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“As was stated by Her Excellency, the Governor General of Canada, in the Speech from the Throne on
September 30, 2002, ‘no issue touches Canadians more deeply than health care. Our health care system is a
practical expression of the values that define us as a country.’ These values are fairness, equity and
solidarity.” A. Anne McLellan, Minister of Health, Canada Health Act Annual Report, 2001-2002,
December 2002",

“It has become something of a cliché to say that America’s healthcare system is in ‘crisis.’ But crisis is
altogether the right word. We depend on coverage from what I would call a haphazard and piecemeal
healthcare system of boxes where you get healthcare in this country depending on which box you happen to
fitin.” Senator John Breaux (D-LA), Academy Health, National Health Policy Conference, Washington DC,
January 23, 2003.

Introduction

These two statements reflect the outcomes of different public policy decisions
resulting in the health care financing systems of Canada’s single payer national health
insurance program (known as Medicare) and America’s complex multiple payer system of
systems. What makes variations in health care financing policy, and the ensuing public
perceptions, between Canada and the United States (U.S) even more significant is that the
essential characteristics of these two health care systems matured through the same time
frame. During the 1940s through the 1960s, both Canada and the U.S. exhibited
fundamentally analogous social, economic, cultural, and to some extent political
circumstances. Additionally, these two nations share commonalities that include a mutual
heritage as former British colonies, shared medical training programs, comparable
standards of health care, free exchange of health services, and similar systems of
governance.” This paper will limit the discussion on similarities to the principles of

federalism and its influence on health care policy.



Cultural similarities and comparable expectations for health care quality and
access, combined with Canada’s apparent rapid transition to universal health coverage
during the late 1960s, have made Canada a focus for American health care reform
initiatives during the early 1990s. Indeed, the single-payer Canadian model for health care
financing continues to be a central theme in discussions for health care reform among
American policy makers and health care analysts. For the most part, proposals to adopt a
Canadian single-payer system as a means of expanding public health insurance coverage to
the currently uninsured (or under insured) population have focused on expansion of the
American Medicare program for the elderly.” Using a line of reasoning based upon the
ease of transition, reform advocates argue that the mechanisms—such as compulsory
enrollment, payroll tax contributions, and provider payment schedules—needed to adopt a
universal health insurance system mirroring Canada’s single payer approach were already
available through America’s Medicare program.* While this paper does not take a position
on the relative merits of universal health care, it does argue that the parallels of
institutional arrangements and governance tools used to implement Canada’s Medicare
program and America’s Medicaid system for the “deserving poor” make Medicaid a much
more compelling model for expansion of health care insurance.” Both Canadian Medicare
and U. S. Medicaid use one or more form of federalism; are primarily financed by federal
grants, with co-shares paid by the state or province; are based upon a doctrine of
partnerships between the federal and state or provincial governments; and encourage
substantial regional variance by legislating management flexibility at the state or provincial
level to oversee quality, access, and costs. The primary difference between these two

finance systems is that Canadian Medicare provides universal coverage to all residents,




while Medicaid allocates substantial leverage to the states to set eligibility standards and
covered benefits. This policy results in a complex and capricious eligibility system based
upon income, family status, and the nature of an individual’s disability. More importantly,
this results in substantial interstate variation in health policy leading to inequitable access
to public health insurance across the states in the United States.

A significant amount of research has been conducted to compare the U. S. and
Canadian health care financing and delivery systems. Additionally, the literature is replete
with comparative evaluations of the institutions of Canadian and U. S. systems of
government. This paper will build on a “polity-centered” policy development theory by
examining the influence of institutions and their ensuing legacies on the evolution of
public policy for health care financing in both the U. S. and Canada® By way of this
analytical framework, this paper will address two of the many research questions resulting
from comparative studies of the U.S. and Canada. The first question is why did Canada’s
reform efforts lead to universal coverage, while the U. S. developed an amalgam of various
financing schemes that leaves approximately 16 percent of its citizens without health
insurance?’ The second question is could aspects of the Canadian system be transported to
publicly financed U. S. health care insurance programs (Medicare and Medicaid) as a
means to expand health insurance coverage? To assist with answering these complex
questions, this paper will begin with a brief overview of the germane aspects of the health
care financing systems currently used in the United States and Canada to provide an
understanding of the major variations between the two financial structures. Then, the
paper will discuss the institutional, ideological, and political factors in place during

Canadian and U. S. health policy formative years—between 1940 through the 1960s—to




offer theoretical reasons for the divergent health reform paths taken by these two nations.
Finally, the paper will attempt to provide a theoretical rationale for the different policy
outcomes in these two nations despite similarities in culture, intergovernmental relations,

and tools of governance.

Health Care Financing in the United States—Current Outlook

A good number of health care policy analysts share Senator Breaux’s statement that
the U. S. health care system is in “crisis.” Four intertwined elements support this opinion:
rising health care costs, increasing numbers in the uninsured population, growing concern
over health security for the middle class, and the effects of health spending on state and
federal budgets.® The relationship between these factors is primarily a result of the unique
structure of health care financing in the United States. Unlike most industrialized nations,
after the Second World War, America adopted policies based upon tax expenditures that
promoted insurance coverage for the working age population through employment-based
programs, thus hindering development of a centralized policy with government
responsibility for providing health insurance to the population.” These initial policy
decisions set a series of path dependent health care finance policies into motion. As the
“system” evolved, it became increasingly tied to the nuances of the labor market and
dynamics within the overall economy, thus perpetuating the relationship between costs,

numbers of uninsured, security, and impact on government budgets.

The U. S. health care financing system’s patchwork of private funds, employer-

paid fringe benefits, federal grants, tax expenditures, and various other redistributive




methods has earned it the dubious status of being one of the “most complex systems in the

world.”" Moreover, the United States is “exceptional” in that it stands apart from other

industrialized nations by spending more, while guaranteeing health insurance to a smaller

percentage of its population.'' Health insurance programs, both public and private, place

individuals into categories to determine eligibility for health care insurance.'” The

following table presents the chief categories, their public funding mechanism, and eligible

populations.

TABLE 1. UNITED STATES HEALTH CARE FINANCING MECHANISMS

Program
Medicare

Medicaid and State Children’s
Health Insurance Program
(SCHIP)

Employer-based and private
insurance

Military, veteran’s health care

Public Financing Mechanism
Directly funded from tax
contributions, enrollee co-
payments and enrollment fees

Federal grants, with variable
amount of state matching funds
based upon Centers for Medicare
and Medicaid (CMS) derived
formula.

Forgone revenue in the form of
income tax expenditures.

Direct appropriation of tax payer
dollars.

Eligible Population

Citizens over the age of 65, must be enrolled
in the program and pay enrollment fee.
Provides coverage for approximately 13
percent of the insured population.

Poor or near poor families, children, severely
disabled, people with certain renal conditions,
and some categories of AIDS patients. Also
covers long term care for needy Medicare
enrollees. Provides coverage for
approximately 10 percent of the insured
population

Working age population. Provides health
insurance coverage for approximately 63
percent of the insured population.

Active duty military or retirees and their
family members. Military veterans with
service connected health conditions. Provides
coverage for approximately 5 percent of the
insured population

Health care insurance for the third of the insured population not covered by either

employer-based or self insurance programs is based upon a disjointed system of federal

and state programs—predominantly either Medicare or Medicaid. Federal and state




governments’ decisions about what share the individual pays, what types of health care are
covered, who is and who is not eligible to receive care, who can provide care and receive
payment for their services, and so on, is an ambiguous and sometimes mystifying policy
process.”” Further complicating the process, state and local governments bear the
responsibility of budgeting for and defining “optional” levels of coverage for the poor and
nearly poor not covered by Medicare or employer-based programs. As a result, there is
significant regional variance regarding how, or if, health care should be provided to this

category of the population.'*

Since Medicare was established in 1965, as Title XVIII of the Social Security Act
(Health Insurance for the Aged and Disabled), it has been a centerpiece of American social
welfare programs. Medicare’s health insurance program covers all eligible beneficiaries
without regard to income or medical history and is solely funded and managed by the
federal government. Most individuals ages 65 and over are automatically entitled to
Medicare Part A (Hospital Insurance Benefits for the Aged and Disabled) if they or their
spouse are eligible for Social Security payments.'” Part B (Supplementary Medical
Insurance Benefits for the Aged and Disabled) is voluntary, but covers 95 percent of all
Part A beneficiaries. Part A is mainly financed by a 1.45 percent payroll tax paid by both
employees and employers. Revenue from the payroll tax is held in the Hospital Insurance
Trust Fund and is used to pay Part A benefits. Part B is financed by both beneficiary
premiums ($58.70 per month in 2003) and general tax revenues. One of Medicare’s better
attributes is the relatively low administrative costs, which accounts for less than 2 percent

of total benefit spending.




Medicaid, established with Medicare under Title XIX Grants to the States for
Medical Assistance Programs is a means-tested entitlement program that is jointly
financed by the federal and state governments. Medicaid’s benefits are limited to
individuals whose income and “countable assets” fall below certain thresholds (set as a
percentage of the Federal Poverty Level (FPL) equivalent to $16,988 per individual or
$21,430 per couple). Eligible beneficiaries are entitled to have the government pay for
basic and necessary medical care. In exchange for their participation, states are entitled to
federal matching payments for the costs of covered services. The federal government
matches states’ spending for covered services on an indeterminate basis, using a formula
known as the federal medical assistance percentage (FMAP). FMAP varies from state to
state and is inversely related to state per capita income. Even though the matching rates
range from 50 to 83 percent of the program costs, on average, the federal government pays
57 percent of total Medicaid costs.'® Medicaid is the largest grant-in-aid program to states
and accounts for over 40 percent of all federal grant funds flowing to states. Furthermore,
Medicaid represents each state’s largest self-managed health care program.'’

As a condition of participating in Medicaid, states are required by federal law to
cover certain populations and services.'® However, states can choose to cover “optional”
populations and to provide services that are not mandatory and to receive matching funds
to help pay for the cost of this coverage. About 65 percent of Medicaid spending is for
“optional” services."”” Because states have substantial flexibility in defining the benefits
package, establishing eligibility criteria, and choosing how they reimburse providers, the
Medicaid program varies extensively from state to state. Although nearly 75 percent of

Medicaid beneficiaries are children and adults, these groups account for less than 30




percent of spending on benefits. The remaining 70 percent of expenditures are made for
services provided to the elderly and disabled, who make up only 25 percent of Medicaid
beneficiaries. Costs associated with the elderly and disabled are primarily driven by long-
term care, which accounts for 55 percent of all spending on benefits for the elderly and
disabled. Overall, Medicaid is the nation’s single largest purchaser of long-term care
services, accounting for about 46 percent of all nursing home spending and 38 percent of

all home health care spending.

In the determination of who gets what, when, and how, large groups of Americans
are often left behind in the political and economic shuffle over health insurance policy.
Federal, state and local governments continue to struggle with the problem of care for the
poor and nearly poor. Even after considering all of the beneficent health care related
legislation passed in this century, there is much about U. S. national health insurance
policies that continue to be marked by inefficiency, limitation, inequality, and conflict.”
Although legislators and analysts rarely agree on which course to take with health care
finance reform, they generally agree that changes should be made to ensure equity and

efficiency in the health care system.

Perhaps even more daunting than determining who is eligible for what type of
care—and which program they are covered under—is the task of tracking national health
care expenditures. The Centers for Medicare and Medicaid Services (CMS) reported that
total national health expenditures for Fiscal Year 2001 was approximately $1,236 billion,
with public health expenditures accounting for $537 billion or about 43.4 percent of the

total costs.”' This accounting system fails to include tax expenditures, other publicly-




financed programs, and premiums that may have originated in the public sector.”* As
presented in Figure 1, below, tax expenditures alone represented more than $99 billion (or
about 18 percent of total public health expenditures) in Fiscal Year 2001.> So, why
would CMS fail to include such a significant expense in public health costs? Woolhandler
and Himmelstein imply that the threat of tax increases has kept health reform in a fiscally
constrained box. The further implication is that if the public were made aware that taxes
pay for approximately 60 percent of all national health, rather than the 43.4 percent
reported by CMS, public opinion could be moved to support a single payer or other form

of universal health insurance.

Figure 1. Health Care Expenditures as a Percentage of Total National
Health Expenditures, 2001
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Sources:
1. Center for Medicare and Medicaid, Office of the Actuary; Table 4: Personal Health
Care Expenditures Aggregate and Per Capita Amounts and Percent Distribution, by
Source of Funds: Selected Calendar Years 1980-2001
2. Office of Management and Budget, Analytical Perspectives: Budget of the United
States Government Fiscal Year 2003; Table 16.1—Outlays for Health Programs: 1962-
2008

Although Woolhandler and Himmelstein may be correct in their hypothesis, failure

to count all health expenditures may be due to the sheer complexity of health care
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financing in America. First of all, states use of creative means to extract maximum federal
funding from disproportionate share hospital funds veils the true spending for Medicaid.**
Most importantly, the data comes from numerous sources and is difficult to track. Figure
1, below is provided to demonstrate the complex relationship of health expenditures as
money flows throughout the system.

Figure 1. Flow of Health Care Financing Funds among
Individuals/Employers, Providers, Government, and Private Insurance

Individuals/ Out-of-Pocket Expenses Healthcare
Employers 7y » | Providers

Tax Medicare/
Taxes Subsidy Medicaid
Government

Premiums

Public Insured
Employee’s Payments
Premiums

\ 4

Private Insurers

Source: Steffie Woolhandler and David U. Himmelstein, “Paying For National Health Insurance—And Not
Getting It,” Health Affairs 21, no. 4 (2002), 89.

Canada’s National Health Insurance System

The Canadian health insurance program is more than a mechanism to obtain care
and to pay subsequent medical bills. It is also Canada’s most successful and popular social
welfare program. To Canadians, their health insurance system represents an important

symbol of community and the government’s commitment to mutual support and concern.”
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In this relatively heterogeneous nation, with deeply rooted divisions among the provinces,
this program represents a unifying factor where all Canadians are fundamentally equal.
Robert Evans makes this point succinctly in his statement, “There is no social program that
we have that more defines “Canadianism” or that is more important to the people of our

country.”26

Moreover, Canadians take a great deal of pride in the fact that the economic
burden for health care needs is shared, by the ability to pay, through the general tax
system.27

The thirteen Canadian provinces finance their health care through federal,
provincial, and municipal taxes paid by individuals and corporations; employer payroll
taxes or direct premiums paid by employers and individuals for services not covered by the
provincial health plans; and out-of-pocket costs. Each province administers its own
medical system, within the standard provisions and guidance of the country’s governing
legislation, the /1984 Canadian Health Act. As in most federal systems, financing and
accountability for health services is divided among the provinces and the federal
government. Given that the federal government helps fund the provincial health care
systems—and withholds a portion of funds from those provinces that do not comply with
federal standards—the federal government can, and does, influence the provincial
systems.”® Since the health insurance system is primarily financed through taxes, both
sales and income taxes are higher in Canada than in the United States.”

Although individuals may purchase insurance to provide access to benefits that are
not listed as covered services under Canadian Medicare, all “medically necessary” hospital

and physician services are provided regardless of the individual’s ability to pay for care,

employment status, or age.”® Only the provinces of Alberta and British Columbia charge a




12

small health premium, but this does not affect access to health care services. In recent
years, the costs of non-publicly covered services has increased faster than other costs—in
part due to budget cutting by the provinces—resulting in a decline in the proportion of total

expenditures paid from public sources.

Despite the relative simplicity of the single payer system, the public financing
mechanisms are complex to the point that it generates significant disagreement between the
federal and provincial governments.”’ To begin with, federal contributions for provincial
health spending vis-a-vis the Canadian Health and Social Transfer (CHST) are combined
into a single block grant for all social programs (health, education, and other social
services).”> Since, there is not a specified share of federal transfers that is earmarked for
health care, the provinces have full flexibility to spend all or any part of the CHST and
equalization funds on health care.”> Secondly, the Canadian federal government uses a
variety of schemes—tax transfers, equalization funds, tax expenditures, tax credits, and
transfer payments—to assist with health expenditures. Accordingly, a combination of the
use of block grants as the governance tool to implement a health insurance program,
combined with multiple sources of funding obfuscates the provincial and federal

proportional shares of health care costs.

Although most of these mechanisms are used in the U. S., tax transfers and
equalization stands out as uniquely Canadian. A federal tax transfer involves the federal
government ceding some of its "tax room" to provincial governments. Specifically, a tax
transfer occurs when the federal government reduces its tax rates to allow provinces to

raise their tax rates by an equivalent amount. With a tax transfer, the changes in federal and
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provincial tax rates offset one another and there is no net financial impact on the taxpayer.
Tax transfers represent a growing source of revenue for provinces since they increase in
value over time with growth in the economy. Equalization is a federal transfer program
that allows all provinces, regardless of their ability to raise revenue, to provide comparable
levels of services at comparable levels of taxation. Eligibility to receive equalization
funding is determined by a formula measuring each province's revenue-raising capacity
against a five-province standard. Currently, eight provinces receive equalization funds.
When all of these financial mechanisms are taken into consideration, the federal
government claims that it accounts for approximately 40 percent of national public health
expenditures, while the provincial government claims that the federal government funds
only 13 percent of all health care costs. This lack of consensus on the federal
government’s financial support for health care, and the reduction of services to contain
costs has been a principal source of friction between the provincial and federal government

for the past decade.

Like most nations, health care costs are on the rise in Canada. Provinces have
responded to increased costs by “delisting” covered services driving private costs for
“optional” services, such as cosmetic surgery and pharmaceuticals.** These trends indicate
that aspects of the United States market-based, managed care system are migrating north to
Canada. Further indicators of the influence of market structures, reform proposals in the
past few years have increasingly called for the use of market competition internal to the

government managed system.”>
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Conceptual Framework

Despite the current differences of each of these financing systems, each process
rose out of calls for reform and ensuing public policy reactions during the post World War
II period of the 1940s through the 1960s. Neither nation had developed substantive public
policies regarding health care prior to 1940; and each nation was firmly entrenched in their
current methods of funding health care. In other words, absent a catastrophic catalyzing
event, neither nation was likely to promote a policy agenda to transact a major overhaul of
their respective health care systems. Analysts rarely agree on the specific reasons for
agendas, public policy decisions, and their outcomes, but common themes reside in the
influence of social forces and values, lack of cohesive governance and institutional
structures, and pressures from special interest groups.*® It is within the context of the last
factor--institutions—that the analytical framework to evaluate the research questions
identified in the introduction of this paper was conceived. First, why did Canada’s reform
efforts lead to universal coverage, while the U. S. pursued an employer-based health care
financing system? Then, could aspects of the Canadian system be transported to publicly
financed U. S. health care insurance programs as a means to expand health insurance
coverage? Since this analysis uses a polity-centered approach, the primary contextual
framework will be a review of the institutional legacy resulting from health financing
policy formative years of the 1940s through 1960s. However, in order to complete the
public policy development triad, the remaining two factors of ideology and interest groups

will be briefly discussed to balance this analysis.

Ideology
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Social scientists credit Tocqueville’s Democracy in America with establishing the
original insights into why American ideology is so vastly different from other nations.
Louis Hartz draws upon Tocqueville’s comparative observations on the exceptional nature
of America’s citizens and political structure to develop a compelling argument that links
the absence of feudalism to the liberal tradition in America.”” Hartz directed attention to
basic American values of rugged individualism, a distrust of government, and a faith in
liberalism.”® Seymour M. Lipset effectively argues that the United States, born out of
revolution, has always considered itself an exceptional country of citizens unified by an
allegiance to a common set of ideals.”® These ideals are identified as an “American Creed
[that] can be described in five terms: liberty, egalitarianism, individualism, populism, and

. 540
laissez-faire.”

This ideology of “Americanism” and the resultant anti-statist views set
the stage for political debates and shape the boundaries of the general public’s tolerance for
government managed social welfare programs. Samuel P. Huntington advances this
argument to posit that Americans’ intolerance of large central governments produces a
wedge between political ideals, such as universal health care, and institutions.*' This
divide, combined with a pro-market ideology has tremendous potential to dampen reform

efforts.*” The arguments of these three social scientists clearly support the belief in

American exceptionalism. As such America is ideologically distinct from Canada.

Canada and the U. S. emanated from the same British colonial tradition and both
nations were created from revolutionary roots and share a common culture; however, these
nations have fundamentally different ideological social-welfare values. These value
differences are instructive when trying to explain the variations in politics, interest group

influence, and institutional arrangements between these two sister nations. Lipset provides
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the interesting assessment that the U. S. was born out of revolution, while Canada is borne
out of the counter-revolution.* Lipset argues that the U. S. became totally independent
from Britain while Canada remained British resulting in different cultural values. He then
argues that the Tory tradition in Canada resulted in support for a strong state, group

solidarity, and elitism. Lipset states:

Socialism is strong where Tory and monarchical statism have legitimated strong
government, and where elitism has fostered organized counter reactions by the
less privileged strata. A tradition of state paternalism fostered by national elites
has served to legitimate efforts by the less privileged strata to mobilize resources
to improve their position through government action.*”*

Concisely stated, Canadian values of statism and elitism run counter to the values
of the “American Creed.” As a result, they provide a cultural environment that is far more
conducive to major social welfare reform efforts requiring governmental involvement.
From a different perspective, Carolyn Tuohy argues that Canadian Toryism is a hybrid of
British tory conservatism combined with socialism.* According to Tuohy this distinctive
political philosophy of collectivism encourages “a collaboration between leadership of

46 . ..
Since collectivism

corporate groups and the state in pursuit of redistributive policies.”
runs counter to individualism, it is notably absent from the U.S. value system. In

summary, fundamental dogmatic differences exist between the U. S. and Canada.

Interest groups

The influence of interest groups helps explain part of the reasons for the difficulty
to enact major reforms in any nation. Business groups are generally opposed to additional
mandates, as well as expansions of government. However, two specific industries

traditionally stand out in opposition to national health insurance (NHI): insurance
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companies and doctors. Insurance companies might lose business or be regulated under
national health insurance; and doctors represented by the American Medical Association
(AMA) and Canadian Medical Association (CMA) might feel that their freedom to
conduct their practices would be limited by national health insurance.*” Since interest
groups are generally more numerous, better-organized, and both financially and politically
stronger than ordinary citizens, they are generally viewed to have significant importance in

the policy making process.*

Interestingly, unpaid medical bills and reduced demand for services during the
Depression years led both the AMA and the CMA to initially support government
managed (and funded) health insurance for low-income citizens and the indigent.*
However, in both the U. S. and Canada, suppliers of health services (AMA and CMA)
were in opposition to the consumers of health care (represented by labor groups) regarding

the appropriate level of government involvement in health care.

By the 1940s, the medical profession in Canada, in contrast to the U. S., was
fundamentally supportive of state action to achieve universal health care coverage.
Although they were internally divided over issues of medical remuneration, the CMA
actively participated in discussions to shape the proposed systems. In contrast, the AMA
refused to discuss reform efforts with legislators and waged a multi-million dollar
campaign to discredit efforts, and successfully block NHI. Although the 1950s were
remarkably quiet, each side continued to build coalitions. By the 1960s, the CMA became
increasingly hostile to the notion of governmental health insurance, leading to a strike by

Saskatchewan doctors in opposition to the introduction of Medicare in that province in
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1962. This strike was ultimately unsuccessful. In fact, it diminished the prestige of the
CMA and elevated the issue of NHI as a national political agenda.” Like the AMA, but
with considerably less hostility, the CMA continued their fight against NHI by promoting a
compromise of governmental subsidization of low-income subscribers to insurance plans
offered by multiple carriers. By 1966, the NHI initiative had become “so politically
potent; no one could afford to be seen as opposed.”' With this political and social reality,
CMA’s battle against NHI was apparently lost. The CMA wisely moved to work with the
provincial governments to trade off entrepreneurial discretion for collective professional
autonomy. Carolyn Tuohy surmises that it was a "red tory" response to accept some social
responsibility for the mitigation of costs in return for the maintenance of a privileged

c. . .. . 2
position in the decision-making structure.”

Institutions and Partisanship
United States

Many policy analysts attribute the absence of a U. S. universal national health
insurance program to the structure of government and institutions.®> Their arguments have
merit. The Founding Fathers took great care to ensure that sweeping changes would be
difficult to accomplish. The delegates to the Constitutional Convention had experience
with a government that was too strong (such as English rule during the colonial period after
1763) and government that was too weak to operate effectively under the first constitution,
the Articles of Confederation . They wanted an effective government, but not one that was
so strong as to infringe on liberties. The solution was to create a structure of government
that would make radical change difficult, but not impossible. This was done through the

related principles of separation of powers and checks and balances placed in three
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government powers, legislative, executive, and the judicial. These powers that would be
located in separate institutions: Congress, the president, and the courts, each with their own
distinct power to check the other branch.** The combination of these two principles creates

a situation that is described as "separated institutions sharing powers.">

Although the United States’ structure of governance provides a powerful
institutional justification for the inability to enact major health reform initiatives, it is only
one factor. Weaver and Rockman propose two additional two tiers: electoral rules and
norms; and institutional forces emanating from the “constitutional architecture” such as
judicial review, bicameralism, federalism, and the non-institutional factors of public
opinion, values, and political divisions.® Even though each institutional factor has its own
influence on policy formation, health care analysts place tremendous importance on

partisanship and the role of divided government

The Constitutional Framers generally regarded parties as undesirable or even
dangerous. Despite the Framers’ intentions, the Constitution’s plurality voting rules
inadvertently provides powerful incentives for like-minded politicians to form permanent
coalitions in government and the electorate.”” Although the coalitions, characteristics, and
even the strength of parties have changed over the years, they have become vital to the
proper functioning of our system of government . In recent years, however, political
scientists have questioned the efficacy of a government system divided along party lines.
The implication is that the party allegiance interferes with the ability to enter into
negotiated compromises that are critical to the legislation process. The literature indicates

that divided government may hinder some legislative efforts, but that government is still is
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able to legislate even when divided.”® Changes in the electoral system have increased
party homogeneity and given rise to conditional party government and increased majority
party power; however, enacting legislation based upon majority membership alone is still

difficult.”’

Legislation is an incredibly complex institutional process with a variety of players
with distinct, yet sometimes intermingled, roles. Excluding partisanship, difficulty
enacting legislation is be due to a number of externalities, such as personalities, public
opinion, the media, institutional context, ideological heterogeneity, party polarization, and
budgetary situations. Majority parties may have difficulty executing their agenda when
they misinterpret election to office as a mandate, are unwilling, or are unable to
compromise, or overlook the power of the institutional relationships imposed by the
Constitution. Partisanship may result in a modicum of inertia, but the key to controlling
the legislative process involves an understanding of the rules of the game and institutional
interactions. From a purely practical perspective, an issue has to get past the first step in
the process and be placed on the agenda before a legislative proposal can even be
considered. Secondly, compromises between competing ideologies of social agenda
setting and pragmatic business approaches must be achieved. Partisanship may affect the
civility of the Congress, but its does not always result in an adverse affect on the national
government’s ability to function or to be responsive to the electorate.®’

Canada

Parliamentary government and federalism are the two distinct institutional

characteristics between the United States and Canada. Canada’s parliamentary

government defines the rules of the legislative process and provides enhanced
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opportunities for third parties to develop into viable political forces. This is not true with
the U. S. system that promotes a two party system to include dissident factions within the
party at varying levels of conservatism (conservative, moderate, or liberal). Major parties
in Canada are less likely to absorb nonconformist factions. As a result, even though third
parties are not likely to control government, they have tremendous opportunity to frame
the debates and influence policy outcomes.*’

More importantly, although federalism has a significant impact on the party system
in both countries it is more important in Canadian political outcomes. Unlike the balance
provided by the U. S. Senate, the Canadian federal government does not necessarily
embody regional representation. Consequently, provincial governments maintain
significantly more control than states, resulting in a more decentralized form of federalism
than the U. S.** Because of this decentralization, the provincial governments have a more
powerful role in intergovernmental relations than the American states. In a fairly symbiotic
relationship, the parliamentary government and decentralized federalism make third party
factions more important in the political framework. The combination of the development
of effective third party factions, the distinctive nature of Canadian federalism, and the
Parliamentary legislative process worked together to provide a smooth flowing policy

stream for national health insurance.

Rocky Road to U. S. Health Reform

In 1933, President Franklin Roosevelt created a task force, the Committee for
Economic Security, to consider possibilities for a system of economic pensions for retired

persons and insurance for health care. The committee developed the plan that eventually




22

became Social Security, but reluctantly concluded that national health insurance could not
be passed, largely because of the opposition of the American Medical Association.
Moreover, although Congress was controlled by the Democrats, the power lay in the hands
of southern conservatives who did not support NHL*®  As a result though, the 1935 Social
Security Act was passed creating the Social Security, welfare, and unemployment
compensation programs we know today. Unlike other Western industrialized nations;

however, health care was not a part of the program.

Private health insurance emerged concurrent to Roosevelt’s efforts to enact social
insurance legislation. During World War II, when wage and price controls were in effect,
businesses found that they could increase compensation to their employees by offering
non-wage fringe benefits, such as health insurance. Health insurance interests and
physicians responded to this demand and materialized as powerful political and economic
forces. More importantly, private health insurance attained an institutional foothold in
business practices and was viewed in a positive light by both employers and employees.
The Internal Revenue Service allowed the costs of health insurance to businesses to be
deducted as a business expense. The Internal Revenue Code of 1954 codified this practice

was by including a regulation that made this deduction permanent.**

Harry Truman was the first President to make health care a formal agenda item.
Unfortunately he was never able to get the support for health care reform in the
ideologically fractionalized Congress.®> Although the Democrats regained control of
Congress after the 1948 elections, southern conservative Democrats, known as

“Dixiecrats,” regained key positions of power. This faction of democratic conservatives
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joined forces with Republicans to form a conservative coalition that frustrated efforts at

passage of NHI.

By the 1950s, advocates of national health insurance decided to pursue smaller,
incremental changes, focusing on two groups that might win public sympathy, the elderly
and the young.®® Ultimately some success was achieved and Congress passed the non-
mandatory 71960 Kerr-Mills Act that provided states with matching funds (grants) to pay
providers to help elderly poor. In 1960, John F. Kennedy advocated federally funded
universal medical assistance for the elderly and was unsuccessful. When Lyndon Johnson
became president in 1963, following Kennedy's assassination, he successfully pursued
health care for the young, elderly, and poor along with other social programs under the
rubrics of the War on Poverty and the Great Society. President Johnson’s 1964
“landslide” election with the largest popular vote in American presidential election history
provided him with an electoral mandate to pursue his Great Society agenda. More
importantly, Democrats who were ideologically compatible with the President won large
majorities in both houses of Congress. Given the popular mandate and the galvanizing
force emanating from President Kennedy’s assassination, Congress was able to overcome
opposition from the AMA and combined the elderly program and the Kerr-Mills Act and
created two new programs—Medicare for the elderly and Medicaid for the poor.’” Both

programs remain the foundation of governmental efforts to provide health insurance today.

National Health Insurance “Success” in Canada

Canada’s publicly financed national health insurance program has its roots in the

British North America Act of 1867that defined the roles and responsibilities in the
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intergovernmental dealings of the health care system. All aspects of the hospital sector—
including construction and maintenance of facilities to all medical care provided in the
hospitals—were under the control of the provincial governments. The federal government
was responsible for the military, disenfranchised groups, such as Native Indians and
Eskimos and for regulation of all food and drugs. This early empowerment of the

provinces gave them influence in future program changes.

Both American and Canadian interest in public welfare programs, including
national health insurance, grew out of the adverse social and economic conditions of the
Great Depression. By the mid-1940s, public support for NHI was strong in both of these
nations. However, unlike the U. S., Canadians not only believed that health care was a
public good, they were willing to pay for national health insurance using taxpayer
dollars.®® As previously discussed, the notion had the support of the CMA—provided that
their interests were represented in policy decisions. Citizen pressure for the government to

take action was strong and organized in their efforts.

By 1947, the province of Saskatchewan had introduced a hospital insurance
program funded by provincial tax dollars. In 1949 British Columbia adopted a similar
program, followed by Alberta in 1950. Also in 1949, when Newfoundland became part of
Canada, half of population was already covered by health insurance. As a result, despite
attempts at NHI, the four provinces had functional hospital insurance plans. The
demonstration effect of these four provincial plans proved to be instrumental in the health
policy debate. The 1957 Hospital Insurance and Diagnostic Services Act was enacted in

response to pressure from the provincial governments for assistance.”” The 1957 act
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provided each province with federal grants that were to cover approximately half the
program’s cost as long as they complied with four conditions: comprehensive care that
provided all medically necessary services without benefit limitations; plans were to be
publicly administered on a non-profit basis by a public agency accountable to the
provincial government; benefits had to be universal (available to all citizens) and provided
on uniform terms and conditions; and plans had to be portable among provinces. Although
this was a major step toward cost-sharing of services, it was a rocky start that took almost a

decade to implement.

As a result of the hospital program, in the early 1960s, public support increased for
expansion of services to include physician services that were outside the hospital. This
idea was met with opposition from the CMA, the private insurance industry, and some
provinces. To win support from these groups, the federal government met with the
industry (physicians and insurance) to compromise over payment schedules and covered
benefits. As the ultimate compromise to the private insurance, the federal government
bought the major hospital provider (Blue Shield) and transferred the resources to the
provinces. As a result of these governmental concessions, when the /1968 Medical Care
Act was implemented, physicians received windfall gains as demands for care increased,
combined with significant reductions to overhead costs.”’ Furthermore, since the insurance
plans were primarily purchased in total, the transition was relatively transparent to the

average citizen.

This timeline belies the claims that Canada was able to implement major health

care reform almost overnight. In fact, the process started in the late 1800s and took almost
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70 years to develop a national health insurance program that provided both inpatient
(hospital) care and ambulatory (physician-office based) care. Moreover, the program is not
truly a national program. The national government does not have the authority to set up
and manage a national health care system. Canada’s national system is actually a
patchwork of provincial and territorial programs. In spite of general federal regulations
that tie the plans together, each province has tremendous latitude to manage their

programs, as they deem necessary.

Conclusions

While neither the U. S. nor the Canadian health care financing systems are without
controversy, two fundamental differences emerge when comparing the two. First, unlike
American states, the Canadian provinces began experimenting with provincial health
programs early in the policy development process. These early provincial experiments
provided a road map for the Canadian national health insurance system—known as
Medicare. Second and more importantly, unlike Americans, Canadians placed a higher
value—backed with the willingness to pay—on insuring that all citizens have equal access
to health services.”' To ensure that market forces would not interfere with this policy, the
federal government took dramatic regulatory steps to prohibit private insurance for
services covered under Medicare.”” As a result, unlike the U. S., incentives for developing

. . . . 73
a robust market-driven private insurance system were substantially weakened.

Review of the ideology, interest groups, and institutional arrangements helps to
address the primary research question as to why two essentially different health care

financing systems evolved in these two “sister” nations. Indisputable ideological
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differences regarding the role of the state in any social policy are present; Americans are
decidedly more anti-statist. Furthermore, Canada is clearly more communitarian in their
philosophy and willingness to pay for social reform efforts that take care of the nation’s
citizens, while the U.S. is more individualistic.”* In Canada, the interest groups—
represented by the health insurance industry and the medical profession—were coerced
into collaborating with the government to develop a mutually agreeable health care
financing system. In contrast, internal debate within all key U. S. factions of the national
health insurance, combined with government actions that strengthened the interest groups
made compromise impossible. In fact, when serious discussion on social reform began in
the United States, the government chose to refrain from adding health insurance to the
1935 Social Security Act, rather than face the opposition from special interest groups. By
avoiding this conflict, President Roosevelt may have missed a prime opportunity to resolve
issues and, at a minimum, strengthened the determination and ability of the AMA and the
nascent health insurance to fight national health insurance. Finally, institutional
arrangements and partisanship differences hindered any major policy changes. Within the
United States, state governments are not provided with the same level of interaction or
consideration in the policy development and implementation as Canadian provinces.
Canada uses a substantially more collaborative form of federalism than the United States
that was institutionalized during the immediate post World War II period by adopting a
practice of codetermination for wide-ranging national policies.”” Under this premise,
provincial governments work together with the federal government as equal partners in
policy development. Provincial governments are also empowered to take the initiative on

their own—acting collectively in the absence of the federal government—to formulate
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national policy. Similar action among the U. S. states is prohibited and it is unlikely that
consensus among the 50 states could be obtained to engage in any serious development of

national policy.

Conceivably a more important consideration is the political philosophy adopted by
President Franklin Roosevelt, during the most active period of U. S. social reform (the
New Deal). The New Deal restructured partisan politics and it shifted the institutional
arrangements of intergovernmental relations to form a powerful federal government stance,
weakening reform efforts at the state level. As pointed out by Timothy Conlan, “Put
simply, Roosevelt’s platform—and certainly his rhetoric—boiled down to two elements:
that government can help solve society’s economic problems and that the federal
government should take the lead in doing s0.”"® The effect of centralized government
authority was to stifle state involvement in formation of U. S. social reforms. In contrast,
during this same time frame, a relatively more robust cooperative form of federalism

stimulated innovation in the Canadian provinces.

Despite the diversity of the U. S. and Canadian health care systems as they are
currently structured, there are similarities in the U. S. Medicaid program and the Canadian
provincially-based health insurance program. As previously discussed, both the U.S.
Medicaid and Canadian Medicare are heavily mired in the use of categorical matching
grants and fiscal federalism.”” Moreover, both U.S. Medicaid and Canadian Medicare use
equalization formulas based upon demographic factors, such as state (or provincial) per
capita income and fiscal need. As pointed out by David Beam and Timothy Conlan, even

though fiscal federalism provides a powerful theoretical basis for the use of grants to




29

provide benefit spillover effect and equalize fiscal capacity, this is seldom an outcome of
intergovernmental gran‘[s.78 The use of needs-based funding formulas in these two health
care programs indicates that the theory of fiscal federalism applies to both insurance
schemes. Regardless of the influence of fiscal federalism as a factor in the political
philosophy behind U.S. Medicaid and Canadian Medicare, Beam and Conlan also identify
the strong political attraction that grants have to obtain cooperation of the state
governments to engage in controversial programs. This is certainly the case with both
programs. States have embraced Medicaid so avidly that it has evolved into the largest
federal aid grant to the states. In Canada, the use of federal matching funds is the only
means by which the federal government is able to exert any control over health care

delivery in the provinces.

Passage of Medicaid in 1965—approximately the same time that Canada passed
national health insurance legislation—has empowered the states to become innovators and
policy entrepreneurs in health care finance policy.” The same key circumstances that led
to the creation of national health insurance in Canada are currently in place in the United
States. Health care financing in the U. S. is becoming increasingly unstable, driving calls
for reform from businesses, which are no longer happy with the economic burden of the
status quo. States are natural laboratories of democracy for what can and what should
work in the United States. Also, like post World War II Canada, judicious application of
the theories of federalism and intergovernmental cooperation provides an opportunity to
engage the states with serious dialogue regarding health care finance reform. Regardless,

health policy analysts and legislators should be cognizant of history and institutional




30

differences between Canada and the U.S. as future dialogue to reform the American health

care financing system emerges from the political and policy streams.
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Appendix A

Tables

TABLE 1. COMPARATIVE DATA (CALENDAR YEAR 2000) FOR EXPENDITURES AND BENEFITS AMONG ORGANIZATION OF
EcoNoMIC COOPERATION AND DEVELOPMENT (OECD) NATIONS; SORTED BY PER CAPITA NATIONAL HEALTH

EXPENDITURE

Total Public Out-of-

expenditu expenditure Private pocket Percentage of

re on Total on health -  insurance- payments - Public Population

health - expenditure % Total % Total % Total expenditure Covered by

Per capita, on health - expenditure expenditure expenditure on health-  Public Health
Country USS PPP_ % GDP on health on health on health % GDP Programs
Australia $2,211 83 72.4 -- -- 6 100
Austria $2,162 8 69.7 7.1 19 5.6 99
Belgium $2,269 8.7 71.2 - -- 6.2 98
Canada $2,535 9.1 72 11.2 15 6.5 100
Czech
Republic $1,031 7.2 91.4 - 9 6.6 100
Denmark $2,420 83 82.1 1.6 16 6.8 100
Finland $1,664 6.6 75.1 2.5 21 5 100
France $2,349 9.5 76 12.6 10 7.2 99
Germany $2,748 10.6 75.1 12.5 11 8 99.5
Greece $1,399 8.3 55.5 -- -- 4.6 100
Hungary $841 6.8 75.7 0.1 21 5.1 100
Iceland $2,608 8.9 84.4 -- -- 7.5 100
Ireland $1,953 6.7 75.8 7.5 11 5.1 100
Italy $2,032 8.1 73.7 0.9 23 59 100
Japan $2,012 7.8 76.7 0.3 -- 59 100
Korea $893 59 44.4 7.2 -- 2.6 100
Mexico $490 54 46.4 -- -- 2.5 100
Netherlands $2,246 8.1 67.5 -- -- 5.5 74.2
New
Zealand $1,623 8 78 6.2 14 6.2 100
Norway $2,362 7.8 85.2 -- 14 6.7 100
Portugal $1,441 8.2 71.2 -- 5.8 100
Slovak
Republic $690 59 89.6 -- 10 53 98
Spain $1,556 7.7 69.9 34 -- 5.4 100
Switzerland $3,222 10.7 55.6 -- - 6 98
United
Kingdom $1,763 7.3 81 - - 5.9 100
United
States $4,631 13 443 343 15 5.8 45

Source:

OECD HEALTH DATA 2002 4th ed.
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TABLE 2. UNITED STATES CORPORATE AND INDIVIDUAL INCOME TAX ESTIMATES OF TAX EXPENDITURES (IN
MILLIONS OF DOLLARS)
Corporations Individuals

Exclusion of employer contributions for medical insurance premiums and medical care
Self-employed medical insurance premiums

Workers’ compensation insurance premiums
Medical Savings Accounts

Deductibility of medical expenses

Exclusion of interest on hospital construction bonds
Deductibility of charitable contributions (health)
Tax credit for orphan drug research

Special Blue Cross/Blue Shield deduction

Source: U. S. Office of Management and Budget. Analytical Perspectives: Budget of the United States
Government Fiscal Year 2003. Washington, DC: Government Printing Office, 2002: 105.

TABLE 3. MARGINAL PERSONAL INCOME TAX AND SOCIAL SECURITY CONTRIBUTION RATES ON
GROSS LABOUR INCOME (2001)"

% APW
100%

Central government 21.0%
Sub-central 10.3%
Combined 31.2%
Employee SSC 6.6%
"All-in’ 37.8%

Employer SSC 7.5%
Total tax wedge 42.1%

United States Central government 15.0%
Sub-central 6.8%
Combined 21.8%
Employee SSC 7.7%
"All-in” 29.5%

Employer SSC 7.7%
Total tax wedge 34.5%

Key to abbreviations:

APW=average production wage (in national currency), meaning the average annual gross wage earnings of
adult, full-time workers in the manufacturing sector.
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All-in=the all-in tax rate, calculated as the combined central and sub-central government income tax plus
employee social security contribution, as a percentage of gross wage earnings.

Total tax wedge=the combined central and sub-central government income tax plus employee and employer
social security contribution tax, as a percentage of labor costs defined as gross wage earnings plus
employer social security contributions. The tax wedge excludes cash transfers (see footnote 1).

Footnotes:

1. This table reports marginal personal income tax and social security contribution rates for a single person
without dependent, at various multiples (67%, 100%, 133%, and 167%) of the APW. The results, derived
from the OECD Taxing Wages framework (elaborated in the annual publication Taxing Wages), use tax
rates applicable to the tax year beginning in calendar year 2001. The results take into account
basic/standard income tax allowances and tax credits, but exclude universal family cash transfers (included
in Taxing Wages). The marginal tax rates are derived on the basis of a unit increase in gross wages, with
the exception of the marginal total tax wedge calculation, which considers an increase in gross labor costs
(gross wages + employer SSC) resulting from a unit increase in gross wage earnings. The sub-central
personal tax rates used in this table correspond to those used in Taxing Wages (rates applicable in a typical
manufacturing area or a weighted average of sub-central rates for the country as a whole).

2. Table extracted from Taxing Wages: 2000-2001. [database on-line] (Organization for Economic
Cooperation and Development, February 2002), accessed 15 March 2003; available from
www.SourceOECD.org



http://www.sourceoecd.org/
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