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Welcome!

The fall issue of CSR is here, and this season we proudly present you with our
2008 Student Essay Contest winners whose health care submissions won
them cash prizes upwards of $1000! We have recently released the 2009
student Essay Contest topic, “Economic Freedom and Global Prosperity,” so it's
a great time to start researching your winning submission for next year! Check
our website for full contest details.

We are also thrilled to bring you intriguing discussions about unintended
consequences of minimum wage increases in our regular column, “Things Folks Know That Just Ain’t
So,”as well as an explanation and analysis of the causes and consequences of inflation with Dr. Steven
Horwitz in “Ask the Professor.” And if you've seen Michael Moore’s Sicko, consider our look at the hidden
public costs of the Canadian single-payer health care system — what you learn might surprise you.

We would like to thank the Lotte & John Hecht Memorial Foundation for their generous support,
which enables us to distribute Canadian Student Review at no cost to campuses across Canada.

Best Wishes,

Vanessa Schneider,
Director of Student Programs
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1 4 Ask the Professor

Why does out-of-control inflation persist in today’s world?
Dr. Steven Horwitz explains
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REFORMING
MEDICARE

By Richard Norman
University of King’s College, Halifax, NS

The Canadian health care system is terminally ill. Wait times
for surgery are at an all time high (Fraser Institute, 2007).
Doctors and nurses are strictly rationed. In many provinces,
health care spending is fast approaching half of the entire
budget (Skinner, 2006).

Not only is our system in serious trouble, but the government'’s
monopoly control of health care is also in increasingly
dubious legal standing. In the 2005 Chaoulli v. Quebec

case, the Supreme Court ruled that Quebec’s single-payer
health insurance system violated Quebecers'rights to life and
security of person under the province’s Charter of Human
Rights and Freedoms. Three of the seven judges also found
that the system violated the Canadian Charter of Rights and
Freedoms. The system’s inefficiency is not only creating a
huge, unsustainable financial burden for taxpayers and future
generations; it is also preventing people from receiving the
care their health necessitates.

It was not always this way. In a speech upon his election

as president of the Canadian Medical Association in 2007,
Dr. Brian Day recalled better times. “When many of us were

Canadian

starting out 30 years ago, Canada had an effective and
efficient health care system. Since then, government policies
have reduced resources and created such a shortage of
doctors that millions of Canadians don't have a family physi-
cian, they can't get in to see a specialist, they wait far too
long for necessary tests and procedures, and, sadly, patients
languish in hospital corridors” (Day, 2007).

THE SYSTEM WAS
FATALLY FLAWED
FROM ITS INCEPTION

Government cuts may be responsible for some of the
system’s problems, but it could just as easily be said that

the system was fatally flawed from its inception. The lesson
should not require reiteration: government monopolies
insulate economic activity from the efficiencies and
innovations of competition. By limiting market mechanisms,
politicians and civil servants centralize decision making.
There is simply too much information, too many variables
for any government cadre to effectively control the health
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care market. In health care, as in other sectors of the econ-
omy, we should recognize the limits of a command-style
economic policy and the distortions of such impositions.
F.A. Hayek once described “the astonishing fact, revealed
by economics and biology, that order generated without
design can far outstrip plans men consciously contrive”
(Hayek, 1989). By allowing the prices of goods and services
to be arranged by the mutual consent of sellers and buyers,
information can be more effectively communicated,
efficiencies can be created, and consumers can receive more
appropriate levels of service and support. These things do
not happen when the government runs the show.

This is not to say that government should play no role in
health care delivery. It should—especially as a guarantor for
those who are unable to afford their own insurance. Indeed,
we could take an incremental step forward by adopting

a mixed public and private system akin to those found in
Germany or the United Kingdom. This would allow citizens
to choose what type of insurance would be best for them
based on their particular circumstances, rather than having
to accept the only choice offered by the government. The
public system would be maintained and improved through
competition with private clinics. Public health insurance
would still be offered, but the “equality ceiling” would be

lifted for those who could afford the benefits of private
insurance and clinics.

Canada, however, is still a long way from achieving this
healthy balance of public and private sector involvement. It
is not politically possible in most provinces to fully embrace
the principles of competition and choice when it comes

to health care. A lot of groundwork must still be done.
Incremental, evidence-based reforms to the public system
are the best approach to take in the current climate.

Fortunately, led by a number of ambitious administrators,
physicians, and politicians, such initiatives are already
underway. The most promising reform is patient-focused
funding. Under the current system of “block” or “global”
funding, hospitals receive a lump sum of money from the
government at the beginning of the year and must ration
the services they provide so as not to exceed these funds.
With patient-focused funding, hospitals receive a basic sum
of money at the beginning of the year and then effectively
bill the government for the services they provide beyond
this. The result is competition among hospitals, as each
hospital or clinic seeks out patients and tailors its services
to meet their needs in order to receive more funding since
each admission generates revenue. Administrators and
health care professionals work together to maximize efficiency
and provide the highest quality of care. Each patients is
seen as a customer who must be well served, rather than a
drain on scarce resources.

In April, the government of British Columbia announced
that Fraser Health and Vancouver Coastal Health had
partnered in a $75 million program to encourage new
patient-focused funding models. These two health authori-
ties provide services to approximately 60% of the province’s
residents (Fraser Health, 2008). In some cases, the program
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OUR SYSTEM IS FAILING
US AND ITS FAILURE
IS UNACCEPTABLE

might involve the government paying extra money for
patients admitted to a bed within 10 hours, for example; in
other cases, extra money may be provided for quick treatment
and discharge.

Some of the literature suggests that patient-focused funding
will lead to increased health care spending as wait lists
decrease and more patients are seen, but consider some

of the ways significant savings can be achieved. Not only
would competition increase efficiency and spur innovation,
but the huge reduction in wait lists would result in related
health care savings; we may even see a shift to emphasis on
prevention and early detection of problems. Furthermore,
this speedy, professional system would likely attract
foreigners with limited health care access at home. In this
case, Canadian clinics could capitalize on medical tourism,
and the government could take a larger portion of these
fees to bolster their health budgets.

In any event, a more important figure in the health care
debate is not the total costs to taxpayers, but the value for
money spent. What is unacceptable about the status quo is
the unresponsiveness and inefficiency of Medicare; Canadians
would receive much more value for their money if price
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signals could be introduced into health care administration.
Resources would then be allocated more efficiently and wait
times reduced. Once market-based reforms are made to the
public system, it will be easier to argue for private insurers.
Although a pure system of price signals is ideal, a feasible
solution to the current problem is a mixed public-private
system. Only then will we begin to see health care spending
reined in.

But it is important to keep that ideal in mind, especially as it
offers a chance to address serious issues of democracy and
accountability. We are not simply talking about the most

effective ways to treat patients; we are talking about how
we want the government to treat us. These reforms devolve

A FEASIBLE SOLUTION
TO THE CURRENT
PROBLEM IS A MIXED
PUBLIC-PRIVATE SYSTEM
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power from the state to the citizen. As Brian Lee Crowley
pointed out in a lecture at the Heritage Foundation in 2004,
there has always been a conflict of interest at the core of
Medicare. In Canada, the providers of health services are
also the people who regulate the system and supposedly
guarantee its quality. “This is an appalling double standard,’
Crowley writes, “as no responsible regulator would permit a
private supplier to insurance to behave in this way”
(Crowley, 2004).

There will most likely always be political opposition to
increasing private competition in the provision of Canadian
health care. The success of incremental reforms will hopefully
lessen statists’ hold on the popular imagination. We have

to look at the facts: our system is failing us and its failure is
unacceptable. Making the case in favour of market reforms
to Medicare and eventually for private insurers should be
done slowly, one battle at a time. Patient-focused funding
may well be the first battle in this hard but vital fight. Il
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The unseen costs of single-payer

(Canada’s system
provides a lesson
for our American
neighbours

by Marisha Warrington and Brett J. Skinner

This year’s presidential elections have generated widespread
debate over the state of health insurance coverage in
America, largely due to widespread publicity of the US Census
Bureau’s annual estimate of the number of uninsured and
underinsured (US Census Bureau, 2007). Proposed reform
schemes to improve insurance coverage include: Massa-
chusetts’ recent adoption of mandated health coverage;
the introduction of major tax reforms; the possibility of
mandating coverage for all children; and a government-run
single-payer health care system.

Some proponents of a single-payer health insurance system
look at Canada as a model for universal health care coverage.
There is an assumption among many single-payer advocates
that the existence of universal coverage generates conditions
where all patients have equal access to quality health care,
regardless of their ability to pay. Michael Moore’s documen-
tary Sicko further perpetuates this myth—namely, that the
Canadian health care system is far superior to the American
health care system because health care in Canada is “free.”
The reality is that, on average, Americans do spend more of
their incomes on health care, but in general they get quicker
access to superior medical resources in return for the money
they spend (Skinner et al., 2008).

In truth, the Canadian health insurance system is not cheap
(or free) at all. The latest statistics from the Organisation for
Economic Co-operation and Development (OECD) show
that only three other industrialized countries (United States,
Iceland, and Switzerland) spend more of their national
income on health care than Canada on an age-adjusted
basis (Esmail and Walker, 2007a; OECD, 2008). Furthermore,
there are a number of hidden costs (not all financial) in the
Canadian health care system that are often overlooked by
proponents of a single-payer system. These costs include
extensive wait times and limited access to health care
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professionals, diagnostic services, advanced medical
technology, and new medicines.

Another false economy of the Canadian health system is
the money saved by delaying access to necessary medical
care—money is saved at the beginning but, over time,
these delays result in more money being wasted than saved.
Canadian patients wait much longer than Americans for
access to medical care (Schoen et al., 2005). In fact, Canadian
patients wait much longer than what their own doctors say
is clinically reasonable (Esmail and Walker, 2007b). Many
Canadian patients wait so long for treatment that in practical
terms, they are no better off than uninsured Americans.

In Canada, the government promises everyone that they
have health insurance coverage for all medically necessary
services, but in reality, access to treatment is often severely
limited or restricted altogether. It is important to remember
that access to a waiting list is not the same thing as access
to health care.

Canadian patients who want to escape the delays in the
public system are also effectively prohibited[1] from paying
privately for health care services (in addition to what they
already pay in taxes for the public system). In practical
terms, Canadian patients are unable to buy quicker access
or better care than what the government health insurance
program provides. In this sense, Canadian patients on
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waiting lists are worse off than uninsured Americans who
are at least legally allowed to use their own money or credit
to buy health care in their own backyard if they lack
insurance coverage.

Canadian patients can only pay privately for health care if
they leave their province of residence. Consequently, the
Canadian health care system encourages under-served
patients to spend their money in other provinces and, in
fact, often in other countries, usually the United States. The
absurdity of such a policy is that, because Canadian patients
are not allowed to spend their own money on medical care
provided at home, the economic benefit of this spending is
lost for their province, and sometimes for Canada altogether.
Canadian patients end up purchasing care abroad because
they are not allowed to buy health care at home . [l

Note

1 Health care providers are not legally allowed to accept
private payment for services that are eligible for public
insurance coverage if they want to keep the right to bill
patients served under the public insurance scheme.
Naturally, doctors are reluctant to give up their right to bill
the public insurance program. There are nuances to this
situation and some providers have found exceptions to this
general rule in various provinces.

Marisha Warrington is a Policy Analyst in the Department of
Pharmaceutical and Health Policy Research at The Fraser
Institute. She holds a B.A. (Hon.) in Sociology and Law and
Society from York University and a M.A. in Public Policy from
Queen Mary, University of London (U.K.). Ms. Warrington has
contributed research on urban policy issues related to the
Fraser Institute’s annual Canada Strong and Free Series
publication and health and pharmaceutical policy issues.

Brett J. Skinner is the Director of Bio-Pharma & Health Policy, as
well as the Director of Insurance Policy, at the Fraser Institute.
He earned a B.A. (Hon.) from the University of Windsor
(Ontario) and an M.A. in Public Policy and Political Science
through joint studies at the University of Windsor and Wayne
State University (Michigan). He has written about health policy
issues for the Atlantic Institute for Market Studies (AIMS) in
Halifax, Nova Scotia, and has worked as a consultant for the
Insurance Bureau of Canada (IBC) in Toronto, Ontario.
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Things
folks
know
that just
ain’t so

Why it ain’t so...

by Courtenay Vermeulen

This year, every province and territory except British
Columbia and the Northwest Territories increased its
minimum wage. Next year, this trend will continue
as minimum wages increase again in four provinces:
Newfoundland & Labrador, Nova Scotia, Ontario, and
Saskatchewan.

Unfortunately, the logic used to justify these increases is
far too simplistic. It just doesn't follow that if you increase
the minimum wage, then you will reduce or eliminate
the number of people living in poverty. Though the
increases may be well intentioned, high and increasing
minimum wages are not an effective tool for alleviating
poverty. In fact, high minimum wages do more harm
than good, especially for the people these increases are
intended to help.

Let us first consider who is earning the minimum wage.
The people who earn minimum wages are typically
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young, living at home, and attending school (Godin

et al,, 2008). Statistics Canada (2008) data reveals that
close to 62.4% of minimum wage workers in Canada are
between the ages of 16 and 24, and that about 87.0%
of these individuals still live at home with their families.
In other words, the vast majority of workers earning the
minimum wage in Canada are young people who are
just starting out in the labour market and are gaining
valuable skills that will help them earn higher wages in
the future.

Those who advocate higher minimum wages may
respond by saying, “It wouldn't be inherently bad for
those living at home or earning a supplementary wage
to benefit from a wage increase if it means that those
living in poverty could live a better quality of life” But,
again, the logic used here is far too simple. The money
spent on increased wages has to come from somewhere,
and often businesses react to higher payroll costs by
substituting workers for more capital (i.e., technology)
or high-skilled labour (i.e., hiring one highly skilled
technician instead of three labourers).

Perhaps the most significant consequence of high
minimum wages is the negative impact they have on
employment opportunities. A study by Professor Morley
Gunderson (2005) of the University of Toronto reviewed
23 Canadian studies on minimum wages and concluded
that a 10% increase in the minimum wage is associated
with a 3% to 6% reduction in the employment of teens.
This means that a major increase in the minimum wage
could lead to a loss of thousands of jobs for young
people.

Courtenay Vermeulen is the
Student Programs Assistant at the
Fraser Institute. She obtained her
bachelor’s degree in Commerce,
specializing in International
Business, from the University of
Victoria in British Columbia. She is
the Assistant Editor of Canadian
Student Review and also acts as
administrative support for the
Fraser Institute’s educational
programs for students, teachers,
journalists and professionals.




Another unfortunate reality of high minimum wages

is the negative impact they have on fringe benefits
such as on-the-job training. A worker who gets a state-
mandated wage increase will find that their company
now has fewer resources to devote to training, which
would make them more productive workers and thus
able to demand a higher wage in the future (Even and
Macpherson, 2003). Job security can also be threatened
since many minimum wage jobs have a three-month
probationary period during which a company may
decide to let their high-cost minimum wage earners go.
Instead of bringing prosperity to those living in poverty,
raising the minimum wage can bring uncertainty,
hardship, and often more poverty.

High minimum wages can also lead to higher school
dropout rates because higher wages encourage young
students to drop out of school and work instead
(Landon, 1997; Chaplin et al., 2003). By dropping out

of school, these students hinder their education and
drastically reduce their chances of earning higher wages
in the future.

Another reason why minimum wages do not have a
significant effect on poverty is that earning the minimum
wage is largely a temporary experience. In fact, a large
body of research shows that as workers gain skills they

experience upward income mobility. For example, one
study (Long, 1999) of minimum wage workers from
1991 to 1995 in the United States found that the 69.4%
of workers earning the minimum wage earned more
than the minimum wage after one year of work; this
number increased to 80.2% after two years of work.

We all want those living in poverty to be able to enjoy
a higher standard of living and to participate more fully
in the community, but the unintended consequences
of raising the minimum wage move us farther away
from reaching that goal. What is the solution then? The
good news is that apathy and indifference is not our
only alternative. Real solutions can be found in creating
the right environment for workers and businesses to
succeed. Lowering taxes would provide incentives for
people to work, save, invest, and act entrepreneurially;
eliminating overly prescriptive and biased labour laws
would improve labour mobility; and generally getting
rid of counter-productive regulations would be a good
place to start.

The study Measuring Labour Markets in Canada and the
United States: 2008 Edition can be downloaded free of
charge from the Fraser Institute website at
www.fraserinstitute.org.
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Albertans enjoy
highest levels of
economic freedom
in Canada

The Fraser Institute’s Economic Freedom of North America:
2008 Annual Report shows that Alberta has the highest level
of economic freedom in Canada, and is tied with Texas for
the second highest level in North America.

However, the rest of Canada badly trails Alberta. Ontario
has the second highest economic freedom ranking in
Canada, but is 51st overall in North America, behind every
US state except West Virginia. British Columbia (52nd),
Newfoundland & Labrador (tied for 53rd), and Saskatch-
ewan (tied for 53rd) follow Ontario.

“Economic freedom is one of the main drivers of prosperity
and growth. Provinces with low levels of economic freedom
reduce the ability of their citizens to prosper economically,
leaving people poorer than they need be,’ said Fred McMahon,
co-author of the report and director of globalization studies
at the Fraser Institute.

Canadian provinces trail US states on
key measures of entrepreneurship

Canadian provinces are failing to keep up with the US states
on some of the most important measures of entrepreneurial
activity.

“The US states appear to be doing a better job of encourag-
ing entrepreneurial activity than Canadian provinces. It is
critical that Canada develop the right policies to encourage
entrepreneurial activity,” said Niels Veldhuis, co-author of
Measuring Entrepreneurship: Conceptual Framework and
Empirical Indicators and the Fraser Institute’s director of
fiscal studies.
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Figure 1.1: Summary of 2005 Ratings at the All-Government Level
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“Provinces with high levels of economic freedom are those
that tend to have lower taxes, smaller government, and
flexible labour markets. These conditions create jobs and
opportunities leading to economic growth” M

A free PDF version of Economic Freedom of North America:
2008 Annual Report is available at www.fraserinstitute.org.

“There is growing recognition that entrepreneurship is criti-
cal to economic prosperity. Entrepreneurship encompasses
the process of bringing new ideas into the market, is a key
driver of economic change, and creates jobs, opportunities,
and wealth.”

A free PDF version of Measuring Entrepreneurship, Concep-
tual Framework and Empirical Indicators is available at
www.fraserinstitute.org.
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Securing Ontario’s
power supply

The Ontario government’s proposed Integrated Power
System Plan, which will increase regulation of electricity
supplies, will likely force consumers to pay more for power.

One of the main drivers of increased costs found in the
province’s plan is the requirement that the province
increase the generating capacity of renewable energy by a
whopping 47% over the next two decades.

“This proposal will certainly win Dalton McGuinty some
green points, but it also represents a hefty new energy tax,”
said Gerry Angevine, Fraser Institute senior economist and
author of Securing Ontario’s Power Supply, a review of the
Integrated Power System Plan.

“If renewable energy was affordable and efficient, a
government mandate to force people to buy it wouldn't be
necessary.”’

A free PDF version of Securing Ontario’s Power Supply is
available at www.fraserinstitute.org.

Wind 1.3% Biomass 0.2%

4 F

Gas/0il163%

Nuclear 36.6%

Hydro 25.0%
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“We hope that Canadian policy
makers continue to consider

the implications of queuing on

a medical level, and give much
more thought to the implications
of queuing at the personal level,

as they design alternatives to our
present health care arrangements.”

--Nadeem Esmail, Director of Health System
Performance Studies
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Ask the Professor

This monthly column examines a new topic
each month through the lens of economics,
philosophy, and history. Join us each month
for a live online discussion with students
across Canada.

Here's a taste of what you've been missing (taken from
August’s discussion on Inflation). Steven Horwitz is the
Charles A. Dana Professor of Economics at St. Lawrence
University in Canton, NY and an Affiliated Senior Scholar at
the Mercatus Center in Arlington, VA. An extensive writer,
he has authored two books on economics and has been
published in various professional economic journals.

This month'’s topic: Inflation

Inflation, according to economists, can be understood

as arise in the general level of prices. An increase, even a
dramatic one, in the price of a specific goods is not “infla-
tionary”; rather, it presumably reflects the good’s increased
scarcity due to higher demand and/or lower supply. A rising
price in such a situation is keeping with what prices are
supposed to do—higher prices communicate a good
increased scarcity.

When central banks create too much money, people begin
to spend more money, which drives up the prices of goods
and services. Notice that these rising prices are not due

to any change in the underlying scarcity of the goods and
services, just the increased money supply. During inflation,
market prices are not as reliable as indicators of the value
of goods. They have an additional amount of “noise” in the
signal they send, making it harder for producers and
consumers to know what part of the price is “real” and what
part is the result of inflation.

As Milton Friedman once said, inflation is always and
everywhere a monetary phenomenon. It is also one of the
most destructive things that a government can do to an
economy, which is one reason why we should make sure we
understand what inflation is and what it isn't, and always
look for ways to prevent governments from abusing the
power of the central bank.

Econ Sean inquires:
I read in the paper recently that the currency in Zimbabwe
is inflating at a rate of over 11 million percent! And they are
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apparently continuing to print money to SAVE the economy?
Why would they do this? Does it ever work?

Steven Horwitz responds:

They are doing this because they are crazy. :) Somewhat
more seriously, once governments get caught in an infla-
tionary spiral, the only way for them to stay ahead of it and
keep power is to keep printing more money and making
inflation run ahead of expectations. If they stop, the economy
will quickly collapse. If they keep printing, it will collapse
but more slowly. What's happening there is not rational in
any economic sense—it’s a regime that is desperately trying
to keep its power.

Alan Forrester queries:

You say that central banks “are likely to err on the side of
inflation not deflation in order to please their political over-
seers”Why do politicians want inflation or policies that lead
to inflation?

Steven Horwitz answers:
Great question. There are a couple of reasons.

1. Inflation transfers resources to the inflator—in this case,
the government. Inflation allows politicians to spend the
new dollars into existence on their favourite programs,
especially those likely to get votes.

2. Inflation reduces the real value of debt because the
debtor pays back in dollars that are worth less than those
they borrowed. Governments are HUGE borrowers, so infla-
tion reduces the real value of government debt, which also
creates room for governments to spend more.

Aaron Hajdu questions:

Are central banks and governments essentially passing on
the cost of their debts to the general population via inflation?
Steven Horwitz writes:

I think that’s one way to look at it. Ultimately, we all pay for
government debt one way or another. The more

“ .. central banks are
likely to err on the side
of inflation...”



government borrows, the less there is for the private sector
to borrow, so we pay a cost in terms of foregone private
investment and the benefits it brings. In addition, we pay
the interest on the debt through taxes, and if one assumes
the debt will eventually have to be paid off, we'll pay for it
that way as well.

Inflation passes the costs of the debt on to the current
generation by implicitly transferring resources from us,
through higher prices, to government, in the form of the

lower real value of the debt.

We always bear the costs of government debt, but inflation
puts the burden on the current generation in a sneaky,
haphazard way.

Econ101 asks:
Prof. Horwitz, Is there an appropriate role for central banks?
What is that role? Thanks.

Steven Horwitz comments:

This is a matter of some debate among economists who
generally favour free markets. For some, a central bank is
not a problem as long as it sticks to a publicly announced,
clear rule that guides the growth rate in the money supply.
For these folks, the problem is when central banks exercise
too much discretion.

Other free market oriented economists argue that there
really isn't any need for a central bank as individual banks
already produce most of the money supply (via checking
accounts), and if we gave them the power to issue their own
currency (as was common in the United States and Canada
in the nineteenth century and before), and those were
redeemable in some commodity (gold, perhaps), the money
supply would better track money demand and inflation and
deflation would be avoided. For this group, central banks
cause much more harm than good.
www.fraserinstitute.org [l
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