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m Public health expenditures are projected to rise from 31 per cent
in 2000 to 42 per cent by 2020 as a share of total provincial and
territorial government revenues.

u The proportion of Canadians over the age of 55 will rise from
22 per cent of the population to 32 per cent by the year 2020.

= Public health care costs will post an average annual growth
of 5.2 per cent over the 2000 to 2020 period. Of this growth,
1.7 percentage points can be attributed to demographics
(0.9 per cent due to the ageing population, and 0.8 per cent
due to population growth). Private health care costs will increase,
on average, by 5.0 per cent over the same period.

= Adjusting for inflation, public per capita spending on health care
is projected to increase by 58 per cent, while public per capita
spending on all other government services will increase by
17 per cent over the forecast period.
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EXECUTIVE SUMMARY

THE FUTURE COST OF HEALTH CARE IN CANADA, 2000 T0 2020
Balancing Affordability and Sustainability

Canada’s health care system is no stranger to headlines
or discussion. It stood bravely in the face of fiscal retrench-
ment in the 1990s, and now, in the new millennium, it
finds itself at the centre of an ongoing policy debate
regarding the complex and connected issues of its funding
and structure. In simplified form, the fundamental ques-
tions underlying this debate are: how much money is
required, for what specific structural purpose is it intended,
and what impact will it have on the health of Canadians?

This debate is all the more pertinent in light of the
fact that Canada’s population is ageing. This fact, probably
more than any other, has brought The Conference Board
of Canada into the discussion. Given that Canada’s popula-
tion will continue to grow and age over the next 20 years,
the Conference Board has identified two research ques-
tions. First, what impact will Canada’s ageing population
have on total public and private spending on health
over the next 20 years? Second, assuming that the
current architecture of the health system and fiscal regime
is held constant, what proportion of provincial and terri-
torial government revenues will be allocated to health
care over the next 20 years?

Clearly, questions around the relationship between
ageing and future health care expenditures are important,
particularly when one considers that in 2001 the propor-
tion of those over the age of 55 is 22 per cent, and this
will increase to 32 per cent by the year 2020—an increase
of 10 percentage points. Furthermore, while our society
continues to age, we need to have a clearer understanding
of the relationship between our ageing population and
public and private health care expenditures. For example,
total per capita expenditures for those currently aged 55
to 64 are expected to double over the next two decades.

To meet this demand and others that will be placed
upon the health care system, the Conference Board found
that, as a share of total provincial and territorial govern-
ment revenues, public health care expenditures in Canada
will increase from 31.1 per cent in 2000 to 42.0 per cent
in 2020.

To understand the context of the second research
question that the Conference Board has identified, it is
important to remember that, under the Constitution,
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responsibility for health care rests with the provinces
and territories. Thus, the study’s focus is to estimate
provincial and territorial government health care
expenditures relative to its future public revenue
stream. As a result, expenditures by municipal govern-
ments, workers’ compensation boards, and federal direct
government spending are excluded from the analysis.
However, federal cash transfers (e.g., the Canada Health
and Social Transfer) are included as a component of
provincial and territorial government revenues.

This study breaks new ground. While other studies
have undertaken projection analyses of future health
care expenditures, and/or in relation to overall economic
activity as measured by Gross Domestic Product (GDP),
the Conference Board has taken the additional step of
estimating how future economic growth translates into
a public revenue stream for all provinces and territories.

This is an essential feature of the analysis—and it is
one that no one else has explicitly addressed in the
Canadian context. Framed this way, the study considers
the future financial requirements for health care within
an expenditure and revenue function approach. In other
words, projected expenditures must be considered in rela-
tion to future public revenues.

In the aggregate, total provincial and territorial public
and private health expenditures as a percentage of GDP
are projected to increase from 8.7 per cent to 10.2 per
cent over the forecast period. If one were to look at
public health spending in relation to GDP only, one
would observe that, on a national basis, public health
spending as a share of GDP is expected to increase from
6.0 per cent in 2000 to 7.1 per cent in 2020. At the same
time, private health spending as a share of GDP would
increase from 2.7 per cent to 3.1 per cent.

On this basis alone, one could argue that future
increases in health care expenditures are manageable in
relation to overall economic growth. However, given the
manner in which our tax system is constructed, there is
no one-to-one relationship between nominal economic
growth and the public revenue dollars that accrue to
governments. This means that some of our tax structures,
such as excise and property taxes, are not as responsive
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to economic growth. In addition, an ageing population
will tend to consume less and save more, reducing the
government’s revenue from some indirect taxes, such as
retail sales taxes. As a result, the overall share of govern-
ment revenues relative to GDP is expected to decline over
the next 20 years. Furthermore, it is likely that there will
be continued international pressure on Canada to re-
examine its fiscal regime. Therefore, what may appear to
be manageable in the context of overall GDP is less man-
ageable when compared to the growth in public revenues.

This point is underscored given that provincial and ter-
ritorial public health care expenditures are expected to
increase by 5.2 per cent over the forecast period, and pub-
lic revenues are projected to increse by 3.6 per cent from
2000 to 2010, and 3.8 per cent from 2011 to 2020.

In addition, while health care is clearly a fundamental
service, other sectors in society also have a legitimate
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claim on the public purse. With health care expenditures
expected to rise over the next 20 years, governments will
have a difficult balancing act in terms of collecting public
revenues and then allocating them among competing
social programs and other important public initiatives.

If the status quo is not sustainable, then the study
serves to underscore the need for further research and
discussion when it comes to looking at the system'’s
structure, and how and at what level it should be financed.

Finally, it is also important to understand that the
impact of a growing and ageing population washing
onto the shores of the health care system will not
happen overnight. In fact, it would appear that we
have time to think carefully about the policy issues and
develop a course of action so that we can structure the
health care system to meet the objective of timely access
to quality care within an affordable financial structure.



Overall Approach

Underpinning this analysis is a series of assumptions
about the structure of the health care system. As a start-
ing point, the overall delivery structure of the health care
system—both public and private—is held constant, and
other than tracking changes in per capita spending pat-
terns, no changes in treatment protocols are incorporated
into the model.

The health expenditure analysis is based on the historical
record of changes in nominal and inflation-adjusted (i.e.,
real) public and private per capita health care spending for
each of 18 age-sex cohorts. From this point, total public and
private health expenditures are projected forward from the
most recent year to 2020 based on these real per capita
expenditures and the changing distribution of the popula-
tion.

For the purposes of the analysis, the data are presented
in both nominal (current) and real (constant) dollars.
Nominal public and private health expenditures give the
reader a sense of the actual dollar amounts that are pro-
jected over the next 20 years. Presented in real dollars
(with 1992 as the base year), an adjustment is made to
account for price inflation. As a result, changes in real
public and private health expenditures capture overall
movements in the level or volume of services
provided.

The report also includes econometric pro-
jection analyses that focus on how future
economic growth translates into public rev-
enues. The Conference Board of Canada’s
National Forecasting Model provides the long-
term economic outlook for Canada.

The outlook provides a forecast for GDP,
personal income and corporate profits, price
inflation and transfers from the federal gov-
ernment to provincial and territorial govern-
ments. Combined, these factors contribute to
the future public revenue stream for provincial and terri-
torial governments.

Limitations to the Analysis

The report recognizes that the world of health policy is
more likely grey than black and white. As a consequence,
there are limitations to this analysis. In particular, health
care systems are dynamic and evolve over time. As a
result, some will argue that we have overestimated future
health care expenditures and some will argue the reverse.

Health care
systems are
dynamic and
evolve over

time.

However, a number of important policy issues that have
been identified in this paper suggest that the projected
cost of health care in relation to public revenues could
well be a “floor,” rather than a ceiling:

® No adjustment to either the cost of salaries of health
care staff, or fees paid to physicians is beyond 2.2 per
cent a year. If this is too modest, especially in the
current period and over the next few years, then the
cost will be an underestimate. However, the level of
service provided will remain the same.

e There is no assumption about the expansion of public
funding for home care or pharmacare programs. In other
words, the “boundaries” of Medicare as we know it, in
relation to private health spending, are held constant.

e There is no adjustment to the range of services that were
either no longer covered or added under Medicare. This
would take us into the discussion around medically nec-
essary services and comprehensiveness. This discussion is
important, given the pressures to expand coverage that
will likely flow from the introduction of new technolo-
gies, such as the human genome project, diagnostics and
therapeutics, and/or new reproductive technologies.

e In the next decade, we can expect an increased ability

to “design” drugs for individuals. We do not

know, however, how expensive this will be.

We can expect that there will be public pres-

sure to have these modalities covered under

the current approach to health care. As we
look at the costs of drugs, which are growing
rapidly, we are reminded of the impact of
technology and what can be done on the
frontiers of science. Whether state-of-the-art
diagnoses and treatments will be included
immediately under Medicare will be debated.

We made no assumptions about these types

of changes.

e Net international migration (immigration and
returning Canadians less emigration) will increase to
294,000 by 2020. This is important, for if immigration
levels are weaker, they will have an impact on employ-
ment, income generation and tax revenues and will
therefore increase the proportion of government rev-
enues devoted to health care.

e Tax rates are held at current levels throughout the
analysis. The constraint on public spending will be
bound much more by what government revenues can be
in the future, within the current tax regime. That being
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said, governments are continually being pressured to

lower the tax burden on Canadians—on both individuals

and businesses.

e Governments continue to achieve a slight surplus over
most of the forecast period and will be reluctant to
return to the days of deficit financing.

¢ Finally, we assume no recession in the forecast. If there
is an unanticipated short-term decline in economic
activity and public revenues, this could have an effect
on resources that are allocated to the health care sys-
tem over the short-to-medium term.

Combined, these eight points reinforce the notion that
we have taken a cautious approach to the question of
forecasting health care expenditures and government rev-
enues. In sum, it would appear that while we have funda-
mentally left the structure of the health care system and
fiscal regime unchanged, quite large increases in public
health expenditures as a share of government revenues
will be needed.

That having been said, several factors that are not
addressed in this paper could lead to a more efficient,
affordable and cost-effective health care system.

e There are possibilities for further system efficiencies
to be achieved in the system. While a number of
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important pilot projects are underway, such as new
models of delivering primary health care and the intro-
duction of new health information technologies, we
incorporated no assumptions about the financial impact
of such structural changes.

While the projections are based on the recent historical
record in real per capita expenditures, we assume no
quantum changes in how health care is delivered or
how patients would either increase or decrease their
“consumption” of health care services.

Although it would appear that we are on the verge of
reaping benefits from new technologies, we make no
judgements about any net savings that would accrue to
the system by virtue of their introduction.

Finally, the analysis assumes that there are no
quantum positive or negative changes in economic
activity or the tax regime that could generate a
significant increase or decrease in public revenues,

or a reallocation of public revenues away from or to
health care.

This overall approach informs this paper, which is the

first of three that focus on the future financial sustain-
ability of the health care system.



Introduction

As we edge deeper into the new millennium, Canada
has a number of policy roads it may choose to follow
when it comes to the future of the health care system.

In contemplating which roads to take, our collective

values will play a crucial role in defining “The Canadian

Way.”! This is a particularly important point when one

considers that the future of Canada’s health care system

stands as the most important public policy challenge
identified by Canadians.?

While values are an essential ingredient in the discus-
sion, there is a larger strategic policy context that
Canadians will have to consider, as well. For each addi-
tional public dollar that we choose to allocate to health
care, there is one less dollar for education, social services,
debt reduction and other important public initiatives,
given the current fiscal regime. Although health care is
clearly a fundamental service, we must also remember that
other important sectors in society have a legitimate claim
on the public purse.

After a decade marked largely by fiscal retrenchment of
the health care system, it is now time to focus attention
on the complex and connected policy issues of funding
and structure. In its simplified form, the policy equation
seeks to answer the following questions: how much money
is required, for what specific structural purpose is it
intended, and what impact will it have on the health of
Canadians?

In many respects, The Conference Board of Canada has
entered this policy discussion in an effort to better under-
stand what kind of resources will be required given that
Canada’s population will continue to grow and age over
the next 20 years. In undertaking research into this sub-
ject, the Board asked two research questions:

e What impact will Canada’s ageing population have on
total provincial and territorial public and private
spending on health over the next 20 years?

e Assuming that the current architecture of the health
system and fiscal regime remains constant, what propor-
tion of provincial and territorial government revenues
will be allocated to health care over the next 20 years?

The former concerns an important issue—the relation-
ship between ageing and future health care expenditures.
This is a particularly critical subject when one considers
that, in a period of less than 20 years, the proportion of
those over the age of 55—currently 22 per cent—will
increase to 32 per cent by the year 2020. Furthermore,

while our society continues to age, we need to have a
clearer understanding of the relationship between our age-
ing population and public and private health care expen-
ditures. When one examines age-sex health care expendi-
ture patterns, one sees that for the 55-64 age group, total
per capita expenditures are approximately $3,239 for
males and $3,222 for females. These expenditures are
expected to double over the next two decades.

While the analysis is intended to provide a better
understanding of the possible trends in future public and
private health care expenditures, it also takes the unique
and important step of placing health care expenditure
growth within the context of available public revenues
that accrue to governments.

This is an essential feature of the analysis and it is one
that no one else has explicitly addressed in the Canadian
context. Framed this way, the study considers the future
health care resource requirements within an expenditure
and revenue function approach.

Thus, in considering future health care expenditures,
part of the study is a projection analysis. At the same
time, however, in calculating how economic growth trans-
lates into future public revenues, the model also captures
a number of behavioural relationships in an economic
context.

When undertaking econometric-based projection analy-
ses, the models are embedded with a series of assump-
tions. While the assumptions are explicit in the report,
they do not allow for changes in any of the specified rela-
tionships. As a result, this report (Phase 1) should be con-
sidered as a “baseline” case.

This is the first of a three-phase study that examines
the future financial sustainability of the health care sys-
tem. Phase 2 of the project is intended to examine public
and private health care expenditure growth over the next
20 years. However, it will focus on the impact by category
of expenditure (e.g., hospitals, physicians, prescription
drugs) rather than on the changing age-sex distribution
and health consumption patterns of the population.

Perhaps more importantly, Phase 3 will vary a number
of the assumptions contained in Phase 1 of the project.
In effect, by adopting sensitivity analysis, this stage will
consider several scenarios and their impact on health care
expenditures and their relationship to public revenues.

Combined, the three phases of this report will address
more than the issue of funding of the health care system.
They will also consider the funding implications, should a
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number of structural changes be introduced into the system.

This report is divided into five sections. Following the
introduction and policy context is a section that describes
the methodology used to determine the Canadian health
expenditure and economic forecast. Included in this section
are the data sources and a description of the model used to
forecast public and private health expenditures, in addition
to economic growth. Finally, the key assumptions used in
the analysis are discussed.

The results of the study are presented in the next
section. Initially, the discussion centres on the national
long-term economic outlook to 2020. This leads to a review
of the forecasted provincial and territorial government'’s
public accounts over the same period. The section also

presents the outlook for public and private health care
expenditures. A summary of the results and the study’s
conclusions are contained in the final section.

To complete the analysis, two appendices are attached.
The first summarizes the key assumptions that were
part of the economic forecast and health expenditure
projection. The second includes a series of data tables con-
taining the detailed results from the study. These tables
display data on key economic indicators, public finance,
demographics and public and private health expenditures.

It should be noted that this is not the first study that
has been undertaken by the Conference Board in this area.
It prepared a similar exercise for the provinces of British
Columbia and Ontario.*

1 The concept of “The Canadian Way” was articulated by The Conference Board of
Canada in its 1998 publication Performance and Potential. It reflects (1) our values
and how we choose to manage social policy in health, education and social services;
(2) the balance between individual and collective responsibility; and (3) the size and
role of government in business and society.

2 Stephen Vail, A Synthesis of Canadians’ Values and Attitudes on the Canadian Health
Care System (Ottawa: The Conference Board of Canada, 2001).

The Conference Board of Canada

3 Sensitivity analysis is a methodology that considers the financial impact of introduc-
ing different scenarios with certain assumptions altered.

4 Pedro Antunes, Mario Lefebvre and Jane Mclintyre, The Future Cost of Health Care in
British Columbia (Ottawa: The Conference Board of Canada, May 2000). Pedro
Antunes, Graeme Clinton, Mario Lefebvre and Peter Lok, The Future Cost of Health
Care in Ontario (Ottawa: The Conference Board of Canada, November 2000).



Section 1

Policy Context

As with other Western countries, Canada faces the diffi-
cult and ongoing policy challenge of ensuring the future
financial sustainability or integrity of its health care system.

While the term “sustainability” can refer to a number
of structural features within the health care system (such
as health human resources, technological endowment, and
physical infrastructure, to name a few), many of the prof-
fered solutions often depend on the requirement for addi-
tional funding.! In this regard, a number of health organi-
zations and governments are giving deeper strategic
thought to defining the parameters of financial sustain-
ability and how it can be achieved.?

When considering the magnitude of future financial
requirements for the health care system, the literature can
be separated into two broad categories. The first category
takes the approach of projecting future public health care
expenditures in isolation.3 The second builds on this
analysis by examining public health care expenditures
in relation to economic growth, measured by GDP.*

In a simplified form, the two approaches have been
undertaken in order to gain a better understanding of
the fundamental question of what level of public spending
will we, as a society, allocate to health care. In addition,
the latter approach seeks to define the relationship
between the growth of overall public expenditures and
future economic growth.

The approach developed by The Conference Board of
Canada builds on the recent literature by projecting future
health care expenditures in relation to public revenues
that accrue to provincial and territorial governments as

a product of economic growth. In this regard, given the
Conference Board’s econometric modelling capacity, the
analysis is more detailed in terms of taking an additional
step that translates economic growth into a public rev-
enue stream for governments.

This is an important distinction due to the very nature
of how public revenues respond to increases in economic
growth. Specifically, given the manner in which our tax
system is constructed, there is no one-to-one relationship
between economic growth and the public revenue dollars that
accrue to governments. Some of our taxes are not proportion-
ately responsive to economic growth, such as excise taxes and
property taxes. In addition, an ageing population will tend to
consume less and save more, reducing the government’s rev-
enue from certain indirect taxes, such as retail sales taxes.

As a consequence, where future increases in public health
care expenditures appear to be manageable in relation to
overall economic growth, they translate into a difficult bal-
ancing act in terms of collecting public revenues and then
allocating them among competing social programs.

In addition to projecting future public health expendi-
tures, the analysis extends to projecting future private
health expenditures. Combined, these two estimates pro-
vide a more complete picture with regard to future move-
ments in total health spending and how it breaks down
along public and private lines.

If the status quo is not sustainable, the study serves
to underscore the need for further research and discussion
when it comes to looking at the system'’s structure, and
how and at what level it should be financed.

1 The Websters Il New Riverside University Dictionary defines sustainable as “...
using a resource so that the resource is not depleted or permanently damaged ...

2 The Canadian Healthcare Association, CHA's Framework for a Sustainable Healthcare
System in Canada, November 1999. The Canadian Medical Association, /n Search of
Sustainability: Prospects for Canada’s Health Care System, August 2000. Provincial
and Territorial Ministers of Health. Understanding Canada's Health Care Costs—
Final Report, August 2000.

3 Organization for Economic Co-operation and Development, Ageing in OECD
Countries: A Critical Policy Challenge, (Paris: OECD, 1996). D. Baxter, A. Ramlo,
Healthy Choices: Demographic and Health Spending in Canada, 1980 to 2035
(Vancouver: Urban Futures Institute, 1998). Understanding Canada’s Health Care
Costs—Final Report. Provincial and Territorial Ministers of Health, August 2000.
Canadian Institute for Health Information, Provincial and Territorial Government
Health Expenditure by Age and Sex, National Health Expenditure Series, December
2000. Health Canada, Health Policy Research Bulletin, March 2001.

4 Department of Finance Canada, Federal/Provincial Study on the Cost of Government
and Expenditure Management, 1992. F.T. Denton and B.G. Spencer, “Demographic

Change and the Cost of Publicly Funded Health Care,” Canadian Journal on Aging,
vol. 16, no. 3. 1996. D. Roseveare, W. Leibfritz, D. Fore, E. Wurzel, Ageing
Populations, Pension Systems and Government Budgets: Simulations for 20 OECD
Countries, Economics Department Working Paper No. 168, (Paris: Organisation for
Economic Co-operation and Development, 1996). Canadian Institute of Actuaries,
Health Care Financing: Task Force on Health Care Financing, 1996. Auditor General
for Canada, Population Aging and Information for Parliament: Understanding the
Choices, Chapter 6 (Ottawa: The Government of Canada, 1998). D. Baxter, J.
Smerdon, Without Care? Demographics and Health Spending in British Columbia,
1999 to 2040 (Vancouver: Urban Futures Institute, 1999). Pedro Antunes, Mario
Lefebvre, Jane Mclntyre, The Future Cost of Health Care in British Columbia (Ottawa:
The Conference Board of Canada, May 2000). Pedro Antunes, Graeme Clinton, Mario
Lefebvre and Peter Lok, The Future Cost of Health Care in Ontario (Ottawa: The
Conference Board of Canada, October 2000). W.P.B. Robson, Wil the Baby Boomers
Bust the Health Budget? Demographic Change and Health Care Financing Reform
(Toronto: C.D. Howe Institute, February 2001).
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Section 2

Methodology

This section presents the methodology used in
determining current and future provincial, territorial
and private health care expenditures, and the fiscal out-
look between 2000 and 2020. The first section discusses
the various data that were used, along with the sources
of these data. Next, the health expenditure models are
presented as well as the critical assumptions used in
the analysis.

The Data
Data Sources
Data were obtained from four principal sources:

e Statistics Canada;

e The Canadian Institute for Health Information (CIHI);
e Health Care System Division, Health Canada; and

e The Conference Board of Canada.

The majority of the historical data used by the
Conference Board’s national forecasting model comes
from Statistics Canada. For this study, the Canadian
Institute for Health Information (CIHI) provided total
provincial and territorial public and private health care
expenditures, and the Health Care System Division of
Health Canada was the source of data for provincial and
territorial public and private health care expenditures
by age and gender cohort.?

Statistics Canada also provided historical data on
the provinces’ and territories” public accounts. This
was obtained from the Canadian System of Government
Financial Management Statistics (FMS) databank. Finally,
data from the Conference Board’s national long-term
forecast were used to provide the underlying economic
assumptions for Canada over the next 20 years.

Data Processing

Since an important objective of this study is to exam-
ine health expenditures by age and gender cohorts, a
number of transformations had to be performed on the
source data. The first task was to ensure that the age and
gender cohorts of the demographic data matched the age
and gender cohorts of the health expenditure data from
Health Canada. The next step was to allocate total public
and private health expenditures supplied by CIHI using

Health Canada’s data on the share of health expenditures
by age and gender cohort. This resulted in a new data
series representing the level of health expenditures by
age and gender cohort, which was then used to obtain
the per capita health expenditures for each age and gen-
der cohort, for both public and private expenditures that
were required for the analysis.

As a last step in the data-gathering process, provincial
and territorial public accounts data were converted to a
calendar year basis from a fiscal year basis. This was done
to make the fiscal data compatible with both the model
and data from other sources.

An important point in the analysis is the distinction
between nominal (or current dollar) expenditures and real
(or constant dollar) expenditures. Increased health care
expenditures can be, in part, attributed to general price
inflation. One purpose of this exercise is to identify
increases in consumption due to demographic changes and
real (net of inflation) increases in consumption (or the
volume of health services provided). Thus, health expendi-
tures on a per capita basis are modelled in real terms by
adjusting for inflation. This is done simply by dividing
current dollar expenditures by a price index, which in our
case is indexed to 1992=$1.00. As a result, real expendi-
tures are measured in 1992 dollars. Once the forecast
results are obtained, estimates of real expenditures are
converted back to current dollars (simply by multiplying
by the price index) for comparisons with current dollar
government revenues and GDP.

Finally, the historical data on health expenditures by
age and gender cohort are available only for the period from
1980 to 1999. Therefore, patterns of health expenditures by
age and gender were established over this 20-year period.2

The Models

Forecasting models were built to project public and
private health expenditures, provincial and territorial
government revenues and other government expenditures
over the next 20 years. These models use inputs from the
demographic projection and the Conference Board’s long-
term economic outlook. The health expenditures model
and the public accounts model are presented in Table 1.
The health expenditures model allows us to forecast public
and private health expenditures for 18 age and gender
cohorts. The public accounts model allows a forecast of
the overall provincial and territorial fiscal situation.
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A detailed summary of the assumptions underlying the
models is contained in Appendix A.

Table 1
The Forecasting Tools

Demographic Projections

e |nternational migration
e Mortality rates
e Fertility rates

e Population projections by age and
gender cohorts

Long-Term Economic Outlook

e The economy reaches its potential e Components of aggregate demand
in the medium term and remains (GDP)
in line with potential output growth. e Price inflation
e Federal transfers

Public Accounts Model

Tax rates remain unchanged. e (Government revenue

Having reached a surplus by 2000, e Government expenditures,

aslight surplus will be maintained excluding health

over most of the forecast period. e Government surplus/deficit
e Stock of government debt

Health Expenditures Model

Historical trends in the growth of e Health price index

real (inflation adjusted) publicand e Per capita health expenditures
private per capita health (public and private)
expenditures will continue. e Total health expenditures (public
These trends capture both changes and private)

in the level of access and increases

in real consumption due to

technology.

Source: The Conference Board of Canada.

Demographic Projections Model

The Conference Board obtained projections of popula-
tion by age and gender cohort from Statistics Canada. In
order for Statistics Canada to develop these projections,
however, assumptions regarding a number of key demo-
graphic parameters were required. These parameters
include:
¢ International migration. By 2020, net international

migration (as mentioned in the Overall Approach sec-

tion, this means immigration and returning Canadians
less emigration) will help fuel the slow but steady rise
in Canadian population growth. Total immigration lev-
els are expected to rise from current levels to the top
of the government’s target range, which is between

200,000 and 225,000 immigrants per year by 2008.

After this point, the ageing population will start to
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give way to labour shortages, making it necessary to
increase immigration levels. The age and sex structure
for the immigrant population is in line with historical
averages. International migration is forecast to rise to
294,000 by 2020.

Birth rate. The Natural Rate of Increase—or the num-
ber of births minus the number of deaths—is forecast
to decline steadily over the long term. This is due, in
part, to a gradual decline in the birth rate, which is
projected to fall to 10 per 1,000 by the end of the fore-
cast, down from 12 per 1,000 in 1997. The birth rate is
largely influenced by two major factors: the number of
women of child-bearing age and fertility rates.

Baby boomers—those born between 1947 and 1966—
represent approximately one-third of the total Canadian
population. They will greatly influence the direction
that our population structure takes over the forecast
period. As the boomers get older, a larger proportion of
the population will be concentrated in the older age
cohorts. The last of the baby boomers are now moving
out of their child-bearing years. As a result, the num-
ber of women of child-bearing age will remain low
throughout the medium term. Annual births have been
declining since the end of the “baby-boom echo” in
1990 and are forecast to continue declining until 2005.
After that point, however, the number of births will
increase slowly as the “echo boomers”—the children
of the baby boomers—reach their child-bearing years.

In the past, the fertility rate, defined as the average
number of births that a woman will have over her life-
time, has been influenced by a host of different factors,
including health, birth control, changing income levels,
and education. The Conference Board predicts that
income growth will be stable over the forecast period,
and will therefore have little effect on fertility levels.
In addition, the forecast assumes that labour force and
post-secondary education levels are peaking for young
women, who will be of child-bearing age in the coming
years. This should help prevent further declines in the
fertility rate over the forecast period.

Thus, we are assuming that the fertility rate will remain
constant to the year 2020, at 1.55 children per woman.
Note that this is well below the long-term replacement
rate of 2.1, which represents the rate that is needed,
excluding immigration, to keep the population stable.
Death rate. The other half of the natural rate equa-
tion—the death rate—is expected to rise in Canada
over the next 20 years. The number of deaths is largely
linked to three important factors: the economic well-
being of Canadians, access to health care and the age
structure of the population. The first two factors have
greatly improved over time. Before the 1930s, life
expectancy was approximately 60 years for both males



and females. Advances in medicine, combined with bet-
ter nutrition and public health, have contributed to a
significant increase in life expectancy. Latest estimates
suggest that the average Canadian male is now expect-
ed to live 75.7 years, while the average Canadian
female is expected to live 81.5 years. Mortality rates
are expected to remain at historical levels throughout
the forecast period.

Still, the ageing of Canada’s population will lead to a
steady rise in the number of deaths. It is expected that
the death rate will reach 8.7 deaths per 1,000 population
by 2020, up from its 2000 level of 7.3 deaths per 1,000.

The output from the population projection model is
a forecast of population for Canada and the provinces
and territories by age and gender cohort to the year
2020. This forecast is key to the long-term economic
outlook for the provinces and territories as well as to
the estimates of provincial and territorial health expen-
ditures for the next 20 years. The overall population
of Canada is expected to rise, albeit slowly, over the
long term. Population growth will slow from an annual
growth rate of 0.84 per cent in 2000 to 0.78 per cent
by 2020. With this information, we can calculate that
our population is expected to reach 35.7 million in
2020, an increase of 5 million persons over the next
20 years.

Long-Term Economic Outlook

The Conference Board’s National Forecasting Model pro-
vides the long-term economic outlook for Canada. There
are a number of important inputs into this model, includ-
ing the population forecast provided by Statistics Canada.
The outlook provides us with a forecast of the components
of aggregate demand (GDP), personal income and corpo-
rate profits, price inflation and transfers from the federal
government to provincial and territorial governments.

In the early 1990s, the Canadian economy languished
as a recession took hold. Overall real economic growth
averaged only 1.5 per cent annually, more than one per-
centage point lower than in the previous decade. The gap
between what the economy was actually producing and
its potential output, often referred to as the “output
gap,” peaked in 1992 at 5.6 per cent.? By 1996, this gap
had narrowed to 4 per cent and the economy was starting
to turn around. Real growth then averaged 3.6 per cent
from 1997 to 1999, boosted by strong consumer demand
and an improving fiscal situation. As a result, by 1999,
the gap between potential and actual output had nar-
rowed to 1.8 per cent (see Chart 1). The latest estimates
from both The Conference Board of Canada and the Bank
of Canada in its Monetary Policy Report suggest that this
gap was fully closed by the end of 2000.4

Chart 1
Actual Output vs. Potential Output
($ 1992)
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Sources: Statistics Canada; The Conference Board of Canada.

Recent estimates of potential output have been revised
upwards because of information technology investment
so that real GDP could expand at a strong pace over the
next few years without putting upward pressure on infla-
tion.> These revisions have come about due to technologi-
cal advances and the rapid growth in capital stock. After
2007, a general slowing in the rate of technological
advance (as the high-tech sector matures and the pace
of investment decelerates accordingly) combined with
an easing of labour force growth will lead to average
annual GDP growth of 2.5 per cent.

This pattern of growth will leave real GDP at its poten-
tial throughout the forecast period (see Section 3 for
a more detailed description of potential output). Once
the economy reaches its potential output, there are no
business cycles—a common assumption for long-term
economic forecasts.®

The Public Accounts Model

The public accounts model is used to project the com-
bined fiscal situation of all of the provinces and territories
over the next 20 years. A key assumption is that tax rates
remain at current levels and reflect those incorporated in
recent provincial and territorial budgets.

Government revenues have been estimated as a function
of key determinants available from the Conference Board’s
long-term economic forecast. For instance, direct taxes are
a function of personal income growth and corporate prof-
its. Indirect taxes are based on consumer spending, while
other revenues are a function of overall economic activity.
The final component of government revenues, transfers
from the federal government, had to be forecasted as well.
Since 1996, federal cash transfers to health care, post-sec-
ondary education and social services have been allocated
through the Canada Health and Social Transfer (CHST).”
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In general, most medium-term forecasts for provincial
and territorial government expenditures on goods and
services are based on budget documents. However, in this
study, a model was developed in order to determine a
detailed long-term profile of health care expenditures (see
The Health Expenditures Model section for a more detailed
description). Meanwhile, the fiscal model also determines
debt servicing charges and total taxpayer-supported debt
because these costs have an impact on the available
monies that could be allocated to health care.

In order to obtain a clear picture of public accounts,
we need to provide an assumption on the level of the
remaining expenditures that exclude health and debt
servicing charges. In keeping with the assumption that
the provincial and territorial governments’ budgets are
left with a slight surplus in almost every year from 2001
onwards,® other expenditures (which include spending
categories such as social services, education, transporta-
tion and economic development) are adjusted accordingly.

The key outputs provided by the public accounts model
include:

e provincial and territorial government revenue by
source;

® interest payments on the public debt;

e government balance; and

e stock of overall government debt.

The Health Expenditures Model

By using historical movements in provincial and territo-
rial public health care expenditures by age and gender
cohort, projections of per capita health expenditures have
been obtained over the forecast period. Total provincial
and territorial health expenditures are obtained by multi-
plying the population projections in each year.

All of the per capita public health care spending equa-
tions were estimated in real terms (inflation adjusted) as
a function of federal cash transfers apportioned to health
and a time trend variable to capture increases in per capita
spending over and above inflation.? The estimated trends
capture both the change in the overall volume of health
care services and the introduction of new technologies that
lead to the provision of additional services. In principle,
advances in technology should help to lower real per capita
expenditures (e.g., a new drug treatment that reduces the
requirement for surgery). However, in medicine, the devel-
opment of new treatments for a previously untreatable con-
dition can lead to increases in health expenditures. This is
particularly true if the technology is expensive to develop
and acquire.

The statistical results reveal some interesting conclusions:
e Real per capita health care expenditures by age and

gender cohort have been rising.
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¢ The trend growth!? may be different between gender
cohorts of the same age.

e The trend growth is much stronger among older cohorts
(55-74).

e For the over-75 age cohorts, the trend growth falls.

For private health spending, a similar methodology
was used. Per capita private health care spending equa-
tions were estimated in real terms as a function of a time
trend variable to capture increases in spending over and
above inflation. Again, the estimated trends capture
anticipated changes in the volume of private health care
services provided and increases in real consumption of
health care. Once per capita private health care spending
data are generated for the forecast period, these estimates
are multiplied by population projections, resulting in esti-
mates of overall private health spending.

An important component of the health expenditure model
is a price index for health care spending. This index was esti-
mated in consultation with Statistics Canada since a price
index for public health expenditures does not currently exist.
Public health care expenditures are composed primarily of
wages and salary costs.!! For this reason, a price index was
created using data regarding health and social services spend-
ing on salaries, as well as employment in the health and
social services fields. The price index represents the average
salary in the health and social services industry.

Chart 2

Consumer Price Index versus Health Care Price Index,
Canada

(1992=1.0)
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Sources: Statistics Canada; The Conference Board of Canada.

History reveals that the health care price index (HPI)
moves in line with the overall consumer price index (CPI).
Therefore, in this analysis the HPI forecast is tied to the
long-term forecast of Canada’s CPI as estimated by the
Conference Board in its long-term national forecast.1?
This analysis also assumes that the price deflators




are equal for both public and private expenditures.
Estimates of private health care inflation are available
from Statistics Canada as a component of the overall
CPI. Historically, private health care inflation has not
been significantly different than the constructed HPI.
This means that over the forecast period, the
public-private distribution of health care expenditures

is not held explicitly constant. Rather, both sectors expe-
rienced similar rates of growth based on historical move-
ments of the CPI, HPI and private health care inflation.

Details on the statistical history and outlook for the
provincial and territorial public accounts and health
expenditures are found in Appendix B.

1 Since the objective of this study is to estimate the impact of provincial and territorial
governments’ health care costs relative to provincial and territorial governments’ rev-
enue collection, public spending refers to that of provincial and territorial govern-
ments only. Therefore, federal government direct spending and spending by munici-
pal governments are excluded from the total public health care spending numbers.

2 Others have challenged the notion that health care expenditures must necessarily
increase over time for an ageing population. See Fries, “Aging and Natural Death,
and the Compression of Morbidity,” New England Journal of Medicine, vol. 303, no.
3(1980), pp. 130-35. R.G. Evans et al, Apocalypse No: Population Aging and
the Future of the Health Care System (Vancouver: University of British Columbia
Centre for Health Services and Policy Research, March 2001). N.G. Levinsky et al,
“Influence of Age on Medicare Expenditures and Medical Care in the Last Year of
Life,” Journal of the American Medical Association, vol. 26, no. 11 (September
2001).

3 In the first half of the 1990s, growth in potential output averaged 2.3 per cent
annually due to the slower pace of labour force growth and lower overall capital
formation. Potential output growth in the second half of the decade averaged
2.7 per cent per year as both factors recovered.

4 The Bank of Canada, Monetary Policy Report (Ottawa: The Bank of Canada,
November 2000).

5 Pedro Antunes, Mario Lefebvre, Jane Mcintyre and Pascal Cormier, /T and the New
Economy: The Impact of Information Technology on Productivity and Growth (Ottawa:
The Conference Board of Canada, November 2000).

6 It should be noted, however, that over the long term, the introduction of one or more
recessions into the forecasting scenario would not significantly alter the average
growth in output over the entire forecast period. This is due to an acceleration of eco-
nomic growth following a recession, which offsets the period of slower growth.
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7 Glenn G. Brimacombe, The First Ministers’ Accord on Health Care—Can the
Discussion Move to Structure from Money? (Ottawa: The Conference Board of
Canada, May 2001).

8 In the aggregate, the surplus for the provinces and territories amounts to no more
than 2.3 per cent of government revenues throughout the forecast period.

9 As of April 1, 1996, federal cash transfers for health, education and social services
were amalgamated under the Canada Health and Social Transfer (CHST), thereby
making it difficult, if not impossible, to isolate cash transfers to health. Nonetheless,
a historical series was constructed tying health transfers (pre-1996) to the CHST.
This series also includes federal tax points that were transferred to the provinces. The
level of the constructed federal health transfers data is not as important as its
changes over time, allowing the constructed series to reflect policy decisions by the
federal government. This is an important explanatory variable since government
reductions (or strong cash transfers) will affect the supply of health care services in a
way that is not necessarily related to public demand for health services. Thus, it is
assumed that adding federal government transfers into the estimations will help to
determine more accurately historical patterns in the demand for health care by age
and gender cohort.

10 Trend growth represents the average historical rate of change of a variable.

11 According to the 1998/99 Annual Hospital Survey conducted by the Canadian
Institute for Health Information, 70 per cent of health care costs are allocated for
wages and salaries.

12 The HPI and CPI are co-integrated, thus, an error correction model was used to tie
the HPI to the CPI.
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Section 3

Results

In order to understand the long-term outlook for
health care expenditures, we first look at some of the
inputs that have gone into the models. Included in this
section is a description of the long-term economic outlook
for Canada, followed by a discussion of the forecast for the
overall fiscal position of the provinces and territories. The
section is then rounded out with the presentation of the
results from the model simulations of public and private
health expenditures by age and gender.

Long-Term Economic Outlook
Overview

Real growth in the Canadian economy, at least until
2002, should remain relatively strong at 3.5 per cent
annually.! This follows a period of even stronger growth,
which averaged 4.2 per cent per year between 1997 and
2000, and served to close the output gap (as discussed in
the previous section). This economic strength was spurred
on by a significant increase in the penetration of digital
technology that is unprecedented and has fundamentally
altered the structure of our economy.

Take, for example, imports of office equipment. In 1994,
these imports stood at $12 billion in real terms. By 2000,
they had grown to almost $66 billion, becoming the largest
component of imports. Machinery and equipment invest-
ment has also been significant: real private expenditures
increased to $91 billion, up from $40 billion in 1994.

This change in the structure of the Canadian economy
has implications for growth over the next 20 years. It
allows for stronger potential output growth, stronger
growth in labour productivity and downward pressure on
the cost structure. However, there is a point at which cur-
rent growth rates of machinery and equipment begin to
generate absurd results. The forecast assumes that physical
limits will impose a maturing of computer technology by
2008, and similarly a maturing of applications by 2014. In
other words, there will come a point at which growth rates
will level off. Growth in many other important categories
of aggregate demand, such as consumption and invest-
ment, will return to trend levels over this period, as well.

This ageing population will contribute to slower labour
force growth and lower rates of consumer spending. The
slower labour force growth will keep real GDP growth in
check over the latter part of the long-term forecast. This
downward pressure will become most severe after 2005 as
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baby boomers pass the age of 55. Consumer spending
growth is expected to average 2.0 per cent annually from
2006 onwards, nearly a full percentage point lower than
over the medium term. This is largely due to the fact that
with a higher percentage of the population in older age
cohorts, there will be less demand for new housing, and,
in turn, less demand for purchases such as furniture and
other durable consumer goods.

Chart 3
Real Growth in Gross Domestic Product
(average compound annual growth, percentage)
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Sources: Statistics Canada; The Conference Board of Canada.

Overall, real GDP growth will therefore slow over the
long term, falling from an average 3.2 per cent annually
over the 2005-09 period to 2.5 per cent for the remainder
of the forecast (see Chart 3).

Demographic Projection

From the assumptions set out in Section 2, three
important trends emerged with respect to demographic
patterns in Canada over the long term:
¢ The population is ageing.

e There is a slowing of the natural rate of population
increase.
e There is an offsetting increase in international migration.

The final result of these trends is that Canada’s popula-
tion is expected to increase slowly over the long term,
from an annual growth rate of 0.84 per cent in 2000 to
0.78 per cent by 2020. And, as mentioned, the result will
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be that 5 million people will be added to our population
over the next 20 years.

The Canadian population outlook results from the
expected changes in the birth and death rates, as well
as net migration flows. The natural level of population
increase, defined as the excess number of births over
deaths, is expected to fall sharply during the forecast
period as the population ages. In 2020, this level is
expected to be 52,000, which is less than one half of
its current level (114,000 in the year 2000).

As mentioned earlier in the report, this change will occur
for two reasons. Not only is the birth rate forecast to decline
over the coming years, but also the death rate is likely to
climb steadily due to the high number of baby boomers
moving into the older age cohorts. In fact, by 2020, close
to 25 per cent of our population will be in the 55-74 year
age group (compared with 16 per cent in 2000). This will
contribute to a substantial increase in the number of deaths.

The fall in the birth rate then only compounds the
effects of this rising death rate. The birth rate is forecast
to decline slowly for two reasons. First, the ageing popula-
tion will exert downward pressure on the birth rate.
Women who are currently in their child-bearing years will
be past their peak fertility zone by the end of the forecast
period. Since this group includes baby boomers, the group
of child-bearing women that follows will be much smaller.
Second, the fertility rate will remain steady at 1.55. These
two factors will lower the number of births throughout the
forecast period.

Net international migration will significantly contribute
to population growth over the long term. By 2008, total
immigration is expected to rise from its current level of
approximately 200,000 per year to 225,000 per year.
Increased labour shortages in the latter part of the fore-
cast period, due to the ageing population, will make it
necessary for Canada to increase immigration levels fur-
ther. It is expected, therefore, that international migra-
tion will reach 294,000 people per year by 2020.

Labour Force

The ageing of the population will cause a slowdown in
labour force growth for Canada over the forecast period.
In the 1960s, the massive number of baby boomers enter-
ing the job market caused an explosion in labour force
growth. However, this group’s lower fertility rates are
now contributing to the upcoming slowdown.

Participation rates? have been increasing as more
women have been entering the workforce. But this
trend is expected to slow over the coming years as
female participation rates catch up to male participation
rates. In addition, there will be a greater share of people
in the higher age cohorts, which typically have lower
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participation rates. These two factors combined will lead
to a levelling off of the participation rate by the middle of
this decade.

Chart 4
The Ageing of Canada’s Population
(share of total population by age and gender cohort)
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Thereafter, the ageing population alone could dominate
the growth pattern of the overall participation rate, caus-
ing a decrease to 0.637 by 2020. However, it is assumed
that labour shortages, also brought about by the ageing
population, will push up real wages by 2007, thus keeping
the participation rate steady at 0.655. This would lead to
a stable unemployment rate over most of the long term,
close to its natural rate of 5 per cent.? However, it will
not be enough to keep labour force growth steady for the
forecast period. It is assumed that labour force growth
will slow from 1.8 per cent per year in the current period
to just 0.5 per cent annually by 2020.

Potential Output

Potential output represents the highest level of output
that an economy can attain without surpassing capacity




limits and placing upward pressure on inflation. As such,
it represents the measure of economic activity that can

be sustained over a long period of time if all of the factors
of production are fully and efficiently employed. We must
remember, however, that potential output is a concept,
and thus, it cannot be directly observed.

We therefore have to estimate potential output. To do
so, we must assume that what an economy can produce
is determined by the available labour force and the output
that each worker can generate for a given capital stock.
Therefore, potential output is estimated by the growth
rate of the labour force and the capital stock, as well as
the growth in productivity. The difference between real
GDP and the potential output of an economy is often
referred to as the "output gap.” The recession of the early
1990s resulted in a substantial output gap for Canada.*
Fortunately, real growth has exceeded potential since
1992, and the gap was fully closed by the end of 2000.
Future growth is now assumed to be limited to potential
growth, so that inflationary pressures are not ignited.
This means that the long-term growth forecast for Canada
is now essentially set by the potential output growth.

The current decade is expected to see a rise in poten-
tial output growth, as the pace of high-tech investment
growth continues to drive up capital stock. As mentioned
earlier, this sector should reach maturity by 2008, with a
resulting slowdown in the pace of capital stock investment
thereafter. This factor, combined with a decline in annual
labour force growth, will cause potential output growth
to slow over the long term, as well. The pace of potential
output growth should fall after 2005, to average just
2.5 per cent in the period from 2015 to 2020.

Fiscal Outlook
Overview

The fiscal situation in Canada today is vastly improved
from that of a decade ago. Following the 1990-91 reces-
sion, total public debt reached 100 per cent of nominal
GDP. This prompted all levels of government to respond
with unprecedented spending reductions. As a result, by
1999 overall public spending as a share of nominal GDP
had declined by more than 10 per cent from its peak of
52.4 per cent in 1992. These cuts, combined with renewed
economic growth over the past few years, have resulted in
a surplus situation, giving most governments some flexi-
bility to increase spending and/or cut taxes, and/or pay
down debt.

It is expected that the provinces and territories will
remain in a slight surplus situation throughout the forecast
period. Given this fact, debt as a share of current dollar GDP
will continue to shrink. In 2000, provincial and territorial
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debt represented 24.6 per cent of GDP. By 2020, this debt-to-
GDP ratio will decline to 8.9 per cent. With an increasing
population, provincial debt will also decline on a per capita
basis, falling from $8,284 in 2000 to $5,972 in 2020.

Public Revenues

Provincial and territorial government revenues are com-
posed mainly of direct and indirect taxes and transfer
payments from the federal government. The taxes collect-
ed include personal and corporate income taxes, and indi-
rect taxes such as provincial sales taxes. It is assumed for
the purpose of this study that only those tax changes
that have already been announced in budget documents
will be included in the outlook.

The federal government provides cash transfers to the
provinces and territories for several reasons, one being to
assist them in financing health care services. Funds are
provided through the CHST, which supports provincial pro-
grams in the areas of health, post-secondary education and
social services. In September 2000, the federal government
and the provinces and territories reached an agreement that
would see cash transfers for health care rise sharply over
the next couple of years. In specific terms, the CHST will
provide to all provinces a total of $18.3 billion in 2001-02,
$19.1 billion in the following year and then reach $21.0 bil-
lion by 2005-06. These amounts have been incorporated
into this study’s forecast and are reflected in the provincial
and territorial revenue estimates (see footnote 9, p.11).

The revenue growth expected from the increase in
transfers over the next couple of years is being partially
offset by lower tax revenues due to recently announced
tax cuts in some provinces. Thus, over the next 10 years,
average annual growth in total provincial and territorial
government revenues will be marginally weaker than
over the last decade of the forecast horizon. In current
dollars, growth in total revenues will average 3.6 per cent
annually between 2000 and 2010, before reaching 3.8 per
cent annually between 2011 and 2020.

Public Expenditures

For the purposes of this forecasting exercise, provincial
and territorial government expenditures have been divided
into three categories:

e debt servicing charges;
e expenditures on other goods and services; and
e expenditures on health care.

Debt Servicing Charges

As mentioned previously, it is assumed that the provin-
cial and territorial governments, already in an overall
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Chart 5

Provincial/Territorial Debt: Per Capita and as a Share of Gross Domestic Product
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surplus situation, will maintain a slight surplus over most
of the forecast period. This means that the stock of debt
remains relatively flat in nominal terms over the forecast
period. With interest rates held flat as well, debt charges,
in current dollars, will also remain stable over the long
term, thus debt charges as a share of total public expendi-
tures are expected to fall from 14.7 per cent in 1999 to
6.2 per cent in 2020.

Expenditures on Other Goods and Services

Government expenditures on other goods and services
include all monies spent by provincial and territorial gov-
ernments that are not directed towards health care or
servicing the public debt. This means that all provincial
and territorial government expenditures on education,
social services, transportation, corrections and administra-
tion are included in this expenditure category.

Expenditures on all other goods and services have been
adjusted over the forecast period under the assumption of
the provincial and territorial governments’ slight surplus
over most of the 20-year period. Thus, if health expendi-
tures increase over the forecast period, expenditures on
other goods and services are adjusted by the amount nec-
essary to maintain this surplus.

Owing to their solid financial footing at the start of
the forecast, it is expected that provincial and territorial
governments will continue to have the flexibility to increase
real per capita expenditures on all other goods and services,
despite the increased allocation to health care.

In the aggregate, total current public expenditures on
other goods and services are projected to increase from
$101.7 billion in 2000 to $207.6 billion by 2020, with an
average growth rate of 3.6 per cent over the forecast period.

The Conference Board of Canada

In current dollar terms, expenditures on other goods
and services are expected to rise from $3,307 per person
in 2000 to $5,081 per person by 2020—an increase of
53.6 per cent. On a real per capita basis, expenditures
on other goods and services are projected to increase to
$3,497 per person in 2020, up from $2,981 per person in
2000—an increase of 17.3 per cent. Despite this increase,
spending on other goods and services remains below pre
1990-91 recession levels in real per capita terms, suggest-
ing that there have been restrictions on the level of pub-
lic spending available for other goods and services.

Expenditures on Health Care

Expenditures on health care are determined by the
health expenditures model and are described in Section 2.
Keeping in mind that the report focuses on provincial
and territorial health expenditures and revenue growth
over the forecast period, expenditures by municipal gov-
ernments and Workers” Compensation Boards, as well as
federal government direct spending, have been excluded
from the analysis. As of 2000, these categories of spend-
ing accounted for 8.3 per cent of total public spending
and 4.9 per cent of total health spending in Canada.’

Health Expenditures Outlook

Our results show that the ageing population and
the rising costs associated with it combine to increase total
provincial and territorial nominal public and private health
spending from $89.5 billion in 2000 to $243.8 billion in
2020. Of the total, 70 per cent ($170.1 billion) comes from
the public sector and the remaining 30 per cent ($73.7 bil-
lion) from the private sector. Of note, the distribution
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between the public and private sectors is expected to remain
stable over the 20-year period. This reflects the similar rates
of growth that each sector is expected to experience over
the next two decades, rather than assuming that the current
public-private distribution will remain constant.

Adjusted for inflation, total health spending is project-
ed to increase from $80.7 billion in 2000 to $147.0 billion
in 2020. Real provincial and territorial government health
care expenditures are expected to increase from $55.9 bil-
lion in 2000 to $102.5 billion in 2020. This will lead to
close to an approximate doubling (83 per cent) of real
health care costs over the next 20 years.

This number becomes more important when one con-
siders that, over the same time period, real growth in
public expenditures on other goods and services will
rise by 36.5 per cent. That is, allocations to health care
outpace other expenditures by more than a 2:1 ratio.
Similarly, over the same time frame, real private health
spending is anticipated to increase from $24.8 billion
to $44.5 billion—an increase of 79 per cent.

Likewise, we see that on a per capita basis, total public
and private health care costs will rise as well. This is due,
in part, to the fact that as peo-

that will contribute to the rise in overall provincial and

territorial health care expenditures:

e the significant rise in the number of seniors; and

e more than 50 per cent of a person’s lifetime health care
expenditures occur after the age of 65.

These factors reflect the growth in provincial and terri-
torial real per capita health expenditures, which averaged
1.5 per cent annually between 1982 and 2000. This com-
pares to an expected average annual growth of 2.3 per
cent over the period 2001 to 2020.

The data also reveal an interesting trend when public
per capita health care costs for men and women are com-
pared. Specifically, women account for a greater portion
of health care expenditures than men in five of the nine
age cohorts in 1999, and six of the nine in 2020 (see
Table 2). Women's health costs tend to be greater than
men'’s during two general periods: their child-bearing
years and later in life. The greatest differences in costs
tend to exist in the child-bearing period, but they are
nonetheless significant after age 85 as well. Therefore,
the fact that women tend to live longer than men will

ple age, their health care con- Table 2
sumption patterns become more | Total Nominal (Real) Public Per Capita Health Expenditures, by Age and Sex
expensive.

In 2000, total nominal per 1999 2020
capita health expenditures stood Age Cohort Male Female Male Female
at $2,913—it is expected that All Ages 1,635 2,147 4,126 5,364
this figure will grow to $6,812 (1,543) (2,026) (2,487) (3233)
by 2020. Over the same period 0-14 912 779 1,579 1,392
of time, public per capita spend- (861) (735) (952) (839)
ing will increase from $2,017 to 15-24 793 1,235 1,779 2,675
$4,750, and private per capita (748) (1,166) (1,072) (1,612)
spending from $896 to $2,062. 25-34 784 1,611 1,429 2853

Adjusting for inflation, total (740) (1,521) (862) (1,720)
per capita spending will increase | 35-44 824 1164 1,473 1,963
from $2,625 in 2000 to $4,107 (778) (1,098) (888) (1,183)
in 2020. Real pUth per capita 45-54 1173 1,388 2,169 2,876
health care expenditures will (1,107) (1,310) (1,308) (1,734)
rise from $1,818 in 2000 to 55-64 2148 2136 3,932 4,354
$2,864 in 2020, an increase of (2,028) (2’01 7) (2’370) (2,625)
approximately $1,000 person, 65-74 4,881 4578 10,652 9,801
or F.>7.5 per cer'lt. For the sa.me (4,607) (4321) (6.421) (5,.908)
period, real private per capita 75-84 8,514 8,087 18,754 18,444
health spending will increase by (8,036) (7.633) (11.305) (11.118)
54 per cent, from $807 to $1,243.

85+ 15,238 16,157 28,655 34,352
Trends in Public Per Capita s (Lest) (7.213) (2
Health Care Expenditures Note: Real expenditures are in 1992 dollars. Total public health expenditures exclude direct federal, munici-
pal and Workers’ Compensation Board spending.

The Conference Board POintS Sources: The Conference Board of Canada; Health Canada; Canadian Institute for Health Information.

to at least two critical factors
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likely contribute to increasing provincial and territorial
health expenditures.

Furthermore, it is important to observe that for age
cohorts from 45 to 54 onwards, nominal and real public
health care expenditures for both men and women nearly
double in each passing decade.

Not unexpectedly, the most important group to focus
on is the baby boomers, as they constitute a large share
of the overall population. Over the next 20 years, ageing
baby boomers will boost the share of older age cohorts in
the total population. By the end of the forecast period,
baby boomers will fall between the ages of 55 and 74.
Individuals over the age of 65 will make up 18.1 per cent
of the Canadian population by 2020, compared to only
12.6 per cent in 2000.

The cost of treating baby boomers today (2000) is
$1,063 per person in real public terms (in 1992 dollars).
At the same time, the cost of treating the current 55-74
year-old age cohort—where the baby boomers will be in
20 years—is about $3,100. Looking ahead to 2020, we
find that including technological change,® but excluding
inflation, the older age cohort would cost $4,049 per
person—nearly four times what each boomer costs today.
If we further account for the impact of inflation, the
cost of treating the baby boomers in 2020 will climb to
$6,718 per person.

Not only will the cost of treating baby boomers rise,
but also there will be a rise in per capita public health
expenditures over and above normal price inflation. This
refers to the mix and level of health care services that
are provided to an ageing population. While there can be
an overall increase in the level of health services provided,
there also can be the same level or volume of services,
but this might be more costly to provide.

In principle, advances in technology should contribute
to lowering real per capita expenditures (e.g., a new drug
treatment that reduces the requirement for surgery, or
new surgical techniques that reduce the length of hospital
stay). However, in health care, the development of new
treatments for a previously untreatable condition can lead
to increases in health expenditures. This is particularly
true if the technology is expensive to develop and acquire.’

Throughout the 1990s, moderate increases in govern-
ment spending (federal, provincial and territorial) have
caused provincial and territorial real per capita health
expenditures to remain fairly stagnant (and even fall in
some years) over the period from 1990 to 1998. That hav-
ing been said, over the forecast period, a number of fac-
tors will contribute to the strong growth in real provincial
and territorial health care spending, including:

e the ageing of the baby boomers;
e an increase in federal cash transfers; and
e technological progress.

The Conference Board of Canada

This suggests that other public programs, such as edu-
cation, welfare, infrastructure and administration, are not
likely to receive as great a dollar share of provincial and
territorial revenues as they do today. This sets the stage
for considerable tension during budget debates (see Chart
6).2 Still, with provincial and territorial governments on
their current solid footing, they are expected to be able to
increase, on a real per capita basis, expenditures on other
goods and services throughout the 20-year period.

Chart 6

Real Public Per Capita Spending on Health and Other
Goods and Services

($ 1992 per person)
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Sources: The Conference Board of Canada; Ontario Treasury; Health
Canada; Canadian Institute for Health Information.

Public Health Expenditures as a Share of Total
Government Revenues

Canada’s ageing population will certainly have an
impact on public and private health expenditures over
the next 20 years. And this stark fact leads us to a second
issue: the growth of public expenditures in relation to
future public revenues. An in-depth examination is neces-
sary in order to help determine both the financial afford-
ability and the long-term sustainability of provincial and
territorial health care systems.

As a first step, we converted real per capita expendi-
tures to total current dollar expenditures by accounting
for demographic change and price inflation. Thus, overall
public expenditures on health are expected to post an
average annual growth of 5.2 per cent over the period
2001 to 2020. Of this growth, 2.1 percentage points per
year can be attributed to inflation, 1.4 percentage points
to real increases in the volume of services provided, and
1.7 percentage points to demographics.

The 1.7 percentage-point contribution attributed to
demographic movements can be broken down in terms
of two contributing factors: an ageing population
(0.9 per cent), and population growth (0.8 per cent).



Overall expenditures on health care can be compared to
total provincial and territorial revenues (both of which are
measured in current dollar terms). As a share of total rev-
enue, health expenditures are projected to increase from
31.1 per cent in 2000 to 42.0 per cent in 2020. This
means that 42 cents of every tax and federal transfer
dollar obtained by provincial and territorial governments
will be allocated to health care in 2020.

Framed in a different context, in the aggregate, total
provincial and territorial health expenditures as a percent-
age of GDP are projected to increase from 8.7 per cent to
10.2 per cent. If one were to look at public health spend-
ing in relation to GDP only, one would observe that on a
national basis provincial and territorial, public health
spending as a share of GDP is expected to increase from
6.0 per cent in 2000 to 7.1 per cent in 2020. At the same
time, private health spending as a share of GDP would
increase from 2.7 per cent to 3.1 per cent.

On this basis alone, one could argue that future
increases in health care expenditures

Chart 7

Provincial and Territorial Health Expenditures as a
Share of Total Government Revenues

(per cent)

Sources: The Conference Board of Canada; Ontario Treasury; Health
Canada; Canadian Institute for Health Information.

are manageable in relation to overall Table 3
economlf: grovtrth. However, g1ven‘ the Total Nominal (Real) Private Per Capita Health Expenditures, by Age and
manner in which our tax system is 0
constructed, there is no one-to-one
relationship between nominal eco- 1999 2020
nomic growth and the public revenue Age Cohort Male Female Male Female
dolilars that accrue to governments. All Ages 775 944 1.901 2220
This means ‘that some of our taxes, (732) (891) (1.146) (1,338)
such as excise and property taxes, are
not as responsive to economic growth. Ipl e Sl 2o 162
In addition, an ageing population will ) (533) (769) (196)
tend to consume less and save more, 15-24 563 SIE 1,621 1,655
reducing the government’s revenue (532) (546) (977) (997)
stream on some indirect taxes, such 25-34 492 602 739 972
as retail sales taxes. As a result, the (464) (568) (446) (587)
overa‘\u share of ‘government revemlles 35-44 637 754 1957 1531
relatlv;: to GDP is expected to decline (601) (712) (758) (923)
over the next 20 years.
y 45-54 770 948 1,563 2,039
Therefore, what may appear 797 895 o) 1229
to be manageable in the context of (r21) (895) (942) (1.229)
overall GDP is less manageable when 55-64 1,091 1,086 2,171 2,725
compared to overall public revenues. (1,030) (1,025) (1,670) (1,642)
Furthermore, while health care is clear- 65-74 1,639 1,835 3,253 3,292
ly a fundamental service, other sectors (1,547) (1,732) (1,961) (1,985)
in society also have a legitimate claim 75-84 1912 2271 4116 4275
on the Public purse. With 1‘1ealth care (1,805) (2,143) (2,481) (2,577)
! 3,012 3,820 3,661 4,621
have a difficult balancing act in terms (8012) (8,620) (3,861) (4e21)
of collecting public revenues and then
allocating them among competing Note: Real expenditures are in 1992 dollars.
social programs and other important Sources: The Conference Board of Canada; Health Canada; Canadian Institute for Health Information.
public initiatives.
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Trends in Private Per Capita Health Care Expenditures

A growing and ageing population will also play a key role
in contributing to private health care expenditures.
Historical trends indicate that real private per capita expen-
ditures have been rising steadily over time across most age
cohorts. Once aggregated, these trend increases are not sig-
nificantly different from those for the public sector.
Therefore, as we move forward, the mix of public and private
health care spending is not expected to change significantly,
remaining at roughly 30 per cent for the private sector over
the entire horizon of the 20-year forecast.?

The historical data do reveal some noteworthy points
about private real per capita health expenditures. As with

public per capita data, trends for men and women in
the same cohorts are quite similar. The data also reveal
significant increases in private health care expenditures
for the 65-74 and 75-84 age cohorts over the period
1992 to 2000. These increases mirror the declines wit-
nessed in real public per capita expenditures for the
same cohorts.

In the aggregate, real private per capita health expendi-
tures were $807 in 2000. By 2020, they are expected to
reach $1,243 per person, representing an average growth
rate of 2.2 per cent over the forecast period. This growth
rate is slightly lower than that estimated for per capita
public expenditures (see Table 3).

1 Given the events of September 11, 2001, the Conference Board has released a
revised short-term forecast.

2 The participation rate (or labour force participation rate) is defined as the proportion
of those employed and unemployed relative to the population aged 15 and over.

3 The natural rate of unemployment is when the economy is at full-employment equi-
librium; that is, there is only voluntary (as opposed to involuntary) unemployment.
While short-term rates of unemployment may differ, it is the rate to which it would
tend to over the long run.

4 The output gap is estimated to have peaked at 5.7 per cent of potential output in
1992.

5 The Canadian Institute for Health Information, National Health Expenditure Trends,
1975-2000, (Ottawa: The Canadian Institute for Health Information, 2000).

6 This is defined as a residual of the increase in the volume of services that cannot be
attributed to specific factors. While the structure of the health care system is held
constant for the purposes of the analysis, it is recognized that technological innova-
tion can have an impact on how and at what level services are provided.

The Conference Board of Canada
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7 The long-term trends in per capita health expenditures were estimated using statisti-
cal methods over the historical period. Results indicate that, in general, real per capi-
ta health expenditures have risen significantly due to technological change and
increases in the level of access to health care.

8 This issue is discussed in more detail in The Conference Board of Canada’s publica-
tion Performance and Potential, 200102, Chapter 6, “Canada’s Fiscal Strength
Allows Social Policy Choices,” and Chapter 7 “Finding a Future for Canada’s Health
Care System.”

9 These results are based on the assumption that there are no structural changes to the
method of delivery of health care and that consumption patterns remain in line with
those observed in the past.



Conclusions

While others have undertaken projections of future
health care expenditures in Canada, and/or in relation
to GDP, the Conference Board has taken the additional
step of estimating how overall economic growth translates
into a public revenue stream for all provinces. At the same
time, it has also incorporated projections of private health
spending into the model.

This is an essential feature of the analysis and one
that no one else has explicitly addressed in the Canadian
context. Framed this way, the study considers the future
health care resource requirements within an expenditure
and revenue function approach.

Based on its analysis, The Conference Board of Canada
determined that, as a share of provincial and territorial
government spending, health care expenditures in Canada
are projected to increase from 31.1 per cent in 2000 to
42.0 per cent in 2020.

At the same time, the analysis shows that while real
public per capita spending on health will increase from
$1,818 in 2000 to $2,864 (an increase of 58 per cent), real
public per capita spending on other goods and services
will increase by approximately $500 (or 17 per cent).

Perhaps provincial and territorial governments will feel
compelled to use the savings that accrue from reduced debt
servicing requirements to meet the additional demands that
will be placed on the health care system by a growing and
ageing population. In any case, we can expect escalating
tensions between those seeking more dollars for health
care versus those seeking additional resources for all the
other services funded by government. This will challenge
the financial sustainability of what the provincial and terri-
torial governments currently provide, notwithstanding the
possibilities of expanding public coverage under Medicare.

Not unexpectedly, a loud voice in the debate over
resource allocation will be that of the baby-boom genera-
tion. Given their influence in the political arena, baby
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boomers will likely be successful in demanding additional
funding for health care, or they will push to have their
needs met by private delivery mechanisms.

Another interesting point to keep in mind is that this
report covers only the period to 2020. At that time, those
at the tail end of the baby boom, who represent the
largest portion of this cohort, will just be reaching their
most expensive health care years. Obviously, the strains
and competition for resources will not end in 2020. In
fact, perhaps the biggest problems will be seen after the
current forecast period ends.

Although there are defined limitations to this analysis,
and no one has the ability to predict the future with com-
plete accuracy, it appears that the projected cost of health
care in Canada could well be an underestimate. Clearly,
more research in this area is warranted.

It is also important to emphasize that forecasting
models are built on a number of assumptions and economic
relationships. This point is raised because when one under-
takes projections about future public spending on health
and its relationship to government revenues, the question
is not necessarily one of whether the analysis is “right,”
but more importantly, whether it will serve to inform the
policy debate and influence current behaviour.

If the status quo is not sustainable, then the study
serves to underscore the need for further research and
discussion when it comes to looking at the system’s struc-
ture, and how and at what level it should be financed.

Finally, it is also important to understand that the
impact of a growing and ageing population washing onto
the shores of the health care system will not happen
overnight. In fact, it would appear that we have time
to think carefully about the policy issues and develop
a course of action so that we can structure the health
care system to meet the objective of timely access to
quality care within an affordable financial structure.

The Conference Board of Canada






Appendix A

Economic Assumptions

Demographic Projections

e Net international immigration levels will rise from the
current range of 200,000-225,000 per year to 294,000
by 2020.

The age and sex structure of the immigrant population
is in line with recent historical averages.

The overall fertility rate is held constant at 1.55 births
per woman, and the number of births by age is held in
line with recent historical averages.

Mortality rates and their patterns are also held in line
with recent historical averages.

Economic Projections

e Population growth and age/gender composition play a
key role in determining potential output and consump-
tion patterns.

The economy will reach potential output over the next
few years, and economic growth will remain in line
with potential thereafter.

With resources “fully employed,” the unemployment rate
will stabilize at just over its natural rate of 5.0 per cent.
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Interest rates will remain stable over the forecast period.
Inflation will remain in check, averaging 2.1 per cent
annually over the forecast period.

The fiscal regimes (at the federal, provincial and terri-
torial levels) will remain unchanged from what has
already been announced.

In the aggregate, provincial and territorial budgets

will maintain a slight surplus throughout the forecast
period. This is done by adjusting expenditures on other
government goods and services, excluding health care
spending and debt servicing (which are determined
within the models).

Health Expenditure Projections

e Historical patterns in real per capita increases in health

care consumption (by age and gender cohort) were
examined for the period 1980 to 1999. These spending
patterns were maintained over the following 20-year
forecast period.

Price inflation is roughly equal across all sectors of

the economy, including health care delivery in both the
public and private sectors.
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Appendix B

Detailed Statistical Tables

Table 1
Table 2
Table 3
Table 4
Table 5
Table 6
Table 7
Table 8
Table 9
Table 10
Table 11
Table 12
Table 13
Table 14
Table 15
Table 16
Table 17

Key Economic Indicators

Provincial and Territorial Government Revenues and Expenditures

Real and Current Dollar Health Expenditures (Public and Private)

Population by Age Cohort

Population by Age and Sex (Share of Total Population)

Total Health Expenditures by Age Cohort (Males)

Total Health Expenditures by Age Cohort (Females)

Provincial and Territorial Government Health Expenditures by Age Cohort (Males)
Provincial and Territorial Government Health Expenditures by Age Cohort (Females)
Private Health Expenditures by Age Cohort (Males)

Private Health Expenditures by Age Cohort (Females)

Total Per Capita Health Expenditures by Age Cohort (Males)

Total Per Capita Health Expenditures by Age Cohort (Females)

Provincial and Territorial Per Capita Health Expenditures by Age Cohort (Males)
Provincial and Territorial Per Capita Health Expenditures by Age Cohort (Females)
Private Per Capita Health Expenditures by Age Cohort (Males)

Private Per Capita Health Expenditures by Age Cohort (Females)
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