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oncerns over the sustainability of Canada’s health care

systems frequently lead to heated discussions about

physician compensation, drug prices and wait times. In
the current climate of an aging population, rising chronic disease
and increasing demand for services, most discussions focus on
operational funding; that is, the funding allocated annually to
pay for doctors, drugs, hospital stays, or long-term and commun-
ity care. Capital funding to support infrastructure is largely
neglected in these discussions, yet inadequate or uncertain capi-
tal investment may threaten the sustainability and equity of the
Canadian health care system even more than the questionable
disbursement of operational funding.

Capital funding is what’s used to build new facilities, redesign or
restructure existing care operations and pay for new technologies.
Unlike operational funding, which comes overwhelmingly from
government, capital financing has more varied sources. These
include gifts from corporations, foundations or individuals (philan-
thropy); debt (debentures, loans and bonds); social impact bonds
and grants; and funds from government. Just as in other sectors,
health care capital varies substantially, between jurisdictions and
over years, being vulnerable to policy and politics (as government
policies on health care capital have historically alternated between
control and expansion), as well as economic cycles.!

We examine some of the reasons for vulnerability in health
care capital financing in Canada, draw insights from other indus-
tries and jurisdictions, and discuss potential solutions that could
improve both productive and allocative efficiency.

What is the state of capital investment
in Canadian health care?

Capital spending is used by many industries to ensure ability to
meet future demand. Many studies show that companies with
thoughtful and active capital allocation outperform others,>* and
management consultancies have observed that the best organiza-
tions make capital investment a priority, investing in productivity
improvements through sustaining capital expenditures.* However,
the magnitude of capital funding for Canadian health care varies
substantially over time and falls far below what many believe is
necessary for an innovative and technologically up-to-date health
care system. For example, conservative estimates from 2015 valued
the cost of deferred maintenance in Canadian hospitals at about

KEY POINTS

® Unlike total health care spending in Canada, which has
increased steadily over the past 20 years, capital investment
(that supports infrastructure and technology) has both varied
more and declined in recent years, suggesting underinvestment
and inequity in health care capital.

® Canada’s health system is particularly vulnerable to fluctuations
in capital spending because the cycles for capital investment
are longer than our political cycles.

® For the most part, use of capital instruments in Canada has not
been innovative, and there are fewer studies on financing
models in Canadian health care than in other countries.

® Canada needs greater expertise in capital investment and further
research to increase regular use of innovative financial tools.

® Intheyears ahead, Canada should invest in improving Canadian
health care capital funding, engaging new sets of investors and
increasing our sophistication in capital planning and allocation.

$15.4 billion (range $4-$28 billion).> This figure does not include
necessary investments in new health care facilities or technology.

Although some might assume fixed spending on health care and
think that increasing capital investment in health care would require
a corresponding reduction in spending on operations, in practice,
capital funding can come from a wide range of sources and may not
necessarily require a reduction in operating dollars. Furthermore,
capital investment may increase efficiency and reduce operating
costs. For example, caring for patients in modern hospitals and long-
term care facilities can facilitate infection control (single rooms, isola-
tion rooms, appropriate ventilation, etc.), and reduce overall health
system costs previously attributable to spread of nosocomial patho-
gens or community-acquired infection in an outbreak.®

Canada’s total health care capital funding has grown over the
last 2 decades, from $2.3 billion to $8.1 billion annually in current
Canadian dollars (Figure 1), yet health care capital investment
as a percentage of gross domestic product remains lower than
that of many Western Organisation for Economic Co-operation
and Development countries, including the United States, New
Zealand, Australia, France and Germany; it exceeds only a few
comparator countries, such as the United Kingdom and Italy.?
Furthermore, unlike total health care spending in Canada, which
has increased steadily over the past 20 years, health care capital
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investment has seen larger variability with a recent decline  investment has declined substantially (6.3% v. -3.7%, respec-
(Figure 1). The compound annual growth rate for total health  tively).” One possible interpretation is that Canadians are seeing
care spending stayed relatively constant between 2007-2012 and  diversion of capital funding to meet operating expenses (which

2012-2017 (5.7% v

. 4.2%, respectively), while the rate for capital ~ amounts to compromising our future to fund our present).
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Figure 1: Trends in total health care spending (A) and health care capital investment (B) in Canada from 1998 to 2017. Data obtained from the Canadian
Institute for Health Information, National Health Expenditure Database (2019).”
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Over the past 15 years, the Canadian health care system has
seen large annual fluctuations in capital expenditure, in both the
public and private sector (Figure 2). Although changes in total
health care spending in Canada fluctuated relatively little
between 2003 and 2017 (Figure 2A), there were large swings in
health care capital investment in the public and private sector in
Canada during the same period (Figure 2B).”

A

Why is capital funding so variable?

Economic cycles

Like operational funding, the source of most capital funding is tax
revenue, which varies with the overall economic health of each
province and of the country as a whole. There is also a strong link
between stock market performance and philanthropy.®
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Figure 2: Annual percentage change in health care spending (A) and capital investment (B) in Canada between 2003 and 2017. Data obtained from the
Canadian Institute for Health Information, National Health Expenditure Database (2019).”
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Credit ratings and interest rates

The credit ratings of some provinces, such as Manitoba and Ontario,
have recently been downgraded.? This usually results in a higher
rate of interest on loans, effectively increasing the cost of capital
investment. This problem will only get worse if provinces face
increases in interest rates or changes in their creditworthiness, and
may be influenced by the recent effect of the coronavirus disease 19
(COVID-19) pandemic on the economy.

Unevenness of charitable giving

Philanthropy is an important source of funding that can some-
times bridge a funding gap for specific projects. However, philan-
thropy tends to be distributed unevenly among hospitals and
may not be concentrated where infrastructure upgrades are
most needed. For example, in downtown Toronto, the Princess
Margaret Cancer Foundation, the Toronto General & Western
Hospital Foundation and the SickKids Foundation each raise
more than $100 million per year through donations and charita-
ble activity, which is used for a variety of purposes, including
updating and expanding facilities such as emergency depart-
ments and patient wards.’"** However, smaller hospitals — such
as Collingwood General and Marine Hospital, just a 2-hour drive
north of Toronto — may have more difficulty raising capital
through philanthropy. Collingwood General and Marine Hospi-
tal’s recent campaign to secure $1.5 million in financing over 12
to 16 months allowed it to upgrade surgical equipment, includ-
ing a 15-year-old fracture table that was missing pieces.'
Although some differences in funding would be understandable
owing to difference in size and populations served, the imbal-
ances in funding are more substantial than would be expected.

Priorities and political cycles

The decision horizon of many politicians is the time until the next
election, which can sometimes lead to the deferral of substantial
capital investments to future electoral cycles in order to avoid an
increase in deficits in the current electoral cycle or in hope of
greater future tax revenue. Capital investment, however, requires
long-term planning and commitment, with time horizons of
20 years and longer.

Why is erratic and insufficient capital funding
a problem?

As health systems develop, buildings and equipment age, new tech-
nology emerges and sites of care change. Insufficient capital can
impair provision of the accepted or emerging standard of care to
patients, especially when new, expensive technology for diagnosis
and treatment becomes standard care. Furthermore, dilapidated
buildings, malfunctioning equipment and closed facilities — with
resultant increased distance that patients must travel to receive
adequate care — can reduce equitable access to health care,*>*
which undermines a key principle of the Canada Health Act.
Innovation in health care may be inhibited if capital assets
cannot fund research and development, new technology or
improvements in care processes. Health care learners also benefit
from the opportunity to learn using up-to-date technology. Fur-

thermore, it is more difficult to recruit clinicians, scientists and
other professionals to work in systems that lack up-to-date equip-
ment and facilities because of lack of capital investment.1":18

Insufficient capital funding may also contribute to Canadian
hospitals’ overcrowding problem. Among 27 OECD countries,
Canada’s acute care-bed occupancy rate of 91.6% (2000 to 2015)
was exceeded only by Israel and Ireland, and was far higher than
the average occupancy rate in OECD countries of 75.7%.%° In
Ontario, which has faced capital challenges in the health system
for many years,?*2! about half of hospitals have occupancy rates
exceeding 100%, with some rates as high as 140%, which is well
above what is generally considered safe (85%).2°

In health care, investment in facilities and technologies has
been linked to improvements in quality of care.? Literature from
the US suggests that health systems with greater availability of
financial resources and increased likelihood of making capital
investments are more likely to adopt innovations, leading to
some improvements in quality of care.*?>2* A Canadian study
from 2003 found that increased total spending was linked to
increased patient satisfaction,? but the association between
capital and performance noted in US studies?? has not been
examined rigorously in the Canadian context.

Thoughtful decision-making on capital is complicated by the
politicized nature of decision-making when capital financing is
subject to ministerial approval. One of the biggest challenges
faced by corporations, including health care institutions, is set-
ting clear investment objectives that can be compared across
alternative investments. In most industries, competing capital
projects are evaluated using return-on-investment methods such
as net present value and internal rate of return. The methods
require estimation of expected cash flows, which lays bare
assumptions being made about the projects, exposing optimistic
forecasts and other telltale traits of pet projects and personal
bias.* When the focus is not on return on investment but rather
on opening a building or political impact, then decision-making
becomes more ad hoc and variable in outcome. These factors
can play out in challenging ways, as seen in the case of the
Greater Toronto Area (Box 1).26%7

Box 1: Unsatisfactory capital funding in the Greater
Toronto Area

Two reports by PriceWaterhouseCoopers found that spending
for hospital services in the area surrounding Toronto lagged
behind other areas in Ontario by as much as $944.5 million per
year between 2002 and 2007.% For about 10 years, planners
knew that the Greater Toronto Area would grow substantially in
size, with the suburban city of Mississauga being the nation’s
fifth-largest city. This meant that new hospital construction
should have been planned to accommodate this suburban
growth, but instead the concentration of projects and funding
moved elsewhere, essentially to where current populations (and
voters) were rather than where they would be and where bed
capacity would be needed.?

Underinvestment over time continues to have ramifications
today, with hospitals in Mississauga and other parts of the
Greater Toronto Area continuing to face challenges with hallway
medicine while frequently operating over 100% capacity.?%’
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How can capital financing in Canada be
improved?

Canada’s system of raising capital for health care is, for the most
part, no different than it was 100 years ago, with taxation and
charitable giving providing most funding. However, it is unlikely
that Canada can bridge its funding gap with tax dollars and chari-
table giving alone. Canadian health care leaders, like those in
other countries, need to develop smarter ways to access and
deploy capital, as capital investment is an area of need.

Innovative funding through public-private
partnerships

Experimentation with innovative capital funding through part-
nerships has worked well in some cases and poorly in others. It
can be difficult to achieve good oversight of capital investment in
health care for several reasons, including difficulty measuring
return on investment, the need to please stakeholders with
diverse interests and the frequent use of health care spending as
a political tool in electoral cycles,”® whereby the desire of govern-
ments or politicians to please voters in certain regions may take
priority over addressing projected future demands.

One example of funding innovation in Canada is the Centre
hospitalier de 'Université de Montréal (CHUM). A modernization
program was launched to merge all CHUM activities in 1 location
by 2020. This was the largest public-private hospital venture in
Canada’s history. The project was built using a public-private part-
nership model (commonly referred to as a P3 model), whereby the
Government of Quebec selected a private consortium to build,
own and operate the facility for 30 years, with the government
paying rent for that period. Such models enable the government
to retain some control over the project and uphold the public mis-
sion while leveraging private sector expertise to complete the pro-
ject efficiently and identify ways to reduce costs.

The private consortium developed an innovative proposal that
provided 85% of clinical services during the first phase (as opposed
to 55%, as originally anticipated by CHUM), which unlocked a bet-
ter financing solution and substantial savings for the government.?
It is estimated that this P3 saved about $376 million.?® The first
phase of the project was completed — albeit behind schedule and
with unanticipated additional costs —in 2017.

The public-private partnership model is not an easy solution to
the capital funding gap. Some P3 projects in Canada have shown
good outcomes but others have resulted in major construction
delays and resource waste. For example, in 2015, Ernst and Young
estimated cost savings for the St. Michael’s Hospital Redevelop-
ment Project — in which a province-owned corporation hired a
consortium to design, build and finance St. Michael’s expansion
and redevelopment — at 20.7%, or $91.5 million;* however, as of
March 2020, construction has been stalled for several months
while a member of the consortium faces a series of lawsuits
related to its problems completing major public-sector construc-
tion projects.® Similar delays have arisen at Cambridge Memorial
Hospital,*? which hired the same corporation; this highlights the
importance of due diligence and careful selection of partners to be
sure that capital can be used effectively and according to plan.

Because health care infrastructure projects are often large
and resource intensive, competition may be limited to only a few
large partner organizations.* This means P3 models can result in
near monopolies. P3 partnerships in Canada have also suffered
from substantial administrative demands in managing relation-
ships between several parties over extended periods of time.>* To
reap the benefits of P3 models while avoiding pitfalls will require
learning from previous projects and similar innovative funding in
other jurisdictions.

The use of P3s is often seen as an effective way to speed up and
increase access to capital. However, there is some debate about
the effectiveness of these models. Australia has been noted as a
jurisdiction with published best practice guidelines on P3s, where
the government recommends consideration of a P3 for any project
with a capital cost in excess of AUD$50 million (about Can$45.3 mil-
lion).* Canada is described as having one of the most efficient P3
procurement processes.* The UK has been cited as a jurisdiction in
which P3s are an inefficient use of government sources.3=® How-
ever, P3s comprise just one method of accessing capital and come
with substantial risks, as seen in the case of St. Michael’s Hospital.
Other ways of accessing capital include bonds and debentures.
There are relatively few data comparing these financing models,
particularly in Canada.® Public-private partnerships, bonds and
other financing vehicles merit further study.

Better tools for decision-making

Tools are available that can help Canadian health care leaders be
more effective in capital decision-making, but ensuring a focus
on outcomes and the actual use of these tools will require
greater expertise in efficient capital allocation and a shift in pol-
icy toward maximizing return on investment. For example, in
Mississippi, standardized 1-page project evaluation reports —
with pro forma projections, anticipated return and project dis-
claimers indicating potential risks and assumptions — were
implemented to simplify the review, comparison and evaluation
of potential capital investment projects. This tool has strength-
ened decision-makers’ ability to select projects that align with
the region’s objectives in terms of impact, timing, rationale and
risks, and has helped to ensure that capital is allocated efficiently
in projects that are fit for purpose.® Interviews with Canadian
health care decision-makers identified a number of examples of
health care organizations using different tools to plan and man-
age capital expenditure; however, the use of these tools did not
spread across organizations, or even persist over time within one
organization.® Sharing these tools for capital investment deci-
sions across organizations in Canada and enhancing them over
time through outcomes measurement and collaborative
research would be opportune.®

Leverage strategic partnerships and learn from the
experience of the private sector

Because capital investment is so challenging, many organiza-
tions compensate by finding strategic investors; that is, investors
who can provide not only capital but also experience and exper-
tise on how to invest that capital wisely. There are several poten-
tial strategic investors in Canada with deep experience in capital
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management and infrastructure investing, such as the Canada
Pension Plan, Ontario Municipal Employees Retirement System
and private entities. As an example, the Ontario Municipal
Employees Retirement System is a major capital investor, in
Canada and abroad, in hospital systems, long-term care facilities
and laboratory infrastructure.®® Given that the missions of these
funds are closely tied to the well-being of older Canadians, they
could be valuable resources and partners for leaders who are mak-
ing decisions about health care capital investment in Canada.

Community involvement

To ensure that capital investment projects align with the needs
of those they are intended to benefit, it’s important to engage
community stakeholders, to be transparent with respect to the
business case and to choose project outcomes that are relevant
to communities and can be measured over the long term.
Increased transparency is key to effective community involve-
ment. Deliberative community engagement — that is, involving
the community in discussion and deliberation about issues, ide-
ally leading to concrete proposals that can be adopted by
policy-makers — can be implemented successfully.* Seeking
the views of informed experts alongside the general community,
and putting extensive effort into ensuring that community par-
ticipants are well informed before the deliberation are key to
success.” It’s also important to evaluate such community
engagement programs.*

More favourable tax treatment for charitable giving
Charitable giving is reduced during recessions because of
decreased disposable income; charitable giving is also affected
by tax policy.*® A 2002 review found that tax reform can have a
long-lasting influence on charitable giving.* For example, a new
policy that makes it more favourable for moderate-income earn-
ers to give may positively influence their giving habits even when
they enter a higher income tax bracket.** Although charitable giv-
ing can lead to allocative inefficiencies, tax and other incentives
should be leveraged to grow contributions from this sector for
the purpose of bridging the capital financing gap that has grown
over the past several years.” For example, an inequity in the cur-
rent tax system sees donation of real estate or private company
shares taxed more heavily than gifts of publicly traded shares.*
This inequity applies to many of the 110 000 members of the
Canadian Federation of Independent Business, who are all pri-
vate businesses with an opportunity to give back to the com-
munities that played an important role in their success.*” Remov-
ing the capital gains tax on donation of real estate or private
company shares could stimulate a substantial increase in chari-
table giving among Canadians, including to charitable organiza-
tions raising money for health care capital expenditures.

Conclusion

Despite increases in total health care spending in Canada, capital
investment in Canadian health care has seen a substantial decline
in recent years, contributing to Canada’s high hospital occupancy
rates, hallway health care problem and operating inefficiencies.>

More capital alone will not solve the problem. Capital invest-
ment must also be overseen and managed by expert leadership,
fairly, transparently and ethically, to protect the public’s interest
and trust. The challenges underpinning the current level and
effectiveness of our health care system will not be solved with
one method alone. Moreover, there is a dearth of research on this
topic, despite its importance in maintaining the performance of
the Canadian health care system. Provinces should guide organ-
izations in investigating and evaluating innovative funding mod-
els and should consider partnering more frequently with agen-
cies that have expertise in capital funding. Definitions of
governance competencies should include expertise in capital
planning and management. Stronger, forward-looking capacity-
planning tools may help guide smart decisions about capital.
Finally, the tax treatment for charitable giving deserves further
consideration, particularly as Canada faces a likely stock market
decline triggered by the COVID-19 pandemic, and other factors.
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