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Background

Since the passage of the Canada Health Act in 1984 and its
prohibition of extra-billing, there has been an extremely
limited role for private health insurance in Canada as a
mechanism to pay for medically necessary physician or
hospital services (Deber 2003; Detsky and Naylor 2003;
Flood and Archibald 2001; Naylor 1999). In the aftermath
of the landmark Supreme Court decision Chaoulli v. Québec
(Chaoulli v. Québec [Attorney General] 2005), this may
change.

In Chaoulli, the Supreme Court narrowly struck down
provisions under Quebec law that prohibited the purchase
of private health insurance for government-insured physi-
cian and hospital services (Dickens 2005). In the context of
unreasonably long waiting lists, four of seven judges agreed
that the ban on private insurance was unjustifiable given the
rights afforded residents of Quebec by the provincial Charter
of Human Rights and Freedoms.

The Quebec government was granted a one-year stay of
the Supreme Court ruling in order to consider its options.
After a lengthy internal review, the provincial government
published a consultation document in February 2006 titled
Guaranteeing Access: Meeting the Challenges of Equity, Efficiency
and Quality (Government of Quebec 2006), and then follow-
ing public hearings, the Quebec government passed a law
(Bill 33, entitled An Act to amend the Act respecting health
services and social services and other legislative provisions) allow-
ing residents of Quebec to purchase private health insurance
to obtain certain types of care at “a specialized medical centre
where only physicians not participating in the health insur-

ance plan practise.” Insurance contracts for these operations
would have to include coverage for necessary preoperative,
post-operative and rehabilitation care, and the operations
themselves are currently limited to hip and knee replace-
ments as well as cataract removal. Controversially, this
short list of surgeries could be expanded by regulation (i.e.,
without the approval of the full Quebec legislative assembly).
Whether insurers offer products only for joint replacements
and/or cataract surgery remains to be seen.

Despite the Supreme Court’s application of the Chaoulli
decision to Quebec only, the Alberta government announced
early in 2006 that it too planned to introduce a system of
private health insurance. The government’s proposal proved
highly controversial, however, and several months later the
Alberta health minister announced that the government had
decided that it was “not prepared to proceed with private
insurance at this time” (CBC News 2000).

Partly in response to the Chaoulli decision, the Canadian
Medical Association (CMA) also prepared a thoughtful and
thoroughly researched report (CMA Task Force on the Public-
Private Interface 2006). Canadian physicians have long been
divided on the issue of private funding for medically neces-
sary services, and the CMAs report is unlikely to unify the
profession. Some physician leaders have expressed support
for an increased role for private health insurance in Canada
(Ouellet 2005), while others have recommended a recom-
mitment to the principles of single-tier healthcare (Bhatia and
Natsheh 2005; Hoyt 2005). In its report, the CMA presented
four scenarios for how healthcare funding and delivery could
be organized in Canada, each with a different mix of public
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and private elements. The CMA did not, however, present
a scenario that would be in keeping with the recommenda-
tions of the National Forum on Health (1997), the Romanow
Commission (Romanow 2002) and the Kirby Commission
(Kirby 2002) — increased public funding coupled with
enhanced public drug coverage and home care.

Those on all sides of this debate often cite healthcare
systems in other countries, using anecdotal examples to
buttress their own arguments (Coffey 2005, April 16; Day
2005, September 13; Ouellet 2005). Many Canadians,
including healthcare providers and policy makers, may be
unfamiliar with the specific types of private health insurance
available outside North America. In this article, I provide a
general overview of the various forms of private health insur-
ance available internationally and review a specific example of
each, with a focus on three economically advanced countries.
I then conclude with a consideration of private health insur-
ance in the Canadian context, with specific recommendations
for policy makers.

General Principles of Private Health Insurance
The purpose of health insurance is to protect individuals from
the potentially catastrophic financial consequences associated
with medical care (Glied 2001). Insurance can be publicly
funded through income taxes or payroll deductions, or
privately funded through personal or employer contributions
that are not directly linked to an individual’s income level.
In the absence of insurance, the only alternatives are out-of-
pocket payments, charity or avoidance of medical care.
Although there are a variety of reasons why both publicly
and privately funded healthcare systems are inherently
inefficient, the problem of “adverse selection” occurs only
in private health insurance markets (Feldman et al. 1998;
Reinhardt 2001). Adverse selection occurs when the patient
has better information about his or her health risks than
the insurer. For example, a middle-aged man who develops
increasingly severe morning headaches may not report them
when seeking to purchase insurance. His insurer may there-
fore rate his risk as average when, in fact, his risk of a brain
tumour is considerably higher than average. To combat this
problem, insurers can raise premiums, but this manoeuvre
renders their policies less attractive to low-risk individuals.
If healthy individuals consequently refrain from purchas-
ing insurance because they perceive the premiums to be too
expensive, an “adverse selection death spiral” can result,
with higher-risk individuals being successively priced out
of an insurance market (Taylor 2002). The negative effect
of adverse selection can be mitigated with governmental
regulation in a private health insurance market, but it is
entirely eliminated with universal public health insurance.
Nevertheless, most countries, including Canada, continue to

In theory, Australians also cannot use
private health insurance to bypass waiting lists for
public hospital admissions. In practice, however,

a variety of incentives encourage queue-jumping,
the extent of which is unknown.

permit private health insurance in some form.

There are three major roles that private health insurance
can play within the context of a public health insurance
program. First, private health insurance can be used as a
source for primary coverage, to fund healthcare for individ-
uals who are ineligible for public health insurance (e.g.,
new immigrants) or those who choose not to obtain public
health insurance, if opting out of the public health insur-
ance plan is permitted, or where public health insurance is
unavailable. Second, private health insurance can be used as
duplicate coverage, to cover healthcare needs that are already
provided for by public funds. This is the case, for example,
in the United Kingdom, Australia, New Zealand and Ireland,
where individuals with private health insurance can bypass
public sector waiting lists and obtain care privately. This
form of private health insurance is often referred to as double
coverage. Third, private health insurance can serve a supple-
mentary role, either to cover care that is unavailable in the
public sector (e.g., as with pharmaceuticals and dental care
for many Canadians) or to cover the cost of fees associated
with obtaining services within the public sector (e.g., as with
co-payments in France). Table 1 illustrates the various forms
of health insurance and their availability in select countries
(Organisation for Economic Co-operation and Development
[OECD] 2004).

Primary Private Health Insurance

Primary private health insurance is dominant in the United
States and also plays a significant — albeit very different — role
in the Netherlands and Germany. Primary private health
insurance plays a much smaller role in other economically
advanced countries, such as Belgium, Austria and Spain. The
Dutch example is presented in detail below.

The Netherlands

Since January 1, 2006, all Dutch adults have been required
by law to purchase private health insurance (children receive
insurance for free). The obligatory insurance covers a basket
of services delineated by a quasi-governmental agency
— virtually all outpatient and in-patient medical care, most
drugs and other medical products (e.g., hearing aids), certain
paramedical services (e.g., dietary counselling) as well as
dental care for children. Insurers must accept all who apply,
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Table 1. Private health insurance in selected countries

Type of Private Health Insurance
Country
Primary* Duplicate Supplementary
Canada — Allowed in some provinces, but no Subsidized by the government and
market exists usually obtained through employment;
covers approximately 65% of the popu-
lation
United States Obtained through employment by many Not applicable Subsidized by the government and often
who are ineligible for Medicaid or purchased by Medicare recipients for
Medicare; approximately 16% of the co-payments, drugs and other services
population has no insurancet not covered by Medicare
United Kingdom — Purchased by about 10% of the popula- Duplicate private health insurance
tion; covers in-patient and outpatient usually also covers co-payments
Services
France — No significant market exists Subsidized by the government and
covers over 90% of the population; used
primarily to cover co-payments but also
for dental, eye and home cares
Germany Individuals with higher incomes may opt | No significant market exists Purchased by about 10% of the publicly
out of public insurance and purchase insured population to cover services not
private health insurance instead covered publicly
The Netherlands Purchased by virtually all individuals No market exists; explicitly forbidden Purchased by over 90% of the publicly
as required by law for home care and long-term care insured population for dental and/or
alternative care
Australia — Subsidized by the government and Purchased for dental care, eye care,
purchased by over 40% of the popula- physiotherapy, etc.
tion; allowed for in-patient care only
Ireland Approximately two-thirds of the popula- | Subsidized by the government and Purchased to cover dental care, alterna-
tion is not publicly covered for general purchased by approximately half the tive medicine, home care and other
practitioner care; most private insur- population services not otherwise covered
ance does not cover primary care
Sweden — No significant market exists Negligible market for co-payment
insurance as patients pay up to US$120
annually for doctors visits, US$240
annually for drugs and varying amounts
for in-patient care
Switzerland All Swiss residents must purchase Not applicable Purchased by approximately 80% of the
private health insurance; benefits and population to cover services not covered
premiums are standardized by mandatory private insurance;
coverage of co-payments is not allowed

*Countries with no entry in the primary private health insurance column have universal public health insurance for physician and hospital services.

tData from Thorpe (2004).

and cannot price insurance policies based on age, gender, can and do offer supplementary insurance for other services
health, socio-economic status or any other factor that might (e.g., eye care), and compete for customers largely on this
determine health need. Government subsidies to insurers are  basis. Insurers also compete by offering discounts to large
dependent on the insured population’s average risk. Insurers  group purchasers.
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Because virtually all health services are delivered within
the public or non-profit sectors, and because hospital and
physician reimbursement rates are uniform across the various
health insurance schemes, private insurance does not confer
preferential access to healthcare in the Netherlands (OECD
2004). Moreover, despite increasing wait times, there does
not appear to be widespread public demand for a private
health insurance scheme that would offer preferential access
(Schut and Van de Ven 2005).

Duplicate Private Health Insurance

The main function of duplicate private health insurance is
to provide individuals with alternative coverage for services
already available in the public sector. Individuals purchase
duplicate private health insurance because they want higher-
quality or faster care than is available with public health
insurance. Duplicate health insurance is widely available in
the United Kingdom, Portugal, Ireland, Australia and New
Zealand. The Australian example is presented below.

Australia

Public health insurance in Australia covers all charges associ-
ated with medically necessary hospitalizations and 85% of
physician fees in the ambulatory setting. Pharmaceuticals,
home care and long-term care are also partially covered.

Private health insurance in Australia can be purchased
by anyone and performs both duplicate and supplemen-
tary functions (Colombo and Tapay 2003). As of September
2005, 43% of the population was covered by private health
insurance (Australian Government, Private Health Insurance
Administration Council 2005). Individuals with private
health insurance may opt to receive expedited elective in-
patient care in private hospitals. They may also choose to be
treated as private patients when admitted to a public hospital
for an emergency or for a major operation not offered in the
private sector. Australians cannot use private health insur-
ance for ambulatory care (e.g., to obtain preferential access
to a family physician or for an outpatient consultation with
a specialist). In theory, Australians also cannot use private
health insurance to bypass waiting lists for public hospital
admissions (e.g., for surgeries that are unavailable in private
hospitals). In practice, however, a variety of incentives
encourage queue-jumping, the extent of which is unknown
(Colombo and Tapay 2003).

In an effort to relieve an overburdened public healthcare
system, as well as to support private insurers and hospitals,
the Australian government enacted regulations in the 1990s
designed to promote the purchase of private health insur-
ance. For example, high-income individuals who do not
purchase private health insurance are now penalized with
an extra 1% income surtax. The government also refunds a

The combination of a lack of gatekeeping
in the French healthcare system, extensive
government subsidization of private health
insurance and the free rider effect introduced by
supplemental private health insurance with its
elimination of co-payments results in a situation
where costs are extremely difficult to control.

significant proportion of private health insurance premiums
and pays for part of the care provided at private hospitals.
Adding to the complexity is that the largest private insurer,
Medibank Private Limited, is owned by the government.

Australian physicians may charge fees in excess of the
government tariff for hospitalized private patients and for all
outpatients. For in-patients, the gap between the physician’s
fee and the rate set by the government can be paid by private
health insurance. Because private health insurance cannot
be used for ambulatory care, outpatient fees in excess of the
government rate must be paid for out of pocket.

The impact of private health insurance on important health
policy objectives such as cost containment and improved
quality and access to care has been difficult to determine.
For example, one study showed that angioplasty rates after
myocardial infarction were three times higher in private
hospitals than in public hospitals (Robertson and Richardson
2000), but whether this is due to overutilization in the private
sector, underutilization in the public sector or differing risk
profiles is unclear. The “free rider” effect of private health
insurance, where neither patient nor physician is exposed
to the full cost of treatment, may contribute to unnecessar-
ily long hospital admissions (Savage and Wright 2003). This
can be a problem with public insurance as well, although
hospitals usually have some incentive to minimize admis-
sion length. The effect of private health insurance on public
sector waiting lists in Australia has been unclear (Hanning
2002; Hopkins and Frech 2001; Hurley et al. 2002). With
few strategies for cost containment in the private sector and
extensive subsidization, government health expenditures
do not appear to have been reduced by increasing private
health insurance coverage. In fact, total health expenditures
have risen faster in Australia than in most other economically
advanced countries (OECD 2005).

Supplementary Private Health Insurance

The term supplementary private health insurance is used here
to refer to any private health insurance scheme that covers
costs not reimbursed by public insurance. Supplementary
insurance can provide coverage for discretionary services,
such as semi-private hospital rooms or massage therapy, or
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for services that should arguably be publicly insured because
they are medically necessary and associated with significant
expense, such as pharmaceuticals and dental care.

Private health insurance that is used to cover co-
payments or user fees is often referred to as complementary
private health insurance. In the framework presented here,
complementary private health insurance is simply one type
of supplementary private health insurance. Supplementary
private health insurance is available in every economically
advanced country. The French example is presented here to
demonstrate some of its features.

France
Supplementary private health insurance in France is
subsidized by the government, is provided mostly by non-
profit providers and covers over 90% of the population
(Buchmueller and Couffinhal 2004). Unlike in Australia,
private insurance in France is not used to explicitly obtain
preferential access to hospital care but, rather, to limit the
financial risk associated with co-payments, which can be
substantial in the French system. Nevertheless, because these
co-payments can present a significant barrier and the lack
of health insurance is strongly associated with low socio-
economic status, access to healthcare is inequitable. For
example, in one study that controlled for most characteris-
tics associated with increased healthcare utilization, adults
with supplementary private health insurance were 80%
more likely to see a physician within a given one-month
period than individuals without private health insurance
(Buchmueller et al. 2004). Other studies have also found that
individuals without private health insurance were less likely
to obtain care (Dourgnon and Sermet 2002; Raynaud 2003).
Gatekeeping is non-existent in France; individuals can
self-refer to specialists (Rodwin and Le Pen 2004). The
combination of this feature of the French healthcare system,
extensive government subsidization of private health insur-
ance and the free rider effect introduced by supplemental
private health insurance with its elimination of co-payments
results in a situation where costs are extremely difficult to
control. Per capita total healthcare expenditures in France
are considerably higher than the European average and, as
a proportion of gross domestic product, are also higher than
Canadian expenditures (OECD 2005).

The prevalent impression that a greater
proportion of healthcare in Canada is funded
through the tax base than in most other
economically advanced countries is false.

International Expenditures on Private Health
Insurance

In large part because universal public health insurance is
limited to physician and hospital services, private health
insurance for pharmaceuticals, dental care and eye care is
widespread in Canada. Consequently, the prevalent impres-
sion that a greater proportion of healthcare in Canada is
funded through the tax base than in most other economically
advanced countries is false (OECD 2005). In 2000, the latest
year for which data are available, supplementary private
health insurance accounted for 11% of total health expendi-
tures in Canada. Although this is significantly less than in the
United States, the figure is comparable to European countries
where private health insurance often plays a primary role
(e.g., the Netherlands and Germany) and significantly higher
than in countries where private health insurance sometimes
plays a duplicate role (e.g., Ireland, Australia and the United
Kingdom) (OECD 2004). Including out-of-pocket expenses,
private payments account for 30% of the total health expen-
diture in Canada, a figure that is appreciably higher than in
most European countries (OECD 2005).

Further Considerations and Recommendations for the
Canadian Context

Private health insurance plays a unique role in each
economically advanced country. Differences are related to
the collective values of the nation’s citizens as well as the
incremental manner by which most economically advanced
countries have achieved universal coverage. For example,
Aneurin Bevan, the architect of the United Kingdom’s
National Health Service, only reluctantly and as a belated
compromise allowed physicians to retain a second private
tier (Pollock 2004).

Although private health insurance is ubiquitous, its forms
and penetrance vary tremendously. In some countries, like
the Netherlands, citizens purchase private health insurance
that functions in a similar manner to the tax-funded public
health insurance provided to citizens of other countries.
Private health insurance in these countries generally confers
no special access to care. Other countries, like Sweden,
permit private health insurance but have not witnessed the
development of a robust private insurance market because
of stringent government regulations. Finally, a small number
of countries have significant markets for duplicate private
health insurance, which allows wealthier individuals to
access care preferentially.

The present debate in Canada is not about private health
insurance in general because supplementary private health
insurance is already widespread. The controversy (and
Chaoulli v. Québec) concerns duplicate insurance and its
implications for preferential access to care for more afflu-
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ent members of society. Multiple national consultations have
revealed that most Canadians feel that providing wealthier
individuals with better or faster care is discordant with
their values (Kirby 2002; National Forum on Health 1997;
Romanow 2002). Federal and provincial governments should
consider these views, in conjunction with the experiences of
other economically advanced countries, when deciding how
to regulate private health insurance in Canada.

Where there is no public insurance, private health
insurance obviously improves access to care. For example,
Canadians with employer-sponsored health insurance
plans have better access to medically necessary drugs than
Canadians who are ineligible for public drug plans and who
do not have private insurance. Provincial premiers in Canada
have agreed that Canadians should have affordable access to
drugs and have directed their health ministers to develop a
National Pharmaceuticals Strategy (NPS). Although a progress
report has been delivered (Federal/Provincial/Territorial
Ministerial Task Force 2006), the full strategy remains to be
developed. Compared with other OECD countries, a larger
proportion of pharmaceutical expenditures in Canada is
financed privately, either out of pocket or through private
insurance. Canadian policy makers need to urgently accel-
erate the development of a comprehensive NPS. Ideally,
our reliance on private health insurance for pharmaceutical
coverage should be reduced so that all Canadians have access
to medically necessary drugs.

The present debate in Canada is not
about private health insurance in general
because supplementary private health insurance
is already widespread. The controversy concerns
duplicate insurance and its implications for
preferential access to care for more affluent
members of society.

Where public insurance exists, the introduction of private
funding, either through out-of-pocket payments or private
insurance, could have unforeseen effects. The Australian
example has been discussed in detail above, but evidence
is also mixed in other jurisdictions that allow duplicate
private health insurance, such as the United Kingdom and
New Zealand. Overall, the sum of the international evidence
supporting the notions that duplicate health insurance
reduces either wait times or expenses within the public
sector is weak (OECD 2004; Tuohy et al. 2004). Despite
the theoretical argument that increased private funding in
Canada will relieve demand for care in the public sector
and shorten public waiting lists, there are several potential

reasons why public waiting lists might actually grow longer
as the role of private funding for medically necessary services
increases:

* If remuneration for services is greater in the private sector
than in the public sector, healthcare providers may be
preferentially attracted to the private sector and have an
incentive to keep their public sector waiting lists long so
that patients may be shifted from the public sector to the
private sector when the wait-time guarantee expires.

o If complications experienced by private patients are
managed in public hospitals, the resources available for
elective operations such as joint replacements in public
sector hospitals may decrease.

» The supply of physicians, nurses and other healthcare
professionals in Canada is not easily increased; if the
health human resource shortage in public sector hospi-
tals is exacerbated by the growth of private clinics, then
public waiting lists may lengthen.

Until positive effects have clearly been demonstrated in
specific contexts, governments that are obliged to experiment
with private funding should do so only in a limited manner.
Careful study will be required to see whether putative positive
effects are actually realized, or whether unintended adverse
consequences occur. Moreover, experiments with private
funding for medically necessary services should be carefully
regulated to minimize any negative effects on access to care.
These regulations should include provisions to ensure the
following:

* Healthcare providers must continue to be appropriately
attracted to public practice. For example, remuneration in
the private sector should be no greater than in the public
sector, and where it is offered on a per-procedure basis, it
should be adjusted for risk and complexity so that public
hospitals are not asked to manage the difficult cases for
the same fee that private clinics receive to manage more
simple cases.

 If physicians are permitted to practise in both sectors,
they must have incentives to keep their public sector
waiting lists as short as possible. Alternatively, waiting
lists should be centralized so that they can be managed
more optimally.

* Private clinics should be held responsible for all costs
associated with complications that are managed in public
sector hospitals.

Because private insurers have increased costs compared
with public insurers (e.g., because of marketing and admin-
istration) (Woolhandler et al. 2003), it remains to be seen
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whether private surgical clinics can provide high quality care
underconstraints such as those described above. Evidence
from other fields of healthcare (e.g., nursing homes, hospital
care and dialysis clinics) suggests that this may be unlikely
(Devereaux et al. 2002a, 2002b; Hillmer et al. 2005).
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