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INTRODUCTION


As a result of the perceived crisis in Canadian health care, provincial governments are increasingly turning to public-private partnerships in an effort to improve the efficiency of health delivery and reform health infrastructure.  Although current reforms are being undertaken to address gaps in the health care system, they are being implemented with little concern as to the potential future costs of involving the private sector in health care.   Therefore, this paper seeks to critically examine the perceived benefits of P3’s and private finance in health care in an effort to uncover the motivations driving this reform.  Next, the case against the use of P3’s will be made in order to illustrate the potential costs of these partnerships to the public and the risks of private sector involvement in health.  Given the potential costs and benefits of P3’s, an analysis will follow surrounding the appropriate place of P3’s in the future of health care in Canada. Although public-private partnerships are an issue which affect the whole of the public sector and public administration in Canada, the health care sector in particular seems to illuminate some of the key tensions and inherent conflicts of P3’s, and is therefore a useful case study in examining the costs and benefits of P3’s.  

Although privatization in health care can, and does take on many forms; for the purposes of this paper only the merits and demerits of public-private partnerships in the health sector will be discussed.  Public-private partnerships are defined generally as “a business relationship between the public and private sectors”. 
 This relationship varies according to the extent of private sector involvement and the level of risk allocated to the private partner.
 At the present time, P3’s appear to be a growing trend in Canadian health delivery, which warrants a closer examination of the potential affects of this form of privatization.  
DRIVERS/BENEFITS OF P3’S

The movement towards the greater use of public-private partnerships in health care in recent years has been driven by an increasing gap between levels of health care funding available to provincial governments and the increased demand for health services.  The huge costs of health care, coupled with technology changes, an aging population and constant comparisons with the United States, all have led to a general perception in Canada that health care is in a crisis and therefore drastic reforms to the system are needed.  This so-called crisis has led many provincial governments, including B.C., Quebec, Ontario, and Alberta to consider the use of the private sector in health care delivery. 
 
Public-private partnerships have been used as a way to address the “infrastructure gap” currently plaguing the Canadian health care system and to help alleviate the cost burden of public delivery. In particular, P3’s in the Canadian health care sector have been focused on infrastructure renewal and non-clinical health services where they are seen to have the greatest potential benefits. 
Proponents of P3’s in this area, such as The Canadian Council for Public-Private Partnerships (CCPPP), argue that the health care system can benefit from private partners in the construction, financing, and maintenance of ‘public’ hospitals.  According to the CCPPP, public-private partnerships lead to accelerated infrastructure development and lower up front public investment costs, making P3’s a more feasible way for government to immediately address the inefficiencies in the health care system.
 
For example, the Ontario government has recently initiated a public private partnership in order to finance large improvements to the provinces health infrastructure.  Through private financing, $5 billion will be invested into health facilities over the next five years as part of the government’s infrastructure renewal project.  This project is in an effort to reduce waiting times, provide better service and modernize older hospitals. 
 Although the results of this initiative remain to be seen, the P3 approach in Ontario has led to the rapid renewal and expansion of the provinces hospitals. Clearly, the Ontario government was driven by the short term benefits of private finance. 
By facilitating the rapid development of new health infrastructure, P3’s are a way to improve accessibility, while maintaining a one-tier system.  This argument alone makes a compelling case for the use of private partners in the financing of public hospitals and likely represents one of the largest current benefits to the use of P3’s.  
However, this argument is based on a Hobson’s choice assumption that the government can either partner with the private sector and build new hospitals, or do nothing and allow the infrastructure gap between the supply and demand of health care centres to widen.  This simply is not the case and ignores the fact that private partnerships are a policy choice and one of many policy options for financing the construction of public hospitals.  
The argument that private financing is necessary to reform the health sector ignores the fact that current financial pressures on provinces to balance the budget are largely self inflicted pressures.
  Furthermore, the movement towards private financing initiatives may be driven more by the desire to get capital expenditures off the books than to capture the benefits of private finance.
 Although private financing of new health infrastructure does appear to offer substantial short term benefits to the health care sector, it is important to acknowledge that it is a policy choice driven by political factors.  
Another argument in favor of P3’s in the health sector stems from the perceived efficiency improvements which can occur under public-private arrangements.  P3 arrangements are praised for their ability to get around bureaucratic inefficiencies and rigidities which cause delay and stifle innovation in the public service.  Unlike traditional hospitals, P3 hospitals are being built with greater private sector freedom through the use of less prescriptive and more output based standards for design and construction. 
  A report by PricewaterhouseCoopers of the UK found that in cases of hospitals built under the P3 model, quality and design were superior to traditional public standards.
  It is argued that because of this greater autonomy, P3’s encourage private sector innovation and efficiency. 
In public-private partnerships the government utilizes the expertise and infrastructure of the private sector to improve the quality of public services.  Depending on the type of partnership chosen, the government can benefit from the information, support, work, and resources of the private partner. 
 The private sector capacity and knowledge base is far more advanced than the public sector in a number of areas.  Therefore, by taking advantage of private sector expertise, P3’s may lead to more efficiently run hospitals.  Lastly, efficiency may be improved as private partners allow hospital staff to focus time and resources on the core aspects of delivery and care, rather than the maintenance of the hospital.  
Proponents of P3’s argue that efficiency gains are made not only through the use of private sector competencies, but also through the transfer of risks to the private partner. This assumption is based on the principle that risks are transferred to the party best able to manage them in public-private partnerships and that this transfer of risk makes P3’s a lower cost alternative to the traditional public sector model.
 This assumption is highly contentious because the evidence from P3 experience seems to suggest that when things go wrong the public sector is ultimately responsible.
  If risks are not properly shared by the private partner, any potential efficiency gains could be lost, and added costs would be borne by the taxpayer, rather than the private partner.     

Despite the persuasive theoretical arguments that private financing and non-clinical service delivery are more efficient than the traditional public model, the evidence appears to be mixed.  The efficiency argument in favor of P3’s is highly dependent on theoretical assumptions regarding the nature of public and private service delivery and lacks real evidence to support these claims.  In fact much of the evidence surrounding the costs of P3’s seems to suggest that the opposite is true and that private financing of infrastructure, costs more than under traditional public financing.  

Indeed, the greater use of public-private partnerships in the health sector appears to be driven more by political motives, economic constraints, and perceived efficiencies of the private sector than it does by the benefits of private sector involvement in health.  That is not to say there are no benefits to the use of P3’s just that the benefits are not as great as proponents and politicians would have the public believe. 
COSTS OF P3’S

Despite the potential benefits which may arise through public-private partnerships in the health sector, there are also a number of potential costs.  Because these costs often involve a risk to the public interest the government should take these into consideration before undertaking private partners in the health care sector.   

Perhaps the largest barrier to the greater use of public-private partnerships in the health care sector is the ideological resistance to the expansion of the private sector into public health care in Canada.   A universal public system of health care is one of the most beloved social programs in Canada.  Some 92% of Canadians prefer the Canadian health care system over the U.S. and U.K. system.
  A universal system promotes equal access to health care and ensures high quality health services for all Canadians.  

Although P3’s do not directly go against these values, the risk with the greater use of private partners in health care is that it is a slippery slope of private sector involvement, which may eventually lead to the privatization of health care in Canada.  Canada’s publicly funded system of health care represents a 90 billion dollar a year industry, which for profit health corporations are no doubt waiting to cash in on. 
 The for profit health care industry in the U.S. is increasing in strength and through the GATS and NAFTA trade agreements, the expansion of for-profit health corporations represents a real threat to Canadian Medicare.
 The threat of privatization is alive and well in Canada and will no doubt increase with the growth of private sector involvement in health care.  
In the field of health care, many people argue that the goals of the public and private sectors are incongruent and therefore P3’s should not be undertaken.  Health care in Canada is viewed as a public good to be provided based on need, not a commodity to be bought and sold according to willingness/ability to pay.   In any collaborative arrangement there is the risk that policy decisions will be influenced by the interests of the private sector partners, which carry out the programs. 
  That being said it is therefore not surprising that 64% of Canadians support the exclusion of for-profit corporations in health care and prefer public and non-profit providers. 
 Because the universal public health-care system is a value in Canada, the inclusion of the private sector at any level in health care delivery or financing, risks undermining the nature of the Canadian system and the values underlying that system.    
One of the largest risks of public-private partnerships is that corporate or private interests may overpower the interests of the public they are meant to serve.  When the government relies too heavily on the capacity of the private sector, the public interest may get subverted by the private ones. In an effort to cut costs and increase profits, the private partner may sacrifice the quality and level of service for which they were hired to perform. 
  In the setting of a hospital, reduced quality can have very serious implications for public health and safety.  For instance, improper maintenance and cleaning services in a hospital can lead to contamination and the spread of disease.  In P3’s there is always an incentive for private partners to maximize revenues and thereby subvert the public interest. This occurs if the risks and responsibilities are not clearly articulated in a contract or if the public sector is unable to effectively control the private partner.  Although, public-private partnerships can be beneficial to enhance the capacity of government, relying on private partners poses risks to the public interest. 

 Despite the lower short term costs and investments required by P3’s, they are not neutral financing and often result in higher costs than would be the case under the traditional public system.  Allyson Pollock warns that P3’s do not save money because they are a form of debt financing which has to be repaid either through public moneys or user fees. 
 Another report on P3’s in the construction of hospitals found that under P3’s cost containment will be reduced leading to higher overall prices to the taxpayer. 
  In an examination of a number of P3’s, John Loxley found that in all cases the prime rate of interest paid on the financing was never lower and frequently higher than the rate at which government could borrow. 
 When one adds the private partners profit margin, the interest rates over the life of the contract, and the higher costs of private sector borrowing, it is clear to see how P3’s can actually cost more in the long run than would be the case under the traditional system of public financing and ownership.   
Perhaps even more troubling than the higher costs of private financing are the potential implications this raises for democratic principles.  P3’s are increasingly being undertaken in the area of financing because they effectively hide public debt and transfer the costs of health care to future taxpayers. This lack of transparency to the taxpayer not only undermines democracy in the present, but also affects intergenerational equity by forcing future taxpayers to pay for current health care reforms.  Long term financing contracts tie up revenues of future generations, thereby constraining the range of political action available to future governments and citizens. 
 Clearly, the overall higher future costs of P3’s and the intergenerational burden that this causes must be balanced with the short term benefits the private partner offers.  

Lastly, public-private partnerships complicate how government services are provided and as a result threaten effective accountability mechanisms.  Although governments are still being held accountable for private sector actions, the accountability is fragmented because of the reduced role they have in delivering services. 
 The need for privacy regarding some aspects of public-private partnerships further threatens the accountability of government to the citizens.  P3’s are an extremely obscured process because access to information regarding private partners, proposals, contracts, etc. is limited as a result of commercial and confidentiality restrictions. Because P3’s are taken out of the public realm, transparency and accountability of government to its citizens is seriously impeded.   
Clearly, the involvement of a for-profit private partner in public health care has a number of potential costs.  Because of the threats to the public interest, the increased long term costs, and the greater risk of the privatization of health care, governments need to seriously examine the appropriate place of public-private partnerships within Canada’s current and future public health system.  
APPROPRIATE PLACE OF P3’S GIVEN THE RISKS AND BENEFITS

The short term benefits of P3’s mixed with the potential long term costs of these partnerships suggest that P3’s should be undertaken with greater caution and diligence than is currently the case in Canada.  As a result of the many drivers mobilizing the growth of P3’s, it is unlikely that governments will revert to traditional public financing and provision of non-clinical service delivery of health care in the near future.  Therefore, it is necessary for governments to improve their capacity to manage their private partners and in the interests of the public, bring P3’s into the public realm. Given the potential benefits and costs to the use of P3’s in health care, there is a need for current and future public-private partnerships to be appropriately placed to maximize the benefits, while minimizing the risks to the public and public sector values.  
In order to capture the benefits of private sector partnerships, while minimizing the risks to the public, the federal and provincial governments must build an institutional capacity with which they can effectively manage those partnerships.  In order to negate the ability of private partners to out-negotiate the public sector in P3 contracts, governments should create a team of experts to act as financial, project management, legal, and technical advisors. 
 This will ensure that the public sector has accurate and independent information regarding the costs and benefits of proposed programs prior to collaboration. Furthermore, it will ensure that public servants and government officials working on collaborative arrangements have the skills necessary to negotiate an appropriate P3 contract which balances the risks and responsibilities between the public and private partner. Through the establishment of an in-house team of experts, governments can create a P3 process which facilitates the development of a “fair business deal”. 
 This will allow governments to tailor partnerships to best meet the needs of the public and minimize profit seeking motives of the private partner.  
In order for governments to further maximize the benefits of P3’s there must be sufficient competition among potential partners. The less competition there is, the more likely it is that the government will rely too heavily on the private partner and sacrifice the public interest as a result.  Even proponents of P3’s, like the CCPPP, point out that sufficient competitive structures should be in place in order for the benefits of P3’s to outweigh the costs associated with private financing. 
 Competition among private partners will also limit the extent to which corporations can use their power and dominance to influence the future direction of Canada’s health care system.   Clearly, in order to maximize the potential benefits of P3’s, governments should attempt to facilitate competitive structures for greater private partner involvement.    

Indeed, if P3’s are appropriately placed to balance the interests involved there is great potential for them to capture the benefits of both the public and private sector. Based on UK experience, the great promise of public-private partnerships lies in the combination of management skills of the public service, and the talent, innovation, and operating skills of the private partner. 
 This can be achieved by balancing the potential for innovation in P3’s with standards to ensure the public interest is served.  Therefore, the public sector must simultaneously maintain oversight and control over the public partner while allowing them enough freedom to innovate and remain efficient.  Indeed, “a successful P3 builds on the expertise of each partner to meet clearly defined public needs and provide a net benefit (or value for money) to the general public through appropriate allocation of resources, risks, and rewards.” 
  Although balancing oversight with autonomy is not an easy task, it will ensure that risks and costs to the public are minimized.

The public interest could better be served by P3’s if the process by which these partnerships were undertaken was brought into the public realm and hence subject to the democratic process and public scrutiny.  Currently P3’s are shrouded in secrecy and plagued by a lack of transparency and accountability to the public. Because P3’s bypass traditional parliamentary accountability, there is a need to establish new and more appropriate mechanisms by which to hold P3’s accountable to the public.
 Although there are confidentiality requirements regarding the process of P3’s, there is no reason that private partners cannot be held accountable for outcomes relating to the terms of the contract.  If stricter reporting and accountability mechanisms were put in place, this would minimize the costs involved in P3’s.  
Lastly, benefits of P3’s could be captured and risks mitigated through greater consultation with the public.  Community consultation can and should be used to guide the appropriate use of P3’s so as to best meet the needs and interests of the public which they serve.  Communities should be informed participants in the debate about whether or not to initiate a P3. Indeed, more open discussion and transparency to the public, regarding the costs and benefits of P3’s, may lead to the more appropriate and balanced use of partnerships.  The public may be more willing and able to see the flaws of private partners and therefore their participation in the decision making process will likely inhibit the growth of inappropriate partnerships.  Furthermore, greater openness in the P3 process will likely ease the publics concerns and mobilize support for appropriate public-private partnerships. 
  Clearly, when the public interest is involved, governments should proceed with great caution and with deference to the well being of the community affected by the P3.
In order to successfully harness the benefits of P3’s in health care, Canadian governments must enhance their capacity to select and manage appropriate public-private partnerships. Furthermore, only when P3’s are brought under public sector control and into the public realm, will the costs and risk to the public be mitigated.  Currently the drive to undertake P3’s outweighs the public sector’s ability to manage those partnerships, which can account for the large number of costs and risks associated with P3’s in Canada.
CONCLUSION

Although there is a great deal of controversy surrounding the appropriate place of public-private partnerships in Canada’s health care sector, there appear to be a number of forces driving the increasing use of these partnerships to address inadequacies in health delivery and infrastructure.  The increasing use of P3’s in provincial health care appears to be driven more by the political motives to improve health infrastructure without public investment than by any real benefits to the public.  Furthermore, there are a number of risks and associated costs of private sector involvement in health which seriously need to be considered before P3’s are undertaken. The evidence surrounding the costs and benefits of P3’s suggests that current and future public partnerships with the private sector in health care proceed with caution and the well being of the public in mind.   Canadian governments need to address and effectively manage the costs associated with P3’s in the future, as the very nature of Canada’s health system depends on it
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