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FSNA Profile

The Federal Superannuates National Association represents retirees from the
Federal Public Service, the Canadian Forces, the Royal Canadian Mounted
Police and Federally appointed Judges. It currently has more than 120,000
members in 80 branches across Canada. Its principal objective is to protect
and enhance the benefits of pensioners, specifically in relation to their
pension plans and their health care plan. It is also involved, on its own or
with other seniors groups, in advocating social policies and programs for an
aging society. It is for this reason that FSNA is very much interested in the
future of the health care system in Canada and why it is appearing before the
Commission. A profile of FSNA members can be found in Appendix 1.

Except for a National Office staffed by a relatively small group of
professionals and support staff, FSNA is entirely a volunteer-based not-for-
profit organization. The National Office has a research section that has
expertise in health issues and policies.

This research capability provides FSNA with the opportunity to base this and
other presentations on researched analysis. It also enables the Association to
protect the interests and benefits of pensioners in relation to their health care

plan and their dental plan.

Further information about the FSNA can be found on its Web site:

www.fsnha.com



http://www.fsna.com/

Response to the Commission’s Questions

In its interim report, Shape the Future of Health Care, the Commission asked Canadians to
respond to a number of questions. While FSNA has considerable expertise in certain areas
of health care policy, it does not have expertise in all areas and as a consequence, is not
attempting to give answers to all questions. In preparing this Brief, we have chosen to
make five major recommendations to the Commission. Three recommendations relate to
the issue of Values and the Canada Health Act, one recommendation relates to the issue of
Funding and Fiscal Sustainability and one to the issue of Quality and Access.

Our major recommendations are:

. Reaffirm and strengthen the principles of the Canada Health Act

. Implement a universal Pharmacare program for all Canadians
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3. Implement a universal home care program for all Canadians
4. Provide more funding to health care and increase efficiency
5

. Make healthiness central to the health care system

Canadian Values and the Canada Health Act

FSNA believes that the five principles of the Canada Health Act are an essential
foundation to a national health care system delivered by provinces and territories, an
insistent drummer to keep thirteen or more different players in step. FSNA believes that
most Canadians, as well as the overwhelming majority of FSNA members, want a
comprehensive, national health care system. In order to maintain and improve such a
system, the principles of the Canada Health Act must be reaffirmed and strengthened.

The five principles are supported by so many Canadians because they encompass our
values. Were it not for these principles, Canada would most likely have a Health care
system that:

is primarily run for profit;

omits essential elements of health care;

excludes some people;

does not cover people outside their home province;

treats people differently depending on their ability to pay or their province of
residence.
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Our view, that the five principles of the Canada Health Act encompass Canadian values, is
based on the fact that our members come from all across Canada. They are as diverse as
the population of Canada. Also, the majority of our members are over 65.



They were raising families before the introduction of Medicare, some 40 years ago, and
remember when cost was a crucial part of any illness. Unlike many, who now advocate
drastic change, our members have lived with the hardships that many Canadians will face
if Medicare is lost.

Our members believe they must take responsibility for their health. They believe that the
health system should help them maintain their health, not just help them when they are ill.
They want it to focus on health.

FSNA believes that ordinary people must be considered as being as much a part of the
health care system as doctors, nurses, and government health officials. For one thing, they
pay for all health care.

While Canadians have benefited greatly from the Canada Health Act, changing conditions
point to the need to strengthen it.

First, the Canada Health Act needs a broader scope beyond the present focus on hospital
and physician care only. As outlined below, FSNA believes the CHA should include
pharmaceuticals and home-care.

Second, individual services should be carefully evaluated to ensure that the most effective
services are provided so that all Canadians would receive adequate care no matter what
their province of residence. On the one hand this would increase short-run costs by
expanding services in some provinces, but on the other it would decrease costs by
withdrawing funding from services that are not evidenced-based. It distresses our
members to find that during a so-called financial crisis essential programs, like seniors’
pharmacare, are being cut back while questionable treatments, like homeopathy, retain
public support.

Third, the same evidence-based approach ought to be applied to the timeliness issue. If
delays diminish care beyond acceptable limits, then targets should be devised and met.
Clear public targets for time-sensitive services are an effective way to ensure sufficient
timeliness.

FSNA therefore recommends that the federal government should:
1: Reaffirm and strengthen the principles of the Canada Health Act

Finally, FSNA does not believe that the Federal government alone should establish and
enforce service and target goals. All stakeholders should participate in this work using an
open forum and public data.

There are two major omissions in the existing Canada Health Act. These are universal
pharmacare and home care programs.



A Universal Pharmacare Program for all Canadians

Too many Canadians have limited access to the essential health resource of pharmacare.
Even though there are numerous public and private drug plans, the best expert estimate is
that 1 in 10 Canadians have inadequate drug coverage:

“By my estimate, and the estimate of the team that worked on the project for
Health Canada, the percentage of individuals who are underinsured or uninsured,
using a combined measure of cost relative to income, is probably closer to 10 per
cent. Thlese individuals are found across Canada, and not just in the Atlantic
region.”

Moreover, the situation is getting worse. Nova Scotia and B.C. have limited or increased
the cost of their seniors’ drug plans within the last 12 months. Quebec and Ontario have
discussed similar measures. FSNA believes a properly scoped CHA would include drugs.

FSNA is certain that a national pharmacare program would actually save money and
provide better service at less cost than present arrangements. Our detailed argument is
presented in Appendix 3, but we sketch it here.

First, a national program can purchase drugs more cheaply. In Canada the PMPRB
(Patented Medicines Prices Review Board) is mandated to ensure that drug prices are
“non-excessive”. Although they have been more successful at lowering prices than
previous policy, so that some Americans now shop for drugs in Canada, many do not
bother coming here because they belong to groups that negotiate significant discounts
inside the US. In Canada, provinces and the federal government seek individual discounts
for the one third of prescription drugs purchased by government agencies. Consumers and
their insurers make no significant attempt to negotiate discounts for the two-thirds of our
drug purchases. A national program could be designed so that the new agency would
negotiate a discount for everyone. Even a ten percent discount would save some $1.1
billion a year based on 2000 estimates.

Second, several studies have shown that doctors prescribing practice is not as economical
as it could be because more costly newer drugs being used when less costly alternatives are
as good or better. Some provincial drug plans have developed techniques to improve
prescribing practice. So have some private plans, but not to the same degree. A national
program could apply these techniques over more prescribing. Gains would likely exceed
those realized from negotiated discounts. Doctors need to get the bulk of their drug
information from sources other than salesmen.

' Mr. Bryan Ferguson, Partner, Applied Management, “Proceedings of the Standing Senate Committee on
Social Affairs, Science and Technology”, FREDERICTON, Thursday, November 8, 2001



Third, one prescription modifying techniques is reference drug pricing. While not
universally appropriate, this technique can be applied for many chronic conditions
requiring drug therapy. As currently practiced, if several different medicines can treat a
condition equally well, provincial plans employing reference drug pricing will only pay as
much as the lowest cost equivalent treatment. FSNA has suggested modifying the practice
to include negotiations with the manufacturers of all equivalent drugs to see if any will
lower prices further in order to become the reference drug. We believe this technique,
which combines our first and second suggestions, can wrest even greater savings for a
national drug program. The Australians follow this strategy and a basket of representative
drugs in Australia costs 30% less than the same basket of drugs in Canada.

Fourth, effective drug use reduces demands on other parts of the system. A recent Health
Canada study found that “an estimated 5% to 23% of hospital admissions for seniors are
due to drug-related illness. Based on this estimate, the cost of inappropriate prescribing for
Canadian hospitals is approximately $256 million to $1 billion. Almost half of these
events could be prevented by improving both patient compliance and physician prescribing
practices.” A national program would also end the moral dilemma posed by having
patients leave hospital where drugs are free, knowing that they cannot afford to continue a
therapy.

In short, there can be no doubt that a universal Pharmacare program makes economic
sense. But what of the disruption caused by having so much expenditure channelled away
from private to public sources? FSNA believes plans can be devised to retain most current
private funding. As noted above, about 60% of the current expenditure on prescription
drugs is paid for by the private sector - $6.5 billion in 2000. Insurers, mostly employer
subsidized, pay 58% of this and people pay 42% out-of-pocket. Many countries have
arrangements where employer-sponsored insurance participate in national programs. In
fact, although it could be improved, Quebec has such an arrangement right now.

FSNA advocates such an arrangement universally under the CHA. All employers would
have to participate in a core pharmaceutical insurance program sharing in discounted
prices and encouraging economic prescribing. The core program would be mandatory,
subject to appropriate income levels, to non-employed and self-employed people. At their
option, employers could extend coverage for non-core prescribing. A modest co-payment
could be applied subject to income and utilization limits. In this way, FSNA believes that
the additional cost to government for a national pharmacare program would only equal the
current out-of-pocket share from the private sector before the savings outlined above.
These savings, spread over all government expenditure, would be in the order of $7.5
billion — assuming a modest 10%. In the end, Federal underwriting of a national
pharmacare program would not cost as much as recent infusions into the current system.

Finally FSNA notes that a national pharmacare program would undoubtedly involve an
electronic “pharma-card”. A pharma-card would have many advantages. It would
encourage people to participate in the national health information system. It would give
doctors and emergency rooms reliable information on a patient’s prescription purchases —
often-vital information. It would help limit the growing abuse of prescription drugs.



In fact, FSNA believes that this card and this program would help narrow the widening
chasm of distrust that now separates the health care system from its citizen members.
While there are no magic bullets in health care, a national pharmacare program is
FSNA strongest recommendation.

FSNA therefore recommends that the federal government should:
2. Implement a universal Pharmacare program for all Canadians

A Related Issue - Direct to Consumer Advertising

The federal government is now considering relaxing the current restrictions on DTCA for
prescription drugs. Should this go ahead, there is little doubt that it will increase health
care costs significantly. And not just the costs of prescription medicine, but also the cost
of doctors visits to obtain and monitor the prescription. FSNA believes the present rules
against DTCA should be strengthened, not relaxed, and that US pharmaceutical ads
should be blocked from Canadian cable TV. The right to information argument advanced
in the US does not hold in Canada where people can obtain better information from their
doctors for free. We doubt that the Commission will receive any suggestion promising
comparable savings at a lower-cost.

A Universal Home Care Program for all Canadians

FSNA has negotiated a long-term care insurance program in response to members’
concerns. The program was based on a survey of members which found that a large
majority were primarily interested in home-care, with institutional care seen as an inferior
option. Once the product was offered, however, most applicants sought both home-care
and institutional-care protection. We believe that members clearly wish to remain in home
as long as possible, but are realists.

There seem to be two kinds of home care: treatment in home and long-term home-care for
chronic conditions.

Treatment in home is growing because many conditions that used to require hospital care,
like pain control, can now be managed at home at less cost and with better outcomes. It
makes sense for a variety of other reasons as well. These include the patient’s comfort,
avoidance of bed-blocking, and diminished capital cost. (Note that one major problem, the
loss of drug coverage outside the hospital, will be solved by a pharmacare program.)

Long-term home-care, our members’ prime concern, covers a continuum ranging from the
need for minimal assistance like home maintenance and shopping to very extensive
personal care. Somewhere along this continuum the economic benefits shift to institutional
long-term care, but almost always patient’s well-being are enhanced by home-care.



This likely reflects the fact that people, as they grow old, are actually healthier living in
their own homes and in the community with which they are familiar.

To be successful, both types of home care involve a wide range of skills and services in
order to address individual needs and their partner’s abilities. The coordination of these
skills is a service in itself and we note that an important part of FSNA’s long-term care
insurance is a client-oriented and knowledgeable assessment. People know that needs and
entitlement are complex and suspect that some people do not receive access to all available
help.

Another important aspect of both types of home-care is the fact that households bear the
bulk of the burden. In fact many commentators feel that the need for public long-term care
is a reflection of societal decline — a narrowing of the family. Be that as it may, the heavy
involvement of family members, mostly woman, underlies two problems. First, there is a
need to supplement family efforts; partly to incorporate new home-based treatments that
average family members cannot manage on their own, and partly to prevent caregiver
burnout. Second, governments must tread carefully least they assume too much current
private expenditure too quickly. Here, as in other aspects of health care, Canadian
governments have adopted two strategies. Some offer minimum support to all and
encourage households to top up with private resources. Other provinces only offer care
after all private resources are exhausted.

Finally, all home-care support has grown up outside the CHA. It varies tremendously by
province and territory in a way that offends Canadians’ sense of community and fairness.

FSNA therefore recommends that the following three changes be made to the Canada
Health Act.

First, home care should be brought under the CHA 1n order to standardize services across
the country. This is essential for all Canadians to benefit from a national strategy.

Second, in order to encourage private participation, governments should offer support for
core services with provision for households to top-up. This is the best way to obtain the
necessary flexibility to address home care issues. For instance:

«  Core support could be stronger for home treatment where the savings to the public
system are most pronounced

+ Private planning, including long-term care insurance, can be more effective if there
1s greater certainty about public support. This kind of involvement appears
essential to help the country cope with forecast need.

Third, in defining core government support, ways of accounting for the private cost of
home care including the effort of caregivers in the home must be devised. FSNA has
identified a number of anomalies at the edges of present practice. The private cost of
institutional care is an eligible health care expense for tax purposes, but private costs for
home care are not.



While it is convenient to measure the money contribution of households to the care of a
member, the bulk of the private contribution is in kind - informal nursing, etc. In defining
core government support, ways of accounting for this private effort must be devised.

FSNA therefore recommends that the federal government should:
3. Implement a universal home care program for all Canadians

Funding and Fiscal Sustainability

FSNA believes that it will be necessary to increase government funding of the health care
system. FSNA may not be the first citizen’s group that has suggested this and we do so for
good and valid reasons.. One reason FSNA is so insistent on this point is that governments
seem to forget that Canadian residents cover the cost of all health care. They pay for
federal taxes, they pay for provincial taxes, and when governments download some of their
costs, they pay out-of-pocket. Canadians care little whether they pay for health care
through federal or provincial taxes. People don’t mind paying out of pocket if they are
convinced it is more efficient and effective than taxes. But the majority of Canadians are
willing to pay more taxes for efficient and effective health care. Including its residents’
costs, Canada spent $103 billion on their health care in 2001, not $75 billion.

Moreover, the Canadian health care system could realize significant efficiency gains.
Appendix 2 outlines our analysis of per capita health care costs for the major OECD
countries. If Canada were to match the efficiency of the top 11 countries in terms of cost
and effectiveness we could realize a per capita efficiency gain of $1, 781 per person — a
saving of 22.4% over Canadian costs and cut our $100 billion annual health care costs to
something like $80 billion. Efficiency gains would also lower the rate of cost increase in
future years.

Note, that we based this comparison on the costs of total health care, not just government
costs. This is the most appropriate way to consider this matter. For instance, only Canada
and the United States, among OECD members with comparable national health programs,
omit total drug costs. Pharmaceuticals are an essential, and increasingly expensive,
element of modern medicine and one cannot compare costs that omit pharmacare. The
same can be said for home-care, institutional care, dentistry, vitamins and over-the-counter
drugs. Logically, the line between public and private expenditure can only be drawn on
two grounds:

» Effectiveness (or will people be healthier if their expenditures are public or private)
* Efficiency (or will public programs cost more or less than private programs)



In fact, FSNA believes there are three good reasons for governments to increase funding
for healthcare:

1. To cover the increased cost of necessary health care. As noted above, FSNA
believes our governments are elected to provide necessary health care services. If
governments lack the will to do so efficiently at reasonable cost they still remain
responsible for providing the care at the costs they choose. Moreover when
governments download necessary costs two things happen — some people get sicker
and some people pay more out of pocket. In fact, market-driven health care is
almost invariably more expensive than publicly managed health-care (look at the
US), so the end result of down loading is increased social cost and increased
illness.

2. To enable poorer provinces to provide essential services. The federal
government should increase its transfers to poorer provinces in order to ensure that
all can afford to provide essential services. Clearly some poorer provinces could
not afford to fund a nationally acceptable menu of timely health care services. The
only possible solution is for the federal government to provide additional funding
for them in a way that is analogous to programs several provinces have to subsidize
family drug costs when they rise to crippling levels. Logically this equalization
system will have to take notice of provinces revenue resources and delivery
efficiency. It will test all governments’ commitment to constructive federalism.

3. To expand services. Governments need to spend more money to expand CHA
services to include pharmacare and home-care. We made the case for these
programs above, and only discuss their financial impact here. The financial impact
could be constructive because in our view the federal government does not now
have enough financial weight in health care to sufficiently defend national
programming. New funds could be channelled into health care through these
initiatives along with appropriate monitoring so that even the richest provinces
would have incentives to collaborate in this important national endeavour.

Money is an important part of the healthcare difficulties. Governments are not meeting
their obligations when they cut essential services “to save money”. The Commission must
remind all governments that the taxpayers who provide the money they spend. Their
actions should respect the larger interests. The larger interests of Canadians imply a
properly scoped, efficient, effective, and appropriately funded public healthcare system
supported by all levels of government.

FSNA therefore recommends that governments should:

4. Provide more funding to health care and increase efficiency




Quality and Access

It has been reported that one of the first briefing notes prepared for Health Minister Anne
McLellan outlined demography’s challenge to the health care system. The note warned
that:

“The aging of Canadian society — arising from a combination of increased life
expectancy and declining fertility — will place direct and indirect pressure on the
health system....Technology allows us to save the lives of premature babies, and
to extend the lives of the sick and the old....At one end of the spectrum, success
can in fact result in life-long health problems; at the other end, huge resources are
expended at the very end of life with questionable benefit....They warn that while
the growing costs of caring for the elderly won’t begin to truly ‘accelerate’ for
another 25 years, governments must now begin to address complex and ethically
profound questions.” >

Retirees have views on these issues. First, in keeping with their passion for life, they
prefer these problems to the older problems of widespread premature death. Things have
changed for the better. Second, the new retiree is prepared to help make things better by
taking responsibility for his or her good health. Their attitude is backed by scientific work
on aging and activity:

“Aerobic training eliminates premature disability, but has little influence on
survival beyond the age of 80 years. Rather, it induces a “squaring” of morbidity
and mortality curves, so that good health is preserved until shortly before death.”

In effect, our members want the health system to support healthy aging and this desire
leads to support for primary care reform, because it turns out that the way to square the
morbidity curve is to postpone the onset of chronic conditions like diabetes, heart disease,
etc. These conditions are partly the result of cumulative stresses from obesity, smoking,
and other preventable insults over a lifetime.

* The foundation of healthiness is laid during prenatal and early childhood.
Investment at this time pays life-long dividends to society and babies. The
healthcare system must work with parents to address risks and opportunities.
Proactive programs to reach all possible mothers and babies pay dividends.
Consultations with primary care physicians need to be flexible and situated within
follow-up care and service.

2 Mark Kennedy, “Health Officials Warned McLellan of Medicare Costs, Documents Show”, Ottawa
Citizen, 9 March 2002.

? Roy J. Shepard, “Aging and Exercise. In: Encyclopaedia of Sports Medicine and Science, T.D. Fahey
(Editor)”, 7 March, 1998
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* Through childhood and teen years there must be special attention to addressing risk
factors like smoking, obesity, lack of fitness, and learning disabilities. Primary
care physicians should have be responsible for identifying risk factors and
recommending treatments, but must be supported by a network of services and
monitoring abilities.

e The monitoring of risk factors should continue through adulthood, although there
can be more reliance on the pursuit of self-interest by an informed citizen. The
primary physician should be able to discuss an individuals risk profile and
recommend an array of appropriate services.

* As people move into retirement many chronic conditions commonly emerge. It is
important that the primary health care system have the time to work out the best
treatment strategy with each patient because early and appropriate treatment can
delay a condition’s worst consequences. Adequate follow-up is again socially
important. In addition, there is an opportunity to persuade people to adopt a
proactive approach to their health — watching diet, following long-term drug
therapies, and becoming more active - since they will have more time and more
commitment. They can learn more and do more to stay healthy.

*  When, for whatever reason, people become frail and incapacitated two strategies
need to be followed. One is the home care route where appropriate help is provided
to maximize independence; the other is to promote adaptation and recovery. Even
ninety year-olds can increase their strength significantly to reduce dependency and
avoid falls.

FSNA does not have expertise in healthcare management. However, it accepts the
projected economic gains from primary care reform based on its general study of the
matter. We support it because the present system cannot satisfactorily deliver a strategy to
minimize chronic conditions. Members tell us that it is difficult to address complicated
interrelated issues when their physician is limited to 15-minute visits and insists on
addressing only one issue per visit. The news media concentrate on the lack of access to
expensive equipment, but our members are frustrated by the weeks and months that drag
by as they are referred to a specialist, then have to wait, then see the specialist, again and
again wait to discuss the results with their doctor and start another cycle with another
specialist. There is no excuse for such process delays in an “information society”. They
are the result of inefficient organization.

The current system was designed to treat discrete medical episodes like infections and
accidents. Even on these terms it is inefficient. But it cannot begin to support patients in
their lifelong quest for good health.

Healthiness requires primary care facilities with a mixture of internal resources and
seamless interface with related agencies such as hospitals and pharmacies. It will require
access to life-long medical records. For instance, one of the main reasons drug costs are
spiralling out of control is that the heath care system cannot deliver preventive measures
like diet, exercise, and nutrition. Pills are an easy fix for a dysfunctional system.
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The health care system is very good at addressing illness and this capability must always
be maintained, but wellness is its primary goal. Wellness, not cost, should be its primary
concern. In the end, only by achieving wellness can costs really be controlled.

There are two other aspects to wellness.

We have argued that citizens are part of the health care system. But citizens have little say
in the running of health care. When did a citizen representative sit in on fee negotiations
between a government and the provincial medical establishment? One way to remove
health reform gridlock is to open up important discussions to citizen participation. For
instance, FSNA believes primary care reform should include patient participation in care-
group governance.

Second, many impacts on health come from outside the health care sector. Teachers have a
role in identifying medical disorders. The cigarette tax has health consequences. Some
argue that banning toys and other premiums at fast food outlets like MacDonald’s would
make a significant contribution to children’s nutrition. We have argued above that
unrestricted drug advertising can needlessly increase health care costs. Key health
decisions and activities take place outside the health care system. FSNA believes that
there should be some formal, public mechanism for addressing such global issues.

FSNA therefore recommends that governments should:

5. Make healthiness central to the health care system

Last Words

Commentators are often asked two questions. Is health care in crisis? Can its problems be
solved?

FSNA answers yes and no. There are some elements of crisis. Most of them relate to

inconsistent funding and mindless cuts masquerading as reform. Solutions are possible if
all governments work together.

12



Appendix 1

Characteristics of FSNA Members

The following tables are based on a 1999 random survey of 2,753 members that was made
by Sun Life Assurance Company to help design the Long Term Care program.

Sample Size
English French Total
2336 417.0 2753

One cannot be certain if this represents our principle members.
All subsequent data are percentages.

Gender
Male 72.1

Female 27.9

About 31% of members are living alone

Present Marital Status
Married 68.8
Never married 6.9
Divorced, separated or
widowed 24.2

About 70% of members are officially senior, i.e. 65 years old and over

Age
<55 years 5.8
55-59 years 7.6
60-64 years 15.2
65-69 years 18.3
70-74 years 20.4
75 years plus 31.9
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Members seem upbeat about their relative health with 82% claiming good or excellent.
This belies the myth that retirees are fragile.

Compared to Other People Your Age,
Would You Say Your Health Is:
Excellent 28.2
Good 54.1
Fair 14.8
Poor 2.8

Another myth is that seniors are wealthy. These numbers include all kinds of income.

Which of the Following Describes Your
Total Household Income Before Taxes?
Less than $30K 23.5
$30K-$39K 25.8
$40K- $49K 14.8
$50K - $75K 21.5
$75K-$IOOK 5.7
$I00K- $150K 2.7
More than $150K 1.0

14



Appendix Il
Canada'’s Health Care - The Efficiency Gap

This note argues that Canada has relatively good healthcare, but pays more than it should.

Data comes from “OECD Health Data 2001 a Compact Disk with comprehensive health
data for OECD member countries. Two series are displayed for 15 countries:

1. Total expenditure on health per person in US $ purchasing power parity — the most
comparable way to compare health system costs. As the OECD states, “Purchasing
Power Parities (PPPs) are the rates of currency conversion that equalize the
purchasing power of different currencies. This means that a given sum of money,
when converted into different currencies at the PPPs rates, will buy the same basket
of goods and services in all countries. Thus PPPs are the rates of currency
conversion which eliminate differences in price levels between countries.”

2. Life expectancy at birth by years — a rough guide to system effectiveness.

Our table shows:

A Cost/Effectiveness Comparison (1997)
Cost Life Ex
] Japan 1808 80.5
2 Sweden 1712 79.3
3 Switzerland 2697 79.3
4 lceland 1923 /8.9
5 Canada 2180 78.6
6 Australia 1932 78.5
7 France 1977 78.5
8 ltaly 1735 78.5
9 Spain 1155 78.3
10 Belgium 1972 78.2
11 Norway 2149 78.2
12 Austria 1820 77.5
13 Germany 2335 77.2
14 United Kingdom 1407 77.2
15 United States 4015 76.5

The fifteen countries selected include all countries with a life expectancy greater than 78
and four large countries commonly compared to Canada. The countries have been sorted
by life expectancy at birth.
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Canada is fifth in life expectancy among these leading OECD countries in 1997 —a
reasonably good score.

Note that there is little correlation between life expectancy and cost per person. The US
spends by far the most per person — almost double Canada — and achieves the lowest life
expectancy in this select group. Japan spends less than average among our 15 countries
and has a significantly higher life expectancy than any other country. The United
Kingdom spends significantly less than most countries and has a relatively low life
expectancy, while Spain spends even less than the United Kingdom, but has significantly
higher life expectancy.

The question is how much could Canada expect to spend for the same results if we were as
efficient as most other countries? Two answers seem appropriate.

First, we averaged the cost per person for the fourteen countries excluding Canada. This
yielded an average PPP cost per person of 2046 — a saving of 6.6% over Canadian costs.
Second, we removed the three countries with higher costs than Canada, Norway, Germany
and the U.S., from the fourteen countries to calculate an average of the eleven most
efficient countries. This calculation yielded an average PPP cost per-person of 1, 781 —a
saving of 22,4% over Canadian costs. If Canada could achieve this reasonable target level
on our $100 billion health care costs per year, we could cut our costs to something like $80
billion. A significant efficiency gain!

This argument has three qualifications:
1. International comparisons are rough because of numerous technical difficulties and
system differences
2. Social structures and expectations are different

3. life expectancy is an imperfect measure of efficiency

Nevertheless, there are no apparent systematic biases and a significant efficiency gain
seems readily attainable through system reform.
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Appendix Il
Controlling the Cost of Drugs

The purpose of this note is to outline a national drug strategy and estimate its costs. We
will also comment on the role of this strategy in overall health. *

Issues Surrounding Drugs

Drugs are an essential component of modern medicine. > Heroic surgery, like transplants,
would be futile without rejection-controlling drugs. The consequences of many chronic
life-limiting conditions can be delayed with drug therapy. In fact, some research attributes
the bulk of modern medical progress to improved drugs:

“We perform an econometric investigation of the contribution of pharmaceutical
innovation to mortality reduction and growth in lifetime per capita income. In
both of the periods studied (1970-80 and 1980-91), there is a highly significant
positive relationship across diseases between the increase in mean age at death
(which is closely related to life expectancy) and rates of introduction of new,
priority' (as defined by the FDA) drugs. The estimates imply that in the absence of
pharmaceutical innovation, there would have been no increase and perhaps even a
small decrease in mean age at death, and that new drugs have increased life
expectancy, and lifetime income, by about 0.75-1.0% per annum. The drug
innovation measures are also strongly positively related to the reduction in life-
years lost in both periods.” °

Drugs are also costly.
“Retail drug sales became the second largest component of total health expenditures

in 1997, overtaking physician services. Drug costs now account for over 15% of
total spending. They are expected to have climbed to $14.7 billion in 2000, up 9%

* Roger Heath has written this paper. Roger has worked as a government economist for more than two
decades and as an FSNA researcher for about three and a half years where he concentrates on members’
health issues. He has addressed the costs of drugs in three different ways; by helping members cope, by
analysing and commenting on drug cost reduction options for the Public Service Health Care plan which
covers most members, and by participating on the Patented Medicine Prices Review Board’s Working Group
on Price Review Issues. The Working Group has helped this work significantly and Roger wishes to thank
all its members for their patience and candour.

> In this note, “drugs” means prescription medicines unless specifically stated.

% Frank R. Lichtenberg, “ Pharmaceutical Innovation, Mortality Reduction, and Economic

Growth” , National Bureau of Economic Research Working Paper No.w6569, Issued in May 1998
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from the year before. The percentage growth in drug spending between 1985 and
1998 was more than twice as high as for overall health expenditure.”’

What are the forces driving this rate of increase? Certainly one factor is that drug therapy
works. Beyond that, several studies in both the private and public sectors reach roughly
the same conclusions. ®

Contribution to Increase in Pharmaceutical Expenditures
by Major Component: 1990 to 1997 - British Columbia
All Drugs ¢
Component Contribution
Retail Price Effect 17.9
Volume Effect 50.2
New Drugs 32.0
Existing Drugs 0.5
Other 0.5

The three significant cost drivers are retail prices (as opposed to wholesale prices for the
same drug which do not increase significantly in Canada), volume and new drugs. The
retail price is composed of the pharmacy fee and the retail mark-up on a drug. Unlike the
manufacturers list price, which is subject to PMPRB and other controls, these price
components can change freely.

Half the cost increase reflects increased volume — the rate at which drugs are prescribed
and consumed. Why are we becoming a nation of pill pushers? A major reason is that
more and more, the focus of treatment is on chronic conditions like diabetes, heart disease,
asthma, etc. which require continuing medication rather than a limited intervention. In
addition, more and more drugs are being used for cosmetic purposes like hair growth.
Drug costs thus reflect a changing health problems as well as lifestyle choice.

About a third of the cost increase is attributable to the introduction of new drugs. While
individual drugs do not increase in price once on the market, new drugs are often more
expensive than the existing drugs they replace — hence the cost pressure.

Existing drugs do not contribute significantly to cost increase. This, by the way, is why
rolling back the changes to Canada’s patent laws to encourage generic substitution will
have little impact on total costs. In fact, the new policy, including the PMPRB’s role and
activities, has been better than the old policy in terms of reducing drug prices relative to
international experience.

7 Canadian Institute for Health Information, “Health Care in Canada: 20017, page 76. These estimates
include distribution costs and dispensing fees.

¥ Cite Merk Frost, FPT Task Force, one other.

? FPT Task Force on Pharmaceutical Prices, “Cost driver Analysis of Provincial Drug Plans: British
Columbia”, April, 1999.

19 Dr. R.N. Corvari, ”Trends in Patented Drug Prices”, PMPRB Study Series S-9811, September 1998.
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However, behind these factors are two other considerations. First, can purchasers
negotiate lower drug prices? Second, can prescription practice take more account of cost?

Can Canadians Negotiate Lower Drug Prices?

Normally buyers obtain better prices if they command a greater market share, and if they
seek discounts on a subset of available products. In both cases, the manufacturer finds that
the loss of revenue attributable to higher prices is compensated by the gain from increased
sales. The Canadian health care system can do better in both areas.

Let us first examine who pays for drugs in Canada:

Few, if any, Canadian private insurers negotiate price discounts with drug manufacturers

Expenditures on Prescription Drugs by
Public and Private Sources '!
Forecast - 2000
S millions | % Total % Sub-Totals
Provincial/Territorial 4,303.7 37.9% 87.7%
Federal 259.7 2.3% 5.3%
Workplace Compensation 35.5 0.3% 0.7%
Drug Insurance Funds 307.8 2.7% 6.3%
Sub-Total Government 4,906.7 43.2% 100.0%
Insurers 3,766.4 33.1% 58.3%
Out-of-pocket 2,689.6 23.7% 41.7%
Sub Total Private 6,456.1 56.8% 100.0%
Total Prescribed Drugs 11,362.8 100.0%

(although many insurers impose “reasonable” pharmacy fees and pharmacy mark-ups).
Few, if any citizens, negotiate price discounts. Thus, instead of negotiating with $11
billion plus purchasing power, our health system negotiates with less than half that.
Worse, our governments, and, I suspect, many of their different agencies, negotiate

separately. For most purchases, Ontario establishes the price in Canada. In 2000, Ontario
was forecast to purchase slightly less than $2 billion in drugs. In other words, the
Canadian health system negotiates prices with only 17.6% of the market clout it could
have. Provinces cannot even agree on a common drug purchasing strategy, which would
increase their market clout to 43%. A national pharmaceutical program, which mobilized
provincial cooperation, would bargain with enormous weight because it would include the
bulk of private and public purchases.

' CIHI, “Drug Expenditures in Canada: 1985 — 2000”, page 42.
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Would this make a difference? The US government purchases many drugs under FSS
(federal Supply Schedule) arrangements. In 1996 this schedule accounted for 23,000
pharmaceutical products (DINs) and about $1.3 billion US ($1.9 billion Canadian) in
purchases.'? This purchasing power allows the FSS to achieve significant discounts in the
US market. For example, the PMPRB estimated that the FSS received a 45% discount
over US wholesale prices and a 5% discount over Ontario formulary prices for the drug
Zocor (simvastatin). Clearly, a truly national purchasing agency, could further improve
discounts for Canadian drug insurance.

Moreover there are even more significant gains to be made by favouring a sub-set of drug
products. The GAO explains this concept as follows:

“Drug manufacturers have historically offered different prices for the same product
to different purchasers based largely on the purchaser’s ability to influence drug
utilization (sometimes referred to as the ability to move market share). A common
technique used by large-volume purchasers to influence utilization is to establish a
formulary. A formulary is a list of drugs that a health plan prefers its physicians to
prescribe for patients. Drugs are included in a formulary not only for their medical
value but also for their favourable prices. Both inclusion of a drug on a formulary
and its costs can affect how much it is prescribed and purchased and, therefore, can
affect its market share. Because formularies have the potential to significantly
affect the sales of drugs, purchasers that use them have greater leverage in
negotiating discounts or rebates with manufacturers that want their drugs listed as
preferred drugs.” '

Does a formulary compromise good medicine? Not significantly. Most medicines, even if
patented, face comparable competitors. In fact, the PMPRB establishes introductory prices
for new medicines, by comparison with existing comparators. As long as physicians,
facing special circumstances, can obtain coverage for excluded drugs by special request,
good medicine is not compromised by formularies. This provision normally operates in
two ways:

1. A doctor may know that an unlisted drug is indicated for a specific patient and will
obtain authorization to prescribe it under a provincial plan.

2. Some plans may require a physician to first try a low-cost alternative and switch to
a more expensive drug only if the patient does not respond or develops unnecessary
side effects.

Considering the fact that chronic conditions may require drug therapy for years, these
requirements seem appropriate.

12 US General Accounting Office, “Drug Prices: Effects of Opening Federal Supply Schedule of
Pharmaceuticals are Uncertain”, June 1997, page 4. Note how closely this compares with Ontario drug
purchases.

' PMPRB, “US Prices: Department of Veterans Affairs Formulary”, attachment to the Road Map for the
Next Decade.

" GAO, page 4.
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Beyond formularies, even greater discounts can be obtained by negotiating prices for one
or two drugs from among many comparable products. Thus the DVA has ways of
negotiating additional discounts for selected drugs. More importantly, Australia obtains
far better prices than Canada by promoting bidding among comparable drugs:

“- The bilateral comparisons show that manufacturer prices in Australia for the top
150 pharmaceutical’s are much lower than in the United States, Canada, the United
Kingdom and Sweden. Prices in Australia are closer to those in France and about
the same as those in Spain and New Zealand. ...

- It is difficult to identify robust specific explanations for the observed bilateral price
differences.

- Rather, the price differences are probably due to a combination of factors, including
differences in health systems, subsidy and cost-containment mechanisms, market
conditions and production costs.

- There is, nevertheless, some evidence to support the view that Australia’s cost-
containment arrangements, particularly reference pricing, may have contributed to

keeping prices relatively low.”

We have compiled the following table based on their findings:

Canada/Australia Price Comparison
Category Market Share Ratio * Can/Aust
Generic 44% 1.5
Me-too 46% 1.6
New 10% 1.1
All 100% 1.5

* lowest estimate used

Possible savings are significant. Reference drug pricing is a system whereby the cheapest
of a group of equivalent drugs becomes the approved drugs within a plan. If a patient
would be better served by a non-reference drug, either the physician must obtain prior
approval, or the patient must pay the additional cost. This system is used extensively in
BC and FSNA recently recommended that BC consider negotiating a special lower than
formulary price for reference drugs in view of their increased market share, as is done in
Australia. FSNA believes that with the leverage we would gain from a national plan, very
significant cost savings would be possible — at least as good as Australia. Savings could
lower the cost of drugs for all Canadians by hundreds of millions of dollars. Why should
Canadian prices be higher than Australia’s — or New Zealand’s?

15 Productivity Commission, “International Pharmaceutical Price Differences”, Australia, July 2001.
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Can Prescription Practice Take More Account of Cost?

By definition, prescription medicines are selected by doctors in consultation with a patient.
The physician takes several factors into account, but cost could be given more emphasis.
In fact a recent study at the University of British Columbia on hypertension drugs found
that:

“From 1986 to 1996, price indexes based on the cost per patient treated or per day
of treatment purchased grew 172 and 147 percent respectively—ten times as
much as the economic indexes. Over this period, the number of Pharmacare Plan
A beneficiaries treated for hypertension and the number of days of therapy
consumed by those patients (which form the basis for the health outcomes
quantity indexes) grew 63 percent and 80 percent, respectively. These alternative
indexes are rationalized by the scientific evidence and social preferences
expressed in national guidelines for the treatment of hypertension.

The considerable difference between the health outcomes based indexes of price
and quantity and the traditional economic indexes of price and quantity is due to
increased use of high-cost medicines. The economic indexes account for this shift
in treatment patterns as an increase in total output purchased, not a price change.
This would be appropriate if purchases were always efficient with respect to
maximizing social welfare at least cost. However, it is clear that this was not the
case. The lowest cost drugs on the market were consistently judged by the
national prescribing guidelines to be the first choice in hypertension care based on
scientific evidence regarding their efficacy and tolerability. Despite the
recommendations of national guidelines, a declining proportion of hypertensive
patients were prescribed these drugs over the period of study. Since the observed
changes in anti-hypertensive prescribing were inconsistent with recommended
care, the increased costs that resulted from the use of more expensive drugs could
not have come with commensurate increases in social welfare. In fact, if the cost
per patient treated for hypertension actually had grown according to the rate
implied by the traditional economic price index, Pharmacare would have spent
approximately $207 million less on hypertension drugs than they did from 1986 to
1996—$33 million less in 1996 alone!” '°

FSNA extrapolated the BC savings to all of Canada based on the total Canadian seniors
population and estimated a national annual savings of $300 million. Clearly improved
prescribing practice can save much money.

' 'S. Morgan, “Price and Productivity Measurement in a Pharmaceutical Sector Sub-Market: The Real Cost
of Treating Hypertension”, UBC, Health Policy Research Unit, November 2001, page 30.
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The causes of present prescription inefficiency are not difficult to identify. Morgan states:

“The findings from the previous section suggest that prescribing patterns—driven
in large part by trends in first-line prescribing—moved toward the use of newer
drugs, contrary to prescribing guidelines. Causes for non-compliance with
guidelines may include time constraints, financial incentives and possibly patient
demand. As alluded to above, the most frequently cited possible cause of
continued non-adherence to hypertension prescribing guidelines is advertising. It
is certain that the differences in product ages among the hypertension classes are
important determinants of market dynamics and especially advertising levels.” 7

And further on:

“According to IMS Health, Canadian drug companies detailed practicing
physicians 3.2 million times in 1998—conservatively, about 50 details per
practicing physician. Canadian physicians rank interactions with drug
representatives as either the first or the second most important source of prescribing
information (Lexchin 1993). Ostensibly, the claims made by drug representatives
are regulated, but the personal nature of details makes effective regulation
impracticable (Lexchin 1989). What is known about the “information” content of
details suggests that profit motives outweigh the motive to educate because benefits
of drugs are typically exaggerated and risks seldom mentioned (Lexchin 1989 &
1993, Hodges 1995).

The second most important channel of drug promotion is medical and professional
journal advertising. IMS Health estimates that Canadian drug companies spent
almost $69 million on journal advertisements in 1998, $14 million of which was for
cardiovascular medicines. Journal advertisements are left to the auspices of self-
regulation by the industry, resulting in the implicit endorsement of questionable
marketing practices (Lexchin 1997). For example, journal advertising typically
involves full-page glossy advertisements found at the beginning of the journal and
amidst the articles. “Information” regarding the appropriate indications, doses,
cautions, contraindications, side-effects and risks printed on separate pages, usually
at the very back of the journal. This information is invariably printed in compressed
fonts—often seven-point, which looks like this, bUt SOMetimes SiX-point, which looks ke this.
Because it is generally inconvenient to search for and then read the information that
“accompanies” journal ads, the “informational content” is skipped by most readers
(Lexchin 1994). Given that advertising is intended to sell products and that the
informational content of advertising is not always complete or accurate, it is not
surprising that prescribing has increased for the most heavily promoted drugs in the
hypertension market, contrary to the recommendations of national guidelines.

"7 Morgan, page 27.
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In light of the available evidence, it is difficult to accept the standard economic
assumption that changes in prescribing influenced by the “information” provided
through drug marketing are necessarily optimal.” '®

A recent series in the Ottawa Citizen noted that:

“Tom Brogan, a health-care consultant and author of The Delta Report, an
examination of the factors driving drug costs in Ontario that was published in
2000, says governments have to do a ‘whole lot of little things’ to control drug
costs. And most of those little things, he adds, involve better information for
doctors.

‘There’s not one magic solution to control this,” he says. ‘But I think more
information has to get to physicians, feedback to them, to make sure they have the
latest information so they’re making the right choices and factoring cost into that
choice.’

As it now stands, many doctors rely on drug companies — and studies funded by
those same firms --for information. In Canada, an estimated $1.35 billion, or more
than $20,000 per physician, is spent on the marketing of drugs. In the U.S., some
$13 billion is spent on advertising, most of it targeted at doctors.

There’s considerable evidence to show that money influences the way patients
and doctors think about specific drugs. But what that is doing to public health --
and public expenditures on expensive new drugs -- is another matter.

‘The market has a set of values and it does not operate in the interest of public
health, it operates in the interest of making money,’ says Dr. Joel Lexchin, a
Toronto emergency physician and the author of more than 40 papers on
pharmaceutical-related subjects. ...

Notes Dr. Lexchin: ‘What general practitioners should be getting is comparative
information. Where does this drug fit into the spectrum of therapy? But it is often
difficult to get this kind of information.” "

This $1.35 billion dollar sales effort in Canada is 30 percent more than companies spend
on R&D, even though R&D earns tax concessions ranging from 20 to 35 percent.”® It must
be effective and will be difficult to counter.

8 %organ, page 29.

Andrew Duffy, “A nation’s costly addiction: Canada’s soaring prescription costs”,
Ottawa Citizen, January 19, 2002.

Y PMPRB reports total pharmaceutical R&D of $944.7 billion in 2000.

24



FSNA fully supports government efforts, such as reference based pricing, to ensure that
physicians take account of disinterested evidence when prescribing. These efforts will
only have an appropriate impact when there is a national pharmacare program which
delivers prescription advice from independent experts not directly charged with cost
cutting, but rather the need to provide evidence-backed advice. FSNA members have
noted that doctors may be concerned about prescription costs if they think the patient has
to pay out of pocket, but are less concerned when they know the patient has insurance
coverage. More importantly, while private insurers can influence decisions at the
pharmacy, only governments have a presence at the doctor’s office. In fact, only when the
bulk of prescriptions are written for a national pharmacare program, will the bulk of
prescriptions follow evidence-based-medicine. Too many Canadian physicians now get
most of their prescription information from salesmen!

In the end, FSNA believes that cost savings from more appropriate prescribing rules under
a national pharmacare program would exceed savings from program-associated price
discounts. In fact medicine would be much strengthened by diverting some of the present
industry marketing expenses towards a reasoned dialogue on medicine effectiveness. This
would follow from our recommended changes because in such a world, the key to
profitability would be developing the most cost-effective drugs — and proving it.

What will it Cost Governments?

In the body of our paper we have argued that governments have to consider the total cost
of health care — not just their costs. In this appendix we have shown that (1) prescription
drugs are an important part of health care and that many Canadian do not have access to
necessary drugs because of cost constraints, and (2) a national pharmacare program would
reduce national drug costs. Governments may still reject a national pharmacare program
on grounds that the additional costs are beyond their funding ability.

FSNA has two comments on the argument that governments are too poor.

First, as outlined in the paper, Canadians pay for all medical costs. All polls show that
they are willing to pay more taxes for sensible public Medicare. FSNA believes that this
attitude will certainly support additional taxes for national pharmacare.

Second, FSNA believes that a national pharmacare program should incorporate existing
private, employer-sponsored, drug insurance. If this were done, then the additional costs to
government would approximate the present out-of-pocket expenses — $2.7 billion in 2002.
Free of cost constraint, some presently uninsured people would increase consumption, but
this increase would be met out of expected savings in drug costs and to other parts of the
healthcare system from poor drug therapy. The federal government has already undertaken
additional expenditures of this magnitude. It is not a barrier.
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In other words FSNA believes that all employers should ensure their employees, and
retirees, for drugs. At a minimum, they would pay the full-cost premiums for coverage
under the national drug plan.”' If they wished, they could provide additional benefits such
as the cost of non-reference drugs. The national program might experiment with a
percentage co-payment for prescriptions for Canadians with adequate income — most
FSNA non-senior members pay 20% of their drug costs. Private plans could cover this co-
payment if they wanted to. In this way, Canada would obtain valuable experience in
mixed funding arrangements that are common to countries with more comprehensive
health coverage than ours. In addition, Canada would not loose the competitive advantage
it gains from a national health care system, relative to the US, because most employers
already pay for drug insurance.

FSNA therefore believes that a national pharmacare program is necessary, efficient, and
practical.

1 Self-employed with adequate income would also pay premiums for the national plan.
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Appendix IV

Federal Superannuates National Association/ Sun Life
Financial Long-Term Care Insurance (LTCI) Program

As a leading advocate for seniors' in Canada and with members of an average age of 70,
the Federal Superannuates National Association (FSNA) has always made its members'
continued good health a primary goal. For that reason, FSNA spent two years evaluating
the long-term care needs of its members. As part of that research FSNA surveyed member
attitudes toward, long-term care. 60% of survey respondents were worried about long-term
care and 40% believed (incorrectly) that the government would pay most of their long-term
care costs. 70% of these respondents saw the need for long-term care insurance in terms of
easing the burden that long-term care imposes on spouses and/or children.

FSNA concluded that the existing public, long-term care structure falls far short of meeting
our members' requirements and that, despite continuing pressure to improve publicly
funded, long-term care services, improvements have been minimal.

FSNA has endorsed an LTCI plan, underwritten by Sun Life Financial, as one way to
protect its members' health, independence, and financial stability. FSNA members and
immediate families may participate. Benefits are provided when participants are unable to
perform two of six “activities of daily living” (bathing, dressing, toileting, transferring,
eating, continence) or become cognitively impaired. Enrolment is limited to those able to
meet medical underwriting guidelines. Level monthly premiums are determined by benefit
choice and age.

FSNA Long-Term Care Program 2001 Monthly Premiums

Age40 | Age 62 | Age 84

Home Care Without inflation | Without waiver of premium | $18.54 $36.24 | $98.40
Only protection With waiver of premium $18.65 $36.86 | $103.45 I

With 2% inflation | Without waiver of premium | $25.12 $46.36 | $108.03

protection With waiver of premium $2527 | $47.14| $113.59
Home Care at Without inflation | Without waiver of premium | $22.80 $64.81 | $301.29
i L%OCF’(/] ";ﬁf”;*h protection With waiver of premium $23.02 | $67.38 | $366.87
Care at With 2% inflation | Without waiver of premium | $35.67 | $90.20 | $338.28
$1200/month profection With waiver of premium $36.02 $93.77 | $411.86
Home Care at Without inflation | Without waiver of premium | $27.32 $83.93 | $402.49
i]nQdOgé rgiﬁ’gjh profection With waiver of premium $27.58 $87.27 | $490.22
Care at With 2% inflation | Without waiver of premium | $44.88 | $118.59 | $452.77
$1800/month protection With waiver of premium $45.32 | $123.30 | $551.36
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This program has been made available to FSNA’s 120,000 members for two years. As a
measure of their interest, 50% of our 120,000 members requested detailed program
information, 10% attended local information seminars, and 5% applied for enrolment. For
reasons principally related to underwriting declines and administrative delays, only 3,000
of those 6,000 individuals have become insured. FSNA believes this response underlines
importance of improved long-term care support to our members and to Canadians in
general.
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