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ince 1997, health care expenditure in
Canada has increased much faster than the
rate of economic growth.1 In particular,
the proportion of spending from provincial government funds devoted to health care has increased dramatically. For example, the share in
Ontario has increased from 32% to 46% over the
last 20 years.2 Many economists believe that the
health care demands on government budgets are
likely to increase for the foreseeable future.3 The
Office of the Parliamentary Budget Officer
projects that provincial–territorial government
health expenditure is likely to rise from 6.8% of
gross domestic product in 2007 to 10.9% of
gross domestic product in 2050.4
To deal with these projected increases in
health care expenditure, governments have four
options: reduce service volume,5 deliver the same
volume of service at a lower cost through price
reductions or improved efficiency, 6 limit the
types of services that are publicly covered7 or
raise additional revenue. A comprehensive
approach to health care sustainability should
explore each option. Nevertheless, most ob servers agree with the Office of the Parliamentary
Budget Officer that public expenditure on health
care will increase over the coming decades and
will therefore demand additional revenue.
Several health policy analysts3,8,9 and at least
one provincial government10 have recently proposed creative mechanisms to broaden the base
of public financing. In this article, we focus on
methods that governments can use to raise addi-

Key points
•

Public expenditure on health care will likely increase over the coming
decades, demanding additional revenue.

•

Potential sources of revenue include general taxation, elimination of
the private health insurance subsidy, sin taxes, earmarked taxes, social
insurance and deductibles collected through the tax system.

•

The available approaches differ in their equity, efficiency, transparency
and political feasibility.

•

Raising revenue through general taxation optimizes equity and
efficiency. Eliminating the private health insurance subsidy or raising
funds through social insurance or sin taxes may allow the health care
system to maintain its high level of equity and increase the transparency
of funding.
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tional revenue to publicly finance health care.
Our analysis is informed by observational or
quasi-experimental studies, economic theory and
public opinion surveys.

Options for publicly funding
health care
We evaluate each potential source of revenue
according to four domains that we believe are the
most important and relevant for comparative
analysis: equity, transparency, administrative
efficiency and political feasibility (Table 1). We
consider a mechanism of revenue generation to
be inequitable if the costs are disproportionately
borne by people with low incomes. Transparency
is maximized when it is clear who is paying and
for what the money is being used. A source of
revenue is administratively efficient if the costs
incurred in raising the revenue are small in proportion to the amount collected.
Our judgement regarding political feasibility
relies on a framework that considers institutional
structures, values and information.11 It is worth
noting that political feasibility is necessarily
more speculative than the other dimensions; for
example, decision-makers may exploit windows
of opportunity to permit the implementation of a
policy that was previously deemed unfeasible.12
General tax revenues
The predominant method of financing health care
in Canada and many high-income countries is
through general tax revenues, the largest proportion of which is obtained through income tax.
Increasing either personal or corporate income tax
rates as a strategy for funding health care has several advantages. First, because income taxes are
progressive (i.e., the marginal tax rate increases
with income), raising taxes is viewed by many as
an equitable way to fund health care. Second, raising money through income taxes is very administratively efficient.
However, the political feasibility of raising
income taxes in Canada in the near future is
unclear. Although politicians in several countries
have proposed to increase income taxes to

© 2011 Canadian Medical Association or its licensors

Analysis
address large budgetary deficits, the prevalent
policy direction in most high-income countries
over the last decade has been toward reducing
taxes and limiting public spending.
Elimination of the private health
insurance subsidy
Most working Canadians receive private health
insurance as a benefit of employment. In Canada,
private health insurance constitutes a much larger
proportion of health care expenditure than it does
in most other high-income countries13 and typically covers medically necessary services such as
prescription drugs, dental care and vision care, as
well as discretionary care such as semiprivate
hospital rooms and massage therapy.
Often unrecognized is that private health
insurance is extensively subsidized by the federal government and all provincial governments
except Quebec. This subsidy takes the form of
a personal income tax exemption on the
employer’s contribution to private health insurance premiums. Because the subsidy is proportional to the highest income tax rate paid by the
recipient, people with higher incomes benefit
more than those with lower incomes. For example, consider two employees who receive $3000
per year in private health insurance from their
employer. The first employee is in a 40% tax
bracket and would have paid $1200 in taxes if
she had received the $3000 as income. The second employee is in a 15% tax bracket and would
have paid $450 in taxes. Therefore, the annual
subsidy is worth $750 more to the employee
with the higher income.
Although the subsidy is inefficient and inequitable, eliminating it would require considerable political will. A government that proposed
such an initiative would have to withstand powerful and well-organized opponents, including
the insurance industry, those with private health
insurance, and the associations and unions that
represent them. Furthermore, the elimination of
the subsidy might lead some companies to cut
this benefit, thereby leaving many Canadians

without pharmaceutical coverage. Therefore, the
subsidy’s elimination may be feasible only if a
universal public program were introduced simultaneously. This strategy may advance equity and
result in net societal cost savings, but it could
increase the share of drug costs borne by governments rather than ameliorating stresses on public
finances.
Earmarked taxes
Taxes that are earmarked for health care are
politically appealing because the public generally indicates an increased willingness to pay
more for better health care. For example, a government survey in the United Kingdom found
that only 40% of respondents supported a 1%
increase in the income tax rate if it were for
unrestricted use, compared with 80% if revenues
were earmarked for health care.14
Earmarking can be categorized as strong
(where the amount spent on health care is exactly
determined by the revenue generated from the
earmarked tax) or weak (where revenues generated from the earmarked tax are designated for
health care but do not determine the level of total
spending).15 The unique advantage of strong earmarking is perfect transparency — each taxpayer
knows exactly how much he or she is contributing to the collective costs of health care.
Because earmarking can take many forms,
earmarked taxes can be equitable or inequitable.
Health care premiums, which are used in several
Canadian provinces, are usually highly in equitable. For example, British Columbia’s
Medical Services Plan has uniform premiums,
representing 1.95% of pretax income for someone earning $35 000 per year but less than 0.1%
of pretax income for a person earning $700 000
per year. In contrast, a graduated earmarked
income tax varying between 0.5% and 2.0% of
income would be equitable and, by our estimation, would likely raise sufficient funds to pay
for all prescription drug use.
Another form of earmarking that has received
considerable attention recently is prefunding.9 In

Table 1: Mechanisms for publicly funding health care

Mechanism for raising revenue
Increasing personal or corporate income taxes
Elimination of the private health insurance subsidy
Earmarked taxes for health care
Sin taxes
Social health insurance
Deductibles

Equity

Transparency

Administrative
efficiency

Political
feasibility

Equitable

Low

High

Low
Medium

Equitable

Low

High

Depends on specifics

High

Depends on specifics

High

Controversial

High

Medium

Medium

Depends on specifics

High

High

Medium

Inequitable

High

Low

Low
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such a model, workers contribute to a fund that
is invested and used to pay for health care in the
future. Unlike medical savings accounts,16 the
prefunding models involve collective pooling of
contributions. Pooling allows for risk sharing
across the population and provides insurance
against catastrophically large health care expenditures. A mandatory system of prefunding similar to the Canada Pension Plan would be highly
transparent. In addition, it would increase intergenerational equity, in that it would ensure that
the current generation would be paying for a
large proportion of its health care rather than
leaving those payments to the next generation.
Sin taxes
A special form of a tax that is sometimes earmarked, and could potentially be earmarked for
health care, is the sin tax. As levied on tobacco
and alcohol, these taxes have been a mainstay of
Canadian tax policy for decades. Although further increases in tobacco and alcohol taxes may
be problematic because of the consequent increase in smuggling and other illegal activity,
levying taxes on sugary beverages and other
foods of poor nutritional value is increasingly
seen as an option worthy of consideration and
public debate.17 Indeed, Denmark recently introduced a tax on chocolate, candy and ice cream
and will soon be introducing a tax on sugary soft
drinks of approximately 6 cents per litre. A tax
on saturated fat of approximately $3 per kilogram is also planned.18
Although likely to be controversial initially,
sin taxes on food and nonalcoholic beverages
may in the future become as acceptable as
tobacco and alcohol taxes are today. Whether
these taxes are fair is a controversial issue. If
consumption is highest among people with lower
incomes, the poor will pay these taxes disproportionately. However, the poor will also disproportionately receive the health benefits from their
reduced consumption due to higher prices.19
Social health insurance
Social health insurance involves employers or
employees paying for health care through contributions that are related to income from formal
employment. In contrast to private insurance premiums, social insurance premiums do not depend
on health status, thereby facilitating risk pooling
and broad coverage. These contributions are usually channeled to nonprofit entities that are formally separate from government, and it is these
“social insurers” that purchase or deliver health
care.20 Social health insurance combines earmarking with a degree of separation between government and the health insurer. Given Canada’s cur-
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rent tax structure, many economists believe that
increasing social insurance premiums would have
a smaller negative effect on employment and economic growth than increasing income taxes or
corporate taxes. Another advantage of social
insurance is that there tends to be greater public
support for the tax because of the closer link
between the financing mechanisms and the benefits received.21
However, the nature of the earmarking usually produces a situation that is less equitable
than that in countries with tax-financed systems.22 First, revenue is only collected from formal-employment income, rather than income
from all sources. Second, in many countries
there are ceilings on the level of income that is
used to calculate social insurance contributions.
As a result, most countries with social health
insurance systems also use revenues from general taxation to either offset risks or to provide
coverage for low-income and unemployed people. Many advocates for social health insurance
point to supposed competition among the insurers. However, individuals usually have limited or
no choice in selecting an insurer, and the competition between insurers is negligible.20 For these
and other reasons, Iceland, Spain and Korea
have abandoned social health insurance, and
France, Germany and the Netherlands have
recently made substantial reforms to their social
health insurance. For example, in 2006, the
Netherlands replaced a system in which only
some people were eligible for social insurance
with a system in which everyone must purchase
private health insurance. Private insurers are
highly regulated — each insurer must provide a
standard benefits package, contribution rates are
set by government, and insurers cannot decline
to provide insurance to interested individuals.23
In Germany, where most people cannot choose
their social insurer, the government recently
introduced a uniform contribution rate (which it
subsequently needed to increase) and began reallocating funds among the various social insurers
to adjust for differences in patient risk profiles.24
When a single entity is responsible for health
care delivery, such as with Alberta Health Services or the National Health Service in the
United Kingdom, only the revenue collection
function distinguishes such a system from the
situation that would exist if the relevant jurisdiction had a single social insurer. If, for example,
revenues for the National Health Service were
derived from a strongly earmarked tax, as has
been proposed, 25 the social health insurance
model and the general taxation model would
essentially coalesce. The system could be more
or less equitable than general tax revenue,
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depending on whether the strongly earmarked
tax was more or less progressive than the current
income tax structure.
Deductibles collected through the tax
system
The Quebec provincial government recently proposed a $25 deductible per physician visit, to be
paid when an income tax return is filed.10 Taxpayers with incomes below a certain threshold
would have been exempt from payment, and the
deductibles would have been capped at 1% of
income. A large body of literature suggests that
such deductibles would reduce physician visits
in the same way that taxes on alcohol and tobacco reduce consumption of these products.26
The evidence also suggests that the reduction in
use of health care would have negative health
consequences, particularly for the sick, the elderly and the poor.26–28 The avoidance of preventive care might also ultimately increase total use
of health care.29
The Quebec proposal included provisions to
protect people with very low incomes, but the
provisions would not have sheltered those with
incomes just above the threshold from the negative consequences of the deductible. Moreover,
projections suggest that the deductible would
have raised less than 1% of the provincial health
care budget, even before administrative costs are
considered.30 Although the deductible would have
been highly transparent, opposition from almost
all sectors, including physicians’ groups, led the
Quebec government to abandon the proposal.31

Gaps in current knowledge
Patients and decision-makers would find it helpful to know exactly how much money could be
raised via the sources of revenue mentioned
here. Although estimates for some mechanisms
of revenue generation exist,17,30,32 we are unaware
of any analyses comparing the various options in
terms of their ability to generate revenue. Other
dimensions beyond those that we have addressed
could also be explored in comparative analyses,
such as responsiveness to local preferences,
allocative efficiency, cost containment and the
effects on economic growth.

Conclusion
Over the coming years, governments committed
to equitable access to health care will likely need
to increase revenue to keep pace with the costs
of health care. Although raising income taxes to
fund health care is equitable and efficient, political feasibility suggests that a combination of

additional revenue sources may be the most feasible way forward. Elimination of the private
health insurance subsidy would require substantial political will but would be fair and efficient.
Augmentation of the general tax revenue base
with additional funding from social insurance,
prefunding or sin taxes would allow the system
to maintain its high level of equity and increase
the transparency of funding.
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