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HEALTH CARE

Health care at a premium

he Ontario government’s

reintroduction of health
care premiums has proved the
most controversial feature of its
recent budget. Any new tax gen-
erates controversy — and a pre-
mium is a tax in all but name.
This premium has proven espe-
cially controversial both because
it broke an explicit election
promise and because it touched
a deep vein of ambivalence. On-
tarians, like all Canadians, value
public health care, but they have
been told that lower taxes are an
economic imperative. The pre-
mium is caught in the endless
debate about the sustainability
of, and reform to, our health
care system.

The Ontario health care pre-
mium applies to individuals, is
indexed to income and creates
no new eligibility criteria for re-
ceipt of publicly funded health
care. The premium rises from
zero for those whose taxable in-
come is less than $20 000 to
$900 for those whose income is
over $200 000. Overall, it will
raise $2.4 billion in revenue,
about 8% of annual public
health care spending in Ontario.
The only other provinces that
use premiums as a financing
mechanism are British Colum-
bia and Alberta, where they are
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Ontario Premier Dalton
McGuinty: It’s not a tax, it’s just
a premium.

levied on households rather
than on individuals and vary ac-
cording to household structure
(e.g., single, family). They are
constant over most of the in-
come range, however, with sub-
sidies provided only to those
with a low income. Both
provinces raised their premiums
in 2002, Alberta by 29% and
British Columbia by 50%.

Although the Ontario pre-
mium increases in absolute
terms as income grows, the pro-
portion of income it represents
falls as income rises; it is there-
fore a regressive tax. Income in-
dexing makes it less regressive
than British Columbia’s and Al-
berta’s premiums, as well as On-
tario’s previous fixed health care
premium, which was abolished
in 1989 in view of the burden it
imposed on the poor. But the
structure of the new premium
perpetuates the regressive redis-
tribution of wealth in Canada
over the last decade. The large
personal and corporate tax cuts
of the last decade have dispro-
portionately benefitted wealthy
Canadians,' while new public
revenues have invariably been
raised from regressive sources
outside the progressive income
tax system: user fees, property
taxes, “sin” taxes (liquor, ciga-
rettes, gambling) and health
care premiums. Canadian gov-
ernments are systematically sub-
stituting regressive taxes for
progressive taxes. Health care
premiums need not be regres-
sive, but in the Canadian experi-
ence they are. Perhaps this is
because a progressive system of
premiums is a hard sell given
the well-known inverse correla-
tion between income and health
care need. A “premium,” after
all, suggests a closer correspon-
dence between payment and risk
status than does a tax.

"The Ontario government felt
compelled by its dire fiscal situa-
tion to reintroduce health care
premiums. The government
could not, given the deficit it
had inherited, honour its elec-
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tion promises to invest simulta-
neously in education and health
care, balance the budget and
hold the line on taxes. The gov-
ernment judged the best course
of action (politically and other-
wise) to be to invest in health
and education while raising new
revenue via the premium. The
Canadian public, after all, has
indicated a willingness to pay
higher taxes dedicated to health
care. Although the premium
revenue has been explicitly
linked to health care, the strat-
egy must be seen in part as a
move to create fiscal room to in-
vest in education and to protect
spending on programs other
than health, many of which
were fiscally starved under Har-
ris’s Common Sense revolution.
Is the premium a sign of the
much-claimed unsustainability of
medicare? Here we must distin-
guish between economic sustain-
ability and budgetary sustainabil-
ity. Economic sustainability
refers to our ability to maintain
current and anticipated levels of
health spending given the size of
our overall economy. Canada’s
health care system is, from a
purely economic perspective,
eminently sustainable. Canada
spends between 9% and 10% of
its national income on health
care,” well within the range of
other nations. Spending on
medicare has constituted a sur-
prisingly stable share of national
income for 3 decades.' More-
over, health spending on
medicare services has risen more
slowly than spending in those
components of the system with
mixed public—private financing
or predominately private financ-
ing.? The international evidence
is incontrovertible: single-payer
publicly financed health care is
far more economically sustain-
able than is a multi-payer system
with substantial private finance.'
Budgetary sustainability,
which is at risk, refers to the
ability of those organizations
charged with paying the bills to
do so with the budget available



to them. Since the federal and
provincial governments under-
went a painful — and necessary
— fiscal retrenchment in the
early 1990s to restore their fiscal
probity, they have spent a large
portion of their fiscal dividend
on tax cuts rather than on pro-
gram spending. The combined
public revenues forgone by cuts
to federal and provincial per-
sonal and corporate income
taxes between 1996/97 and
2003/04 is estimated to be
$170 billion; in 2003/04 alone
the public sector revenue for-
gone is estimated to be
$49.9 billion, more than 60% of
current public expenditure on
health care." As a society, we
have systematically constrained
the income of the key organiza-
tions — the federal and provin-
cial governments — most re-
sponsible for financing health
care. The result, not surpris-
ingly, has been to make it im-
possible to sustain publicly fi-
nanced health care without
making cuts into non-health
program spending. But there
nothing immutable, no iron law
of economics, behind this phe-
nomenon: it is the result of po-

litical choices. Given economic
sustainability, budgetary sustain-
ability is fundamentally a politi-
cal, not an economic matter.
These fiscal choices may reflect
the trade-offs that Canadians
want to make — they did elect
the governments after all —
though polling data suggest that
matters are a bit more clouded.
In this respect, it is worth not-
ing that, although it promised
not to increase taxes, the On-
tario Liberal government was
elected campaigning against
Conservative promises of more
tax cuts.

Canadians can have publicly
financed health care if they
want it. Economic history
shows that societies can publicly
finance social and health pro-
grams without sacrificing eco-
nomic performance.” What we
can’t simultaneously have is
public health care, tax cuts and
balanced budgets.

Finally, although the health
care premium has been pro-
moted as an essential part of
health system reform, it likely
will not play an instrumental
role in that reform. It may buy
more services (depending on fee

and wage settlements), but there
is litle evidence that the billions
of additional public dollars
pumped into health care since
1997/98 has bought any mean-
ingful change. More reform was
probably accomplished in the
mid-1990s, during the short pe-
riod of fiscal retrenchment, than
in any time in recent history. In
fact, the new money will make it
easier to avoid the hard changes
our system requires. Real reform
needs political will and strategies
to challenge the status quo.
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