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Since last fall, the Canadian health care
system has once again become a source
of bickering. The federal government,
which is a significant funder of the prov-
inces’ health programs, wants to limit the
rate of increase of its transfers and force
provinces to spend on specific areas like
mental health and home care. The terri-
tories and certain provinces have bowed
to pressure from Ottawa, but four of the
five most populous provinces are still re-
fusing the federal offer.’ While it is politic-
al in nature, economic analysis of this
conflict can provide some useful insights.

HEALTH INSURANCE FROM

COAST TO COAST

Following the experience of Saskatchewan, which
was the first province to set up a public health
insurance plan, the federal government started
to push the other provinces in the same direc-
tion in the late 1950s and early 1960s. Health
care being a provincial jurisdiction, Ottawa de-
cided to offer financial transfers to entice them,
with certain conditions attached.? Over the years,
the size of these transfers has increased con-
siderably, such that they will exceed $35 billion
this year. Transfers, and hence the federal share
of spending, have also increased faster than
total provincial and territorial spending on health
care (see Figure 1).

At the end of its last mandate, the Conservative
government limited the annual increase in the
transfers to 3% starting in 2017, instead of 6%
as had been the case since 2004. The current
Liberal government'’s intention to limit this in-
crease to a little over 3%, and also to force
provinces to spend certain amounts in specific
areas, is the source of the present dispute.?

Figure 1

The evolution of federal health transfers
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Notes: Amounts are expressed in constant 2016-2017 dollars. Annual inflation data were
modified to obtain inflation rates by fiscal year. Inflation for the year 2017 was estimated
based on an arithmetic mean of the past 36 months starting in January 2014. The CHT share
of total provincial health spending for 2015-2016 and 2016-2017 is based on estimates.
Sources: Statistics Canada, CANSIM Table 326-0020: Consumer Price Index, Health care,
2007 to 2016; Canadian Institute for Health Information, National Health Expenditure
Trends, Data Tables, Table F.1.1.1: Provincial/Territorial Government Health Expenditure,
by Province/Territory and Canada, 2007-2008 to 2016-2017—Current Dollars; Department
of Finance of Canada, Federal Support to Provinces and Territories, October 24, 2016.

Each province created its own health insurance system,
and each province manages its own system and adopts
the laws that govern it. Despite Ottawa’s involvement,
nothing prevents a province from changing its system as
it sees fit. Politically, it is provincial governments that
must face their electorates and justify their actions. Again,
nothing stops provinces from making decisions that are
contrary to the federal government’s wishes and that
would please their voters.

The federal government’s only lever for influencing the
provincial health systems remains the threat of reducing
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transfers to recalcitrant provinces. This threat is
strong enough to make the provinces fall in line
each time Ottawa reins them in. From an eco-
nomic perspective, this federal interference
poses a problem.

THE PRINCIPLE OF SUBSIDIARITY

One of the fundamental principles of fiscal fed-
eralism is subsidiarity. This ancient principle,
firmly rooted in many institutions,® basically
means that the responsibility for a public action
is entrusted to the authority that is closest to
those concerned. Applied to a federal frame-
work, this means that a central authority should
only take care of political, social, and economic
problems that cannot be dealt with by more
local authorities.

In Canada, federal jurisdiction over the currency
and defence, and provincial jurisdiction over
education and health care, can certainly be ex-
plained by this principle of subsidiarity: defence
and currency are by definition national respon-
sibilities, whereas educational and medical
competencies are exercised locally.

A corollary of the principle of subsidiarity is the
financing of services by the authority that dis-
penses them. Subsidiarity can therefore be under-
stood as a decentralization of decisions along
with the autonomy to collect taxes to provide
the related public services, which makes sense
for several reasons.

First, just as consumers are better served by
competitive markets than by monopoly situa-
tions, so too do citizens benefit from the com-
petition produced by the decentralization of
decisions. In the case of the Canadian federa-
tion, decentralization “introduce[s] into political
order the disciplinary pressure of competition”®
between governments, which encourages in-
novation. Conversely, a uniform national health
policy reduces the opportunities for experi-
ments and discoveries of best practices and
ways of delivering services.

Second, decentralization makes political decision-makers
more accountable. If they choose to spend more in an
area under their jurisdiction, they must also tax people
more. In principle, this direct link between taxation and
services leads decision-makers to a certain moderation,
and encourages them to make sure that the population
gets its money’s worth.

Third, the principle of subsidiarity makes politicians more
attentive to the wishes of voters in their region. If there
are important differences in the preferences or needs of
people in different provinces, it will be easier to adjust
provincial policies to these differences than to adjust a
single national policy.

CONCLUSION

The Canadian Constitution takes into account the princi-
ple of subsidiarity. Historical circumstances, such as the
emergence of the controversial notion of Ottawa'’s
“spending power,” favoured the intrusion of the federal
government in the health care sector, an area of provin-
cial jurisdiction. Health transfers, with federal strings at-
tached, violate the principle of subsidiarity and make
Canada’s public health care system less efficient.

Now that health insurance is provided from coast to
coast, it's time for the federal government to withdraw
from this sector and free up the fiscal space that it occu-
pies on this issue, making room for the provinces. Each
of these could then decide for itself the best way to pro-
vide health care services to its population.
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