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Speakers/Conférenciers: Robert L. Brown 
Murray I. Turner 

Moderator Claude A. Ferguson: Good morning, everybody. Welcome to this early session on Canadian Medicare. I am Claude 
Ferguson. I am Chairman of the CIA Heath Care Practice Committee. I have the pleasure to be accompanied by two (2) other 
members of this committee: On my right, Rob Brown, and on my left, Murray Turner. 

We will take turns for this short presentation on Medicare. Our purpose is to bring you some kind of idea of the activities that 
has happened in the last twelve (12) months, obviously to give you some pieces of the puzzle so that you can build a true vision 
of Canadian Medicare and how it should evolve in the next couple of years. If you look at hospitals today, you try to convey a 
picture of what they will look like in the future. It is not an easy task. You might guess that hospitals in the future will be made 
of long hallways, with patients all along the way because there are so many to take care. So running a Medicare operation is 
certainly a big challenge and has an impact on our daily lives and on various operations, whether it be insurance operations or 
providing employee benefits.

Let me present to you the speakers who will make those presentations. Quickly, Rob Brown, you probably know. He graduated 
from the University of Waterloo in 1971. He also has a Masters in gerontology from the University of Waterloo and a Ph.D. in 
gerontology from Simon Fraser University. He was President of the CIA in 1990 and President of the SOA in the year 2000-
2001. Rob is a professor of actuarial science and Director of the Institute of Insurance and Pension Research at the University 
of Waterloo. Rob also enjoys running marathons and he has a two (2) hour and 30 minute record in his book. 

Murray Turner also graduated from the University of Waterloo. It seems like a perquisite for this session to have graduated 
from the University of Waterloo. He has 30 years of practice in the actuarial field and close to 20 years in the employee benefit 
section, mainly with large insurance companies and as a consultant. Most of the last ten (10) years, he has spent working in 
the workers’ compensation field. Just to note that he was also Chair of the CIA Committee on group insurance and is currently 
working with the Workers’ Compensation Board Commission in New Brunswick. 

If I may, I am Claude Ferguson. I am in charge of research and development for Québec Blue Cross Group Insurance Operations. 
Before joining Québec Blue Cross, I worked in various sales and marketing positions with major group insurance carriers and 
I am involved with various industry initiatives related to employee benefits or insurance underwriting issues.

So without further ado, we will start and this is the agenda. I will speak quickly to introduce you to the subject of why we need 
to have a Medicare actuary. Then Murray will come in next to explain and give you a little bit of a glimpse of what we have 
developed, in terms of position papers relative to health care. Rob will then come in to give you a true actuarial perspective on 
some of the issues that we have undertaken. Finally, I will come back with a quick wrap-up on some of the impacts that the 
latest developments might have on insurance products.
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Just to give you an idea of the CIA Health Care Practice Committee, this group has recently been formed and it has eight (8) 
to ten (10) members, depending on when you look at the membership. The mandate is to advise the CIA, the CIA Executive 
and its membership, on health-related matters. Our first assignment that we were given was to draft a submission for both the 
Kirby Commission in Ottawa and Mr. Romanow’s Commission on the future of health care.

Some points on the fact that you might wonder what is wrong with Medicare: Apart from probably having the best Medicare 
system in the world, there might be some issues with services that are difficult to access so there is a lack of transparency and 
accountability in the whole system so that we cannot figure out whether things will be sustainable in the medium or short-term 
range. There are inadequate budgeting tools and a lack of public trust. We are talking about more than 80% of the Canadian 
population, who fear that Medicare may not be there when they need it. There is a lack of incentive to perform better – that 
might be linked to lack of competition, in a sense – and a lack of proper and stable funding, due to the fact that government 
runs through more different kinds of financial restraints than the normal program or company would have to work with. One 
of the factors was that there seemed to be a lack of a mechanism to give government opportunities to invest in new services that 
might provide a return for their investments to acquire and maintain its clientele, let us put it this way. 

From the Romanow Report, more troubling is the notion that, somehow, our health-care system is on autopilot and immune 
to change. The issue is whether we have the right information and how we can hold health-care managers accountable if what 
they are managing cannot be measured. So, in terms of the health-care impact on the Health Care Practice Committee, we have 
made it, somehow, our motto and we have come back many times with this issue that you cannot manage what you cannot 
measure. One of the issues with Medicare is the total lack of measurement that is appropriate to bring a long-term perspective 
on how things will evolve.

The Kirby and Romanow Reports came out with their final recommendations last fall. The Kirby Report came out first in late 
October and it suggested that the federal government should add $5 billion more in annual funding to Medicare. It also pro-
vided for health-care guarantees to be provided to the population, that a catastrophic drug protection be set up to be available 
to all Canadians, home care, new technology, regionalized funding. A more unique recommendation was that a special health 
tax be assessed on Canadians so that that revenue would be earmarked especially for health-care services. Finally, a Heath-Care 
Commissioner in a National Health-Care Council was to be set up and was to report the public annually on the performance 
of health care.

Then Mr. Romanow came in with his Report in late November, with basically the same recommendations, that the federal 
government should add more money, practically in the same range, that a Canadian health covenant should be adopted by 
the Parliament, that catastrophic drug coverage, home care, diagnostic services, rural and remote to access funds and a Health 
Council be set up. Basically, all of the same recommendations were made, but with a different twist or different words.

When you look at the financial implications of those recommendations, Mr. Romanow’s recommendations in his Report were 
tagged with a $15 billion bill over a three (3)-year period. What these estimates lacked was that it was only meant to cover 
what the federal government was to add to health-care funding. The missing pierces were that this funding was not estimated 
on the assumption that the provincial governments would add their own share on some of these specific initiatives and that 
the ongoing Medicare costs would continue to rise year after year. So whether we can take credit for one against the other was 
some kind of a mystery in the end, but, if you summed them all up, you get close to suggested increases of $40 billion a year 
over the next three (3) years for Medicare in Canada.

Finally, the provincial governments and the federal government got together in January and February and they reached an agree-
ment, where the federal government would put more money into Medicare, provided that the provinces would agree to report 
publicly on their performance and that they would agree to set up home care and catastrophic drug programs to meet some of 
the requirements or suggestions in the Romanow Report. 

So, basically, when you look at the numbers that were published then, if you read through Romanow’s recommendations, we 
were talking about pumping in close to $40 billion over three (3) years and the Health Accord brought in a prospect of adding 
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$64 billion, but that was over five (5) years. If you compare the two (2), I am sorry, these two (2) estimates come basically to 
the same financial projection.

So why do we need a Medicare actuary, if it is not obvious already? The idea evolved in late 2002 so it is not even a year ago that 
maybe we should have a professional, like an actuary, who would bring together the expertise from various professional fields 
and report publicly or analyze the performance of the Medicare system so that we can pursue social goals, like guaranteeing 
the existence of Medicare over the long term and, at the same time, achieve financial goals or financial objectives so that the 
program may be sustainable over the long run.

So what is an OOTMA? It is the acronym for the Office of the Medicare Actuary. So the OOTMA is going to be independent 
from government, so reporting publicly on the performance of Medicare, but running an operation independently from the 
governments or Health Ministries or whoever or whatever political forces might strive to influence the evolution of the assess-
ment. Then, one of the objectives would be to develop proper modelling and influence government statistical offices so that the 
proper statistics will be developed to support such a model for health care. The Medicare actuary would report publicly, just 
like there is an actuary reporting on the performance and long-term sustainability of the Canada Pension Plan, or other similar 
public programs. Obviously, whenever any of the provincial governments would be considering making changes to Medicare 
to adapt it to a new reality, the Medicare actuary will provide sound expertise to properly evaluate those proposed changes. 

So what have we done to publicize this idea? It was identified, as I mentioned, last summer, as our focal point for our future 
efforts and we decided that we would develop a series of position papers on key issues. Some of those issues were prioritized 
according to what the agenda looked like and what we were planning and we got some press time at the time that the Romanow 
Report was released last November. In January of this year, we arranged and met with federal officials in Ottawa, with health 
and finance officials, along with the US chief actuary for the US Medicare, so that we can explain the benefits and issues in set-
ting up a Medicare actuary office in Canada. Those meetings were followed by meetings with the various counterpart officials 
in many of the Canadian provinces.

What is next? Obviously, there is not an Office of the Medicare Actuary already in place. There is no plan officially to get one 
up and running in Ottawa or in any of the provinces. So the idea is to promote the concept of the benefits of having a Medicare 
actuary and promote the idea to the public, in general. There are challenges that we should be worried about. Health is a pro-
vincial jurisdiction so it is not easy to convey some kind of national agenda when every province has its own agenda. Medicare is 
not a unique program so the money is flowing from different sources under different programs that are not necessarily managed 
by one, unique authority. Medicare is a pay-as-you-go program so, in some people’s minds, they might as well go without any 
kind of special funding arrangement because they figure that they might find the money when they need it and there might not 
be any special arrangements, accordingly, that are needed.

But the population is aging so that and, coupled with a constant introduction of new biomedical technology, there is a very 
severe pressure on costs that need to be taken care of. Above all, actuaries have been known actually to probably scare people 
off with large liability numbers and that might be an issue if we were to continue along that path. The idea, at this point, is to 
give a sense of how we can help to better control what, in fact, is not on the verge of bankruptcy, not as this point, anyway.

Why plan for a pay-as-you-go plan? You probably all know that, but what is scary is that senior health officials still do not 
believe that funding is an issue with Medicare in Canada so they contend that there is no need, actually, to bring that kind of 
expertise, that we can bring to the table, to plan ahead for a plan that is paid out of general revenues. In addition, earmarking 
revenues would reduce the flexibility of government officials and it is not perceived as very positive, in terms of their ability to 
manoeuvre from year to year. Long-term, cash-flow planning, they contend, is already done by Health and Finance professionals 
and additional expertise might not be needed. Personally, I think that there are special demographic challenges ahead and that, 
even if it is a pay-as-you-go program, long-term planning would add value to the whole process and also add transparency or 
accountability to the whole process. The fact that some provinces might have different populations, obviously, at different stages 
of their lives, with different kinds of cultures, may result in some provinces going through different challenges at different times, 
and they would not necessarily benefit by bringing in a national dimension to this whole exercise.
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Just to close on this brief introduction, if you look at the growth in GDP in Canada in the population, and you chart health care 
costs on a similar scale, everything seems to be growing at pretty much the same rate, like a pretty steady rate, and for many 
people, that is a reason for comfort. But, if you start to depict express those numbers per individual, that is when you start to 
see different patterns, mainly that health care costs expressed per adult, or when total health care costs are expressed by those 
who are asked to contribute to pay, there is a significant difference in the growth pattern, compared to the increase in GDP per 
individual or per worker. 

If you look at health care, health care is the blue line at the top, health-care costs expressed per adult, you see that the health-care 
costs that are assessed on the total of an individual’s income has almost doubled in the last 30 to 35 years, whereas production 
has barely increased by 50%. So the assessment on the workers’ income is increasing fast and that is not only due to health 
inflation, but it is also due to the fact that the dependency ratios are increasing or that the number of individuals, age over 65, 
increased compared to those age 18 to 64. The ratio went from 7 to 5 over the last 35 years, but it will double or shrink by half 
in the next 40 years. So, overall, we are talking about, if you take a health inflation of close to 4% and that is to be funded out 
of productivity increases of 1.4% every year, and aging that will pressure costs from 0.3% up to 1.5% in the next few years, 
then future health-care increases in cost will grab 1% of future GDP increases on a yearly basis. That is more that two-thirds of 
future productivity gains.

So that is it for this introduction and now, I will pass it on to Murray so that he can explain to you some of the position papers 
that we have developed. 

Speaker Murray I. Turner: Thanks, Claude.

I am sure that I am preaching to the converted and that you have all read the four (4) position papers that we put out late in 
2002, but just in case there is anybody who has not read them, my task is to give you a brief overview of them and, hopefully, 
give you some incentive to go and look at those papers and see what we have been up to.

The four (4) position papers that we released late last year: Why Do We Need A Medicare Actuary? I know that Claude has 
talked about that so that is the last that I am going to say about that one. The second is: Does Medicare Really Need More Funds? 
There was also a paper on National Pharmacare Coverage and one called the High Cost of Dying. So those last three (3) are the 
ones that I am going to speak to.

So the first one: Does Medicare Really Need More Funds? The paper addresses four (4) basic issues: 

• Is Medicare underfunded? 

• Resources and performance.

• The need for stable and long-term planning.

• Proposed reporting requirements for the Canada Health Act. 

You will find, when you do go and do the reading, that some of the material presented in this paper is similar to the material in 
the need for a Medicare actuary paper. But this one is a little shorter and more focussed.

So is Medicare underfunded? Well, I think that many Canadians would suggest that, over the last few years, Medicare has not 
been meeting its performance targets. Waiting periods have increased. You hear the stories of people in hospital beds in a cor-
ridor. So there is an impression out there that Medicare is not doing what we expect and what we hope it to do. But does that 
necessarily mean that the funding that is provided is inadequate? There is also the possibility that resources are not being used 
efficiently and, certainly, Kirby and Romanow subscribe to that view. 

I will give you an example of something that happened in my province that really makes me wonder about that kind of thing. 
Claude mentioned that I work for the Workers’ Compensation Board, As you probably know, when there is a workplace injury, 
we are responsible, not just for compensating people for lost wages, we are also responsible for the delivery of all of the health 
care to those individuals. You know that, from an insurance perspective, that, if you have a disabled claimant, the critical thing 
in getting them back to work is early intervention and dealing with them as quickly as possible. 
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So we had a situation, where our Moncton office was working closely with the Moncton hospital, and the surgery theatres in 
the Moncton hospital were not being used on the weekend. So we had vacant capacity, we had doctors and nurses who were 
willing to provide the service on the weekend if we paid for it, and we were willing to pay for it if that meant that we could 
move our claimants in more quickly. So we thought that we had what was a win-win situation. We got our claimants into the 
queue more quickly. That meant that the queue shortened by taking our claimants out so that the patients in the rest of the 
population actually moved up more quickly than they would otherwise have done.

That went along for a little while and then the politicians in the opposition parties got a hold of it and we had an immediate 
blow-up on two-tier health care and queue-jumping and all of that kind of thing, with the end result that a program that, we 
thought, was working very well from everybody’s perspective, and the hospital thought that it was working very well from 
everybody’s perspective, does not exist anymore. So there is a lot of politics involved in trying to run the system and to make 
sure that it runs effectively.

There is another really, really major issue, I think, with health care. It is what level of funding would be considered sufficient? It 
seems like the demand for health-care services is almost unlimited. Where do you stop? So saying that funding for health-care 
is not sufficient may be a perpetual thing. What we have, I think, is an issue of management of expectations. We need to have 
the tools to help us balance the resources, expectations and sustainability.

There are two (2) points that I would like to make with that: One is that it would be beneficial to the system, as a whole, if we 
could somehow take the longer-term view and try to manage around the ups and downs of government finances. When times 
are good, it is easy to throw money at things. When times are bad, everybody clamps down so you get an uneven level of service 
at different times. The other issue is: how would we ensure that, if resources were increased, those resources would actually go 
to improvement and services? Health-care professionals, I am sure, would argue that, over the last ten (10) to fifteen (15) years, 
their income levels have not kept pace with the population, as a whole, and they are going to be there in line looking for their 
share of any increased resources that are thrown at the system, but that may not lead to improved services. 

Resources and performance: we believe that there must be a formal recognition of the link between resources and perform-
ance standards. It may be that controlling costs is relatively simple as long as you do not mind having longer waiting lines. We 
need the ability as I mentioned earlier, to operate with more stable, financial resources. Maybe we should look beyond just the 
simple, pay-as-you-go approach and develop a pool of resources or a dedicated revenue strain that would help us even out the 
ups and downs of the economic cycle. 

We need a mechanism to monitor the results versus the expectations. Well, in order to monitor the results versus expectations, 
you also have to be fairly clear about what the expectations really are. I think that all too often governments like to take credit 
for the money that they are directing to Medicare without really putting into place any kind of proper expectation that somebody 
can look back, in five (5) years time, and say: This is what you said that that was going to do. Did it do it? 

At the moment, the impact of changes is looked at, generally, over a three (3) to five (5) year budget cycle. I think that I am 
preaching to the converted here. If we do not understand the need for longer-term planning, nobody will. We think that a 
regular actuarial review is important and necessary for us to engage in proper, long-term planning. That is consistent with what 
happens with Canada and Québec pension plans and other public plans. 

For proposed reporting requirements, again, we believe that there should be regular actuarial reviews, and this would be ac-
complished through the Office of the Medicare Actuary. We need to look at the adequacy of current funding and expected future 
requirements, bearing in mind that the demographics change, different components of the system will have cost increases at 
different rates and the utilization patterns will change with the changes in demographics. We feel that actuaries are in a position 
to provide objective analysis and expert advice on proposed plan-design changes, benefit coverage and funding. That is what 
the Office of the Actuary, in the United States, does and that is what we do for our clients day to day. That will help us to inform 
Canadians of the current and projected financial status of Medicare and, given Medicare’s iconic status in the Canadian society, 
it would, hopefully, help Canadians to feel better about the fact that the services will be there when they need them.
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The next paper was on national pharmacare coverage, and the reason for this is because of four (4) major areas of concern that 
we have identified:

• Inadequate drug coverage.

• Runaway inflation in drug costs.

• Balancing priorities, costs and benefits.

• Long-term sustainability.

So how do I, in a national pharmacare program, address these concerns? Well, inadequate drug coverage: coverage depends 
on your province of residence, age, hospitalization status and private coverage available. Most provinces have some kind of a 
program covering seniors and people on welfare and that kind of thing, but the actual coverage varies substantially across the 
country. Coverage varies very much, depending on what kind of an employer you have, all kinds of things that come together on 
that. In some cases, access to drugs is limited by costs and social economic status, rather than need. Sometimes, that is simply 
because a person does not have adequate coverage or is unable to afford deductibles or premiums that are required. In some cases, 
coverage is limited either by maximums or there are some very expensive drugs that are not necessarily covered in all provinces. 
They may be covered in some provinces, but not in others. So where you live can have a big impact on your status.

Shortened hospital stays have contributed to a shift in drug costs from the public sector to the private sector. That is because, 
when you are in the hospital, your drugs are provided. Now, that may not be a bad thing for the system, as a whole. Getting 
people out of the hospital earlier, being able to better treat conditions with medications may be very effective and may be very 
appropriate for the system, as a whole, but it has shifted the costs. Now, most of you probably deal with insurance plans so you 
know that adequacy does not mean 100% coverage and, in fact, you know that 100% coverage means problems. So we do not 
believe that a national pharmacare plan should provide 100% coverage, but perhaps catastrophic coverage might be the way 
to go. 

Again, those of you dealing with group benefit plans know very well what has happened to inflation and drug care costs. Cer-
tainly, that is also what has happened to us in the Workers’ Compensation field. That has been the biggest and fastest increase. 
From 1985 to 1998, growth in drug expenditures was over twice that for other health-care expenditures and CIHI now reports 
that spending on drugs exceeds spending on physicians. Both of those items account for roughly 15% of the cost of health care 
in Canada, but the latest figures show drugs at about 16% and physicians at about 14%, and that is a significant change over 
the years. Many new drugs are introduced without a cost-benefit analysis. There was a study done that showed that, in 2000, 
there were 81 new drugs put onto the market; of those 81, three (3) provided a substantial, medical improvement. 

So, there are some possibilities for reducing costs or, at least, controlling the increase in costs of pharmaceuticals. One sugges-
tion would be a national drug formulary that could give us, as a nation, much more clout in purchasing power. Therapeutic 
substitutions, again, have become more common in private plans over the years and maintaining a prohibition on advertising; 
studies in the States have shown that a very significant number of prescriptions written particularly by family physicians are 
for medications that were specifically asked for by the patient because they had seen advertising. I have seen my wife do that 
as well actually. 

So, for balancing priorities, costs and benefits, we need a working, real-world model of the health-care system, as a whole. This 
is a nice, simple statement, but a lot more complicated than it may seem because you really want to be including indirect costs. 
When I first joined the Health-Care Committee, one of the first questions that I asked was: What is health care? We tend to 
think of it in terms of Medicare and then perhaps private plans surrounding that, but wellness, prevention, there are workplace 
programs in place. There are all kinds of things that go into the health of society. If you make changes in one aspect of that, it 
has an impact on something else. So what are the interactions? If you do this, what does it mean over there? What is it going 
to mean five (5) years from now, ten (10) years from now, fifteen (15) years from now? We need a model that can handle that. 
We need to understand the system-wide impact for any proposed changes.

If we are going to consider introducing a national pharmacare program, we need to be concerned about long-term sustainability 
so we have to be careful to try to avoid unforeseen long-term consequences. So some of the issues that would need to be con-
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sidered would be the varying roles of public and private programs, incentives to use resources wisely, incentives both for the 
consumers and for the providers, benefit-design features, deductibles, co-insurance, plan management and delivery systems. So 
who runs the program? How does it fit with private coverage? How are medications delivered to the patients? Again, we need a 
model that would handle the interrelationships and enable us to measure the results relative to objectives, and we have to have 
objectives if we are going to measure the results, relative to them.

The final paper is on the high cost of dying. We demonstrated, in our submission to the Kirby Commission, quite some time ago, 
that the aging of the population, while it is certainly important, is not the main reason for health-care-cost increases. Costs do 
increase as we age, but the real differentiator, in terms of costs increasing as we age, are the costs incurred near the end of life. 
There have been studies that have indicated that as much as 30 to 50% of the costs, that we incur in the health-care system, as 
any individual, happen in the last six (6) months that we are alive and this distorts the general measurement that we use of just 
a per capita average cost by age band because, as we well know, the older you are, the more likely you are to die so we have a 
higher portion of decedents in the population when they are age 70 or 90 than we do when they are age 40. So that magnifies 
the impact of end-of-life costs. Rob is going to talk a bit about some of the cost factors of dying so I will just leave it at that. 

Advance directives are living wills where you state, in advance, how you would like to be treated in the event of a medical 
emergency and most of us have had personal experience with dealing with relatives, parents who were terminally ill and the 
difficulties that you encounter when that happens. Most of us are very poor at talking about this in advance and making our 
wishes known, but it has been found that, when people actually do leave an advance directive, quite often, they will say that 
they do not want heroic measures taken. That means that a broad adoption of advance directives can lead to reduced costs, but, 
from my own perspective, that is not the only thing or perhaps even the major thing. If you want your wishes to be respected, 
at a time when you are personally suffering from a medical crisis, you may not have that opportunity at that time. The only 
way that you can have it is through an advance directive. What happens is that, if you do not have that, then the stress that is 
on your family members, who have to make this decision - Do you want aggressive intervention, with unknown consequences 
- is pretty severe. It is very, very hard, as a family member, to say: No, let nature take its course; unless the patient has made 
that clear beforehand. 

We need to review the delivery of care to people in the last stages of life. There is a quality-of-life issue. If you keep somebody 
going for another three (3) months or another six (6) months or another two (2) weeks, what quality of life do they have and 
what are the tradeoffs involved? Should we have more emphasis on palliative care? But we need data to analyze what the impact 
is of those alternatives. Claude mentioned our theme and I will come back to that as a close: You cannot manage what you 
cannot measure. 

Speaker Robert L. Brown: Okay, I want to bring a little bit of a personal perspective to some of this. You may be surprised 
that you are going to see some demographics in this presentation, but Claude and I are making a similar presentation to the 
Society of Actuaries Meeting in Vancouver, on Monday. Roy Romanow is the leadoff speaker there, which is kind of interesting 
so, hopefully, he will be in attendance. 

One of the things that I am going to present to my US friends is this slide. This points out that the Canadian system, which is 
always thought of as 100% public and the American system, which is sometimes presented as 100% private, that, in fact, they 
are not nearly that much different. It is true that, in the United States, they spend about 14% of their gross national product on 
health care and about 41% of that bill runs programs that are government-sponsored: Medicaid, veterans. Despite the fact that 
there are a lot of deductibles and co-insurance, that consumes then 5.7% of gross national product for government-sponsored 
health care in the United States, and that allows some people – age 65 and over, and some people on welfare, and some veterans 
– to get minimalist health care, along with deductibles and co-insurance. 

Now, in Canada, we spend about 9.5% of gross national product on health care and 70% of that is controlled by the govern-
ment and run and administered by the government. That means that we give the government 6.6% of gross national product 
and they provide all Canadians with half decent health care, and most of that, that is government-sponsored, is first-dollar 
coverage. As we have seen, of course, there are some issues, with respect to home care, long-term care, prescription drugs and 
waiting times, but it is interesting just to compare what the government does in Canada and in the United States. When you 
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look at this, you think: Well, we are not doing all that badly. Controlling 6.6% of GDP and giving everybody kind of decent 
health care is a pretty good comparative.

Of course, we are concerned about the impact to population aging, and we are going to show you, in a minute, that today 
Canada has a relatively young population. The elderly population today in Canada comes from small birth cohorts, post-World 
War I and depression. Those were all the years of low fertility. The baby boom is still in the labour force and paying taxes and 
producing goods and services, and then we have a declining young population so our dependency ratios are actually pretty good 
today. The concern, of course, is what happens when the baby boom starts to put demands on the health care system when the 
baby boomers get into those years of intensive usage. 

So we can see that the senior population is going to increase dramatically as a percent of the total Canadian population and 
more dramatically as a percent of the projected labour force. It will more than double. There is a connection between age and 
the use of the health care system, although we are going to walk around behind this slide and analyze it a little bit further in 
just a second. 

Now, this is work that has been done by other researchers that shows the impact on Canadian health care costs of an aging 
population. This was actually worked on at McMaster by two (2) researchers, named Denton and Spencer, and you can see 
that, in the projection periods that they have presented, 1991 to 2041, slightly more than a doubling of the impact of health 
care expenditures and this is because of population aging; this is not because of any new drugs or any new procedures. This is 
taking 1991 health-care-cost vectors and pushing an aging population through those constant cost vectors. So the cause here 
is demographics, not inflation and health care.

If we go back for the last period of time, you will hear a number of the segments of the Canadian health-care-delivery system 
trying to use an aging population to explain why health-care costs have grown so much in the recent past. In fact, it is not the 
case that population aging is driving health-care costs today. That is a fallacy. There are real increases in health-care costs and 
real increases in the intensity of provision of health care that has been driving the health-care bill in Canada, over the last fifteen 
(15) to twenty (20) years. Population aging can only explain 4% of the recent increase in health-care costs. This has been going 
on all over the world, that is, this being increases in health-care costs, but, more importantly, I want to point out that Canada is 
still a very young nation. All of our baby boomers are still available for the labour force and still in the age group that produces 
goods and services and pays taxes. So we were a young nation in 1960. We are still a young nation, relatively speaking, in 1990. 
If you plot expenditures on health care against the aged, defined as the percentage of the population, age 65 and over, what you 
get is a scatter plot. There is no correlation between what a nation spends on health care in the western, industrialized world, 
and the percentage of the population age 65 and over. So, if you look at the entire world, you cannot argue that aging has to 
drive health-care costs.

Unidentified Speaker-M: ...(off mike)... Where would Canada be in this chart?

Speaker Brown: Canada is, if you follow the health-care share of GNP, at nine (9), it is one of the two (2) dots in the upper left 
area, under the United States.

It is one of those two (2) dots.

But this comes from another study. Canada is not the most important nation in this grouping. This is an OECD study. Besides, 
we would not want to label people or countries, would we?

So this is a scatter chart. There is nothing to say that the age of your population has to result in any particular usage of GNP to 
fund health care and, further, if we look at increases in health-care expenditures in those same nations, we again get a scatter 
plot. There is no connection between the age of the population and the increase in health care expenditures. In other words, 
there are countries in the world that have made the political decision to spend a whole lot less on health care. One of them 
happens to be Japan, and Japan also happens to have expectancy that exceeds life expectancy in Canada and the United States. 
So you can see Sweden and Japan spending lower percentage of GDP and having higher life expectancy.
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Unidentified Speaker-M: ...(off mike...inaudible)... 

Speaker Brown: It, again, would be under the two (2) dots under France, and I do not remember which of the two (2) dots 
under France it is, but one of those two (2) dots under France. 

Now, this is one of the things that Murray alluded to. When you start to walk in behind those health-care-cost profiles, and it 
appears that health-care expenditures are correlated with age, in fact, what you really find is that we are not running a health-
care-delivery system, we are running a death-care-delivery system, that what really connects the aging of the population and an 
apparent rise in health-care costs is how much money we spend just prior to dying. It is very dramatic. Here you can see that, 
in all age groups, if a patient survives the year, the costs do increase slightly with aging, but it is not a dramatic increase. What 
really drives the system is the amount of money that we spend on someone who passes away in the year of observation. Again, 
we spend huge amounts of money almost regardless of age on people who then pass away.

Unidentified Speaker-F: ...(off mike...inaudible)... 

Speaker Brown: Well, you can see here that we do spend a little bit more on the younger age group because I would conclude 
that the medical attendees would work harder – I have to say this carefully – but I think that they would work harder to save 
a 65-year-old who could return to active living than they might work to save an 85-year-old, who would die of another cause 
within the next year. 

So this is just a graph of what you saw previously, that we spend a whole lot more on people who pass away and that, in fact, 
older patients, who survive the year, are not particularly costly to the system. So it is not age that is driving the system; it is how 
much we spend on people who pass away. 

Murray also alluded to advance directives and we do have some evidence from the United States, which comes from a paper 
published in the North American Actuarial Journal, as to the expenditures, at the time that a patient passes away, depending 
on whether they have provided the medical-care team with an advance directive or not. You can see that the ratios of the order 
of magnitude of three (3) to one (1), that a patient, who provides the medical team with an advance directive, is given pallia-
tive care, is given dignity and no pain, but no massive intervention takes place because of the advance directive. Without an 
advance directive, the team continues to be active and you can see that these costs then run in the range of three (3) to one (1), 
depending on whether there is an advance directive or not. This is just a graph of the previous slide.

So we can conclude from these data – and we presented this to both Kirby and Romanow – that an aging population cannot 
not be used today to excuse increases in health-care expenditures in Canada and that, if the doctors are saying that or if the 
hospitals are saying that, then they are hiding behind it and there is another cause that needed to be discovered. Also, we spend 
an inordinate amount of money in the year of death and that there may be a reason to look at legislating advance directives. 

 

Now, I decided to do a little bit of personal work in some of this. There was a recent paper in the North American Actuarial 
Journal that pointed out the difference between the costs of survivors and people who pass away and also the savings that can 
be found in advance directives. So I decided to apply these data to the Canadian health-care system, and I started with a base 
projection, using the old age security population projections – and I thank the office of the Chief Actuary of the Canada Pension 
Plan for assistance in this – but these are the costs through to the end of the old age security projection period of health-care 
costs, and the impact is solely population aging. So, yet again, I have taken a constant health-care-cost vector, constant for the 
base year, and just put an aging Canadian population through it. 

You can see that costs go from about $100 billion, where we are today, to almost exactly $200 billion because of population 
aging. It is also kind of interesting that the most rapid period of increase comes early so that those increases are for now, not for 
30 years from now or 60 years from now. Then I took the data from the NAAJ paper to see that the impact that would happen 
if I split the population into survivors and people who die in any year of observation because it is argued in that paper that, 
if you are projecting mortality improvements, then you should split your population into survivors and decedents and that 
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purely that mathematical impact will bring health-care costs down. If you have improvement in mortality and you then split 
the population into survivors and decedents, your old projection will have overestimated future health-care costs. So that is 
the first thing that I did

Now, you can see that it does not go to $199 billion; it goes to $193 billion. Now, that is hardly a saving. We are talking about a 
7-year projection period and saving about $7 billion. You have to go to the third decimal place in the percentage growth factors 
to see any difference. So the conclusion that I come to is that, while this is fun to do mathematically or academically, this is not 
going to really help the public-policy debate. So that is kind of a non-starter, but you need to do it before you know it.

Then I decided to apply the impact of adverse advance directives and this could be called a best-case scenario because I have 
been forced to assume that nobody uses advance directives today. You cannot get that data. That is one of the problems about 
doing research around Canadian health care, i.e. you cannot get data. So I do not know how many Canadians use advance 
directives and I do not know how many doctors are provided with them and listen to them. So this assumes that we have no 
advance directives today and then everybody started to use advance directives. Now, instead of going to $200 billion, we go to 
$180 billion. So we actually do see some savings here, but please remember that this is a best-case scenario.

This is a graph of the results. The top line is the model that we have today with population aging. The one right next to it is 
splitting the population into survivors and decedents in any year of observation and the bottom line is the impact of advance 
directives. Now, there are a couple of reasons to present this to you. First, I have to have some justification for my job so this 
is my justification for presenting this research to you. Secondly, I think that it is interesting, but, third, it shows people in the 
outside world what an actuary can do. This is the type of report that an actuary in the Office of the Actuary would, and could, 
and would be expected to do. I think that it is good. I think that we can present that to people. Like Kirby and Romanow, and 
say: Look, we can be value-added and here is the type of thing that we can do for you.

So, at that stage, I am going to turn things back to Claude and I do not know whether we are going to be able to get your 
presentation back on here or not.

Moderator Ferguson: I guess that I am luckier with my presentation. We have fifteen (15) minutes left. I just wanted to go 
through some of those changes that were announced in the recent health accord that might impact on employee benefits that 
are provided or serviced by some of the insurance companies or some of the employers in Canada. Quickly, because we will 
not have time to go through all of the details, we will go through the national catastrophic drug coverage, the home care and, 
finally, the home care program that has been proposed and, finally, quickly, some other little components that may impact on 
income replacement. The money was announced. The programs were announced, but there are no details yet that were revealed 
or communicated or that transpired from any of the discussions that we have had with government officials. So there were plans 
to release or to come with proposals in May to start sketching what the national catastrophic drug would look like, but these 
plans were delayed for many reasons, some of them, like the SARS crisis that just happened to strike Canada 

The home care program was planned to be detailed a little bit to the public sometime in the fall so whether that will come on 
schedule or not is difficult to predict so what I have to bring to you are more questions or things to look for, but, unfortunately, 
I will not be able to give you any of the specifics details on how these programs will work. What we know so far is that the 
money has been allocated and the targeted programs have been known. But, if we start on catastrophic drugs, Romanow has 
proposed to cover 50% of any excess of $1,500 worth of drugs in a year, whereas Kirby had made a proposal that 90% of any 
excess above $5,000 was to be covered by some kind of public plan. So you can see from there that the two (2) approaches are 
slightly different because the level of the catastrophe to be covered is defined differently. Also, another difference is that Romanow 
described a plan that would be there to support the public, provincial plans, whereas Kirby had made specific mention that the 
private and public plans would be covered by this proposed scheme.

The initial estimates that were presented by Romanow stated that this plan would cost about $1 billion a year, whereas Kirby 
had a significantly lower bill tied to it. When you look at it closely, it seems like these program estimates are seriously or, at 
least, significantly underestimated, just looking at information that is available today. Also, these cost estimates are meant to 
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apply to the current year or they are meant to apply to a very short span of time and they do not account for any future change 
in behaviour due to the presence of these kinds of plans and they do not account for future increases in the level of claims.

Drug costs in Canada vary significantly from one province to the other so, if you are tying your estimates based on consumption 
or consumption patterns in one province and try to extrapolate that to the whole of Canada, then that may lure you to a wrong 
estimate and, in particular, the estimates, that were developed, for example, by Romanow, were based on the consumption 
patterns in Manitoba.

Now, in the next few slides, I am going to draw on some of the work performed by Tom Brogan, who is a leading pharmacy 
benefit consultant in Canada, and he has allowed me to share with you the results of the work that he has done on a portfolio of 
3 million Canadians, working age, where he had all of the detailed drug consumption over many years. So, he tried to evaluate 
the impact of the proposal by Mr. Romanow. Basically, 5% of the working age population would be eligible to compensation 
because they showed drug consumption above the limit of $1,500. I am not going to go through all of the details, at this point, 
but, if you express the costs of providing the catastrophic coverage, 50% of the excess above $1,500, that would amount to 
10% of all private plan drug costs; so, basically, something around $700 or $800 million a year.

Again, there was no mention in the proposal by Romanow that this would be applicable to private plans, but, if you look at the 
costs for the younger segment of the population alone, that more than meets the initial estimate that was proposed by Romanow. 
So , if we were to look at the drug consumption and the cost of providing such a catastrophic coverage to the elderly population, 
the estimates would be very significant also.

Kirby had a different plan. He was talking about covering a larger portion of the excess above a much higher amount, yet we 
are talking about estimates even of $400 to $500 million a year just to cover the working age population. That does not include 
future cost increases because, as you know, drug inflation trends are pretty significant. If they are significant for first-dollar 
coverage, they are even more significant on an excess-of-loss basis. If you look at just recent trends in the increase that would 
be experienced by a plan coverage of the excess of $1,500, you are looking at something like close to 15% or 20% easily, but, 
if a plan was for a larger attachment point, like if $5,000 was to be retained in the end, these kinds of plans would experience 
inflation at rates like way above 20% or 30% per year.

So, in terms of the implication for insurers, obviously, there would be to set up something that would link up with a national 
network, where some kind of an arrangement or exchange of funds would be made between all of the carriers and a government 
agency that probably would push for more demand for pay direct or deferred, drug-card facilities. This, obviously, would also 
lower the level of risk for the carriers and would likely reduce the need for pooling, but, in the end, it would also mean more 
bureaucracy, more rules, more regulation and we would need to know whether this whole scheme would work, based on a 
common, national drug formulary and all of the different providers would coordinate between themselves.

So there is no national drug formula that has been settled on yet. There are all sorts of possibilities that exist. There are govern-
ment agencies that are looking at that, but, when we talk about government, you can picture all sorts of big diagrams of how 
government works, but how government works and will be working is not straightforward. We do not yet know where they 
are heading. In this kind of context, “yes” may mean “maybe”, and “no” may mean “maybe” as well. So what will happen if a 
province cannot afford a drug, would they all run their own formulary? What will happen if the agency, that is responsible for 
running a national drug formulary, decides to give a negative rating on one specific drug? Will it be included in the whole scheme 
or not? So formulary provincial differences, claim processing, administration of policy, all of these are unanswered questions, 
at this point, and likely to be settled in the coming few months. 

Now, on home care, there is a clear intention, that has been expressed, to set up a national platform for home care. These services 
are meant to be part of the Canada Health Act and they are meant to provide benefits for first-dollar coverage. Initial estimates, 
made by Romanow indicated that at least $1 billion a year would be needed to support this program, but, when you look at the 
details, the amounts that were allocated for post-acute rehab and post-acute medical care are minimal, when you look at those 
amounts per individual so it is not unthinkable to guess that these annual head-cost estimates might be slightly underestimated 
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again and there has clearly been no intents made to project future costs based on trends and demographic impact. So, again, it 
is not clear whether the initial-cost assessment will be reasonable or met in the long run, and will be sustainable. 

For those components that are meant to impact on income replacement finally, Murray alluded to the fact that Workers’ Com-
pensation Boards do contract, or want to contract, with private health facilities to support better diagnostic and care access. That 
has been questioned by the Romanow Report so it is not clear whether that is going to be maintained in the future. Certainly, 
better access to diagnostic and care, for the overall population, will mean most likely an improvement in the care that is provided 
to everyone, but how will that impact on the experience, for example, on income-replacement guarantees is not clear yet.

One final element, starting next January, there will be new compassionate care benefits that will be provided by the employment 
insurance program and that will provide up to six (6) weeks of benefits for those who take care of the gravely ill or people who 
have a significant risk of death.

So, in conclusion, more money that is expected to go to health care, would that be sustainable in the long run, we do not know. 
We are not sure if we have an independent assessment that will hold the road in the long term, but, as we return to tax-and-
spend philosophy in large government, there is certainly an even more pressing need for long-term planning and accountability. 
Thank you.

If you have any questions, we will probably have a few minutes left. You might just either raise your hand or go to one of the 
microphones.

Unidentified Speaker-M: ...(off mike)... It is about the issue of prescription drugs. It seems to me like the Canadian public, 
generally, Romanow, Kirby, and it sounds like even the CIA continue to think that prescription drugs are kind of second-tier 
health care, relative to hospitalization and physician services, and yet there is all of this evidence to the contrary. Drugs, now, 
as we have heard, are at the same level as physicians, in terms of the cost of health care. You hear amazing stories about ...(off 
mike...inaudible)... it is the utilization as a result of ...(off mike...inaudible)... medications for mental illness and what is coming 
on in the future in this whole area of ...(off mike...inaudible)... economics. 

This ...(off mike...inaudible)... that the whole Canada Health Act should be reorganized, bringing in prescription drugs on the 
same kind of platform as doctors and hospitals. If the whole system does not hang together financially, then maybe there is a 
need for user fees, co-insurance, income-based deductibles, call it what you want, but have those apply equally to the drugs, 
physicians and hospitals. It sounds to me like we are just adhering to this conventional view that we talk about catastrophic drug 
coverage, but it still has deductibles and all of that kind of stuff, thinking of it, as I said, as a kind of second-tier health care. 

Moderator Ferguson: Well, I want to assure you that I do not think that there is anyone on the panel who thinks that prescrip-
tion drugs are a second-tier Medicare component. I think that it is very important and very critical. So access to drugs or drug 
coverage is certainly something very important and which should be a privilege for all Canadians, but whether it should be run 
by a single, monopolistic program with a one-size-fits-all type of formula, maybe that is not the right angle from which to look 
at it, but, certainly, access is very important and it should be a privilege. Does that answer your question?

Unidentified Speaker-M: ...(off mike)... Yes, but I can still see you arguing that there has to be cost tiers in the area of prescrip-
tion drugs, whereas that is very much a sacred cow in the mind of Canadians, in terms of…

Speaker Turner: Well, actually, in our presentations to both Kirby and Romanow, we expressed it in the following way: That 
we thought that insurance elements should be brought into the system, and that would include co-payments of some kind. You 
have to understand, though, how difficult that is to say that out loud…

Unidentified Speaker-M: ...(off mike...inaudible)... 

Speaker Turner: …because it is one of those sacred cows in Canada that immediately, immediately, if you talk about any sharing 
of the cost, then somebody is throwing two (2) tiers at you, and we just do not believe that that is the case. No, we would have 
some sort of cost sharing for all layers. Am I fair to put those words in the committee’s mouth?
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One more and then we will probably have to break. 

Unidentified Speaker-M: ...(off mike...inaudible)... Murray, from a Workers’ Comp perspective, certainly, there would be incen-
tive to get people into the medical treatment as fast as possible so that they are off benefits. That seems to me to be an area that 
could be pitched to the governments just as well because, if they could get people through the medical system, then they are (a) 
back in the workforce and contributing tax dollars and (b) not on social welfare systems, depending on UI or CPP or welfare or 
whatever, and they need part of the government coffers. Has there been any attempt to pitch that idea to the government?

Speaker Turner: I think that it is fair to say that that specific point was not explicitly in our submissions; it would only be there 
implicitly. Claude may want to jump up, but I believe that the governments are aware of this and, certainly, in CPP disability, 
they have worked very hard to get people back into the workforce as quickly as possible. Other government-sponsored agencies, 
I think, are also cognizant of that need.

Unidentified Speaker-M: ...(off mike)... The health-care system is cognizant of that too, but is there a connection between the 
two (2)? 

Speaker Turner: Well, there are certainly lots of data to support the fact that people are not staying in hospitals very long for 
anything.

Unidentified Speaker-M: ...(off mike...inaudible)... get in, how long they have to wait to get to the hospital.

Speaker Turner: Yes. David.

Mr. David ???: ...(off mike)... You made reference to a lack of data or quality of data. What is that issue? I cannot believe that, 
again, we have a national Medicare system and that we do not have that data somewhere.

Speaker Brown: The hulk.

...(laughter)... 

Speaker Brown: Believe it. You have to understand that, for example, hospitals get annual budgets, but, if I want to find out 
what a hip replacement costs in Kitchener, and compare that to Regina, I cannot get data on that. So I cannot comment on the 
efficiency or efficacy of Doctor A versus Doctor B, hospital A versus hospital B, region A versus region B. I just cannot do it. 
They are just starting to put in place data-gathering procedures, but…

Unidentified Speaker-M: ...(off mike...inaudible)... Canada Health ...(off mike...inaudible)... 

Speaker Brown: ...(off mike...inaudible)... is that what you are… 

Unidentified Speaker-M: ...(off mike...inaudible)... collection of health-care data ...(off mike...inaudible)... 

Moderator Ferguson: Yes, I think that the intent is, obviously, to build more data, but the system is not there. As Rob alluded to, 
the budgets are allocated for the operation of the hospitals and all of that. But there is no direct connection with the individuals 
who receive the treatment and what treatment they are receiving. The CIHI is starting to put in place facilities to collect some 
data, but not all hospitals and not all provinces have the system to support what is needed. What is probably motivating some 
of the hospitals to do it are probably initiatives like the ones in Ontario and Québec and probably other provinces, that I am 
not aware of, that have announced and made it clear to the hospitals that they will be paid, based on services that are provided. 
So if what we call DRGs, diagnostic relative to groups, where specific prices are attached to specific procedures or diagnostic at 
entry and not for specific procedures, at some point, the data will develop if the institutions are forced to be compensated in a 
way that will work this way or support the need for data.

Another element, for example, is that CIHI might collect data, but they collect data just to report on past performance. If we 
had the responsibility to support modelling, then all sorts of elements of models would, obviously, be missing and that would, 



Délibérations de l’Institut canadien des actuaires, Vol. XXXIV, no 2, juin 2003

Comment un actuaire du régime d’assurance-maladie ajouretait-il de la valeur audit régime? (TR no25) 14

in a sense, push for the development or identify the missing pieces that would need to be developed by CIHI or StatsCan or 
whatever organization, in order to support the obligation of a Medicare actuary.

Unidentified Speaker-M: There is also a very simple problem, where there are more Medicare cards out there than there are 
people. That is a pretty fundamental thing. So Newfoundland and Labrador has a pilot project underway to try to develop an 
exposure database and they have some funding from – I am not sure if it is CIHI or whom it is from – and one of the objectives 
is to build something that then can be given to the rest of the country. But a lot of you work for insurance companies and, if 
you have ever been involved in an inter-company experience study, you know the problems that are involved in trying to get 
everybody to talk to everybody else. Which province is it that is going to say: We love your system so we will abandon ours? 

...(laughter)... 

That is assuming that they had a system in the first place. 

Moderator Ferguson: Well, thank you, everyone, for attending this session. I hope that we will have other opportunities to 
discuss those issues with you. Thank you, again, and have a good end of the conference.

...(applause)...


