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Quebec's Health Minister, Gaétan
Barrette, recently announced that
the government wanted to transform
the funding method for medical fa-
cilities in the health network by adopt-
ing activity-based funding, a model
which the MEI has analyzed a num-
ber of times in recent years' and which
is the norm in most industrialized
countries.? This is a step in the right
direction when it comes to reducing
waiting times in Quebec hospitals.

Currently, hospitals in Quebec—as in
most of the rest of Canada—receive their
funding in the form of global budgets
based essentially on the amounts they
spent in the past. These expenditures are
increased every year to take into account
the rising costs of labour, prescription
drugs, technology, and medical supplies.

This funding method has left hospitals,
faced with constantly growing demand,
no choice but to limit admissions in order

Table 1

Activity-based funding and waiting times for

surgery in various OECD countries

COUNTRY ACTIVITY-BASED FUNDING  PERCENTAGE OF ADULTS
AS A PERCENTAGE OF WHO WAIT FOUR MONTHS
HOSPITAL BUDGETS OR MORE FOR ELECTIVE

SURGERY

CANADA 9%, 25%

NORWAY 40% 21%

SWEDEN 55% 22%

UNITED KINGDOM 70% 21%

FRANCE 80% 7%

GERMANY 80% 0%

NETHERLANDS 84% 5%

Sources: Francesc Cots et al., “DRG-Based Hospital Payment: Intended and Unintended Consequences,”
in Reinhard Busse et al. (eds.), Diagnosis-Related Groups in Europe: Moving towards Transparency,
Efficiency and Quality in Hospitals, Open University Press, 2011, p. 81; Valérie Paris, Marion Devaux and
Lihan Wei, Health Systems Institutional Characteristics: A Survey of 29 OECD Countries, OECD, Health
Working Papers No. 50, April 2010, p. 36; Cathy Schoen et al., “How Health Insurance Design Affects
Access to Care and Costs, by Income, in Eleven Countries,” Health Affairs, Vol. 29, No. 12, December
2010, p. 2327.

to stay within their budgets.3 Moreover, lump-

sum funding offers no incentives to hospital ad-
ministrators to innovate and become more
efficient. Under the current model, an adminis-
trator who devoted time and resources to put-
ting innovative measures in place in order to
improve care quality and reduce wait times in
his or her hosioital would not be rewarded for
this initiative.

Indeed, an innovation that reduced expendi-
tures would lead to an equivalent decrease in
the hospital’s next budget, while an innovation
allowing wait times to be reduced and more pa-
tients to be treated would entail increased pres-
sure on the fixed budget. In either case, since

Eatients represent a source of additional expenses for a
ospital instead of being a source of revenue, there is no
benefit to be had in trying to be more efficient.

FOREIGN EXPERIENCES

Almost all industrialized OECD countries have opted, to
varying degrees, for activity-based hospital funding® (see
Table 1).

Hospitals receive a fixed payment for each medical pro-
cedure (for example, a hip replacement), usually equiva-
lent to the average cost of providing this treatment

within the hospital network. This payment is adjusted to
take into account a series of factors specific to particular
medical facilities: geographic location, severity of cases
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and complexity of diseases, characteristics of
each patient, etc.

Generally speaking, in countries where the ac-
tivity-based funding model is widely used, there
is more competition between medical facilities
and quicker access to care. This is true for ex-
ample in Scandinavia and in England, where the
health care systems most resemble the
Canadian system.

In Norway, the portion of hospital budgets pro-
vided by activity-based funding was 40% in
2009. The hospital funding reform that was en-
acted not only improved the efficiency of Norwe-
gian hospitals, but its implementation also co-
incided with a significant reduction in wait times.
From 2002 to 2006, hospital admissions jumped
24% and the average wait time for elective sur-
geries fell 30%.6

Before 2003, hospitals in England were funded
primarily with global budgets, and similarly to
Canada’s current situation, the population
seemed resigned to long wait times before re-
ceiving treatment. Since then, practically all
hospital care has been reimbursed using an ac-
tivity-based funding system, including ambula-
tory care and emergency services.’

Hospitals making better use of their resources
allowed more patients to be treated without
sacrificing care quality.® The reform also paved
the way for other changes within the English
health care system that have had beneficial ef-
fects. Patients now have the opportunity to
choose the medical facilities where they want to
receive treatment, and hospitals compete to at-
tract them. This increased competition has
played a key role in improving hospital manage-
ment and the quality of care provided to
patients.”

Concerns that activity-based funding might en-
courage hospitals, in particular those in the pri-
vate sector, to select the least complex cases
have proven to be largely unfounded.'® Like
most countries having adopted this type of
funding, mechanisms were developed in England
to identify atypical cases and to take into ac-
count the extra costs involved in treating such
patients when determining payments to hospitals."’

THE REFORM AND ITS BENEFITS

The anachronistic funding of Quebec hospitals through
global budgets is an obstacle to innovation and the
search for efficiency. An activity-based funding model
would encourage hospitals to increase their activities
and reduce needless costs and lengths of stay, thus free-
ing up resources with which to treat more patients and
improve access to care for those who find themselves on
waiting lists.

However, such a reform should be accompanied by
other, complementary measures, like greater administra-
tive autonomy for hospitals and the removal of bureau-
cratic obstacles that prevent patients from having access
to the information they need in order to decide in which
hospital they want to be treated. This would allow some
heaﬁhy competition between hospitals and more choice
for patients, with the ensuing positive results that can be
observed in the experiences of other countries.'?
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