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Introduction

The Tories tell us that “they are investing
more in Ontario’s health care system than
any other government in the province’s his-
tory.”! At the same, our health care system
continues to show symptoms of
underfunding. Since these symptoms con-
tinue despite the increased spending, it sug-
gests that the publicly-funded health care
system cannot work. That is exactly what
the Tories would have us believe—that
these problems are so severe that the “On-
tario government must take action on
health care and cannot afford to wait for
the results of the Romanow Commission.”?

We can’t honestly evaluate the future
funding needs of the health care system —
or how they should be met—unless we
have an accurate picture of its current fi-
nancial state. This paper will address two
questions. The first is: How much has

health care spending increased? Using data
from the Canadian Institute for Health In-
formation, it will compare various meas-
ures of total provincial spending on health.
The second question is: Have the Tories
been investing wisely in the health care
system? Using Public Accounts data, this
paper will look at the pattern of spending
on hospitals and doctors from the start of
the Tories’ mandate to 2000-01, the latest
fiscal year for which these data are avail-
able.

Health care spending in context

When the Tory government tries to con-
vince us that health care spending is out of
control, it generally uses the figures shown
in Figure 1. This figure shows the share of
health expenditures as a proportion of to-
tal program spending in Ontario. And it
does show that health spending has in-

Figure 1: Health Expenditures as a Share of Total Program Expenditures
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creased from about 36% of program spend-
ing in 1993 to about 43% in 2000.

Viewed on their own, without any con-
text, these figures could suggest an alarm-
ing trend in health care spending. However,
when you look more closely at the figures,
a different picture emerges. As Figure 2
shows, while provincial health care spend-
ing is in fact increasing, all other program
spending has either been falling or stagnant
since about 1993. It is the interaction of these
two trends that has caused health care
spending to account for an increasing share
of total spending.

To evaluate the increase in health care
spending, itis important to control for both
population growth and inflation. The Ca-
nadian Institute for Health Information
produces annual data on real per capita
provincial health care spending. Figure 3

shows that per capita real spending
dropped in 1995, 1996, and 1997. It began
to increase again in 1998 through to 2001.
It increased from $1,755 per person in 1994
to about $2,100 per person in 2001. Over
the seven years, real spending per person
increased by about $345 dollars in total, or
about $50 per year.

Figure 4 shows another important trend
in provincial health care spending. Itis pro-
vincial health care spending as a share of
GDP. This measure shows whether an in-
creasing proportion of the province’s eco-
nomic resources is being used for health
care. The figure shows that health care
spending has moved over a very narrow
range between 5.3 and 6.3% of GDP since
1993. This shows that provincial health
spending is not taking up an increasing
share of the province’s resources.

Figure 2: Ontario Program Expenditures on Health and All Other Programs
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Figure 3: Ontario Per Capita Real Spending on Health Care
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Figure 4: Ontario Health Expenditures as a Share of GDP
7.00%

6.50%

6.00%
o0 “"‘.,-----Il
H/

5.00%

4.50%

4.00%
1993 1994 1995 1996 1997 1998 1999 2000 2001

source: CIHI 2001 table b4.1, appendix A.1

4 Ontario Alternative Budget




Health care spending by selected
components

The data above show that Ontario spend-
ing on health care is not, in fact, consum-
ing an ever-increasing share of the prov-
ince’s resources. There have been some
modest increases in health care spending—
primarily in the government’s second term.
This section will look at the pattern of op-
erating expenditures on hospitals and doc-
tors from fiscal year 1994-95 to 2000-01. Fis-
cal 1994-95 was the last complete year be-
fore the Tories’ first mandate, and fiscal year
2000-01 is the most recent year that Public
Accounts data are available. In the Public
Accounts, spending on hospitals is in-
cluded in the category of institutional
health care.® Spending on doctors is in-
cluded in the category of health insurance.

Spending on Hospitals and

Related Facilities

The largest component of spending in the
institutional health care category is on hos-
pitals. It also includes operational planning,
policy development and operational fund-
ing of related facilities, as well as the im-
plementation of the recommendations of
the Health Services Restructuring Commis-
sion.

Figure 5 shows year-to-year per cent
changes in operating spending for institu-
tional health care and transfers to hospitals.
What is apparent from the graph are the
dramatic swings in funding from one year
to the next. These abrupt shifts in funding
resulted from the Tories attempting and
then abandoning a number of ill-conceived
and unsuccessful policy experiments.

The negative impact on the efficiency
of operations of hospitals that resulted from

Figure 5: Year over year per cent change in operating spending
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Figure 6: Spending as a share of total Health Operating Expenditures
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the large year-to-year swings in funding
would be extremely difficult to avoid. In
1995, the Ontario Hospital Association
asked the provincial government for multi-
year funding to provide more certainty for
financial planning. While the government
said that they would provide it, they did
not. In large part this was because the an-
nounced funding cuts, which were even
greater than those that occurred, were not
sustainable.

Some of the costs associated with these
swings in funding would include: layoffs,
and rehires; closures and re-opening of
beds; and, the resources required to plan
for dramatic year-to year changes in fund-
ing.

While spending on hospitals has var-
ied from year to year, it has been declining
as a share of total health operating expen-
ditures. As Figure 6 shows, transfers to hos-
pitals accounted for 41% of health operat-
ing expenditures in 1994-95. These trans-

6  Ontario Alternative Budget

fers dropped to 35.5% of those expenditures
in 1999-2000, and then rose to 37% of those
expenditures in 2000-2001. Despite the in-
crease in that year, there remains a four-per-
centage point drop in hospitals’ share of op-
erating expenditures over the period.

Hospitals have also received a less than
proportionate share of the increase in op-
erating spending over the period. While
transfers to hospitals accounted for 41% of
operating expenditures in 1994-95, they re-
ceived only 25% of the increase in annual
funding from 1994-95 to 2000-01.

Adjusting hospital spending for infla-
tion and population growth can provide a
clearer picture of the Tory legacy. Real per
capita operating spending on hospitals
dropped by 14% between 1994-95 and 1997-
98. It began to rise slightly in 1998-99, but
remained below the 1994-95 level until
2000-01. By that year, it was $26 above the
level that it had been seven years earlier,
an increase of less than $4 per year.



Restructuring Expenditures
In his 1995 Economic Statement, then Fi-
nance Minister Ernie Eves urged hospitals
to “continue restructuring to find addi-
tional health care savings.”* Since 1997-98,
the province has spent vast sums of money
on the costs associated with restructuring—
closing down hospitals and then dealing
with the consequences of those closures.
This includes spending money on capital
costs associated with restructuring, reno-
vation costs, and what are called “restruc-
turing costs.” Eligible restructuring costs
are: severance costs, benefit costs, legal fees,
counseling and training costs for termi-
nated employees, and consulting and au-
diting costs.®

In total, over the four-year period be-
tween 1997-98 and 2000-01, the province
spent $1.9 billion dollars on costs associated
with hospital closures. This included $1.2
billion for capital spending, $55 million for

renovations, and $643 million for restruc-
turing.

¢ Since Tories’ have been in office, the cu-
mulative net increase in operating fund-
ing for hospitals and related facilities
and in health capital spending was $3.8
billion.6 Total spending on restructur-
ing over the same period accounted for
$1.9 billion. Fully 51% of the increase in
hospital spending over the period was
accounted for by costs associated with
restructuring.

The 1999 Provincial Auditor’s report es-
timated that 78% of the spending on re-
structuring was associated with sever-
ance costs and employee benefits.

e Using the Auditor’s estimate, over the
four year period, more than $500 mil-
lion was spent on severance and ben-
efits for hospital employees who were

Figure 7: Real per Capita Hospital Operating Spending
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Restructuring 1997-98 1998-99  1999-2000 2000-01 4 Year Total
Expenditures

Total Restruc.- 153,758,526 248,354,216 | 188,693,515 108,101,495 698,907,752
Operating

Restruc. —Hosp

Operating 153,758,526 248,354,216 | 145,936,738 94,954,852 643,004,332
Restruc. —Hosp.

Renov (Operat) 42,756,777 13,146,643 55,903,420
Hosp. Restruc.

Capital Fund 1,229,017,238 | 1,229,017,238
Total 1,927,924,990
Source: Public Accounts 1997-98 to 2000-01, volume 1.

being terminated as a result of orders
from the Health Services Restructuring
Commission.

We do not have an estimate of the costs
associated with hospitals trying to recruit
and retain nurses and other health care pro-
fessionals that are now in short supply -
but presumably these costs would also be
large.

Spending on Doctors and other
Practitioners

Operating spending on health insurance
includes spending on OHIP, on drug pro-
grams and on operations of public health
laboratories.

Figure 8 shows different trends in the
two major components of health insurance
expenditures. Payments to physicians and
practitioners for insured services have
dropped from 28% of operating expendi-
tures in 1994-95 to 25.4% in 2000-01. At the
same time, payments for drug programs
have increased from 5.4% to 6.9% over the
same period.

While payments to physicians and prac-
titioners have increased over the period at
a compound average annual rate of about

8  Ontario Alternative Budget

3%, payments for drug programs have in-
creased at a compound average annual rate
of 9%. It should be noted that this does not
include all provincial expenditures on
drugs. It only includes spending on the
Ontario Drug Benefit Program, The
Trillium Drug Program, and the Special
Drug Program.

The increase in spending on these drug
programs reflects national trends. From
1987 to 1996, the cost of prescriptions in
Canada rose 93% compared to overall con-
sumer price increase of 23%. Nationally,
drug costs grew proportionately faster than
any other item on the nation’s health bill,
from 9% of total health expenditures in 1984
to 12.7% in 1994, and over 14% by 1996.°
This growth is the result of a number of
policy decisions, primarily by the federal
government, and reflects a transfer of re-
sources to multi-national drug companies.

Physicians and practitioners have also
received a less than proportionate share of
the increase in health care operating spend-
ing. While transfers to these practitioners
accounted for 28% of operating expendi-
tures in 1994-95, they received only 17% of
the increase in funding from 1994-95 to
2000-01.



Figure 8: Health Insurance as a share of operating expenditures

38.0% 7.5%
36.0% 1

-+ 7.0%
34.0% +

-+ 6.5%
32.0% 1
30.0% + -+ 6.0%
28.0% 1 -+ 5.5%
26.0% +

-+ 5.0%
24.0% +

+ 4.5%
22.0% +
20.0% 1 1 1 1 1 1 4.0%

1994-95 1995-96 1996-97 1997-98 1998-99 1999-2000 2000-2001
‘ =l —Health Insurance ~ =——&=—Pymts to physicians and practitioners = & =drug benefits ‘
Conclusions Real per capita spending on hospitals

The Tory record on health care spending is
alarming, but not because it is “out of con-
trol.” Throughout its first mandate, the Tory
government underfunded the health care
system and subjected it to a number of ill-
conceived and unsuccessful policy experi-
ments. Since 1999-2000, health care fund-
ing has increased. As a result, over the pe-
riod that the Tories have been in office, an-
nual provincial spending on health care has
increased by $7 billion. This increase in
funding was clearly affordable, as provin-
cial health care spending as a share of GDP
in 2001 was below the level it was in 1993.

The two areas of health care that are
most clearly identified in the public’s mind
with the state of the health care system are
doctors and hospitals. These two areas are
receiving a declining share of total health
care spending.

was falling over much of the period under
consideration, and rose above the 1994-95
level only in 2000-01.

The government’s Health Services Re-
structuring Commission was an enormous
drain on health care budgets. Between 1994-
95 and 2000-01, 51% of the cumulative net
increases in hospital spending went toward
the costs arising from hospital restructur-

ing.
Endnotes

! “Billions in federal spending spree, but no
new money for health care: Harris”, News Re-
lease, December 11, 2001, htttp://
www.premier.gov.on.ca/english /news/ar-
chive2001/health121101.htm

2 Canadians suffer while Ottawa studies health
care and withholds funds: Harris, January 23,
2002, http://www.premier.gov.on.ca/
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Long-term care facilities are not included in
institutional health care in the public ac-
counts.
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brary, Backgrounder 40, http://
www.ontla.on.ca/library / repository /mon/
2000/10294163.htm
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Total health capital is being used as a proxy
for total hospital and related facility capital
spending. .
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