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Canadians across the country know
that a universal, national drug cov-
erage plan — also known as phar-
macare — is long overdue. In our
previous report A Prescription for
Better Medicine: Why Canadians
Need a National Pharmacare Pro-
gram, we examined why there is
no better time for a universal phar-
macare than now.!

Among the many topics examined
in, A Prescription for Better Med-
icine, we explored the history of
medicare and explained how uni-
versal pharmacare is the missing
piece of the puzzle — Canada has
the unique distinction of being the
only country with a universal na-
tional public health care plan not to
include prescription drug coverage.
The fact that health policy reformers
at multiple levels of government, la-
bour groups, the business commu-
nity, health care advocates and the
public continue to put forward the
idea of universal pharmacare shows
there is strong passion for better
and more equitable medicare in
Canada. It shows that we will not
give up on a good idea.?

A Prescription for Better Medicine
showed how universal pharmacare
can be truly transformative as a tool
to ensure an evidence-based ap-
proach is used to achieve the best

Introduction

therapeutic benefits for patients.
We need better medicine, not more
medicine. This can be achieved
through a national drug formulary
that evaluates the evidence, safe-
ty, appropriateness, and value for
money of prescription drugs. Fur-
ther, the report examined how our
fragmented system of drug cover-
age is failing to meet Canadians’
health needs while wasting billions
of dollars annually. The gaps in our
current system exacerbate inequal-
ities rather than prevent them. As
The Toronto Star noted, “Canada’s
health care system is not the univer-
sal equalizer we like to think it is.”?

No other policy change and program
can have the same kind of positive
impact on the well-being of Cana-
dians while saving $11 billion or
more annually than universal phar-
macare. The evidence shows that
our current system is untenable in
the long term since it cannot control
rising drug costs. But there are oth-
er viable options. Bringing Canada’s
drug coverage into the 21st Century
is long overdue.

Prescription drugs generally repre-
sent the largest portion of the cost
for employer-provided benefits
plans and are a contentious bar-
gaining issue.* This report will show
how universal pharmacare would
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save businesses money, improve
the competitiveness of Canada’s la-
bour market, and bring down labour
costs in Canada as drug benefits
would no longer be a part of labour
negotiations. Medicare already pro-
vides Canadian employers with an
economic advantage. Since phar-
maceuticals are the second largest
component of health care spending
in Canada, a universal, public phar-
macare program would add consid-
erably to this advantage.®



Canada Needs

Universal
Pharmacare

» Auniversal pharmacare program could lower
total spending on prescription drugs by
approximately 30 per cent.

o “The [hybrid] system is now outdated and we
needed to move on [...]”

* 91 per cent of Canadians support a universal
pharmacare plan.

How Universal Pharmacare Would Give Canada an Economic Advantage



Canada Needs Universal Pharmacare

nder our fragmented system,

Canadians are not getting the
medicine they need. As we will ex-
plore later in this report, private drug
plans remain expensive, inefficient
and unsustainable in the long term.
While there are competing models
of pharmacare programs that policy-
makers regularly discuss, a universal
pharmacare system with “first dollar
coverage” (coverage with no co-pay-
ments, co-insurance or deductibles
for individuals) is politically and fis-
cally sensible and would create the
highest quality health outcomes.
This would create a quality, universal,
public, national pharmacare program
that adheres to the principles of the
Canada Health Act and is integrated
with our medicare system. It needs
to be highlighted that an “effective
prescription drug coverage policy is
therefore not about just making sure
everyone has some form of insurance
coverage. It is about ensuring that ev-
ery Canadian has effective drug cover-
age — coverage that provides equita-
ble access to necessary care without
financial barriers.”®

Analysis shows that a pharmacare
program would likely cost an addi-
tional S1 billion annually.” While this
cost may seem high, when it is com-
pared to the approximately $11.4
billion that could be saved annually
with pharmacare in place, a universal
program with first dollar coverage is
the best option. This means drug cov-
erage — the medications prescribed to
you by a doctor — would be paid by a
public plan without you having to pay
an upfront cost. It is estimated that a
universal pharmacare program could
lower total spending on prescription
drugs by approximately 30 per cent
in Canada.? If Canada had a program
as strong as New Zealand’s this figure

Seventy per cent of
Canadian businesses
would support a
national pharmacare
program to replace
private drug coverage
even if it meant a
specific pharmacare
fee or charge on all
businesses.

would rise to $18 billion.® Without
competitive pricing and a system of
population-wide bargaining to lower
the cost of drugs — which we would
have with pharmacare — we pay close
to $10 billion more every year for
medications. Further, “since subsidies
to private plans are rendered unnec-
essary under pharmacare, its imple-
mentation is essentially free.”1°

There are many ways to quickly cover
the start up costs for universal phar-
macare. Seventy per cent of Canadian
businesses would support a national
pharmacare program to replace pri-
vate drug coverage even if it meant
a specific pharmacare fee or charge
on all businesses.!! Other examples
could include changes to the corpo-
rate income tax rate. The federal gov-
ernment collects $39.4 billion in cor-
porate income tax at a rate of 15 per
cent. This is the lowest corporate tax
rate among comparable countries.’?
Removing private drug plans and re-
placing them with a universal phar-
macare program would save Canadi-
an companies an estimated $8 billion
annually if administration costs are
included. If the federal government
then increased the corporate income
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tax rate by only 1.9 per cent, it would
collect approximately S5 billion a year,
which would cover program costs. Ca-
nadian businesses would still save $3
billion a year while having improved
benefits for their workers. While this
is only one loosely estimated exam-
ple, it highlights that initial cost hur-
dles can be overcome while providing
large savings to the Canadian econo-
my.

In our previous report, A Prescription
for Better Medicine, we explored the
need for an evidence-based, national
formulary to provide the best thera-
peutic benefits for patients. Univer-
sal pharmacare does not mean that
every drug should be covered under
the program. We also highlighted that
universal pharmacare can be a trans-
formative tool to improve Health Can-
ada and the Patented Medicine Pric-
es Review Board. Finally, we called
for the creation of a new national
agency to provide transparency and
accountability in the process of de-
termining which drugs are covered
based on their appropriateness, safe-
ty, value for money, and objective
evidence-based medical reviews. A
single, evidence-based formulary
would encourage the appropriate use
of medicines while considering their
therapeutic value for patients.t?

More medicine does not necessarily
mean better medicine. This is some-
thing that private plans fail to grasp.
Research shows that around 80 per
cent of new drugs entering the mar-
ket today do not provide an increased
therapeutic benefit to patients over
existing, cheaper drugs.'* At the same
time, it is estimated that “private drug
plans waste $5.3 billion in reimburse-
ments for drugs that do not provide
any additional therapeutic benefits
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compared to existing formulations.
This amount represents 56 per cent
of total money spent by private drug
plans.”? This becomes increasingly
significant when combined with the
fact that Canadians spent approx-
imately $30 billion on prescription
medication in 2016.

Why faulty models don’t
work

As with any proposed expenditure and
policy change of this magnitude there
are groups with vested interests that
want to see the current system main-
tained for their profit.’® Other possible
approaches such as a tiered, “some
drugs” program, or catastrophic cov-
erage are inadequate options that
would still leave in place many barri-
ers for patients because they would
only address a portion of the cost of
medications. They also do not address
fundamental safety issues and they
have a limited impact on drug plans. It
is known that “all needs-based means
of paying for prescription drug costs,
including deductibles, co-payments,
and risk-rated premiums, are borne
disproportionately by those with sig-
nificant and/or ongoing health needs.
This limits the financial protection
provided to patients and families.”’
Research has shown that co-pays of
as little as $2 per prescription can
prevent patients from purchasing
needed medications.’®Studies show
that income-based drug plans, which
only cover costs above income-based
deductibles, fail to promote access to
needed medicines.*®

Quebec currently has a hybrid pri-
vate-public drug plan, which corpo-
rate lobbyists, think tanks and the
insurance industry often tout as the
way drug coverage should be provid-
ed in Canada. If implemented nation-

Quebec’s hybrid
model shifts the costs
of the public plan
onto private plans,
which then pass
costs onto individual
beneficiaries.

ally, this system would allow private
insurers to keep the profitable share
of the market and increase inefficien-
cies. In essence, this model creates, “a
massive indirect subsidy to insurance
companies in addition to tax subsidies
offered by the federal government,
which represent 13 per cent of expen-
ditures by private drug plans.”?

The Quebec model has done little to
improve fiscal barriers and contain
costs. While Canada has the sec-
ond-highest per capita costs for pre-
scription drugs in the OECD, Quebec
has the highest per capita cost among
provinces. It has been noted that, “for
22 years prior to mandatory private
drug insurance in Quebec, per capita
spending on prescription drugs was
approximately equal in Quebec and
the rest of Canada. In the 19 years
since their policy change, costs in
Quebec have far outgrown the rest
of Canada. Private employers and
households in Quebec now spend
$200 per capita more on pharma-
ceuticals than employers and house-
holds in the rests of Canada.”?*Former
Quebec health minister, Jean Rochon,
who implemented the province’s drug
regime 20 years ago, said that “at the
time, such a hybrid model was the
right thing to do,” but added that “the
system is now outdated and we need-
ed to move on to tackle the new chal-
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lenges relating to drug coverage.”*
Further, a recent government report
noted that the system remains inequi-
table, inefficient and unsustainable.?

The Quebec model shifts the costs
of the public plan onto private plans,
which then pass costs onto individu-
al beneficiaries. Quebec’s mandatory
private coverage also does not take
into account varying levels of income,
so the costs associated with the sys-
tem have an especially unfair affect
on the working poor. With the involve-
ment of multiple payers the Quebec
model “adds administrative costs,
diminishes purchasing power, and
creates funding silos that limit the po-
tential for health care managers and
providers to consider the full benefits
and opportunity costs of prescription
drugs as an input into the broader
health care system.”?* This system
clearly doesn’t work and would be
damaging to the Canadian economy
if implemented nationally. Research
shows that employers and employees
have ended up paying steep premi-
ums, which in turn increases labour
costs and reduces the competitive-
ness of Quebec’s businesses.?

Many voices call for
universal pharmacare

There are many Canadians who are
calling for universal pharmacare. The
demand for pharmacare has been
consistently high across the country. A
major poll in 2015 found that a strik-
ing 91 per cent of Canadians support
a universal pharmacare plan.?® A citi-
zens’ reference panel on pharmacare
was recently assembled by research-
ers at the University of British Colum-
bia of randomly selected and impartial
people who, after studying the infor-
mation available on the topic of phar-
macare versus the status quo, con-
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cluded that the best option to provide
Canadians’ with their medications is a
universal, mandatory, public national
drug coverage program.?” Whether it
is through polls, or asking randomly
selected groups of Canadians to ex-
amine the evidence, the public knows
that the claim that we can’t afford
pharmacare is untrue and, in fact, the
evidence overwhelmingly shows that
it is the key to affordability and better
health outcomes for everyone. Many
other countries have shown that they
can achieve better outcomes with a
universal pharmacare plan. Doubling
down on our fragmented system will
only see benefit costs rise higher and
the health of Canadians decline. But
it isn’t just the public, academics,
unions and social justice groups that
are overwhelmingly calling for univer-
sal pharmacare.

The Federation of Canadian Munic-
ipalities, representing 90 per cent of
Canada’s municipal population, has
endorsed a motion to “call on the

federal government to work with the
provinces and territories to devel-
op and implement a national phar-
macare program.”?® Business groups
like the B.C. Chamber of Commerce
have recommended that the provin-
cial and federal governments work to-
gether to create a universal pharma-
ceutical program.?® Recent data shows
that 90 per cent of businesses in Can-
ada felt generally positive towards
the idea of a public pharmacare pro-
gram.’® The federal New Democratic
Party and the Green Party have both
been long-standing advocates for
universal pharmacare. Adding more
momentum, delegates at the May
2016 biennial Liberal Party of Cana-
da convention approved a motion to
support a “national-universal phar-
macare program as one of its policy
priorities,” and “implement a national
pharmacare plan in place within its
first mandate.”®! Lobbying discussions
with Conservative Members of Parlia-
ment revealed that many individual
MPs support the idea of pharmacare.
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At the provincial level there is strong
support from governments to move
toward a national drug plan.

While there are many complexities
and options for a plan that need to be
considered, never has political sup-
port been stronger. For pharmacare to
become a reality, the two largest prov-
inces — Quebec and Ontario — need to
be on-side. Ontario is currently taking
the lead on this issue. Quebec is “also
interested in improving their system
and might be willing to work with a
federal government on improvements
if conditions are right.”*2 With so many
people and politicians in support, it is
now time to move forward with uni-
versal pharmacare.



The Changing
Landscape of

Health Care
Expenditures

 In 2016, Canadians filled more than 600 million
prescriptions at a cost of more than $30
billion.

« Canadian drug expenditures overall increased
by 184.43 per cent between 2000 and 2012.

e 23 per cent of Canadian families - nearly 1 in 4
- fail to take needed medication due to costs.

How Universal Pharmacare Would Give Canada an Economic Advantage
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he health care landscape in Canada

is changing — something both pub-
lic and private plan providers know. In
order to understand where we need to
go with drug plans in Canada it is es-
sential to first understand how the pre-
scription drug costs are changing. Prior
to the 1980s:

Prescription medication costs
made up a relatively small pro-
portion of health care spending.
The 1980s marked a period of
rapid growth for the pharma-
ceutical sector, owing to multiple
factors such as scientific and
technological advances in phar-
macology; changes in population
size, demographic characteris-
tics, and health status, shifts in
patent laws, and innovations in
the marketing of pharmaceutical
products.®

Since 2010, Canadian provinces have
been working together in a group
called the Pan-Canadian Pharmaceu-
tical Alliance (pCPA) to lower drug
costs through a bulk buying initiative.
The federal government has recently
joined the provinces in this initiative.
Since March 2015 there have been 63
completed joint negotiations on brand
name drugs and price reductions on
14 generic drugs.®* The pCPA revealed
that its deals are saving public plans
$712 million annually.3> While this may
seem substantial, it is only the starting
point of possible savings. While indi-
vidual companies do not have lever-
age when buying prescription drugs,
and the provinces are attempting to
use what leverage they can muster, it’s
only through the federal government
and a national plan that the full poten-
tial of savings can be realized.

The rate of growth of total health ex-
penditures in 2016 was predicted to
be around 2.7 per cent. In compar-

ison, public drug program spending
increased 9.2 per cent from 2014 to
2015.%¢ The facts surrounding the cur-
rent situation are clear. Prescription
and retail drugs have now become one
of the top three largest contributors to
health expenditures in Canada.’” To-
tal spending on prescription drugs has
nearly quadrupled since the 1990s, of
which 42 per cent is financed by the
public sector and 23 per cent is paid
out of pocket by patients. The per cap-
ita cost of prescription medications has
increased fivefold since 1984.38 In 2016,
Canadians filled more than 600 million
prescriptions at a cost of more than S30
billion.?® This amount is four times more
than what we spent on prescriptions 20
years ago. No other component of Ca-
nadian health care has increased in cost
as quickly.*

Skyrocketing drug costs in
Canada and abroad

We have all read the stories in the news
about price gouging and predatory tra-
decraft by Big Pharma in the U.S. The
company Turing raised the price of pyri-
methamine, an old medication (known
as an “orphan drug”) used to treat a
parasitic infection in the brains of im-
mune-compromised (usually HIV-infect-
ed) people from $13.50 to $750 a pill
— an increase of over 5,000 per cent.*
In another example, the drug compa-
nies Health Bresch and Mylan raised
the price of the EpiPen auto-injector
to more than $600 for two pens right
before the start of a new school year
when parents were buying new EpiPens
for their school-bound children.*? There
is about $1 worth of the hormone epi-
nephrine in each EpiPen. The nominally
Canadian and scandal-ridden company
Valeant raised the cost of two common-
ly used heart drugs, Isuprel and Nitro-
press, by 525 per cent and 212 per cent
respectively after acquiring them.*®
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There are also less publicized but equal-
ly devastating price hikes that have a
major impact on group benefits plans.
Amgen’s list price on Enbrel more than
doubled. Johnson & Johnson increased
the list price on its anti-inflammatory
medication remicade, which is used for
auto-immune disorders such as Crohn’s
Disease, by 63 per cent.** The cost for
an infusion of remicade can be as high
as 54,000, and treatment for one pa-
tient during the course of a year can
run between $20,000 and $30,000.43
Sofosbuvir, a hepatitis C drug manufac-
tured by Gilead Sciences, which could
possibly eliminate hepatitis C, has a list
price in the U.S. of close to $100,000. By
the second quarter of 2015, sales of so-
fosbuvir exceeded $182 million in just
over a two-year period.*

In Canada and abroad these high drug
costs have meant that very few patients
who would benefit from these drugs can
access them. Cancer drug prices have
also increased dramatically. It is com-
mon to see a $10,000-a-month cancer
drug in the U.S. The average monthly
amount insurers and patients paid for a
new cancer drug was less than $2,000in
2000, but soared to $11,325 in 2014.%
Overall, the amount spent globally on
medicines is “forecasted to grow at a
compound annual rate of between four
to seven per cent and will reach a total
of $1.3 trillion by 2018.”4’ Economists
estimate that the average mark-up for
patented drugs is nearly 400 per cent in
the U.S.*® Unlike most other industries,
Big Pharma’s ability to raise prices year
after year continues unfettered.*

Canada is not insulated from the issues
plaguing American health care. After
two decades of inaction and various
failed attempts at managing medication
costs, Canada has some of the highest
drug prices in the world. No matter how
you measure it, Canadians pay more for
medication than they should because

10
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we lack bargaining power in our frag-
mented system. It is not just specialty
or orphan drugs. One example is the
blockbuster cholesterol drug lipitor. A
year’s supply of the brand-name drug
in Canada costs at least $811. In New
Zealand, where a public authority ne-
gotiates drug prices on behalf of the
entire country, a year’s supply of the
brand name costs just $15.%°

The prices of brand name drugs in Can-
ada are roughly 30 per cent higher than
in comparable countries like the United
Kingdom.>! Looking at per capita phar-
maceutical expenditures, Canada’s drug
prices are higher than all other OECD
nations with the exception of the Unit-
ed States. Alternatively, if drug prices
in Canada were brought down to the
OECD average, the savings would be
approximately $9.6 billion annually.*
Bringing per capita drug spending in
line with spending in the United King-
dom, which performs better than the
OECD average, would not only provide
Canadians with better access to medi-
cations, it would also save $14 billion
annually.>

Since 2000, federal government data
shows that the increases in drug ex-
penditures in Canada have outpaced in-
creases in all other countries. Canadian
drug expenditures overall increased by
184.43 per cent between 2000 and 2012
—a rate higher than any other compara-
tor country, even the United States.>* In
2013, Canadians spent 1.8 per cent of
our Gross Domestic Product (GDP) on
pharmaceuticals. Canadians spent $29
billion in 2015 on prescription drugs —
which equals $814 a year per Canadian,
according to the Canadian Institute for
Health Information.>> For patented drug
products, sales increased in 2015 to
$15.2 billion from $13.8 billion in 2014,
an increase of 9.5 per cent. This was
the largest single increase in Canadian
history of patented drug sales. In 2014,

Drugs in Canada are
roughly 30 per cent
more expensive than in
comparable countries.

patented drug products accounted for
61.8 per cent of the total drug sales in
Canada, an increase from 59.9 per cent
in 2014.%¢ Canada’s generic drug prices
are also exceptionally high. There is al-
most a 20 per cent gap between generic
drug prices in Canada and those in for-
eign markets.>” To make matters worse,
the Canadian government has been
signing, renegotiating, or attempting to
sign international trade deals that fur-
ther entrench pharmaceutical patents
and drive up drug costs dramatically.*®
To put it simply, the figures show us that
the rising cost of drugs are simply un-
sustainable for public and private ben-
efits plans under our current disjointed
coverage system.

The impact of drug costs on
the health of Canadians

Medicine used in acute care at hos-
pitals is 100 per cent publicly paid in
accordance with the Canada Health
Act, but there are no national stan-
dards for coverage of prescrip-
tion drugs outside of hospitals in
Canada. The Canada Health Act ensures
that:

All Canadians have access to
medically necessary physicians’
services and hospital care — in-
cluding all prescription drugs used
in hospital — through universal,
comprehensive, public health in-
surance. This system of universal
health coverage in Canada does
not extend to medications used in
the community.>
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With 90 per cent of the pharmaceuti-
cal market in Canada in the communi-
ty setting outside of our public health
care system, inadequate access to
necessary medication has led to ad-
verse health outcomes and premature
deaths.®® Research shows that 1 in 10
Canadians did not take the medica-
tions they were prescribed because of
costs.®* Further studies show that 23
per cent of Canadian families — nearly
1 in 4 — fail to take needed medication
due to costs, which has enormous im-
pacts on people’s health. As drug prices
continue to rise, “lower income people
show higher non-adherence rates, and
rates of non-adherence are shown to
rise as costs increase, even with fees as
low as $10.”% Five per cent of Canadi-
an children and adults and 10 per cent
of Canadian seniors pay over $3,000
per year for drugs. A catastrophic drug
program that only paid for these med-
ications would still leave 19 per cent
of the households without affordable
access.®® In Canada, it is believed that
6.5 per cent of hospital admissions are
the result of not taking medications, or
taking them improperly, which costs an
estimated $7 billion to $9 billion per
year.%* This has a substantial cost annu-
ally that leads to tax increases for indi-
viduals and employers to cover rising
health care costs.

11



Unsustainable

and Inefficient
Private Plans

« Canadian companies spend about $200 million
per week on prescription drugs in costs
incurred by employer drug plans.

« The overhead expenses for private health
insurers are 10 times greater than the public
system.

e Chronic drug spending is going to drastically
increase in the next few years.

How Universal Pharmacare Would Give Canada an Economic Advantage 12



Unsustainable and Inefficient Private Plans

Our current fragmented system
of drug plans means higher drug
costs for everyone. Canada has a to-
tal of 19 publicly funded drug plans
(10 provincial, three territorial and six
federal). It is estimated that 10 mil-
lion Canadians are covered by publicly
funded drug plans — 9 million through
provincial plans and an additional mil-
lion through federal plans.%> Converse-
ly, more than two-thirds of Canadians
— close to 25 million people — do not
have access to a public drug plan. The
large majority of Canadians — around
71 per cent — are forced to obtain drug
coverage through private insurers, ei-
ther through their employers or pur-
chased individually.®® In a nation that
prides itself on humanity, this means
that 10 per cent of Canadians —around
3.5 million people — lack even basic
drug coverage.®” In some provinces,
like British Columbia, approximately 19
per cent of the population has no drug
coverage.5®

There are 2.8 million self-employed
Canadians with no employer-based
health benefit coverage.®® Looking at
the 15 million Canadians with paid
employment (full-time and part-time),
“one in three (64 per cent) do not have
health benefits provided by their em-
ployer. In other words, 5.4 million Ca-
nadians in paid employment do not
have employer-provided health insur-
ance. Altogether, 8.4 million working
Canadians, those self-employed and
in paid employment, do not have em-
ployer-based health benefits.””°

Of all other OECD countries, only the
United States and Poland have a low-
er percentage of drug costs paid for by
public programs (Canada is also second
only to the United States in the use of
private insurance).” It is important
to note that for many of these plans
people must pay a portion of the drug
costs (co-pays), which creates a proven

obstacle to acquiring needed medica-
tions. There is an issue with unequal
access to medication for Canadians
with private plans between provinces.
With varying coverage and payment
schemes between jurisdictions, bene-
ficiaries end up paying more or less for
access to essential medicines depend-
ing on where they live, not on the basis
of medical need.” For example, in On-
tario, research shows that just 38 per
cent of work-based private plans cover
100 per cent of the cost of prescribed
medications.” Overall, it is estimated
that individuals end up paying 22 per
cent of all drug costs in Canada out of
pocket.” It is important to note that
this number excludes employees’ con-
tributions to work-based premiums
as well as people who buy individual
insurance plans, so the figure is likely
higher.

The rising costs of private
drug plans

Itis no secret that employers are strug-
gling to contain costs on benefits pro-
grams for employees. Health benefits
remain among the top issues in 2017
for both employers and labour.”” Re-
ports indicate Canadian companies
spend about $200 million per week on
prescription drugs in costs incurred by
employer drug plans.”® In 2017, projec-
tions show that the medical costs for
group benefits plans will increase by
eight per cent due largely to increasing
drug costs and Canada’s aging popula-
tion.””

Canada’s multi-payer system for pre-
scription drug coverage is highly inef-
ficient. Approximately 40 per cent of
Canadians are covered by employee
supplementary health benefits and
there are an estimated 100,000-plus
group insurance contracts in Canada.”®
With 24 separate companies each ne-
gotiating with large pharmaceutical
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companies for each individual drug
price, private insurers have limited le-
verage with which to negotiate costs.”®
In private plans, costly increases are
passed on to beneficiaries through
higher premiums since private insurers
do not negotiate drug prices with the
pharmaceutical industry.

Private drug insurance plan premiums
for Canadian companies continue to in-
crease at a faster rate than drug costs.
This is because most private drug plans
are managed by insurance companies,
which are normally compensated by a
percentage of drug costs. Private insur-
ers cover more than $10 billion in pre-
scription drug costs in Canada.® The fi-
nancial incentives for private plans do
not encourage stemming the growing
costs, but rather increasing them.®! To
put it another way, the goal is not cost
containment or improved health out-
comes, but rather the maximization of
profit for the insurance industry.®? For
insured group plans alone:

The percentage of premiums
paid as benefits dropped from 92
per cent in 1991 to 74 per cent in
2011. This means that Canadians
were paying 53.2 billion more

in 2011 than they would have

if the ratio between premiums
and benefits had stayed constant
since 1991. As costs increase,
private plans aren’t moving to
contain costs, but to shift them
to workers instead.®

Overall, public plans have remained
steady (if ineffective) while private in-
surance plans have a steep cost curve.
For-profit firms dominate the private
health insurance landscape in Canada,
representing about 80 per cent of the
market.®* Since 1997, “the conversion
of many insurance companies from
mutual companies to publicly-traded,
for-profit companies has also created
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pressure for increased profits. As a
result, there is a significant and grow-
ing gap between what Canadians pay
in premiums and what they receive
in benefits from private, for-profit in-
surance providers.”® This change has
had a dramatic impact on insurance
companies, “rather than being solely
accountable to policyholder owners,
these firms now had a dual account-
ability to provide services to policy-
holders, while also providing a return
on investment to shareholders.”2

Canadian private health insurers also
have minimal regulations compared to
other countries, and there are no re-
strictions regarding the percentage of
premium revenue that must be paid
as benefits. The private plan insurance
companies also receive tax subsidies
and indirect subsidies, so they have lit-
tle interest in containing costs. These
subsidies cost the federal government
(and the public through taxes) more
than $1.23 billion annually. Further
subsidies are provided by the provinc-
es.?” Private drug insurance survives in
Canada because of the generous finan-
cial advantages offered by the State or
because, in the case of Quebec, it is
mandatory.®®

Private health insurers also employ the
practice of “skimming” in health insur-
ance plans. The problem is well known
— private plans generally accept the
“good risks,” namely workers generally
richer and healthier. It has been noted
that:

“It is in the interest of the rich
and healthy to maintain a drug
insurance plan where they pay
according to their drug consump-
tion (within the workplace) rath-
er than their income. In a univer-
sal pharmacare plan all the risks
are pooled and the coverage

can be financed more equitably

In 2011, Canadians paid
$6.8 billion more in
premiums to for profit
insurance companies
than they got in care.

through income taxes based on

a percentage of income. In the
current system, we often encoun-
ter situations where workers in

a richer and healthier workplace
contribute less than workers in

a poorer and less healthy work-
place. The major difference in a
universal pharmacare program is
that the overall risks are pooled
and the financing, based on a
percentage of income, is more
equitable.”®

The overhead expenses for private
health insurers are 10 times great-
er than the public system.?® In 2011,
Canadians paid $6.8 billion more in
premiums to for profit insurance com-
panies than they got in care, repre-
senting an overhead cost of about 23
per cent.®® So nearly one-quarter of
money paid to for profit private plans
is spent on administration and to pad
insurance companies’ profit margins.
It is estimated that $1 billion is spent
on duplicative legal, technical and ad-
ministration services for private drug
plans.®? The portion of administrative
costs for all private plans (for profit
and not for profit) doubled in 20 years.
In 2013, it is estimated Canadians paid
$1.5 million in just administrative costs
alone on their private drug coverage
through insurance premiums. A uni-
versal pharmacare program would re-
duce these administrative costs from
16 per cent to 1.8 per cent, or by $1.3
million.*® Further, if a correlation is
made with the role public medicare
has played in physician and hospital
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expenditures between Canada and
the U.S., we see that 39 per cent of
the costs result from differences in ad-
ministrative expenses borne by both
insurers and providers.’* The extraor-
dinarily high administrative costs in
the U.S. come from the much higher
proportion of private insurance in that
country and it is “private coverage, not
‘being American,’ that is expensive.”®
Implementing universal pharmacare
would create a similar situation to the
lower administrative costs we enjoy
through services covered under our
medicare and provides Canadian em-
ployers a competitive advantage with
significantly less administrative costs.

The simple fact is workers and employ-
ers would move from private plans
and insurers to public coverage if they
could. Why pay for insurance that
wastes huge amounts of money, offers
higher barriers to gaining health ben-
efits, and is increasingly expensive for
employees and employers? These fac-
tors lead to lower wages for workers
and lower company earnings. Private
drug coverage exists in Canada be-
cause workers cannot generally ben-
efit from public coverage.®® Why then
does our government continue to sup-
port the insurance industry and private
drug plans over universal pharmacare?
Why would any country, “abide the
continued existence of a health insur-
ance patchwork that is at once so gro-
tesquely inefficient, expensive, and un-
fair? The answer is simple. It has been
well said that every system is perfectly
designed to achieve the results that it
does, in fact, achieve... Private health
insurance may be an inefficient and in-
equitable way of spreading health risks
across the population, but it functions
as a superb generator of incomes, both
individual and corporate.”®’
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Future cost trends make
private plans unsustainable

Private drug plan providers have re-
alized that our current system is not
sustainable in the long term and are
passing on more costs to beneficia-
ries. Over the last decade “the phar-
maceutical industry has responded
to the ‘patent cliff’ — the end of price
protection for blockbuster drugs such
as Lipitor and Zoloft — by focusing their
development efforts on high-cost
drugs.”*® For example, data shows that
in 2005, “one new drug arrived on the
Canadian market that cost between
$20,000 and $49,999 per patient
per year and two debuted at more
than S$50,000 per patient per year.
In 2015, there were 45 new drugs in
the $20,000-549,999 segment and 20
launched in the over $50,000 catego-
ry.”®® Disruptive cost increases in the
future are expected to be at a much
higher rate than the already rising
costs during the 2011 to 2014 peri-
od, and the critical cost escalation will
likely force employer plans over the
tipping point threshold.*®

Many specialized medicines can cost
$50,000 or even $500,000 per patient
per year.’! While the cost of mainte-
nance drugs (for example, drugs to
control blood pressure) has risen 58
per cent since 2005, biologics and
specialty drugs have increased by 325
per cent in that same time.'*? These
drugs, which are often biologics and
antivirals, treat a variety of chronic
and complex conditions such as can-
cer, hepatitis C, rheumatoid arthritis,
inflammatory bowel disease and nu-
merous others. Recent data from the
insurance industry shows that 83 per
cent of private drug plan sponsors
find the new drugs coming to market
are too expensive for their plans to re-

In Ontario alone,
expenditures for
cancer drugs, both
intravenous and oral,
was $652 million in
2014-15, an increase
of 20 per cent over the
previous year

main sustainable, and 90 per cent of
respondents agree with shifting costs
onto benefit plan recipients.®® While
high cost speciality drugs are not the
lone issues pushing plans over the
edge, they will have a compounding
impact in the years to come.

It has been highlighted that, “pric-
ey new biologic anti-inflammatories
such as remicade, enbrel, humira
and rituxan are one reason why the
cost of these insurance benefits are
expected to go up in 2017. Biologics
are a class of medical products that
include a wide range of drugs that are
made from biological sources. Most
of the drugs we are familiar with are
chemically synthesized and are made
up of a relatively simple combina-
tion of molecules.’®The medications
are used to treat chronic inflamma-
tory diseases such as rheumatoid
arthritis, Crohn’s disease, ulcerative
colitis and psoriasis.”’® These drug
treatments have doubled in cost in
Canada since 2010, soaring to $2.2
billion in 2015. A recent review found
remicade costs 25 per cent less in
other markets comparable to Can-
ada.’®Qverall, studies suggest the
global market for biologics will reach
$386.7 billion by the end of 2019.7
Biologics provided roughly 22 per
cent of Big Pharma companies’ sales
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in 2013. This percentage is expected
to rise to 32 per cent by 2023.1%8

The number of Canadians estimated
to be diagnosed with cancer in 2016
was 202,400. Two in five Canadians
are expected to develop cancer in
our lifetimes.'® While there are thou-
sands of drugs in development to
treat cancer — with more than 1,800
molecules under investigation — most
have astronomically high price tags.!?
For example, two new cancer drugs
available in Canada — keytruda and
opdivo — cost about $123,000 per year
of treatment.*! In Ontario alone, ex-
penditures for cancer drugs, both in-
travenous and oral, were $652 million
in 2014-15, an increase of 20 per cent
over the previous year.!'? Also com-
ing is a shift from cancer drugs that
are administered in hospital — where
they are covered by public health care
plans — to drugs that can be admin-
istered at home, transferring the cost
burden to patients and employers.3
In fact, approximately 73 per cent of
cancer drugs in development are de-
signed to be self-administered, which
will likely put an insurmountable
strain of private drug plans.*'*

For Canadians, the cost related to the
direct-acting antivirals (DAAs) for the
treatment of hepatitis C has become
a critical issue for public plans, private
insurers and patients. Data from 2015
highlights that the high cost of pre-
scription drugs in Canada continues
to grow at alarming rates with, “new
treatments introduced at staggering
prices (such as a drug for genotype
1 of the hepatitis C virus, range from
the lower end — $47,000 if drug is pre-
scribed for eight weeks — to as high
as $268,000 if combination therapy
is required for 24 weeks). It is worth
noting that these high price drugs
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have been a boon for pharmacists and
drugstores, which might explain why
there’s been 20 per cent growth in the
number of retail pharmacies in Cana-
da since 2008.1*> Coupled with the in-
efficiency of private plans, there are
common stories of employers paying
“the pharmacy $31,000 to hand three
sets of tablets to a member over the
course of six months. And this hap-
pened and nobody asked a ques-
tion.”116

In 2005, there were 20 drugs on the
Canadian market with an annual av-
erage cost of $10,000 or more, rep-
resenting approximately five per cent
of the total private drug plan costs.
By 2015, the number of drugs grew
by more than five times to 124, rep-
resenting nearly one-quarter of the
private drug plan costs. For drugs ex-
ceeding $50,000 there were two on
the Canadian market in 2005, but by
2015 the number of drugs over this
threshold had grown to 20.'7 Of all
drugs approved in Canada in 2015,
58 per cent were considered specialty
drugs to treat chronic, complex con-
ditions (with one in three for cancer
treatment).!® A long list of high-cost
medications currently in develop-
ment further intensifies the financial
risk plan sponsors face and will re-
main the major cost driver for health
benefit plans.’'® Higher-cost specialty
drugs are expected to account for 35
per cent of spending by 2018 and 42
per cent of total spending by 2020 (up
from 26.5 per cent in 2014 and 29.9
per cent in 2015).22° While specialty
drugs represent approximately two
per cent of claims in Canada, they
grew steadily as a percentage of total
drug spending in private plans from
13.2 per cent in 2007 to 26.5 per cent
in 2014, according to Express Scripts,

a provider of health benefits man-
agement services.’? The Patented
Medicine Prices Review Board's data
similarly shows that high-cost benefi-
ciaries — defined as active beneficia-
ries with annual drug costs of $10,000
or more — accounted for more than
25 per cent of private drug plan costs
in 2015, compared to 9 per cent in
2005.122 Spending on specialty drugs
in Canada is on track to quickly dou-
ble to $5.6 billion for private plans by
2020.1%

The changing landscape of the drug
market and the associated costs will
have a major effect on both small and
large employers, threatening the sta-
bility of plans across the board. With
prescription drug costs representing
the majority of a private plan’s health
spending, insurer’s inflation factors
for prescription drugs have shown an
increase from 11.57 per cent in 2015
to 12.09 per cent in 2016. While infla-
tion has been a cost driver for Cana-
dian insurers’ bottom lines for some
time, the risk of new high cost drugs
has caused insurers to quickly change
pooling arrangements and increase
pooling charges.** Simply having a
high amount of drug pooling in an
employer’s plan design won’t make
the risks and costs of catastrophic
drugs disappear. It is estimated that
employers can expect increases in
drug-pooling costs to exceed 50 per
cent this year.!®

Approximately 40 per cent of Cana-
dians are covered by employee sup-
plementary health benefits, but these
private plans are both unprepared
and don’t have the tools for what is
going to occur in the coming years.
These plans already spend more on
specialty drugs than on all generics
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combined. It has been pointed out
that:

“The inflation of catastrophic
claims insurance premiums

is also an issue as it will put
more pressure on the afford-
ability of existing plans. There
is also pricing asymmetry on
the private side, meaning that
there is wide variation in what
private plans pay for specialty
drugs. Chronic drug spending is
going to drastically increase in
the next few years. Just consid-
ering the annual cost increase
due to chronic, recurring thera-
pies most current plans are not
affordable.”**®

There are already occurrences of in-
dividual beneficiaries in plans whose
drug bills run over half a million dol-
lars annually.’?” The solution to these
runaway costs is abundantly clear —
by adopting a universal pharmacare
system which has the tools and buy-
ing power to attain reasonable costs
for the medications Canadians need,
we create a system that benefits both
employees and employers.
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Impacts in the

Workplace

« The average cost of providing private plan
benefits for employees is now $8,330 per full-
time employee.

e Currently, at least 30 per cent of private plans
now have maximums on drug coverage.

« Decisions about what medications people have
access to should not depend on negotiations
between employers and unions.

How Universal Pharmacare Would Give Canada an Economic Advantage 17



Impacts in the Workplace

ccording to the Canadian Labour

Congress, in 2013 73 per cent
of full-time employees had health
benefits coverage by their employer,
compared to only 27 per cent for part-
time workers.'® Canadians working
low-income jobs are the most vulner-
able in our system as they generally
do not have drug coverage as part of
their employment, but they earn “too
much” to be covered under public
plans. Nearly all employees earning
more than $100,000 receive health
benefits (94 per cent), compared to
32 per cent of those earning between
$10,000 and $20,000 and 17 per cent
of those earning $10,000 or less.*?®
Men are also more likely to have a
benefits plan from their employer
than women because women work
more often in part-time jobs that do
not offer health benefits.’*° In 2015,
there were 2.2 million women and 1.1
million men in part-time employment
in Canada. Twenty-five per cent of part
time workers have employer-provided
health benefits. It is estimated that
approximately 1.6 million women and
0.8 million men working part-time in
Canada at that time did not have em-
ployer-provided health benefits.®3! For
workers aged 25 and under, again, only
25 per cent have employer-provided
benefits. This comes at a time when
approximately 39 per cent of workers
between the ages of 15 and 29 are pre-
cariously employed.’*? A recent survey
found that nearly 50 per cent of re-
spondents say they rely on each pay-
cheque to cover their bills, with 40 per
cent admitting they spend an amount
equal to all or more of their net pay
each week. Twenty-five per cent stat-
ed they wouldn’t be able to come up
with $2,000 if an emergency situation
happened within the next month.'?
It is not surprising then that stud-
ies show that one in three Canadians
with incomes under $50,000 reported
that they or someone in their house

Thirty-eight per cent of
Canadians with a health
condition say it impacted
their productivity at work
in the last six months
and 19 per cent missed
several days of work as a
result

were not able to take their medication
as prescribed — if at all — because of
costs. 3

The cost per private plan beneficiary
continues to rise for all age groups.™*®
Four distinct generations are now in
the workplace, all with varying bene-
fit needs. At one end of the spectrum,
young workers today have,

“Borne the brunt of the corpo-
rate drive for a more ‘flexible’
workforce and the ‘uber-ization’
of the workplace... Today’s world
of work for young Canadians

is one where [they] are being
denied the opportunities, job
stability, and social protections
that previous generations have
enjoyed.”*%®

Data shows young workers are four
times more likely to work part-time
than older workers and “over 230,000
young workers would rather work
full time hours but business condi-
tions don’t allow for it or they sim-
ply couldn’t find full-time work.”*’
Millennials (Generation Y) are now
make up 25 per cent of the Canadian
workforce.’®® In North America, em-
ployment forecasts predict millennials
will represent more than 40 per cent
of the labour force by 2020, which is
more than baby boomers and Gener-
ation X combined.** Together, genera-
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tion Z and millennials, the two young-
est groups in the workforce, make up
40 per cent of the current workplace
population. These two groups will rep-
resent 25 per cent of the global work-
force by 2025.1%° As a result, this gen-
eration, which represents 27 per cent
of the Canadian population, is one of
the most important demographics for
benefits planning and are coming into
an age where they will begin consuming
more health care.

When it comes to millennial and gener-
ation Z employees, survey data shows
only 37 per cent have access to work-
place health benefits that fully meet
their needs.'** Other surveys show that
38 per cent of millennials are likely to
say employers have a “significant re-
sponsibility” for supporting employees’
physical health. The same survey found
almost half (47 per cent) of millenni-
als say their health has impacted their
work productivity in the last six months,
which is higher than any other age
group. Thirty-eight per cent of Canadi-
ans with a health condition say it im-
pacted their productivity at work in the
last six months and 19 per cent missed
several days of work as a result. Among
millennials, 39 per cent missed several
days and more than half — 53 per cent
— described some effect on productivi-
ty.2*? Traditionally, much of the discus-
sion around pharmacare has focused on
better protecting the health of Canadi-
ans, especially children and seniors, but
according to health researchers “one
prominent group is often overlooked
in the debate: a growing number of
millennials don’t have access to em-
ployer-funded prescription drug plans,
nor do they meet the requirements to
access publicly funded plans.”* With a
disproportionate number of young Ca-
nadians precariously employed, unem-
ployed or underemployed, almost half
of millennials between 15 and 29 like-
ly don’t have access to employer-run
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In 2015 a bankruptcy court
approved a plan by US Steel
Canada to cut health care
benefits to 20,000 pensioners.
The Ontario government set up
a short term fund of $5.5 million

to cover acute health care costs.
Two years later, health benefits

remain a key factor in refinancing

the company.*

private health insurance plans.'** The
degradation of private health plans is a
trend that needs to be reversed to en-
sure a healthy and productive labour
force in the future. Universal phar-
macare remains an essential missing
component of our health care system.

At the other end of the spectrum many
older workers see their private health
insurance suddenly terminated at age
65. This comes at a time when there
are more than 400,000 Canadians
working full time and almost 300,000
working part time past the age of 65
— a figure that is up 300 per cent from
1990.%¢ Current demographic trends
suggest that by 2041, 25 per cent of
the population in Canada will be 65 or
older. Many employer plans still use
65 as a criterion for ending insurance
contracts instead of basing coverage
on active versus retired status.’*” A
survey of 170 Canadian employers
showed that 25 per cent stopped pro-
viding health coverage to people past

the age of 65.1*8 The percentage of Ca-
nadian employers offering retirement
health benefits to new employees has
fallen from 62 per cent in 2002 to 49
per cent in 2011.1*° Other survey data
suggests that between 2012 and 2015
the number of employers who plan to
limit retirement benefits only to em-
ployees grandfathered under benefit
plans doubled.® Other private plan
sponsors looking to limit their liability
for drug costs have, over the last de-
cade, increasingly used benefit-lim-
iting tools such as co-insurance and
annual or lifetime insurance caps.** A
2011 survey found that 33 per cent of
employers will attempt to limit or elim-
inate drug coverage benefits to current
retirees if their liabilities double de-
spite the legal and financial risk to the
employer.’®We have already seen this
trend where employers have chosen to
cut off benefits to retired employees,
like US Steel Canada did to pensioners
in Hamilton.*3
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Lastly, private plans miss the mark on
their estimates of chronic disease in
the workplace. For example, “59 per
cent of employees have at least one
chronic condition — high blood pres-
sure, high cholesterol and depression
are the most common — plan sponsors
think just 32 per cent do.”** For old-
er workers, 79 per cent of employees
aged 55 to 64 have at least one condi-
tion. Chronic disease is a serious issue
in Canada, accounting for 67 per cent
of all health care costs. For younger
workers, three out of five Canadians
older than age 20 have a chronic dis-
ease, while four out of five are at risk
of developing one.™> For lower income
working Canadians, 38 per cent have
multiple chronic conditions which
is second only to the U.S. at 41 per
cent.’® Drugs are an integral part of
our health care system, as 90 per cent
of Canadians with chronic conditions
(e.g., cardiovascular disease, kidney
failure, depression, etc.) take at least
one prescription drug and 54 per cent
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of those take four or more.*” With the
prevalence of chronic disease and sky-
rocketing drug costs, private plan ben-
efits have never been more expensive.
According to the Conference Board of
Canada the average cost of providing
private plan benefits for employees is
now $8,330 per full-time employee.'®

The end of passive benefits
cost containment

Private plans across Canada are adopt-
ing a variety of measures to try to
keep skyrocketing costs down. Some
of these measures follow choices pub-
lic plans have implemented for years.
Changes include refining plan designs,
better integration of data, using ge-
neric substitutions for drugs where
appropriate, providing preferred phar-
macy networks with lower dispensing
fees, or adding wellness programs and
chronic disease management support
services as core benefits. A recent
Health Policy report highlighted that in
the absence of a national pharmacare
program, “it behooves private plans to
emulate public approaches and strat-
egies,” and that private plans irratio-
nally shield employers and employees
from “making rational choices on drug
coverage which are based on consid-
erations of effectiveness, safety and
value for money.”*° It has been noted
that “unlike some consumer products
where a store-brand version could be
noticeably inferior to the original, ge-
neric medications contain the exact
same medicinal ingredients and dosag-
es as the brand drug.” It does not make
sense for private plans to pay substan-
tially more for the same product.'*®Or,
to relate it to everyday life, “one gas
station charges $1.40 per litre and the
other gas station charges $1.10 per li-
tre for virtually the same gas, and we
frequently hear about the line-ups for

Currently, at least 30
per cent of private
plans now have
maximums on drug
coverage.

the $1.10/litre gas station..why not
with drugs?”16!

It is common knowledge that,

“A lot of private plans are paying
for branded medicine when
generics are available, which is,
frankly, just a waste of money

in most instances... They’re also
paying for more expensive drugs
when cheaper drugs would be
just as effective and less costly
for employers. And | think what
people forget is that if you look
at the economics literature, the
people who eventually pay for
drug plans are employees over
the long term, so all of us are
paying for it in decreased wages
over time.”*®?

The era of passive cost containment is
over for private plans. Unfortunately,
instead of demanding the government
implement universal pharmacare,
employers have turned to cost shift-
ing mechanisms that lower costs, but
have consequences for the health and
financial well-being of employees. As
a Health Council of Canada report ex-
plains, “private drug plans are funded,
in part, by employees, albeit indirectly.
(...) Regardless of the mechanism, from
the employer’s perspective drug insur-
ance is an additional cost of employing
a person. Hence, it can translate to
lower wages for employees.”%3
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Currently, at least 30 per cent of private
plans now have maximums on drug
coverage, whichis leading Canadians to
an American model where medication
is held back from patients who require
it.’5 Depending on the private plan,
measures include employees paying
larger shares of premiums, health care
spending accounts (HSA) with defined
maximum limits, questionable stop-
loss insurance, tiered reimbursement
levels for different drug therapies,
employees paying full dispensing fees,
expanded prior authorizations, annual
or lifetime coverage limits, or increas-
es to out-of-pocket costs with higher
co-payments and deductibles for in-
sured members.’®> Other employers
have introduced flexible plans to give
employees more “choice.” These plans
ask employees to estimate at what lev-
el of coverage they think they will need
in the future and pay the associated
premium with that level. If employees
guess wrong, or have an unexpected
health condition, they are left paying
out of pocket for their medication. It is
evident from decades of research that
these measures limit or stop patients
from accessing medically necessary
drugs. When people don’t take the
medications they need the workforce
will be negatively impacted. It will also
not solve the rising cost problem facing
private plans.1®®

Benefit cost increases for employers
don’t just disappear. Instead, many
companies are passing costs forward
to customers by raising the prices of
the company’s products and services.
“Every good business understands the
importance of reinvesting savings, this
is as true when it comes to employee
drug plans as anywhere else.”*®” A uni-
versal pharmacare plan would save the
private sector $8.2 billion annually and
provide high quality, equitable cover-
age to everyone.!6®
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The solution isn’t at the
bargaining table

Recent surveys have found that 84
per cent of Canadian employees be-
lieve employers have a responsibility
to support their employees’ physical
health, 77 per cent feel that all Cana-
dian employees are entitled to receive
a health benefits plan sponsored by
their employer, and just 5 per cent
disagree with the idea that employee
health benefits should be an entitle-
ment.'®® Qutside of the model in Que-
bec where employers are required
to provide private drug insurance for
eligible employees, employers are not
legally required to provide health in-
surance to employees in the Canadian
workforce.

In 2013, approximately 13.3 per cent
of all workers in Canada were union-
ized private sector employees, 18
per cent were unionized public sec-
tor employees, with the rest being
non-unionized employees.’’® While
the coverage is not universal for union-
ized workers, unionized workers are
more likely to receive employer-pro-
vided prescription drug benefits. Fur-
ther, even among unionized workers,
higher paid workers are more likely
to receive more comprehensive cov-
erage than lower paid workers.'’ De-
spite spending a large amount of time
bargaining for better health benefits
for workers, unions across the coun-
try know that the solution to Cana-
da’s prescription drug problem will
not come at the bargaining table. The
Canadian Labour Congress and its af-
filiates (representing 3.3 million work-
ers in Canada) and provincial labour
federations across Canada all support
universal pharmacare for this reason.
From nurses to postal workers, many
unionized workers support quality

With the rising costs of
private health plans,
unions and employers

insurance plans, rather than on an ev-
idence-based process to meet work-
ers medical needs, serves no one’s in-
terests. The Canadian Union of Public
Employees has highlighted:

are often in an unfair
position of deciding
the availability of
prescription drugs for
workers.

drug coverage and health benefits for
everyone.

Negotiations can often be very chal-
lenging at the bargaining table. Solu-
tions to the rising costs of prescription
drugs only add to these challenges.
Unions across Canada are reporting
that health and drug benefits are in-
creasingly being negotiated at the bar-
gaining table with employers.'”*Pre-
scription drugs generally represent
the largest portion of the cost for
employer-provided benefits and are
a contentious bargaining issue.'’
With the rising costs of private health
plans, unions and employers are of-
ten in an unfair position of deciding
the availability of prescription drugs
for workers. Research has shown that
employers indicate that, “monetary
items in collective bargaining are dis-
cussed on a cost-neutral basis; mean-
ing that an increase in a benefit line
item must be offset by cost-savings
elsewhere. Thus, changes in benefits
are discussed in the context of intro-
ducing changes to compensation, as
any cost increase or saving in one area
affects the entire basket of goods of-
fered to employees in their compen-
sation packages.”*’* Further, a process
that is guided by and ultimately leads
to reduced health benefits in the
name of more affordable of private
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“Decisions about what medi-
cations people have access to
should not depend on nego-
tiations between employers
and unions. These should be
decisions made by patients and
their health care professionals,
not by labour unions, not by
employers, and not by private,
for-profit insurance companies.
Getting employers and labour
unions out of the business of
providing insurance for medi-
cally necessary health care to
employees will also relieve some
of the pressure on employers
and unions related to the cost
of benefits, allowing us to focus
on other priorities at the bar-
gaining table and potentially
improving labour relations by
eliminating one of the most
contentious issues from bar-
gaining.”*”®
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Universal

Pharmacare
Adds Value

« Pharmacare would unite Canadians as a single
purchaser with increased buying
power.

« Benefits packages are essential to keeping
quality and experienced employees.

e High drug costs and ineffective private health
plans are a threat to all Canadian employers’
bottom lines.
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Every day $17.1 million is wasted in
expenditures that would not have
been incurred if Canada had a univer-
sal pharmacare plan. Canadians are
currently wasting $7.3 billion a year
individually through their employers
and collectively through their govern-
ments because of our fragmented and
inefficient system. Over the last 10
years this amount has been estimated
at$62 billion of wasted health care dol-
lars. Looking at these figures another
way it means that every minute of ev-
ery day there is $14,000 squandered
because Canadians pay among the
world’s highest prices for prescription
drugs. The longer we wait, the more
the waste piles up.’® As shocking as
these figures are, it is worth noting
that they are based on conservative
estimates, and the amount of wast-
ed money is likely even higher. The
figures also do not take into account
the differences in administrative over-
head between private drug insurance
plans and the public system. Based
on recent estimates, adding adminis-
trative costs into the estimated waste
in the current system would increase
the total by an additional $1.7 billion
annually.”” It is clear that the money
employers, employees and govern-
ments are wasting could be much bet-
ter spent.

It is estimated that employers spend
up to S5 billion on private drug plans
that are not well positioned to man-
age drug pricing or the prescribing and
dispensing decisions of health pro-
fessionals.”® A universal pharmacare
plan is not only economically viable
it would reduce employer-sponsored
drug costs in Canada by up to $10.2
billion per year. This money could
then be spent to further develop the
business or offer improved wages,
among other things.'”® Pharmacare

would unite Canadians as a single pur-
chaser with increased buying power,
which is a significant advantage. Ad-
ditional advantages would be: a re-
duction of administration costs for
businesses and unions, the elimina-
tion of the need for tax subsidies to
encourage employer-funded benefit
packages, decreased direct emergen-
cy and acute care medical costs due
to inappropriate or underuse of drug
therapies, and a significant reduction
of other health service costs.*®

The value of quality
employer benefits

The rising costs of associated with
new medications and the inefficiency
of private drug plans creates a major
problem for businesses of all sizes.
As it stands, around 10 per cent of
gross payroll is spent on employee
benefits with drugs representing the
largest and fastest growing compo-
nent of these private plans. With ap-
proximately 60 per cent of Canadians
covered through private drug plans,
the increases in drug costs and the
inability to contain them has, “led to
increased labour costs, making Ca-
nadian enterprises less competitive.
The possibility of losing drug cover-
age also reduces labour mobility for
employees.”*®! High drug costs and
ineffective private health plans are a
threat to all Canadian employers’ bot-
tom lines, and this situation will only
get worse in the future without uni-
versal pharmacare.

Benefits packages are essential to
keeping quality and experienced em-
ployees. To attract and retain skilled
employees to grow a business, em-
ployers know they must offer com-
petitive benefits. In Canada, the
most highly valued benefit is the pre-
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scription drug plan.'® Quality health
benefits help secure employment.
Surveys show that 77 per cent of em-
ployees would not move to a job that
did not include benefits.’®® Addition-
al data shows that when employees
were asked if, “they would rather keep
their benefits coverage or receive
$10,000, 59 per cent said that they
would rather keep their benefits cov-
erage. And when asked if they would
rather keep their benefits coverage
or receive $20,000, 48 per cent said
they would rather keep their benefits
coverage.”*® |t has been pointed out
by business leaders that, “this creates
inefficiency of our economy because
many Canadians are forced to choose
where to work based on access to in-
surance rather than aptitude and pas-
sion.”18

A boost for small businesses

Canadians most likely to be unin-
sured or underinsured for prescrip-
tion drugs are those working in small
and medium-sized businesses, low-
wage earners, non-union workers,
and part-time workers.*®® Under the
government’s classifications, a small
business has 1 to 99 paid employees,
a medium-sized business has 100 to
499 paid employees, and a large busi-
ness has 500 or more paid employees.
As of December 2015, the Canadian
economy had a total of 1.17 million
employer businesses. Of these, 1.14
million (97.9 per cent) were small
businesses, 21,415 (1.8 per cent)
were medium-sized businesses and
2,933 (0.3 percent) were large busi-
nesses.'® While small businesses be-
tween 1 and 99 paid employees make
up the majority of enterprises, it is
worth noting that 75 per cent of com-
panies have five or fewer workers.'8®
Because of the high costs associat-
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ed with private plans, many of these
smaller employers are not able to of-
fer health benefits at all.

The costs of health benefits are not
distributed equally across all em-
ployer groups through private plans.
Smaller businesses with fewer em-
ployees end up paying significantly
more per capita than large employers
as they have higher insurer expense
loads. It is for these reasons that the
Surrey Board of Trade recommends
pharmacare:

“[...] would substantially save
businesses in providing health
benefit packages to their em-
ployees, particularly the small
and medium sized enterprises. It
can only help Canada’s economy
if business owners and employ-
ers are freed of the adminis-
trative necessity and costs of
negotiating and providing drug
benefit program.”*®
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« The U.S. spends two-and-a-half times more
than the OECD average on health care.

e Canada’s public health care system remains
more important than ever to attract
investment, create jobs and maintain a
healthy workforce.

e An increased competitive advantage from
pharmacare would mean a significant gain for
the Canadian economy in the short and long
term.
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Universal Pharmacare’s Competitive Advantage

As the information presented in this
report should make abundantly
clear, the supposed trade off between
universal pharmacare and economic
prosperity is a false dichotomy. The
research shows that for comparative
countries, pharmacare has not re-
duced their economic vitality. A fully
universal health care system is more
likely to foster economic growth than
inhibit it.°

With the rapid escalation of drug
costs, “affordability in a global context
is taking on increasing importance as
labour costs vie with the need for pro-
ductivity growth to remain competi-
tive.”’%* With the unsustainable and
rising costs of private health plans,
universal pharmacare would repre-
sent a significant decrease in labour
costs for employers while increas-
ing the net disposable income for all
workers. Further, pharmacare would
have same effect as a large tax cut to
help boost the economy while provid-
ing better access to care and greater
labour mobility.?

Universal pharmacare
would give Canada a
significant competitive
advantage over the U.S.

The U.S. spends an estimated $2 tril-
lion annually on health care expenses
— more than any other industrialized
country. The U.S. spends two-and-a-
half times more than the OECD aver-
age on health care, yet it ranks with
Turkey and Mexico as the only OECD
countries without universal health
coverage.'®®> American companies that
“pay large amounts to private insur-
ance companies to cover theiremploy-
ees with health care are at a compet-
itive disadvantage against companies

In 2012, General
Motors estimated
that the rising health
care costs it faces
in the United States
add “between $1,500
and $2,000 to the
sticker price of every
automobile it makes.

in countries with single-payer health
care or other universal health care
systems.”? U.S. manufacturing firms
spend almost three times as much per
worker per hour for health care as our
most important foreign competitors
(52.38 USD versus $0.96 USD). The
health care costsin the U.S. “drive em-
ployers to move jobs overseas, grow
jobs outside of the United States, and
limit the ability of firms to invest to
improve productivity [and] compete
more effectively in the future.”** It is
estimated that the U.S. economy los-
es more than $207 billion USD annu-
ally because of “the lost productivity
stemming from the poor health and
shorter lifespan of the uninsured.
Employers notice the workplace pro-
ductivity loss, which, for a full-time
worker, equals four days a month in
lost work time.”%® These figures and
the costs associated with them for
U.S. businesses will likely acceler-
ate under the Trump administration,
which sought to quickly repeal the
Affordable Care Act. Moreover, since
American pharmaceutical executives
have met with President Trump, and
their companies have started open-
ing up their wallets — Pfizer recently
donated S1 million to the inaugural
committee — the President has been
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less critical of the industry. President
Trump now says that he will cut taxes
and streamline regulations as a way to
drive down drug prices — a move ap-
plauded by the drug makers.”*%’

Canada was the second largest sup-
plier of goods imported to the U.S.
in 2015, with $325.4 billion USD of
imports. In 2014, U.S. foreign direct
investment (FDI) in Canada (stock)
was $386.1 billion USD.™8 |n 2015, the
U.Ss investment position rose 10.5
per cent to $387.7 billion.**® The U.S.
is clearly Canada’s most important
trading partner and source of FDI. In
2002, Ford Motor Co., General Mo-
tors, and DaimlerChrysler all signed
a joint letter imploring the Canadian
government to take steps to preserve
Canada’s medicare system. In the let-
ter, representatives of the companies
highlighted that labour costs in Cana-
da are lower than in the United States
— several dollars per hour of labour
worked at the time — in part because
businesses do not have to pay for
their employees’ health insurance.?®
The letter also highlights that thanks
to Canada’s public health care sys-
tem, workers “are healthier and more
productive... For both employers and
workers in the auto industry, it is vital-
ly important that the publicly funded
health care system be preserved and
renewed on the existing principles of
universality, accessibility, portability,
comprehensiveness, and public ad-
ministration...and must be expanded
to cover an updated range of services
(including prescription drugs and
home care services) that reflects both
the evolving nature of medical sci-
ence and the emerging needs of our
population.”?? Although this letter
was written in 2002 “it is important to
note that the cost of employer-spon-
sored health insurance in the Unit-
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ed States has escalated greatly since
then. Between 2000 and 2011 the
cost of the average annual employ-
er-sponsored premiums in the United
States doubled.” In 2012, General Mo-
tors estimated that the rising health
care costs it faces in the United States
add “between $1,500 and $2,000 to
the sticker price of every automobile
it makes.”?°? As health costs rise in the
U.S. under a private system, Canada’s
public health care system remains
more important than ever to attract
investment, create jobs and maintain
a healthy workforce.

In November 2014, Honda announced
it would invest $857 million over the
next three years to upgrade its facto-
ries, facilities and technologies in Can-
ada. Outside of our proximity to the
U.S., Honda stated that, “many other
considerations came into play, most
of which revolved around the quali-
ty of the workforce and the fact that
Canada has universal health care.”?%
But, the competitive advantage medi-
care gives Canadians goes beyond the
automotive sector. For example, “Rel-
ative to U.S.-based medical device
manufacturers, operations based in
Canada typically enjoy a 13.1 per cent
savings with lower employee health
care costs being the main contribu-
tor./204

In 2016, Canada maintained an over-
all cost advantage of 14.6 per cent
over the U.S.?% The competitive ad-
vantage Canada maintains would be
dramatically improved with a univer-
sal pharmacare system, and it would
further develop the attractiveness of
Canada’s market. Our universal public
health care system already provides
Canadian employers with a cost ad-
vantage of approximately $4 per hour

The competitive
advantage Canada
maintains would
be dramatically
improved with a
universal pharmacare
system, and it would
further develop the
attractiveness of
Canada’s market.

over the U.S.%%¢ Since it is impossible
to obtain disaggregated data from the
insurance industry it is difficult to put
an exact figure on the hourly-worked
costs advantage that would occur by
removing private drug plans. To make
an estimate we know that an employ-
er who provides extended health ben-
efits to employees — with 100 per cent
of drugs included — paid on average
S665 per year per employee in 2007-
09 and 616S per year to cover their
dependents.?®” Other cautious esti-
mates indicate that drug costs have
increased with the amount spent per
claimant rising from $680 in 2007 to
$750 in 2014.%°¢ With data showing
that 87 per cent of premiums are
reimbursed in benefits, it means an
additional 13 per cent in administra-
tion costs.?” With the above figures in
mind, a Canadian employer offering
a private drug plan to its employees
pays on average, roughly, $1592.28
per year, per employee. In 2015, a Ca-
nadian employee worked on average
1,706 hours in a year.?'° Putting these
figures together, an estimate can be
made that Canadian employers pay
on average 93¢ an hour to offer a
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private drug plan. As drug costs have
rapidly increased in the last number
of years, this figure is likely closer $1/
hour, or will be in the very near future,
representing a significant cost for em-
ployers. Conversely, a universal, pub-
lic pharmacare program would mean
that Canadian employers would gain
S1 an hour competitive advantage
as inefficient private plans would be-
come redundant. Paired with the es-
timated $4 an hour competitive cost
advantage Canadian employers al-
ready gain with public health care, it
can be conservatively estimated that
a minimum of $5/hour competitive
advantage would be attained with
universal pharmacare. This would
mean a significant gain for the Cana-
dian economy in the short and long
term.
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There is No Better Time than Now for
Universal Pharmacare

There has never been a better po-
litical moment for universal phar-
macare. There are overlapping
interests between provincial and
territorial governments, labour and
business groups, and immense pub-
lic support for pharmacare. Multiple
examples of other comparable coun-
tries show that better health out-
comes and savings can be achieved
through universal pharmacare. No
other policy change and program
can have the same kind of positive
impact on the well-being of Canadi-
ans while saving $11 billion or more
annually. Unlike most public policy
prescriptions, pharmacare does not
require trade-offs where the deci-
sion to invest in an initiative requires
diverting resources from an equally
worthy alternative cause.?!!

The missing ingredient in this is fed-
eral leadership and a desire for real
change from the government. It is
only political apathy that is holding
us back from fair, equal and univer-
sal access to necessary medications
for all Canadians. In the past 20
years alone, there have been three
clear occasions in which the issue
has been put on the political agen-
da, and each time the issue was
ignored.?"?Every year the federal
government fails to take action on
pharmacare the waste continues to
mount and labour costs continue to
rise. There is an ever-widening gap
between what we are currently pay-
ing for pharmaceuticals and what we
could be paying if we had a universal
national pharmacare plan.?*® This de-

lay also means that with each passing
day more Canadians have to choose
between buying food for their fam-
ily, paying rent, or getting the med-
ications they need. Now is the time
to commit to a more compassionate
society where all Canadians have the
right to good health and the medica-
tion they need.

The voices of the public,
labour and business
must come together for
universal pharmacare

Time is running out. The evidence
shows that private health care and
drug plans are not sustainable in the
long term since they cannot control
rising drug costs. Pharmacare offers
aviable alternative. Even in the short
term, the pressures because of rising
private drug plans costs are impact-
ing employers’ budgets and have re-
sulted in employees’ poorer health.
It is more apparent than ever that:

“The question of cost contain-
ment in private sector drug
plans becomes less an intrigu-
ing academic exercise than a
matter of urgent public inter-
est. Employers need to know
that the time is right. There
are solutions to spiralling

drug costs that do not involve
curtailing benefits or flat-lining
salaries, and employers should
consider them — for the good
of their organizations, and

for the good of their employ-
ees.””?!

How Universal Pharmacare Would Give Canada an Economic Advantage

Research shows that universal phar-
macare would provide a way to
foster economic growth across the
country and that both employers and
employees favour government inter-
vention to help with the problems
associated with benefits provisions
in Canada.?*> As this report outlines,
the current challenges also present
an opportunity to increase Canada’s
competitive advantage by S$5 per
hour and strengthen our economy
with a healthy workforce.

The health of Canadians “is not a
gift; at its best, it can be a fragile ac-
complishment attained only through
collective action.”?*¢ This report high-
lights how universal pharmacare
is advantageous for both employ-
ers and employees. But unless the
voices of labour and business come
together with the public, Canada’s
fragmented system of drug coverage
will continue to deteriorate. Wheth-
er you’re an employee in a union or
not, or a business that is big or small,
itisin the interest of all Canadians to
tell the federal government that now
is the time to implement universal
pharmacare.
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