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Canada’s government-funded health care system is under fiscal attack. De-
spite the mandate of the Canada Health Act, which was meant to assure
universality, comprehensiveness, equitable access, public administration

and portability, strains are affecting the efficacy of the system that had, until re-
cently, served Canadians well.1–3 Health care funding has been curbed as a result
of federal and provincial efforts to eliminate deficits. Under the guise of restruc-
turing, governments have provided less money to the system. The results have
been hospital closures, staff layoffs and diminished access to certain components
of health care.4

The cry for privatization

To counter the impact of diminished funding, some physicians and commenta-
tors have called for substantial privatization of our health care system, suggesting
that the system will fail to meet the needs of Canadians without an infusion of
new financial resources.5–8 It is argued that an option to purchase health care
would provide additional resources to the system, including the selling of services
to US patients.

Privatization supporters maintain that the principles of universality and equi-
table access conflict with a patient’s autonomy to choose to pay privately and
with a physician’s choice to provide preferential treatments to those payers.6,8,9

They contend that the publicly funded system with a private tier would relieve
the pressure on the public sector and thereby would benefit all Canadians.

Arguments against privatization

The main argument against privatization is that it would undermine the
Canada Health Act.10,11 Although some medical services are already privatized
(e.g., hospital accommodation, drug costs other than for defined populations,
some rehabilitation services and long-term care), these services are marginal to
the primary services available to all Canadians.  Another argument is that the
quality of the public system would be threatened in 2 ways: first, better quality
services would be offered privately, where resources are more plentiful; second,
public resources would shift to subsidize the private system, as has been the case
in the United Kingdom and Australia.12–17

Even though limits on the degree of private care exist in the United King-
dom’s and Australia’s publicly funded systems, it may be impossible for Canada to
resist the US market-driven health care industry because of our close economic
ties. Privatization critics point to the threat of increased US-style “corporatiza-
tion” of health care, with its problems of access, bureaucratic costs and compro-
mised quality of care.18–22 Perhaps most important are the concerns about under-
mining ethical principles, especially fairness, according to which health care is
provided in Canada.23,24
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Alternatives

One alternative to privatization is to continue with
the existing publicly funded system and finance it
through a combination of enhanced federal and provin-
cial general taxation.  The main problem with this ap-
proach is that Canada’s tax burden is quite substantial,
especially its high marginal income tax rates. Given the
reluctance to raise general taxes, there has been a grad-
ual decrease in government health care funding accom-
panied by downsizing and restructuring that has resulted
in the undermining of quality and timely care.4

The introduction of user fees for selected components
of health care is another option. User fees might enhance
the health care system’s efficiency as users and providers
become conscious of the costs imposed by their use of the
system. Although such systems appear to work success-
fully in countries such as Norway,25 there is ample evi-
dence that user fees disproportionately inhibit access 
to needed care in lower socioeconomic groups.26,27 In
Canada, user fees have been introduced to non-Canada
Health Act-insured services such as medications within
the Ontario Drug Benefit Program. The impact on the
use of necessary medications is not yet clear.28

A health benefits tax

A more equitable alternative that would encourage
more efficient use of health care resources would be to as-
sess a contribution paid by individuals according to the
health care benefits they receive.29–31 As a means to in-
crease funding, such a process could significantly meet the
financial needs of the system while endorsing the princi-
ples of accessibility, universality and public administration.

The system’s guiding principles would include that it
be equitable, progressive, non-punitive, easily adminis-
tered and flexible. The contribution would be assessed by
the provinces, using information on health care services
provided to the population, but administered through the
federal/provincial income tax system. The contributory
system would require close cooperation between federal
and provincial governments so that the latter could con-
tinue to be responsible for the structure and services of
health plans and the former could continue to provide the
necessary leadership and support.

Models of funding

There are 2 approaches to taxation of health care bene-
fits. The first is to assume that the tax is a contribution to
cover the cost of the program. Under this approach, a
flat-rate tax would be assessed on an individual’s billable
health benefits, subject to a maximum (e.g., $2000 per

year) to recognize that individuals may have extraordinary
health expenditures that compromise their ability to pay
taxes. The flat-rate tax, although conceptually simple,
conflicts with the principle of a “tax based on the ability to
pay” — people in lower-income groups might face a
greater burden relative to their annual income than
wealthier people. To relieve the burden on low-income
earners, incomes below a specified amount could be tax
exempt.

Alternatively, health care benefits may be viewed as
part of the individual’s income and thus subject to tax.
The billable health benefits, with a taxable ceiling, could
be added to the taxable income and this amount subject to
the marginal tax rate at that income level. Other than
adding the taxable health benefits to the taxable income,
no extra calculations for tax payable are necessary. This
approach would view public program benefits similarly to
other incomes (just as Canada Pension Plan benefits are
added to income). In principle, contributions could be eli-
gible for the medical expense credit. High-income earn-
ers, already paying greater income tax, which is partly
used to finance the health care system (e.g., Ontario’s “fair
share” tax), may view this approach as excessive taxation.

Table 1 illustrates how the proposal might work, pro-
viding estimates of individual taxes and potential rev-
enues; the assumption for these calculations is that the
population under age 18 years and low-income earners
would be exempt (determined by family income eligible
for the GST credit). On the basis of 1994 tax statistics,
about 44% of Canadian adults, including 55% of Can-
adian seniors, would be exempt from the proposed
health benefits tax.33 The maximum amount of taxable
benefits could be initially set at the average per-capita
publicly funded health care spending of $2000 in 1994.

Table 1 shows the average and maximum tax payable
for people in different age and income groups and pro-
vides the estimated potential revenue from taxing health
benefits at individual marginal tax rates. The estimated tax
payable is the “average” for people who received health
benefits pertaining to a certain age group and subject to a
given marginal income tax rate. For example, for a person
under 65 who received health benefits of $1201 and has a
taxable income of up to $29 590 but is not entitled to the
GST credit, the health benefits tax would be about $316
annually. No one in this income group would have to pay
more than $527, as indicated for people above 65. The to-
tal tax revenue in the case presented would be about 
$5.6 billion, about 11% of the total 1994 public health
care expenditure.

Discussion

The threat to the viability of Canada’s publicly funded
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health care system is significant. Many critics believe that
quality has already been adversely affected.34–36 Our pro-
posal for the taxation of health benefits would help fund
the health care system and enhance its efficiency.

The taxable benefit concept confirms the principles of
the Canada Health Act and can be combined with cost-
effective principles and quality management methods.
With the taxation process structured as we have outlined,
those most financially vulnerable to added costs would be
exempt or protected against an adverse financial impact.
Those with chronically high health care costs would pay
more, as they would with private insurance premiums, but
ceilings could be structured to assure a non-punitive 
effect. Public policy could determine that especially high-
risk groups (e.g., children and low-income groups) would
not be disadvantaged by this structure.

One concern that might be raised is that the tax would be
viewed as being imposed on the “sick.” However, in princi-
ple, any co-insurance system, which includes a deductible
for claims, would result in individuals paying for a portion of
the costs incurred due to illness. Under our proposal, expen-
ditures of low-income people and extraordinary health care
costs would be fully covered by the government.

It could be argued that there might be some reduction
in health care support required from general taxation by
partially replacing it with this user-based system, thereby
shifting some financial liability from the general public to
those who use the system. But one should consider that
general revenues support the infrastructure of the system
that is required by all, and the taxable benefit system is di-
rectly related to individual utilization.

Our taxable benefit proposal confers a number of dis-
tinct advantages:

• The consumer would become more aware of health
care costs without facing expenditures up front,
which would deter the disadvantaged from obtaining
necessary health care services because of cash flow
problems.26,27,37,38 A taxable benefit affects only se-
lected payers of income tax.

• There might be a greater awareness of costs leading 
to greater participation of patients in the decision-
making process. For example, a choice between com-
parable drugs with different costs would allow the 
patient to consider personal cost. Reference-based
pricing in British Columbia and an incentive system in
the United Kingdom are examples of how patient and
professional choices can affect prescribing in a publicly
funded system.39,40 In contrast, private insurance-based
coverage often promotes utilization because, once pre-
miums are paid, patients often feel entitled to every-
thing that is covered unless there is some element of
co-insurance. Premiums are therefore adjusted to the
costs of the insured group, which results in an upward
cost spiral or coverage restrictions.19,20,22,41

• More components of health care could be covered.
There would be no intrinsic economic reason to ex-
clude drugs, home care, dental care or other desirable
care components because of cost. The National Forum
on Health has recommended the development of na-
tional pharmacare and home care programs.42 In prin-
ciple, these programs could be partially paid for with
the increased revenues from the taxable benefit system.

Conclusion

The taxable benefit proposal, as an alternative to in-
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Tax payable on health benefits
18–64 yr
≥ 65 yr

316
527

Potential tax revenue, $millions
18–64 yr
≥ 65 yr
Total

1803
548

Financing ratio†

*Potential taxpayers are over 18 and do not receive a GST credit. Figures are from information provided by Revenue Canada, Statistics Division.
†Percentage of total public health care expenditure in 1994.

Taxable income

10.7%

Aggregate
4503
1051
5554

Variable < $29 590

1952
349

484
806

No. of taxpayers,* millions
18–64 yr
≥ 65 yr

5.7
1.0

26.0
55.0
40.3

4.0
0.4

Marginal tax rate,32 %
Federal
Provincial
Combined

17.0
55.0
26.4

$29 590–$59 180

Simple average
447
744

748
154

540
899

29.0
55.0
45.0

1.4
0.2

≥ $59 180

Table 1: Estimated average tax payable and potential tax revenue (marginal rate case) in a health benefits
tax system



creased privatization of health care, preserves the profes-
sionally sound and ethically laudable principles of the
Canada Health Act. Our health care system could con-
tinue to be one in which equity of access, universality and
the ethical principles of distributive justice are maintained.
This model should support the principles of accountabil-
ity, cost-effectiveness and proper economic parameters
along with clinical outcome indicators, without compro-
mising the universality of Canada’s health care system. If
proven workable, it could become a model that health
care systems in other jurisdictions could emulate.
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LEADERSHIP POUR LES FEMMES 
EN MÉDECINE AU QUÉBEC

Du jeudi 5 novembre au vendredi 6 novembre 1998

Hôtel Inter-Continental, Montréal

Le programme Leadership pour les femmes en médecine
fournit des conseils sur la manière de faire valoir vos
aptitudes de leadership au sein de votre environnement. Des
professionnelles de la santé, des consultantes en
communication et des femmes cadres du milieu des affaires y
proposent des mises en situation et des ateliers interactifs
stimulants et enrichissants. Cette formation constitue
également une excellente occasion de faire du réseautage,
dans un environnement convivial et propice aux échanges.
Veuillez noter que ce programme est donné en français et
que les inscriptions sont limitées.

Le coût de cette formation vous sera communiqué dans le
numéro du mois d’août du Journal de l’Association médicale
canadienne, sur notre site Internet AMC en direct
(www.cma.ca) ainsi que dans L’Actualité médicale.

INFORMATIONS

Pour en savoir davantage au sujet de ce programme, veuillez
communiquer avec : Carolyne Maheu, Développement
professionnel, AMC, téléphone : 800 663-7336, poste 2153, ou
613 731-8610. Par courrier électronique : maheuc@cma.ca.

Pour inscrire votre nom à la liste d’envoi prioritaire de 1998,
veuillez communiquer avec : Claire Meloche, téléphone :
800 663-7336, poste 2319, ou 613 731-8610. Par courrier
électronique : melocc@cma.ca.


