risking
their lives.”

Inequalities in Waiting. On the average, it takes about five weeks to
see a specialist in all 10 Canadian provinces. However, the average wait
varies widely from province to province. Moreover, as shown in Figure 11, the
waiting time for actual treatment varies even more.

® After seeing a specialist, patients wait an additional 14.6 weeks for
surgical procedures in Prince Edward Island but only 5.9 additional
weeks in Ontario.

® Following a diagnosis, a high proportion of patients in the Maritime
provinces wait more than six months for treatment, but 96 percent of
the waits in Ontario are less than three months.

Case Study: Cardiovascular Cases. More people in Canada die of
cardiovascular disease than of any other single cause. But hospital budgets for
“conventional illness” and for high-cost procedures such as cardiac bypass
surgery are separate. The result is lengthy waiting lists for such surgery, often
as long as a year or more. Political pressures have prompted short term solu-
tions:12

® After a report that Newfoundland’s waiting list was a year long, the
hospital performing open heart surgery received a special temporary
grant to deal with the waiting list.

® After a public outcry over the six-month waiting list, British Colum-
bia contracted with Washington state hospitals to perform some 200
cardiac operations in 1989.

It is estimated that 5 percent of heart patients inquire about surgery
outside Canada and 1.5 percent actually have their heart surgery performed
outside the country.!3

Effects on Patients’ Health. The average amount of time patients
wait for surgery of all kinds appears to be about the same as in 1967, the year
before Canada began implementing national health insurance. However, the
makeup of the waiting list is different. More people are waiting, and those
waiting are sicker. Recently published data by Statistics Canada indicate that
45 percent of those waiting describe themselves as “in pain.”!4 Others are
risking their lives. In British Columbia, for example:!5

® Whereas only 7 percent of the patients waiting in 1967 were classi-
fied as urgent, 24 percent were classified as urgent in 1988.

® Whereas 0.6 percent of the population was on the waiting list in
1967, 1.1 percent — almost double the fraction of the population —
was on the waiting list in 1992.
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“Americans can jump the
queues at Canadian hospi-
tals.”

“Even pets can sometimes
jump the queue.”

On the surface, the number of people waiting may seem small relative
to the total population. However, considering that only 16 percent of the
people enter a hospital each year in developed countries!¢ and that only about
4 percent require most of the serious (and expensive) procedures,1? these
numbers are quite high.!® They imply that one out of every four British
Columbia residents needing expensive medical technology is unable to get it
promptly.

How Global Budgets Cause Rationing. The evidence shows that the
severity of rationing is directly related to the stinginess of a province’s global
budget. Specifically, there is a close correlation between waiting times and
the amount of money a province spends on health care. As Figure III
shows:1¢

@ Provinces that spend $1,500 or more per capita on health care have
shorter waiting times.

@ Ontario, the province with the shortest waiting times of all, spent
$313.70 per capita more on health care than any other province in
1991, the latest year for which data are available.

How Americans Jump the Queue. The Canadian government has
proclaimed health care to be a basic human “right.” Yet the right is far from
guaranteed. Not only do Canadians have no enforceable right to any particu-
lar medical service, they don’t even have a right to a place in line when health
care is rationed. The 100th person waiting for heart surgery is not “entitled”
to the one hundredth surgery, for example. Other patients jump the queue for
any number of reasons. Among the patients who jump the queue are Ameri-
cans who pay out-of-pocket for care. U.S. patients add to hospital revenues,
so hospital administrators value them. Since Canadians cannot legally pay for
care at a national health insurance hospital, the typical Canadian patient must
wait in line.20 In this sense, Americans have a greater right to health care in
Canada than do Canadians.

How Pets Jump the Queue. In addition to Americans, animals also
have been able to jump the queue in some provinces. Ordinary people, other
than those designated as emergencies, cannot get a CAT scan quickly at any
price because they are not allowed to pay for it. However, in an 18-month
period, York Central Hospital in a Toronto suburb did more than 70 CAT
scans on animals suspected of having such problems as tumors. The tests
were done at night and the charge was $300 each.2l The practice was
stopped only in response to adverse publicity.

How U.S. Providers Profit from Canada’s Health Care Rationing.
As the waiting lines grow for virtually every type of treatment in every Cana-
dian province, America serves as Canada’s safety valve. In increasing num-
bers, Canadians cross the U.S. border to get care they cannot get at home. For
example:



“America serves as Canada’s
safety valve — delivering
care that Canadian patients
cannot get at home.”
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@ Because of the inadequate facilities in Canada, about half of the in
vitro fertilization patients at the University of Washington Medical
Center are Canadians, paying $5,000 out-of-pocket for each proce-
dure.22

® Enough Canadians come to the United States for heart surgery that a
California heart surgery center has advertised its services in a
Vancouver newspaper.23

® In 1990, the Ontario Health Insurance Plan paid about $214 million
to U.S. doctors and hospitals — up 45 percent over the previous
year.

@ Of that amount, 40 percent went to Florida, 9 percent to New York,
5 percent to Michigan and Minnesota and 4 percent to California.

@ In 1993, the Canada-America Health Care Corporation, based in
Winnipeg, began to offer Canadians an insurance policy providing
for access to care in the United States if they had to wait 45 days or
longer for care in Canada.?4

Because of large budgetary deficits, Ontario is no longer permitting its
residents to take advantage of U.S. health care services, except in special
circumstances such as for procedures that simply are not done in Canada.?’

Unequal Access to Health Care

In Canada26 and other countries with national health insurance, there is
no national waiting list to assure that the sickest people get care first. Even in
the same hospital there are instances where elective patients get surgery while
those in much greater need are forced to wait.2?” Who gets care and who
doesn’t? There is some evidence that when health care is rationed, those
pushed to the rear of the waiting lines tend to be the poor, racial minorities, the
elderly and people who live in rural areas. Let’s take a closer look.

Global Budgets Discriminate Against the Poor. In general, low-
income people in almost every country see physicians less often, spend less
time with them, enter the hospital less often and spend less time there —
especially when the use of medical services is weighted by the incidence of
illness.

The survey that estimated the number of people waiting for some kind
of medical service also collected information on the people’s incomes, making
it possible to determine whether those with high incomes and low incomes
have an equal probability of waiting for medical services. Figure IV shows
that the two highest income groups have half the probability of waiting of
lower income groups. Those with annual incomes of $60,000 to $79,000 have
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“The highest income groups
have a much lower probabil-
ity of waiting.”

“Politicians jump the queue
by going to a military
hospital.”

a 4.7 percent probability of waiting, and those with annual incomes over
$80,000 have a 4 percent probability. By contrast, every other income group
has a probability of 7 percent or more, and most exceed 8 percent.

Global Budgets Favor the Rich and Powerful. Most people in
Canada and other countries that ration health care through global budgets
believe that the wealthy, the powerful and the sophisticated move to the head
of the rationing lines. As one study of the Canadian system noted:

“Critics charge that those who are rich, influential, or ‘connected’
often ‘jump the queue,” which changes Canadian health care into a two-tier
system — precisely what the government wanted to avoid.”28

Because government officials have little interest in verifying these
facts, few formal studies exist. However, the evidence that does exist supports
the charge. A recent analysis of surgical waiting lists in British Columbia
concluded that “nearly 80 percent of queue jumping is not on the basis of
emergency but on the basis of physician/surgeon preferences, requests from
senior Ministry of Health officials and sometimes from members of the
legislature.”2® Members of the federal Parliament and 4,364 high-ranking
federal bureaucrats can avoid waiting lists because they have access to the
National Defense Medical Center. In 1990, the Canadian Auditor General
reported that 61 percent of the center’s in-patient days were for nonmilitary
patients.30

Canadians who can afford to pay also have other options. Since
Canada does not allow private health insurance, if Canadians go to the less
than 1 percent of physicians who practice privately or less than 5 percent of
private hospitals that are private, they must pay the full bill out-of-pocket.3!
The only exception is a small number of outpatient surgery clinics operated b




“Canada’s principal minority
group — Indians — fares less
well than American Indians.”
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entrepreneurial physicians, to whom government will pay the surgeon’s fee
but not other costs. Canadians who receive cataract surgery on an outpatient
basis, for example, must pay from $900 to $1,200 out-of-pocket.32

As noted above, increasing numbers of Canadian citizens are coming
to the United States for health care they cannot get at home. In some cases,
the Canadian province pays the bill. In other cases, patients spend their own
money or rely on the newly established private insurance plan for U.S. care.?3
In either event, patients must bear the costs of travel. Clearly, this alternative
favors those with money.

Global Budgets Discriminate Against the Elderly. Wherever there
is nonprice rationing of medical care, two pertinent features have been ob-
served.34 First, when resources are limited, middle-aged patients tend to get
priority over older patients. Second, the more limited the resources, the worse
the degree of discrimination based on age. These observations are consistent
with recent evidence on access to heart surgery in Canada:33

@ Per capita, the United States performs twice as many coronary artery
bypass operations on elderly patients as Canada does.

® Among 75-year-olds, the difference between the two countries is
four to one.

Global Budgets Discriminate Against Racial Minorities. According
to the results of several studies, racial minorities do not fare as well as majori-
ties under global budgets.3¢ In a recent study of the Inuits and Crees of
northern Quebec, both groups had much less access to health care than did
Caucasians in southern Quebec and in other areas of Canada — despite their
much greater health needs. For example:37

® The age-adjusted mortality rate for Inuits is almost twice the rate for
Canadians as a whole.

® Infant mortality rates are three times greater among the Crees and
four times greater among the Inuits than for the rest of Quebec.

® The nationwide infant mortality rate is twice as high for Indians as
for non-Indians; by comparison, the Indian infant mortality rate in
the United States is slightly lower than that for non-Indians.

® The life expectancy at birth for both male and female Indians is
almost 10 years less than for non-Indians, compared to a difference
of only about three years for both males and females in the United
States.38

Global Budgets Discriminate Against Rural Patients. As part of the
system of enforcing global budgets, Canada’s health care tends to be hospital-
based, with modern technology restricted to teaching hospitals and outpatient
surgery discouraged. Moreover, specialists and major hospitals tend to be in
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“Per capita, urban residents
receive 45 percent more
services from specialists than
rural residents in British
Columbia.”

major cities. As a result, rural residents often travel to the larger cities for
medical care. How often does that happen? A study produced at the Univer-
sity of British Columbia provides the answer.3® Figure V shows some of the
inequalities. The study found:

® On the average, people living in British Columbia’s two largest
cities (Vancouver and Victoria) receive about 27 percent more
physician services per capita than those living in the 28 rural dis-
tricts of the province.

® Urban residents receive 45 percent more services from specialists
per capita than rural residents, and for specific specialties the dis-
crepancies are even greater.

® On the average, urban residents are 5 times more likely to receive
services from a thoracic surgeon, 3.2 times more likely to receive
the services of a psychiatrist and about twice as likely to receive
services from a dermatologist, anesthesiologist or plastic surgeon.

These are the broad averages. The discrepancies are worse between
urban areas and British Columbia’s most underserved areas. Even if we
ignore the smallest districts and focus only on districts with at least 35,000
people, spending varies by a factor of almost 3 to 1 for all specialist services,




“There are increasing
reports of patient deaths and
near-deaths because of
rationing.”
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almost 4 to 1 for OB/GYN services, 8 to 1 for internists and 35 to 1 for psy-
chiatrists. The discrepancies are greater still among people in specific age and
sex classifications in the regions, again ignoring the areas with the smallest
populations. Roughly speaking:4°

® A child is 22 times more likely to see a dermatologist if the child is
living in Vancouver than in the East Kootenay district (pop. 50,660).

® A baby girl is 10 times more likely to see a pediatrician for any
reason if she is living in Vancouver rather than in Peace River (pop.
51,252).

® A 40-year-old woman is almost nine times as likely to have recon-
structive plastic surgery if she is living in Vancouver rather than in
Bulkley-Nechako (pop. 36,952).

® A 40-year-old woman with a mental disorder is 12 times more likely
to see a psychiatrist if she is living in Vancouver rather than in
Fraser-Fort George (pop. 88,250).

Deteriorating Quality of Care

Americans have been told that the quality of care in Canada has not
suffered because of Canada’s system of global budgets and health care ration-
ing. Yet there are increasing reports by doctors and the news media of patient
deaths and near-deaths, precisely because the government limits technology
and causes health care rationing. Here is one doctor’s report of what condi-
tions are like in Quebec:

“In my academic practice at a teaching neurologic hospital in
Montreal, the wait for the treatment of a ‘minor’ medical problem (e.g., carpal
tunnel syndrome) could be half a year or longer. What I considered essential
services were unavailable. I recall losing an argument with the radiologist on
call over whether a patient with a new stroke should have a CT scan at 5:05
p.m.; he judged that the situation was not an emergency serious enough to
warrant performing the procedure after regular hours.”*!

Inefficiency. As an example of inefficiency in Canada’s hospital
sector, consider the following. The proponents of global budgets often point
to the lower level of health care spending in other countries as “proof” of
efficient management. Nothing could be further from the truth. By and large,
countries that have slowed the growth of health care spending have done so by
denying services, not by using resources efficiently.

How much does it cost a hospital to perform an appendectomy? Out-
side the United States, it is doubtful that any public hospital knows. Nor do
government-run hospitals typically keep records that would allow anyone else
to find out.#? In organizational skills and managerial efficiency, Canadian
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“About one-fourth of all
acute-care beds are occupied
by chronically ill patients
using the hospitals as
expensive nursing homes.”
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hospitals are far behind hospitals run by Hospital Corporation of America,
Humana or American Medical International. In fact, Canadian hospitals in
several provinces have called in management groups from the U.S. to either
retrieve them from financial difficulty or to improve generally their financial
performance.

While 177,000 wait for surgery in Canada, at any point in time one in
five hospital beds is empty.43 Moreover, about 25 percent of all acute-care
beds are occupied by chronically ill patients who are using the hospitals as
nursing homes — often at six times the cost of alternative facilities.44

One reason for these inefficiencies is that under global budgets hospi-
tal managers have perverse incentives. In Canada, hospitalized chronic
patients are known as “bed blockers,” and they are apparently blocking beds
with the approval of hospital administrators. Because these patients use
mostly the “hotel” services of the hospital, they are less draining to limited
hospital budgets.*?

One widely used measure of hospital efficiency is average length of
stay. In general, the more efficient the hospital, the more quickly it will admit
and discharge patients. By this measure, U.S. hospitals are far in front of their
Canadian counterparts. The average hospital stay is 42 percent longer in
Canada than in the United States.4

A frequent criticism of the U.S. health care system is that it is wasteful
because many procedures are “unnecessary.” One source of evidence for
unnecessary medical care is a series of studies that show wide variations in the
rate of treatment among different U.S. communities, with no apparent justifi-
cation. One might suppose that in countries where health care is rationed and
many medical needs are unmet, doctors would tend to provide only necessary
care. That turns out not to be the case. As in the United States, treatment
rates in Canada vary considerably. For example:47

® There is a four-to-one difference among Canadian counties in the
rate of cesarean sections.

® There is a four-to-one difference in rates of tonsillectomy and
hysterectomy and a two-to-one difference in the rates of
mastectomy, prostatectomy and cholecystectomy.

Failure to Control Costs in Canada

Despite global budgets, rationing by waiting and other strategies,
Canada has not been any more successful in controlling costs than has the
United States. In 1991, the United States spent $2,868 per person on health
care, whereas Canada spent only $1,915 (in U.S. dollars).*® Some people
argue that if the U.S. adopted Canada’s health care system, it could cut health
care spending by 25 percent. However, over the 20 years from 1967 to 1987,
real increases in health care spending per capita were virtually the same in
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“In recent years, health care
spending per capita in
Canada has grown faster
than in the United States.”

both countries. (The increase was 4.38 percent in the United States, 4.58
percent in Canada.)

Not only has Canada been no more successful than the United States in
controlling increases in spending but, as Figure VI shows, until recently it has
been less successful.#® As noted in this report, recent financial successes in
Canada have been achieved largely by denying and delaying care.

Problems in Making Cost Comparisons. When comparing United
States and Canadian health care spending, certain differences should be kept
in mind:

® First, the Canadian number doesn’t include capital spending to the
same extent as the U.S. number.

@ Second, the U.S. number includes research and development costs.
Canada engages in very little such spending, while U.S. spending on
research and development results in technological innovations that
benefit Canada as well as the rest of the world.




“For comparable types of
spending, Canada’s health
costs are growing much
faster than those in the
United States.”
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® Third, in both countries the costs of administering government
health care spending are largely hidden. But since Canada’s public
sector is relatively larger than that of the United States, far more of
Canada’s costs are buried in bureaucratic budgets.

More Precise Comparisons. In order to avoid these problems, one
study measured international health care spending excluding costs of adminis-
tration, hospital construction and research and development.5°

® Using this more precise measure, the study found that the United
States spends more of its income on health care than Canada — but
the difference is smaller (10.2 percent vs. 8.4 percent.)

@ During the 1980s, the real growth rate for health care spending was
85 percent higher in Canada than in the U.S.

® In per capita terms, Canada had a real growth rate that was 163
percent of the U.S. rate.

Conclusion

The characteristics described in this backgrounder are not accidental
by-products of global budgets and price controls. They are the natural and
inevitable consequences of government’s responding to increases in the
demand for health care by restricting the supply.5!

In Canada, hospitals and doctors are given fixed budgets and are
forced to ration health care, with few questions asked. Politicians create as
much distance as possible between themselves and the decisions that affect the
lives of patients. As a practical matter, no administration can make it a na-
tional policy that people will be denied care because the government is unwill-
ing to allow the purchase of additional technology. Nor can any administra-
tion announce that some people must wait for surgery so that the elderly can
use hospitals as nursing homes or that elderly patients must be moved so that
surgery can proceed.

These decisions are so emotionally loaded that no elected official can
afford to claim responsibility for them. Important decisions on who will and
will not receive care and on how that care will be delivered are left to the
hospital bureaucracy because no other course is politically possible.

To the extent that global budgets and rationing of care “work” in
Canada, they do so because the wealthy, powerful and sophisticated — those
most skilled at articulating their complaints — find ways to maneuver to the
front of the rationing queues or avoid them by going to the U.S. for care.
Thus those who have the power to change the system bear few of its costs.52
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The conclusion of this backgrounder is that while the Clinton proposal has
ostensibly rejected a Canadian version of nationalized health care, it has

“Canadaian politicians adopted the key deficiency of the Canadian system. Capping the supply of
create as much distance as care through budget and premium limitations, as in the Canadian system, will
possible between themselves
and the rationing decisions lead to lower costs only to the extent that they lead to shortages of technology,
that affect the lives of waiting for treatment and reduced response to the health care needs of Ameri-

tients.”
patients. cans.

Michael Walker

Fraser Institute

John C. Goodman
National Center
for Policy Analysis

NOTE: Nothing written here should be construed as necessarily reflecting the
views of the National Center for Policy Analysis or as an attempt to aid or
hinder the passage of any bill before Congress.
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