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Thank-you for the invitation to be here. That kind introduction was long enough to give me time to wonder if | might have
worded hdf of the title for this sesson somewhat better. “What do Canadians redly want?’ might lead people to expect
some survey data. | don’t want to disappoint, but I'm apolicy wonk, not a pollster.

I”’m happier with the other part of thetitle: “ getting beyond two-tier gridlock”. Earlier in this conference, you heard Michad
Walker criticize the illusion that we can centra-plan our problems away. Y ou heard Reuben Devlin talk about the gaps
between what we should be doing for patients and what we are actualy doing. And Bill Orovan has told us about the
looming shortages of service providers and other key resources.

Theseareimportant challengesto the god of giving Canadians accessto hedlth care on reasonableterms over thelong haul.
And the gterile name-cdling typica of any statement about hedlth that contains the phrase “two-tier” is a huge obstacle to
congtructive thought.

Soif thissesson moves useven asmall step through two-tier gridiock with someideas about better ways of sorting out what
Canadians want in hedlth care, and how public policy can hdp them get it, | hope you'll forgive my bringing, not polling
numbers, but policy wonkiness, to the platform.

Much of this conference aready, and more of it today, will focus on pecific problemsin the health sysem. In the next half
hour, | want to invite you to step back for a broader view of public policy in hedth care — not just here in Canada, but
around the world.

Three Goals; Three Pillars

I'll argue that asking afew smple questions about how we use public policy in areas such as hedlth to improve our quaity
of life reveals not one monolithic gpproach, nor two tiers, but three main goals.

First, people want a safety net. People want to protect those who are down on their luck, or who have no prospects for
supporting themsdlves, from degtitution.

Second, peoplewant insurance. Peoplewant insurance for themsel ves, and they a so want otherswho caninsurethemselves
up to some basic level to do so.

Third, people want to save. People want to put something aside for the future. They want asystem that encourages saving,
and ensures that when people want to draw on that saving in atime of need, they will be able to do so.

A safety net, insurance, and saving — simpleidess, but very powerful in understanding what drives socid policy in Canada
and around the world.

Think of income-support and maintenance programs, for example.

Fird, there is the safety net of socid assstance or welfare. Its provisons differ from provinceto province, but al provinces
have it. We debate how to make welfare work best, but the god is clear. It's a safety net to catch people who would
otherwise fal through the cracks.

Second, there is employment insurance and workers compensation. The latter is dso provincid with lots of variation, but
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al provinces have it. People who are working and can afford abasic level of insurance to cover themsdlves do so.

Third, we encourage saving. Ordinary income taxes double-tax saving — both the amount saved and the return it gets. But
in Canada, we tax important kinds of saving— for retirement, for buying ahouse — only once. So people are rewarded,
not punished, when they set something aside for arainy day.

Y ou could think of these different programs as three pillars of income policy, each addressing one of the three gods.

Sometimes badly run programs miss their mark — if welfare becomes not a safety net but a hammock, or employment
insurance turnsinto regiona subsdies. But when the god is clear, we can see more easly when a pillar needs work.

And when the pillars work well, they not only achieve their goas, but they reinforce each other. Insurance and saving, for
example, rdieve the srain that too many people faling into it would creete for the safety net.

For another example, think of pensionsin Canada.

We have asafety net. We have old age security, the guaranteed income supplement, and provincid programsthe give basic
support to elderly Canadians who never worked or suffered misfortune.

We have mandatory insurance. The Canada and Quebec Pension Plans oblige working people to contribute to a program
that will replace part of their incomes when they retire.

And we have saving. Pension plans and RRSPs encourage people to save beyond the basic level of the CPP, so they can
be sdf-rdiant when they are older.

Pension gurus often call these programs the “three pillars’ of pension policy that every good system should have.
Again, these pillars are not in perfect shape. Many of us have criticized the CPP, for example, for being unfair to the young.
But we could make those criticisms and get a hearing because it is clear that the CPP is not a redistributive safety-net, but

aninsurance program. Becausethe different goas of the pillarsareclear, it iseaser to fix aprogram to meet the god better.

What about health? If we look beyond our own borders, as some of you have done, we can see that other countries
organize their hedth sysems dong these lines.

Thereis a safety net. Public funds everywhere — even in the much vilified United States — pay for treatments for those
without resources of their own.

Thereis mandatory insurance. People who arein aposition to contribute to plansthat provide abasic leve of coveragefor
themsdves or their families are obliged to do so.

And people are dlowed to save on their own account, and to buy the medical servicesthey want out of their own resources
if they choose.

Three gods— threepillars: they make senseinincome-support, they make sensein pensions, and they make sensein hedlth
care.



“Two-Tier” Gridlock

Insde our borders, however, we don't have athree-pillar planin health care. We ve got two-tier gridiock. And that doesn’t
make sense.

Over and over, we hear politicians, providers and pundits say that onetier isthe way to go — that two, three, or twelve
tiers means disease, disaster and doom.

The best interpretation | can givethisrigid postureisthat it' s about having a safety net so broad and so deep that it isal we
need. Any medica service required will be provided by the publicly funded system, and every expense incurred will be
covered by general tax revenue. We don't need insurance and we don't need saving, because one big tax-funded system
will cover everything.

Put that way, it's dmogt an attractive idea. At some abdtract level, many people might like food, clothing and shdlter in
unlimited amountsat thetaxpayer’ sexpense. But there’ sno bottomlessgovernment cornucopiaof food, clothing and shdlter,
and neither isthere in hedth.

There are limits to government budgets, and — even if those limits are very generous — when we hit them, somebody
decides what gets funded and what doesn’t, and who gets trestment and who doesn’'t. That someone can’t be the user of
hedlth services. It can’'t be a provider for whom the wellbeing of the user is an ethica imperative. It is going to be a
bureaucrat.

And to make bureaucratic rationing work, we in Canada have gone one step further. We make it very hard for people to
buy trestments that are covered by the public system. And we make it illega for people to insure themsdlves for those
treatments.

So even this best interpretation of the one-tier defense runs up againg two things. It runs up againgt economic redity. And
it runs up againgt the principle that people should be free to buy medical services that the public system won't provide.

And, not surprisingly, we don't redlly practice what we preach. We do supplement trestments in the public system out of
our own pockets— the vigt to the doctor may be free, but the drugs she prescribes aren’t. We do alow parale insurance
for somethings. Workers' compensation can move you through the public system faster. And you can buy aprivate hospita
room if you want. We let people go south to buy treatments (sometimes from Canadian expatriates) that wewon't let them
buy here at home.

Infact, we have the outlines of athree-pillar system in Canadian hedth care. But two-tier gridiock makesit hard to seeand
politically dangerous to discuss.

And, speaking of political danger, there' s another more troubling interpretation of the one-tier defense. For many people,
especidly for government employees, one-tier hedlth careis hedlth care delivered by government employees.

I’msureyou al remember the preposterous chargesleveled a Bill 11in Alberta— leaders of government-employee unions
inggting that private provision of hospital serviceswasadippery dopeto multipletiersand disease, disaster and doom. The
fact that most doctorsare private entrepreneurs, thefact that drugsare made by private companies, thefact that |aboratories
are run for profit, the fact that dl this hgppens in the publicly funded system — dl those facts were drowned in a sdf-
interested din.
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So two-tier gridlock doesn't just makethe outlines of abetter hedlth system hard to see and politically dangerousto discuss.
It makes reform al but impossible by handing vested interests a dogan to shout as they defend their turf.

That’ swhy we ve got to get beyond two-tier gridiock. And | think oneway of getting beyond it— or at least seeing through
it and figuring out how to gtart the journey — is by focusing on the three key goa's that Canadians have shown they accept
in other socid policies and that other countries explicitly identify in health. We want a safety net, we want insurance, and
we want to encourage saving. And if we keep those godsin view, we can dart imagining reformsthet will give usathree-
pillar system that achieves them.

The Safety Net

Let's start with the safety net. Every democracy makes provisionsfor peoplewho cannot afford to buy health care on their
own. Private charity meets some of that need, but in rich countries, governments meet most of it. That istruein Canadanow,
and it will dways be true.

But |et’ sbe clear about how safety net programswork. They don't offer unlimited support — they can't. Therewill belimits.
And those limits will change — depending on how wedlthy we are and how much we want to spend on other things.

Having recently done some work on demographic change and hedlth care costs— thisisthefirst plug for my C.D. Howe
Ingtitute Commentary Will the Baby-Boomers Bust the Health Budget? published earlier thisyear — | haveto point out
that the limits on Canadd s safety net will get tighter in the years ahead.

People age 65 and over use, on average, five-and-a-hdf times more publicly funded health services than people under 65.
And astime goes by, the number of people age 65 and up compared to the working-age popul ation — the people who pay
the biggest share of thetax bill —isgoing to rise. There are currently fewer than two seniorsfor every ten people of working
age. Therewill be closer to three for every ten in twenty years, and there will be more than four for every teniin forty years.

So even if use of hedth services by each person of a given age rose only at the same rate as productivity in the overal
economy (which has not been true in the past), and even if inflation in health costs was the same as inflation in the overdl
economy (which hasaso not been truein the past), government hedlth budgetswould il rise steadily relative to Canadian
Incomes.

If you reckon the increase in hedlth budgets relative to our incomes as an unfunded liability, as we do in penson plans, it
comes to more than $500 hillion. That's about the same size as the federd debt, or the unfunded ligbility of the Canada
PensonPlan. Andif health use outpaces overdl growth and heslth inflation outpaces overall inflation even by atiny fraction,
the liability is hundreds of billions higher.

Put that kind of fiscal pressure on two-tier gridlock, and | worry that in most provinces — and, depending on the federa
role, perhaps across the country — we will end up means-testing access to hedth care on amassve scale.

Lots of safety net programs are means tested. Provinces claw welfare back from people with savings, or when they get
work. Theguaranteedincome supplement isclawed back, and so arethe provincia supplementsfor low-income pensioners.

But even those clawbacks cause concern — in fact, they should cause more concern than they do. They cause concern
about punishing work and saving, and hitting people of modest incomeswith effectivetax ratesthat can be over 100 percent.
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Imagine what it would belikeif clawbacks of health benefitsaffected, not just welfarerecipientsor very low-income seniors,
and not just in some provinces, but masses of middle-income Canadians across the country. Reduce working and saving
further, and — while I’ m not in the business of prophesying disease, disaster and doom — the scenarios| just sketched and
the unfunded liabilities could be much worse,

Suppose that instead we were up-front about wanting safety net programs. Suppose that instead of idedlizing a one-tier
nationa program covering everything from check-ups to sex changes al up to the last dollar, we let each province choose
the package of core medica servicesit would guarantee to citizens unable to provide for themsalves.

We wouldn't expose oursalves to unmanagesble cost increases, and means-test the middle class into the underground
economy or out of existence. We would shape safety nets that would guarantee core services that no-one in need would
do withouit.

And we wouldn’t expose ourselves to the charge that reform would close hospital doors to the poor, and lead to disease,
disaster and doom. Putting sustainable safety nets a the core of areform package would promise exactly the opposite: that
there would aways be services available for those in need.

Mandatory Insurance

Now let’stak about insurance. Just as with income support programs and pensions, a second pillar belongs in any well
designed hedlth-care system.

Why have a mandatory insurance pillar? One obvious reason is ensuring that people who can provide for themselves and
thelr families will do so, and not strain the safety net and hurt their own prospects by fdling into the safety net when they
could have kept themselves out.

The premiums paid for employment insurance when people are working turn into payoutsthet, if they losetheir jobs, keep
them off welfare— which is good for the welfare programs, and good for them. The premiums people pay into the CPP
whenthey working turn into pensionsthat raise their incomes above the level where they would draw on the GISwhen they
retire,

And the fact that socia insurance programs come with their own premiums has other advantages.

Look at it from the point of view of the funder of health care. When a country faces a demographic squeeze, as Canada
does, itign't fair for today’ sworkersto push the bill for their pensons and hedlth carein old age onto tomorrow’ sworkers.
They should put something asde themsdlves.

Here' s plug number two for Will the Baby-Boomers Bust the Budget? — if governments are smart, they can discipline
themsalves to st aside part of today’ s surpluses, while the boomers are till working and saving, to pay for tomorrow’s
hedlth care once the boomersareretired. If governmentsfind that too hard to do by running ordinary budget surpluses, they
can set up pecia socid insurance accounts, like the CPP, and savein them. And if the insurance coverage is from private
companies, asit usudly isin Europe, the insurerswill pre-fund themsdves so that when tomorrow’ s hedth bills come due,
there will be money in thetill to pay them.

And look at it from the point of view of the receiver of hedlth care. Option one: pay taxesinto one big pot of aconsolidated
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revenue fund and receive a vague promise of hedth benefits that a future finance minister can take away. Option two: pay
premiums into a plan that specifies, in advance, what entitlement they buy and on what terms. Which is more secure?

Nothingisguaranteed in an uncertain world. But socid insurance createsan explicit contract that ispalitically costly to bresk.
Future health benefits in a second-pillar system might be attractive to Canadians who have learned to doubt the durability
of political promises.

Canadians are comfortable with the principle of a second-pillar. I’ ve dready pointed out that we have them in income
programs and pensions. Amazingly, we even accept them in hedth-related programs.

We have sckness benefits under EI — you pay apremium; you' re entitled to apayment. We have workers compensation
— you pay apremium; you're entitled to payments, and medica servicesWe have disability benefits in the CPP — you
pay a premium; you're entitled to a payment. There are hedth insurance premiums in two provinces, and premiums for
pharmacare in another.

| think we are ready to build on those foundations. In Quebec, the Clair Commission recently advocated pre-funding the
kinds of hedlth care an older population will need. Our medica associations have designed plansfor universd private hedlth
insurance. And severd people have proposed medica saving accounts — which would work as a second pillar in hedlth
carejust asindividua retirement accounts could work in pensions.

The chdlenge, again, is to show Canadians how insurance in strong second pillars can make their hedth systems more
sugtainable, and their benefits more secure,

Private Saving

What about thethird pillar: afriendly environment for individualsand familiesto save ontheir own? Here, there’ ssome good
news and some bad news.

The good news s that when it comes to saving, Canadians are most of the way there. We dready have pension plans and
RRSPs that help people set something aside.

We could do better. We could raise the limits on contributions. We could liberdize the rules for withdrawas so funds in
these planswould be easier to usefor health services. And we could provide better waysfor lower-income peopleto save,
as my colleague Finn Poschmann and Jon Kesselman who spoke to your earlier conferencein Vancouver have proposed.

But Canadians are dready believersin the virtues of saving. So the good newsisthat here too, there’ s a solid foundation
to build on.

The bad newsisn't on the saving sde. The bad newsisthat two-tier gridlock has convinced many Canadiansthat, however
much people save, and however much they would like to use their savings for hedth services, we have to make sure that
there is nothing they can buy.

And because so many Canadians believe that buying hedth services asindividuds leads inevitably to disease, disaster and
doom, we have waiting lists for diagnostic equipment that Stsidle because the budget to run it is exhausted, we have pets
getting treatments that human beings cannot, and we have doctors on the golf course, or in the United States, because they
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have maxed out their billings, while people who would pay for their services if they could sit, undiagnosed, and untreated.

The challenge here is to help Canadians see the absurdity of that idle equipment, those queue-jumping cats, and those
emigrating doctors. The chalengeisto help them see that two-tier gridlock, and predictions of disease, disaster and doom
get us no closer to asolution.

And when we put it like that, I’'m not sure the bad news isredly al that bad.

For one thing, the key obstacles to buying hedlth services aren’t federal. Sure you can read the Canada Hedlth Act to find
amandate for government insurance— but though | confessed I'm no pollster a the outset, | do know that when Canadians
are asked how much they vaue the various principles of the Canada Health Act, public administration comes last.

It isthe provincesthat actudly create and maintain the obstaclesto individua purchase of hedlth care. And it isthe provinces
that can— and should — remove them. As Canadians|earn more about the absurdity and human cost of two-tier gridiock,
| think provincid governmentswill liberdize their sysems.

A wisefedera government will encourage thosereforms. That ishow we can encourage saving — thethird pillar of asound
hedth sysem.

Summary

In closing, let me highlight again that the three gods of a good hedth system — a safety net, insurance, and saving —
complement each other. People will support individual saving and purchase more readily if they are confident that a well
crafted safety net will be there for those who need it. And people will support awell crafted safety net if they are confident
that those who could provide for themselves up to abasic leve of protection will do so. Asinincome policy and pensions,
the three gods and the three pillars in health work best together.

Do | know exactly what ought to be in afirg-pillar safety net? | do not. Hedlth is primarily aprovincia respongbility. | am
sure that each province will have its own priorities, and that those priorities will change over time.

Do | have a precise design for medisave insurance? | do not. There are many examples to draw on in designing second
pillars. Some provinces would opt for rich ones with drug, eyewear and dental benefits, but others would not. Most
provinces would probably opt for public monopoly plans, but some might want competing private ones.

Do | have detailed plansfor reinforcing the third pillar — liberdizing private saving for and purchasing of medical services?
| do not. Some of the necessary tax changes could be done federdly, others provincidly, and the task of loosening
restrictions on private transactions differs from one province to another.

But there’ sonething | do have. That’ s a conviction that we need to get past two-tier gridlock, and predictions of disease,
disaster and doom, and look as hard and thoughtfully as we can at the key gods of agood hedth system, and the reforms
that will achieve them.

So | congratulate you for organizing this conference. And | hopethat my outline of threekey pillars of asound hedth system
— asafety net for those who need it; insurance for those who can afford it; and private saving for those who wish it — will
help us move ahead.



