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Hospital Funding Policy in Canada

• Responsibility for 
health care funding, 
delivery and policy is 
a provincial issue

R di t ib ti f• Re-distribution of 
income between 
provinces for equity 

f f diof funding

• Over $55 billion per 
year on hospitalsyear on hospitals 
(excl physicians)



Hospital Funding Policy in Canada

Future State
Is it clear?

Efficient and 

Current State
Global budgets 

with minorc e t a d
Effective 

Hospital Care

with minor 
adjustments

P li ff h i l b h iPolicy Levers to affect hospital behaviours
- Emergence of activity-based funding for hospital care
-Pay-for-performance programs

Time
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Current Challenges Goals of Reform

Perceived Inefficiencies

Une plained Variation

Reducing lengths of stay & 
hospital waiting lists

Stimulating productivity and Unexplained Variation

Lack of Transparency

g p y
efficiency

Foster transparency in 
hospital funding

Do we 
have the 

balance of

Withdrawal of Services

hospital funding

Change in Culture

balance of 
reforms??

Constraining Cost Growth Quality outcomes
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Canadian provinces Model of Cumulative Adoption of DRGCanadian provinces 
movement from 
global budgets to 

ti it b d

Model of Cumulative Adoption of DRG

activity-based 
funding

Heterogeneity 
between provincial 

dresponses and 
activity

Rogers, Everett M. (2003). Diffusion of Innovations, 5th ed.. New York, NY: Free Press.
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C f
Attractiveness of ABF

Challenges of ABF
• No incentive to coordinate  
care, fragmented care

Using funding as a ‘lever’ to 
increase technical 
efficiency

• Over-provide profitable 
services
• Upcoding

y
• Economic incentives
• Political incentives p g

• Mixed effects: Efficiency, 
Total spending
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• ‘Unique’ issues regarding activity-based funding 
in Canadian provinces:in Canadian provinces:

• Geographic access
• Equity of access

• Stakeholders concerns
H lth h i li ti– Health human resource implications

– Quality
– Hospital financial performancep p
– Patient satisfaction
– Impact on other sectors (home care, long term care)
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Before widespread activity-based funding
– Mutually agreed upon hospital ‘products’Mutually agreed upon hospital products
– Deriving a ‘value’ for hospital products

Defining the 
Product

Setting the 
Value/Price

DRG Payment
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Discontinuity
Currently the funder (provincial governments) doesCurrently, the funder (provincial governments) does 

not define the products or prices
Canadian Institute for Health Information

Should each province/funder define it’s own 
products and prices?

Implementation and transaction costs
Setting the payment amount is really hard to 

balance incentivesbalance incentives
‘best practice price’, ‘fair and achievable’ or average
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What happens when the price is not right?



Hospital Funding Policy in Canada
Costing Methods
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• Can activity-based funding be credibly executed 
in Canada?in Canada?

• Technical Challenges
– Data availability

• Clinical
• Financial• Financial
• Patient level costing

– Coding qualityg q y
• Framework for non-adherence to standards

– Increased demands for timeliness
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• Clear evidence that hospital respond to case mix 
incentivesincentives
– Multiple perspectives on how to address

• Education, Monitoring, Compliance measurement
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Implementation challenges

• Vision and Leadership

• Political issues related to changing hospital case mixPolitical issues related to changing hospital case mix

• Understanding the effects of natural geographic 
monopoliesp

• Threshold for applicability in less-populated provinces 
and territories

• Understanding demand and supply on post-hospital 
services
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Strategies for ABF Pricing

Adj t t“Normal”

Capital, teaching, rural, 
input price differences

Adjustments“Normal” 
ABF

M t l h lth i t i lli ti

S i l

Mental health, geriatric, palliative, 
rehabilitation

- Diagnosis explains a very small 
Special 

Considerations portion of episode cost
- Diagnosis and symptoms do not 

always align with treatment strategies
S b i bili b- Substitutability between sectors
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Preparing for changes related to ABF
Change within hospitals– Change within hospitals

• Profile of clinical activity

• Hospital financial performance• Hospital financial performance

• Management changes

Change in other sectors– Change in other sectors

• Increased acuity in long-term care, home care

Increase in volume of the most profitable patients rather– Increase in volume of the most profitable patients rather 
than those most in need
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Open Questions - Implementation
What are the desirable levels of activity?– What are the desirable levels of activity?

– Should there be spending ‘caps’ to limit growth of activity?

• Payment for marginal cost?• Payment for marginal cost?

– How long does the commitment to ABF need to be for 
hospitals to respond to incentives?p p

– How quickly can ABF be phased in and implemented?

– What percentage of funding should be ABF?p g g

– How do we measure and monitor quality?
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• In addition to ABF
Designing incentives

• Key issues of P4P
Few hospital– Designing incentives

• Improve evidence-
based care

– Few hospital 
measures of quality

• Lack of process 
• Improve 

effectiveness
• Improve safe

measures in Canada 
– ‘silos’ of data

– Formal evaluations ofImprove safe, 
coordinated care 
between sectors

Formal evaluations of 
hospital-based P4P’s 
effectiveness and 
efficacy are fewefficacy are few

– Integration of P4P with 
activity based fundingy g



Takeaways

Hospital funding policies in Canada are changing… but slowly

Technical challenges to ABF implementation not as large as 
political challengespo ca c a e ges

ABF is a framework that needs continuous attentionABF is a framework that needs continuous attention

ABF is ‘One tool in the toolkit’, but becoming increasinglyABF is One tool in the toolkit , but becoming increasingly 
important
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