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Preface

he Health Systems in Transition (HiT) series consists of country-based
reviews that provide a detailed description of a health system and of
reform and policy initiatives in progress or under development in a

specific country. Each review is produced by country experts in collaboration
with the Observatory’s staff. In order to facilitate comparisons between
countries, reviews are based on a template, which is revised periodically. The
template provides detailed guidelines and specific questions, definitions and
examples needed to compile a report.

HiTs seek to provide relevant information to support policy-makers and

analysts in the development of health systems in Europe. They are building
blocks that can be used:

to learn in detail about different approaches to the organization, financing
and delivery of health services and the role of the main actors in
health systems;

to describe the institutional framework, the process, content and
implementation of health-care reform programmes;

to highlight challenges and areas that require more in-depth analysis;

to provide a tool for the dissemination of information on health systems
and the exchange of experiences of reform strategies between policy-
makers and analysts in different countries; and

to assist other researchers in more in-depth comparative health
policy analysis

Compiling the reviews poses a number of methodological problems. In

many countries, there is relatively little information available on the health
system and the impact of reforms. Due to the lack of a uniform data source,
quantitative data on health services are based on a number of different sources,



vi

Health systems in transition United States of America

including the World Health Organization (WHO) Regional Office for Europe’s
European Health for All database, data from national statistical offices,
Eurostat, the Organisation for Economic Co-operation and Development
(OECD) Health Data, data from the International Monetary Fund (IMF), the
World Bank’s World Development Indicators and any other relevant sources
considered useful by the authors. Data collection methods and definitions
sometimes vary, but typically are consistent within each separate review.

A standardized review has certain disadvantages because the financing
and delivery of health care differ across countries. However, it also offers
advantages, because it raises similar issues and questions. HiTs can be used to
inform policy-makers about experiences in other countries that may be relevant
to their own national situation. They can also be used to inform comparative
analysis of health systems. This series is an ongoing initiative and material is
updated at regular intervals.

Comments and suggestions for the further development and improvement
of the HiT series are most welcome and can be sent to info@obs.euro.who.int.

HiTs and HiT summaries are available on the Observatory’s web site (http://
www.healthobservatory.eu).
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Abstract

his analysis of the United States health system reviews the developments

in organization and governance, health financing, health-care provision,

health reforms and health system performance. The US health system
has both considerable strengths and notable weaknesses. It has a large and
well-trained health workforce, a wide range of high-quality medical specialists
as well as secondary and tertiary institutions, a robust health sector research
program and, for selected services, among the best medical outcomes in the
world. But it also suffers from incomplete coverage of its citizenry, health
expenditure levels per person far exceeding all other countries, poor measures
on many objective and subjective measures of quality and outcomes, an
unequal distribution of resources and outcomes across the country and among
different population groups, and lagging efforts to introduce health information
technology. It is difficult to determine the extent to which deficiencies are
health-system related, though it seems that at least some of the problems are a
result of poor access to care. Because of the adoption of the Affordable Care
Act in 2010, the United States is facing a period of enormous potential change.
Improving coverage is a central aim, envisaged through subsidies for the
uninsured to purchase private insurance, expanded eligibility for Medicaid (in
some states) and greater protection for insured persons. Furthermore, primary
care and public health receive increased funding, and quality and expenditures
are addressed through a range of measures. Whether the ACA will indeed be
effective in addressing the challenges identified above can only be determined
over time.






Executive summary
Introduction

income per head is among the highest in the world. The United States has

a federal system of government, with substantial authority delegated to
its regional governments — the 50 states — and a historical reluctance regarding
central planning or control either at federal or state level.

The United States economy is the largest in the world, and its gross national

The United States health-care system reflects this wider context, having
developed largely through the private sector, and combining high levels of
funding with a distinctively low level of government involvement. The United
States spends far more money on health care per head than any other country -
53% more than the second-highest country, Norway. As with many such
national averages in this report there are wide variations within this, though,
with spending per head ranging from about $5000 per head in Utah to more
than $10 000 in the District of Colombia. International comparison shows a
varied picture with respect to quality and outcomes, though, with very good
indicators for some diseases (e.g. certain cancers) and poor ones for others
(e.g. asthma). With regard to health behaviours, the picture is again varied; the
United States has been notably effective in reducing smoking rates but equally
ineffective in grappling with nutritional health and obesity. Most Americans still
receive their coverage from private health insurance; unusually for high-income
countries, over one-sixth of the population lacks health insurance, although
this proportion is expected to be cut nearly in half if the main elements of the
Affordable Care Act are implemented in 2014,
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Organization and Governance

The United States health-care system can be thought of as multiple systems that
operate independently and, at times, in collaboration with each other. Powers
in the health sector are divided between the federal and state governments. For
example, states fund and manage many public health functions, pay part of the
cost of Medicaid and shape its organization within that state, and set the rules
for health insurance policies that are not covered by self-insured employer plans.
On the other hand, products such as pharmaceuticals and medical devices are
regulated at federal level. Regulations to achieve objectives of quality, access
and cost control in health care may be set by public or private entities, at
any or all of federal, state or local levels. However, there is relatively limited
planning in terms of regulation, with little coordinated system-level planning
in the United States in comparison to other countries, although incentives are
sometimes used (for example to promote service provision in underserved
areas).

Private sector stakeholders play a stronger role in the US health-care system
than in other high-income countries; the private sector led the development of the
health insurance system in the early 1930s, with the major federal government
health insurance programmes, Medicare and Medicaid, only arriving in the
mid-1960s. Medicare provides coverage for seniors and some of the disabled
and Medicaid covers health-care services for some of the poor and near-poor.
Both public and private payers purchase health-care services from providers
subject to regulations imposed by federal, state and local governments as well
as by private regulatory organizations.

Reflecting this multiplicity of actors, strengthening the use of health
information systems to link different actors has become a priority of the federal
government, most recently with national legislation promoting increased use
of electronic health records by providers and their exchange and integration
between organizations.

Financing

Public sources constitute 48% of health-care expenditures in the United States,
private third party payer sources 40%, with the remaining 12% being paid by
individuals out of pocket. Even though the proportion of public and private
spending on health care is roughly comparable, only a minority (30%) of the
United States population is covered by the public financing system — mainly
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through Medicare and Medicaid. Currently, the majority of Americans (54%)
receive their coverage from private health insurance, with most privately
insured individuals obtaining coverage through an employer. Purchasers in
the form of health maintenance organizations (HMOs, which provide health-
care services on a prepaid basis through a network of providers) grew rapidly
during the 1980s and early 1990s. Their market share has fallen substantially
since then, due to a backlash against the tight restrictions put on patients, and
preferred provider organizations (PPOs) have come to dominate the private
insurance market. These contract with a network of providers but they tend to
pay physicians on a fee-for-service basis, and make it easier to seek care outside
the network. In 2012, among insured employees, 56% were in PPOs and only
25% in HMOs or similar plans.

One in six Americans is uninsured. Even among those with coverage, high
out-of-pocket costs can be a barrier to receiving timely care and medications;
one estimate is that medical costs are responsible for over 60% of personal
bankruptcies in the country. Out-of-pocket (OOP) payments (e.g. direct payment
by consumers for health services, coinsurance, co-payments, and deductible
amounts) per capita have increased substantially in real terms in recent years,
though because of the growth in overall health expenditure, the percentage that
OOP spending represents of total health expenditure has decreased. Increases
in real OOP spending over the last 40 years are not unique to the United
States, although the United States has consistently ranked near the top in OOP
spending among high-income countries.

Payment for health services in the United States depends on the service
provided, the type of health provider making the service available, and the
funder, as well as the type of facility and geographical location where the
service is offered. Given this complexity, payment mechanisms for each type
of health service (e.g. inpatient hospital care, prescription drugs) vary widely
according to the payer involved.

Physical and human resources

Since the 1970s there has been an increase in ambulatory facilities, such as
physician and dentist offices and ambulatory surgical centres, and a decrease
in institutional settings such as hospitals and nursing homes. The number
of hospital beds has also fallen (and is amongst the lowest per head among
high-income countries), yet despite this decrease in beds, occupancy rates in
hospitals remain low, primarily due to a dramatic decrease in inpatient length of
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stay. The United States uses relatively more medical technologies such as MRIs
and CT scanners than in comparable countries, which may also be a factor
in its relatively low average length of stay, but the average age of its physical
infrastructure, such as hospital buildings, is slightly increasing.

Employment of physicians, chiropractors, nurses, physician assistants and
all types of therapists has increased since 1990. Particularly high increases in
employment of physician assistants and therapists over the last three decades
(and moderate increases in nurses) may indicate increasing reliance on these
professionals for primary health care. On the other hand, employment of dentists,
optometrists and pharmacists has decreased slightly in this period. Relative to
comparable countries, the United States is around the median in physician
supply, but towards the top in nurse supply. Licensing and certification of health
professionals are carried out at state level; there is reciprocal recognition of
licences between most states, but not all.

The United States benefits from net inward migration of health-care
professionals from other countries. However, it suffers from internal
maldistribution of the health-care workforce: by practice and setting (with a
disproportionate number of specialist physicians compared to primary care
physicians); by geographical location (with variations in physician to population
ratios of more than 50%, with more professionals in the Mid-Atlantic and the
Northeast than in the South and the Mountain West, and greater shortages
of physicians in rural areas); and by racial and ethnic representation in
the workforce (with African Americans, Latinos and American Indians
underrepresented). There is no consensus regarding the overall adequacy of
the future supply of physicians. Different forecasts are predicted based on
different assumptions about future demand and supply. For nurses, the history
of nursing workforce adequacy in the United States is one of cyclical but
deepening shortages in the past few decades, and nursing workforce forecasts
uniformly predict some degree of shortage in the future unless significant steps
are taken to increase supply. While greater demand for health care under the
Affordable Care Act will exert further pressures on the health-care workforce,
other provisions that expand the workforce under the ACA and other recent
federal policies may help ameliorate these problems.
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Provision of Services

Insured individuals tend to enter the health-care system through a primary
care provider, though with some kinds of insurance (e.g. PPO) individuals may
go directly to a specialist. Uninsured individuals often do not have a regular
primary care provider, but instead visit community health centres (which
provide primary care for low-income, uninsured and minority populations)
and hospital emergency rooms for their health care, which hinders continuity
of care. Due to out-of-pocket costs they may be reluctant or unable to seek
out specialty, surgical or inpatient care unless they need emergency care;
emergency departments in hospitals that receive payment from Medicare
(which is nearly all hospitals in the US) are required by law to provide care to
anyone needing emergency treatment until they are stable. Retail clinics (in
pharmacies or large stores) are also emerging as places to go for treatment of
minor medical conditions.

The number of acute inpatient (hospital) discharges and length of stay have
fallen over the past decades, with more acute-care services, such as surgery,
being performed on an outpatient basis. For example, in 2010 more than
three-quarters of all surgeries were provided in an outpatient setting. Mental
health services have also shifted predominantly from inpatient to outpatient,
accompanied by substantially increased use of pharmaceuticals and reduction
in provision of psychotherapy and mental health counselling. The utilization
of post-acute-care services such as rehabilitation, intermittent home care and
sub acute-care has increased over the past decades due to the financial need
for hospitals to discharge patients not requiring acute care. Palliative care is
received mostly through hospice services, either in the patient’s home, or in a
hospital, nursing home or other institutional setting. Hospice care has increased
due to an expansion of Medicare benefits in 1983. The informal caregiver
(usually family or friends) plays an important role in United States health care;
23% of Americans provide some form of informal care.

Pharmaceuticals are highly utilized in the United States compared to
other industrialized countries, and their use has been growing. The use of
complementary and alternative medicine (CAM) is also growing in the United
States. Although physicians initially opposed the use of CAM, their stance
has softened due to its popularity with the public and some scientific evidence
regarding the efficacy of certain therapies. Patients must pay out-of-pocket for
most forms of CAM.
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Vulnerable populations in the United States include racial and ethnic
minorities, those with low income, the uninsured, the disabled, the homeless,
women, children, persons with HIV/AIDS, the mentally ill, the elderly, and those
living in rural areas. Federal, state, and private agencies have programmes for
reducing disparities in health and health care for these populations. Populations
that have special access to health services include American Indians and Alaska
Natives, military personnel, veterans, and those who are institutionalized, such
as prisoners.

United States public health is decentralized, with the main locus of power
at the state level. The actual public health structures at the state level vary
significantly; in some states, public health functions are further decentralized
(e.g. to county level). At federal level, the United States Public Health Service
brings together eight federal public health agencies (including the Centers for
Disease Control and Prevention, the Food and Drug Administration, and the
National Institutes of Health). Federal, state and local public health services
have been underfunded, and tend to be driven by immediate concerns; for
example, as concerns rose over terrorist attacks in the United States, much
of the public health funding and services switched to terrorism preparedness,
leaving holes in other areas of public health.

Principal health reforms

The Patient Protection and Affordable Care Act (ACA) of 2010 constitutes the
most significant health reform in the United States since Medicare, though its
adoption was highly controversial and its content reflects the general American
preference for minimal government intervention. Improving coverage is a
central aim, with the ACA introducing a requirement for nearly all individuals
to have some form of health insurance. Improved coverage is envisaged through
both the public and private sectors: subsidies are provided for the uninsured
to purchase private insurance (there is no government-provided health-care
delivery option), and in some states, more low-income people will obtain
coverage through expanded eligibility for Medicaid. The ACA also addresses
underinsurance, providing greater protection for insured persons from their
insurance being too limited in scope, inadequate in coverage or even being
cancelled once they become ill. There are also increased funds for primary care
to improve access. Public health is also strengthened, with increased funding
for public health programmes, and requirements for chain restaurants and
vending machines to display calories for food products.
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Improving quality and controlling expenditures are also addressed through
arange of measures. These are broadly a combination of incentives for efficiency
and better-quality care plus penalties linked to inefficient care (e.g. for hospital
readmissions), rather than any major restructuring of the health system as such;
there are also some time-limited reductions in particular areas of spending (e.g.
on pharmaceuticals). However, the ACA also contains measures pulling in the
other direction; for example, a ban on US residents from buying and importing
medication from other countries where it is cheaper, and preventing the use of
cost-benefit analysis for health-care practice or reimbursement in the Medicare
programme. The overall quality and financial impact of the ACA are disputed
and difficult to predict.

Implementation has been ongoing in stages since the law was signed
in March 2010, with most aspects of the law scheduled to be fully operational
by 2014, but before then political, economic, and social variables could change
both the substance and the timetable. For example, a ruling of the US Supreme
Court has already made the participation of individual states in the expansion of
Medicaid effectively optional, with some states planning to opt out. Many states
have decided not to implement a state “exchange” for the purchase of insurance
in the private market, relying instead of the federal government’s exchange. A
few states are partnering with the federal government to set up an exchange.
States are permitted to change their policies on this in the future.

Assessment of the health system

The United States health system has both considerable strengths and notable
weaknesses. It has a large and well-trained health workforce, and a wide range of
high-quality medical specialists, as well as secondary and tertiary institutions,
a robust health sector research program and, for selected services, among
the best medical outcomes in the world. But it also suffers from incomplete
coverage, underinsurance, and inadequate care for the uninsured. Additional
problems include health expenditure levels per person that far exceed all other
countries, poor results on many objective and subjective measures of quality
and outcomes, an unequal distribution of resources and outcomes across the
country and among different population groups, and lagging efforts to introduce
health information technology.

Overall, compared to other high-income countries, life expectancy in the
United States is lower and mortality is higher, although there is disagreement
over whether or not this relatively poor performance on mortality is due to
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structural problems with the health-care system. Because a myriad of cultural,
socioeconomic, environmental and genetic factors affect health status, it
is difficult to determine the extent to which deficiencies are health-system
related, though it seems that at least some of the problems with United States
performance with respect to health outcomes are a result of poor access to care.

For the future, since the birth rate in the United States is higher than that
of most high-income countries, its dependency ratio — those too young or too
old to work, divided by the working-age population - is expected to grow more
slowly than in most other high-income countries. The budgetary pressure from
demographic ageing on paying for social service programmes will therefore be
less acute than in most other high-income countries. Nevertheless, given high
costs and mixed performance, major concerns about the macro-level efficiency
of the United States health system remain.

Conclusions

It is difficult to generalize about the United States health-care system and,
accordingly, hard to draw overall conclusions about its performance. In some
respects it is unquestionably among the best in the world, yet in other respects
there are significant shortcomings.

One factor that sets the United States apart from its counterparts is the
more limited government involvement. Historically, there has been distaste for
central planning, lack of control over the dissemination of medical technologies,
reluctance to take advantage of the potential bargaining power afforded through
large government insurers, lack of centralized prices and prospective budgeting
and, most importantly, the absence of guaranteed insurance coverage.

There is general agreement among those on the left and the right that reforms
are necessary to control spending. There is less agreement on whether there is
a quality problem, nor much agreement on the need to provide coverage for the
uninsured. In spite of these disagreements and because of the adoption of the
Affordable Care Act in 2010, the United States is facing a period of enormous
potential change. Whether the ACA will indeed be effective in addressing the
challenges identified above can only be determined over time.

Such changes in health-care delivery will take a great deal of time. The ACA
addresses major challenging issues such as geographic variation in the use of
services and a bias towards subspecialty rather than primary care services,
but mainly through small programmes and pilot studies. The type of changes
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needed in health-care delivery are unlikely to result from legislation. Rather,
they need to be innovated and supported by both the public and private sectors
as each grapples with the cost, quality and access issues they face. They also
hinge on changing individual and provider behaviours.

Americans face an even more fundamental challenge: the lack of effective
dialogue, much less consensus, on how to improve their health-care system.
There is very little agreement among the Democratic and Republican parties
on the solutions to problems and, with a few exceptions, little in the way of
working towards common solutions. Such a climate tends to result in stasis,
slowing down the country’s ability to further innovate and improve the system.
Solving the most vexing health-care financing, delivery and policy issues
depends as much on finding common ground as it does on medical, social,
behavioural and organizational sciences.

XXix






1. Introduction

income per head is among the highest in the world. The United States has

a federal system of government, with substantial authority delegated to
its regional governments — the 50 states — and a historical reluctance regarding
central planning or control either at federal or state level.

The United States economy is the largest in the world and its gross national

The United States health-care system reflects this wider context, having
developed largely through the private sector and combining high levels of
funding with a distinctively low level of government involvement. The United
States spends far more money on health care per head than any other country —
53% more than the second-highest country, Norway. As with many such
national averages in this report there are wide variations within this, though,
with spending per head ranging from about $5000 per head in Utah to more
than $10 000 in the District of Colombia. International comparison shows a
varied picture with respect to quality and outcomes, though, with very good
indicators for some diseases (e.g. certain cancers) and poor ones for others
(e.g. asthma). With regard to health behaviours, the picture is again varied; the
United States has been notably effective in reducing smoking rates but equally
ineffective in grappling with nutritional health and obesity. Most Americans still
receive their coverage from private health insurance; unusually for high-income
countries, over one-sixth of the population lacks health insurance, although
this proportion is expected to be cut nearly in half if the main elements of the
Affordable Care Act are implemented in 2014,

1.1 Geography and sociodemography

The United States is located on the North American continent in the Western
Hemisphere. The contiguous 48 states that exclude Alaska and Hawaii are
bordered by the Atlantic and Pacific Oceans on the east and west, respectively,
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by Canada on the north and by Mexico and the Gulf of Mexico on the south
(Fig. 1.1). The total area is 9.7 million km? (3.7 million square miles), which
ranks third in the world after Russia and Canada and above China.

The country is highly varied in topography and climate, with regions well
below sea level to mountains above 6100 m (20 000 ft) and average annual
temperatures ranging from a high of 26°C (78°F) to a low of -13°C (9°F) in a
part of Alaska and -3°C (27°F) in the contiguous states. Similarly, precipitation
ranges from a desert climate to tropical rainforest.

At the beginning of 2012, the population of the United States was almost
313 million (U.S. Census Bureau, 2011), which ranks third worldwide after
China and India, both of which have over 1 billion' people. The racial and
ethnic make-up is quite varied, with approximately 65% White, 16% Hispanic
or Latino, 13% Black or African American and the remainder other and/or
mixed racial and ethnic groups (U.S. Census Bureau, 2012). (Race and ethnicity
categories are self-reported in the Census and there are no fixed criteria as
to how a person identifies himself or herself.) Hispanics and Latinos are the
fastest growing group, with a 49% population increase between 2000 and 2010,
compared to just 5% for others (Ennis, Rios-Vargas & Albert, 2011).

The population figures reflect all people in the United States, both legally
and undocumented. While there is not an agreed figure for the latter, some
estimates put it at about 11-12 million persons (Camarota & Jensenius, 2009;
Zuckerman, Waldmann & Lawton, 2011). This number increased rapidly at
the beginning of the new century, growing by nearly 40% between 1999 and
2007 (Zuckerman, Waldmann & Lawton, 2011) but tapering off at the end of
the decade during a major recessionary period.

Table 1.1 provides several demographic indicators and how they have
changed from 1970 to the present time. Several are typical of high-income
countries. Of particular note, however, is the relatively high fertility rate. Unlike
many European countries, fertility rates in the United States are at about the
generally accepted “replacement rate” of 2.1 children per woman and have been
relatively steady over the past 40 years. In contrast, many OECD countries have
rates below 1.5 and in Japan and Korea it is around 1.2. Part of the reason is the
relatively high immigration and birth rate among the Hispanic population, but
even among United States Whites the birth rate is considerably higher than in
most OECD countries.

' 1billion = 1 thousand million.
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Table 1.1
Demographic indicators, United States, selected years

1970 1980 1990 2000 2010
Population (millions) 205.1 2277 250.1 282.4 308.7
Females (per cent) 51.3 51.4 51.2 51.0 50.8
Population (% of total)
0-14 years 28.5 22.6 21.7 21.4 19.8
65 years and older 9.8 1.3 12.5 12.4 13.0
85 years and older NA 1.0 1.2 15 1.8
Annual population growth (%) 1.3¢ 1.1 0.9 1.2 0.4
Population density (per sq. mile)? 56.7 62.9 69.1 78.0 85.3
Fertility rate (births per woman) 2.02 1.80 1.99 2.04 2.07
Birth rate (per 1000 women) 18.4 15.9 16.7 14.4 14.3¢
Age-adjusted death rate (per 100 000 people) 1222.6 10391 938.7 869.0 760.2¢
Age-dependency ratio® 62.1 51.0 51.9 51.0 48.8
Rural population (%) 26.3 26.3 24.8 21.0 NA
Education level of adults over 25 years
Less than high school graduate 44.8 31.4 22.4 15.9 12.9
High school graduate or some college 442 51.6 56.3 58.5 57.2
Bachelor’s or advanced degree 11.0 17.0 21.3 25.6 29.9

Source: U.S. Census Bureau, 2012.
Notes:2Figures are based on a total area of 3.619 million sq. miles during all time periods. ® Age-dependency ratio is the ratio
of population (0-14 and 65+)/15-64. ° Growth rate since 1960. ¢ Figure is for 2007. NA, not available.

Partly as a result, the age-dependency ratio — essentially, the number of
people who are too young or too old to be in the labour force, divided by the
working-age population — is likely to grow more slowly in the United States than
in other high-income countries over the next few decades, as the higher fertility
rate will translate into a larger working-age population. The OECD (OECD,
2009) projects that between 2010 and 2050, the United States age-dependency
ratio will rise from 0.50 to 0.61. At the most extreme, Spain’s ratio is expected
to increase from 0.47 to 0.94 and Japan’s from 0.55 to 0.98. On average, for all
OECD countries it is predicted to rise from 0.48 to 0.74. Most of the increase is
the result of the greater proportion of the population age 65 and over compared
to the working-age population. While there is much concern in the United States
as to how the country will be able to afford to pay for old-age pensions and
health-care benefits in future decades, from a strictly demographic perspective
the problem is less acute than in most other high-income countries.

The other noteworthy figures in Table 1.1 concern educational attainment.
Over time, the United States is becoming more educated, with over 87% of
adults now having a high school degree and almost 30% attending four or more
years of college. These figures, however, do not fully reflect the quality of
education. There is increasing concern that the United States is losing its edge
over other countries, particularly in mathematics and science. The most recent
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cross-national test results, from 2007, show that the United States ranked 11th
in maths and 8th in science among 36 countries that tested fourth graders and
9th in maths and 11th in science among 48 countries that tested eighth graders
(U.S. National Center for Education Statistics, 2009). Both former President
George W. Bush and President Barack Obama have made improving the quality
of education a major public policy goal.

Nevertheless, in higher education, the United States still sets international
standards. The Academic Ranking of World Universities (2012) ranks United
States universities as comprising 8 of the top 10 and 17 of the top 20, in the
world. Other rankings, while more favourable to other countries, still list more
than half of the top universities in the United States.

1.2 Economic context

Table 1.2 presents trends in several macroeconomic indicators. In 2010, the
United States had a GDP of over $14 trillion, more than twice as high as any
other country in the world. Per capita GDP ranks around 10th worldwide
depending on the data source. GDP grew much more slowly in the 2000s (at
an annual rate of 0.6% to 2010), only one-third the rate of most previous decades
since 1970. Inflation rates were relatively low between 1990 and 2000, at 3.4%
per year and lower still after 2000, at 1.6% per year. The budget deficit, however,
has been rising quickly, a trend common among most high-income countries
but still one of much concern to the United States policy community, driving
much current economic policy in the country.

Table 1.2
Macroeconomic indicators, United States, selected years

1970 1980 1990 2000 2010
GDP ($B) 1038 2788 5801 9952 14660
Real GDP (2005, $B) 4270 5839 8034 11226 13248
Real GDP per capita (2005, $) 20820 25640 32112 39750 42722
Annual growth rate in real GDP per capita (%) 2.7 1.9 2.1 2.0 0.6
(since previous period)
Annual growth rate in consumer prices (%) 57 13.5 5.4 3.4 1.6
(since previous period)
Federal budget debt (% of GDP) 37.6 33.4 55.9 57.3 93.2
Unemployment rate (%) 49 71 5.6 4.0 9.6
Poverty rate (%) 12.6 13.0 13.5 11.3 14.3°
Gini coefficient? 0.394 0.404 0.428 0.462 0.468°

Source: U.S. Census Bureau, 2012.
Notes: 2 The Gini coefficient is a measure of income inequality; higher figures indicate greater inequality among the population.
bFigure is for 2009; $B, billion $.
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The United States economy is highly focused on the provision of services. In
2006, 76.5% of value added to the GDP was from the service sector, followed
by 12.2% from manufacturing, 10.2% from other industry and just 1.1% from
agriculture. These figures are comparable to other wealthy high-income
countries (U.S. Census Bureau, 2010a).

Taxes as a percentage of GDP in the United States are lower than other
high-income countries (Fig. 1.2). Over the past three decades, tax rates have
fallen. For example, the top federal marginal tax rate in 1980 was 70%, but
dropped to 28% by 1988. Since that time rates have risen and in 2013, the top
rate rose further from 35% to 39.6%.

Fig. 1.2
Taxes as a percentage of GDP, OECD countries, 2009
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Source: U.S. Census Bureau, 2012.

The official unemployment rate has increased from 4.0% in 2000 to 9.6%
in 2010 (Table 1.2). Fig. 1.3 shows how the unemployment rate has varied over
time by race/ethnicity. Rates for Blacks have consistently exceeded those for
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other racial and ethnic groups, with Hispanics the second highest. Whites and
Asian/Pacific Islanders have had the lowest rates. The gap, however, has been
reduced over time.

Fig. 1.3
Percent population unemployed, United States, by race/ethnicity, 1980-2010
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Source: U.S. Census Bureau, 2011.

Officially defined poverty rates, while varying year to year, have held fairly
steady at around 12-13% since 1980, although they have risen since 2009 to
about 15%. Fig. 1.4 shows how they have varied according to race/ethnicity.
These differences are somewhat more pronounced than for unemployment.
While rates have fallen for Blacks and Hispanics, both absolutely and relative
to Whites and Asians, they still exceeded 25% in 2009.
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Fig. 1.4
Percent population below poverty level, United States, by race/ethnicity, 1980-2009

Percentage

//\ .
\ / W flspanie

\ / sian/Pacific Islander
hite
e W |

1980 1985 1990 1995 2000 2005 2009

Source: U.S. Census Bureau, 2012.

The final figure in Table 1.2 is the Gini coefficient, a measure of income
inequality, where higher numbers indicate greater income inequality. Income
inequality has risen in the United States since 1970, although rates have been
relatively steady in the 2000s. The 2009 United States rate of about 0.47
compares to rates that generally range from 0.26 to 0.36 among most European
countries (U.S. Central Intelligence Agency, 2010).

1.3 Political context

The United States is a federal constitutional democracy, with decision-making
authority divided between the federal government and the state governments.
It includes 50 states; the District of Columbia, which is home to the seat of
the federal government in Washington, DC; and several territories including
Puerto Rico, Guam and the United States Virgin Islands. Power is shared
among three branches of government: the executive, legislative and judicial.

The President of the United States is elected every four years and is limited
to two four-year terms. Rather than elections being based on popular vote, the
United States uses the “Electoral College”. Each state, as well as the District of
Columbia, has the same number of representatives in the Electoral College as



Health systems in transition United States of America

the total number of representatives in Congress that they are assigned. With a
few recent exceptions, the presidential candidate who receives the most popular
votes in a state is given all the state’s vote in the Electoral College. As a result,
occasionally the candidate who receives a plurality of the national popular
vote does not win the presidency. This has occurred four times — three in the
nineteenth century and most recently, in 2000.

The United States Congress, the legislative branch of the federal government,
comprises the Senate and the House of Representatives. The former contains
two members per state (100 total) with a term of six years and the latter
435 members allotted to the states based on their populations, with a term of
two years. The judicial branch of the federal government includes the Supreme
Court, which has nine members who are appointed for life and various district
(regional) and appeals courts. Each state has a popularly elected governor
whose term, except in one state, is four years. Most states limit governors to
two terms. All but one state have two elected legislative bodies.

On a more local level, within states there are numerous county and
city governments.

While it is difficult to summarize the roles played by the different levels of
government, the United States Constitution enumerates specific responsibilities
as being under the purview of the federal government, including war and
defence and international and interstate commerce — but also other laws that are
‘necessary and proper”. In general, state and local governments have authority
over such activities as children’s education, public safety/prosecution of crime
and a host of other domains, including many public health activities. As
discussed in section 2.8, the states regulate the licensing of health professionals
as well. There are also a number of areas in which the federal government and
states share authority (road construction is one example). In the health area, the
primary example is the Medicaid programme (described in Chapter 3), which
provides health insurance to low-income individuals and families. Medicaid is
jointly funded but is administered by states, which in turn must meet certain
federal requirements.

3

There are two main political parties, the Democratic Party and the
Republican Party. Generally, the Democratic Party is viewed as left-of-centre
and the Republican Party as right-of-centre. Control of the presidency and
the two chambers of Congress have changed hands several times in recent
decades. More often than not, power was divided. In 2008 the Democrats
gained control of the presidency and both chambers of the Congress. In 2010,
however, the Republicans gained control of the House of Representatives,
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re-creating a divided federal government. In the election of November 2012,
the Democrats held on to the Presidency and the Senate and the Republicans
continued to control the House of Representatives, continuing the divided
federal government.

Over the past two decades there has been less bipartisanship in Congress.
The trend accelerated with the 112th Congress, which served from 2010 to 2012,
passing fewer bills than any Congress in the previous generation (Steinhauer,
2012). Partisanship in the United States Senate is particularly important, even
to the majority party. Senate rules require 60 votes in order to close debate;
thus, a group of 41 Senators can, in most cases, effectively block legislation
advocated by the majority from being considered by refusing to close debate, a
procedure known as “filibuster”.

Lobbying and organized advocacy plays a large and growing role in
United States politics, with spending at an estimated $3.5 billion in 2009
(BusinessWeek, 2010). Advertising expenditures for the 2008 presidential race
amounted to almost half a billion dollars (CNN, 2008), and total spending
to $1.7 billion (Bloomberg, 2008). Spending by Congressional candidates in
the 2009-2010 election cycle was approximately $1.8 billion (Federal Election
Commission, 2013). While there were, until recently, some limits on the
donations of organizations to election contributions, in 2010 a Supreme Court
ruling struck down some of these regulations as violations of the right to
freedom of speech, which is guaranteed by the first amendment of the United
States Constitution. This ruling is resulting in greater campaign spending than
in the past. One set of estimates put total spending for political advertising on
all 2012 elections at about $10 billion — 40% higher than the $7 billion figure
from 2008 (Borrell Associates, 2012).

As in any country, there are numerous controversial political issues, several
of which affect health care. One that has received a great deal of attention in
recent years concerns illegal immigration, usually from Mexico. The issue of
the undocumented has garnered greater visibility in recent years, particularly
in the wake of rising unemployment rates and budget deficits. It is currently
estimated that 8% of United States births are to parents who are in the United
States undocumented; by law, all children born in the country are United States
citizens (Pew Hispanic Center, 2010).
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1.4 Health status

In recent years there has been increasing recognition that the health-care
system is not the main contributor to people’s health. Other factors — sometimes
called “social determinants of health” - include a vast array of cultural and
environmental factors and are often far more important. A list of such factors is
lengthy and includes parents’ education, poverty, family upbringing, language
barriers, neighbourhood effects, racial segregation, safety, workforce issues,
social capital and a host of environmental factors such as clean air and water.
Moreover, these factors interact with each other. Higher incomes make it
possible, for example, to avoid dangerous jobs and having to live in dangerous
neighbourhoods. These social determinants form a backdrop for the data
reported below on health status in the United States.

The United States has experienced marked increases in life expectancy and
reductions in most types of mortality in recent decades. Nevertheless, as other
high-income countries have shown similar trends, the United States has not
gained in relative standing and continues to rank near the bottom with regard to
such indicators as overall life expectancy, infant mortality and potential years
of life lost. While the United States has among the lowest smoking rates, it has
the highest obesity rates.

1.4.1 Life expectancy and mortality

Life expectancy at birth has climbed steadily, rising from 70.8 years in 1970 to
77.9 in 2007 (Table 1.3). The increase for males (12%) exceeds that for females
(8%). Age-adjusted mortality has declined by 38% over the same time period,
to 760.2 deaths per 100 000 population in 2007.

Table 1.3
Life expectancy and mortality rates, United States, selected years

1970 1980 1990 2000 2005 2006 2007

Life expectancy at birth

All persons 70.8 73.7 75.4 76.8 774 777 779

Male 67.1 70.0 71.8 741 74.9 751 75.4

Female 747 774 78.8 79.3 79.9 80.2 80.4
Age-adjusted death rate per 100 000 population

All persons 1222.6 10391 938.7 869.0 7988 7765 760.2

Male 15421 13481 12028 1053.8 9511 9248  905.6

Female 971.4 8179 7509 731.4 677.6 657.8  643.4

Source: U.S. Department of Health and Human Services, 2011a.

1
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Of the 28 high-income OECD countries shown in Table 1.4, the United
States ranked sixth lowest in life expectancy, at 78.2 years in 2009, about
two years below the median. The only countries that are lower are located in
Eastern Europe: the Czech Republic, Estonia, Hungary, Poland and the Slovak
Republic. The relative position of the United States has fallen over time. In
1980, for example, United States life expectancy was at the median, exceeding
countries such as Austria, Belgium, Germany and the United Kingdom. When
looking at life expectancy at age 65, the United States rates somewhat higher
internationally — around the median for males but somewhat below the median
for females (OECD 2010 data, not shown in table).

Table 1.4
Life expectancy (years), OECD countries, selected years

1970 1980 1990 2000 2005 2006 2007 2008 2009

Australia 70.8 74.6 77.0 79.3 80.9 81.1 81.4 81.5 81.6
Austria 70.0 72.6 75.6 78.2 79.4 80.0 80.3 80.5 80.4
Belgium 711 73.3 76.1 77.8 79.0 79.5 79.8 - 80.0
Canada - 75.3 776 79.0 80.1 80.4 80.7 - -
Czech Republic 69.6 70.4 71.5 751 76.1 76.7 77.0 77.3 77.3
Denmark 73.3 74.3 74.9 76.8 78.2 78.4 78.4 78.8 79.0
Estonia - - 69.6 70.6 72.7 72.9 72.9 73.9 75.0
Finland 70.8 73.6 75.0 el 79.1 79.5 79.5 79.9 80.0
France 722 74.3 76.9 79.0 80.3 80.7 80.9 81.0 81.0
Germany 70.6 72.9 75.3 78.2 79.4 79.8 80.0 80.2 80.3
Greece 72.0 74.5 771 78.0 79.3 79.6 79.5 80.0 80.3
Hungary 69.2 69.1 69.4 7 72.8 73.2 73.3 73.8 74.0
Iceland 74.3 76.7 78.0 80.1 81.2 81.2 81.2 81.3 81.5
Ireland 71.2 72.9 74.9 76.6 79.5 79.8 79.7 79.9 80.0
Israel - 73.9 76.7 78.8 80.2 80.6 80.6 81.1 81.6
Italy - 74.0 7741 79.8 80.8 81.3 81.5 - -
Japan 72.0 76.1 78.9 81.2 82.0 82.4 82.6 82.7 83.0
Korea 62.2 65.9 71.4 76.0 78.5 791 79.4 79.9 80.3
Luxembourg - 72.8 75.6 78.0 79.5 79.4 79.4 80.6 80.7
Netherlands 73.7 75.9 77.0 78.0 79.4 79.8 80.2 80.2 80.6
New Zealand 715 73.2 75.5 78.4 79.8 80.1 80.2 80.4 80.8
Norway 74.4 75.9 76.6 787 80.1 80.4 80.5 80.6 81.0
Poland 70.0 70.2 70.7 73.9 751 75.3 75.4 75.6 75.8
Portugal 66.7 71.4 741 76.7 781 78.9 791 79.3 79.5
Slovak Republic 69.8 70.6 71.0 73.3 74.0 74.3 74.3 74.8 75.0
Slovenia - - 73.3 75.5 777 78.4 78.2 78.8 79.0
Spain 72.0 75.4 77.0 79.4 80.3 81.1 81.1 81.2 81.8
Sweden 74.7 75.8 776 79.7 80.6 80.8 81.0 81.2 81.4
Switzerland 731 75.6 775 79.9 81.4 81.7 81.9 82.2 82.3
United Kingdom 71.9 732 75.7 779 791 79.5 79.7 - 80.4
United States 70.9 737 75.3 76.7 774 7.7 779 - 78.2
Median 71.2 73.7 75.6 78.0 79.4 79.8 79.8 80.2 80.3

Source: OECD, 2012a.



Health systems in transition United States of America

A similar pattern exists with respect to infant mortality (Table 1.5). Overall
death rates per 1000 live births declined by 36% between 1985 and 2006, to 6.7.
The reductions were approximately the same for neonatal deaths (under 28 days)
and post-neonatal deaths (28 days to 11 months). There are, however, notable
differences according to race/ethnicity, with rates for Whites, Hispanics/Latinos
and Asians/Pacific Islanders significantly lower than those for Blacks/African
Americans. Rates for the latter are 2.4 times higher than for Whites.

Table 1.5
Infant, neonatal and post-neonatal mortality rates, United States, selected years

1985 1990 1995 2000 2005 2006
Infant deaths per 1000 live births

All mothers 10.4 8.9 7.6 6.9 6.9 6.7
White 8.6 7.2 6.3 5.7 5.8 5.6
Black or African American 18.3 16.9 14.7 13.6 13.6 13.3
Hispanic or Latina 8.8 7.5 6.3 5.6 5.6 5.4
Asian or Pacific Islander 7.8 6.6 5.3 49 49 45
American Indian or Alaska Native 131 13.1 9.0 8.3 8.1 8.3

Neonatal deaths per 1000 live births

All mothers 6.8 5.7 4.9 4.6 4.5 4.5
White 5.8 4.6 41 3.8 3.8 37
Black or African American 12.3 11 9.6 9.1 8.9 8.7
Hispanic or Latina 57 4.8 44 3.8 3.9 3.7
Asian or Pacific Islander 4.8 3.9 3.4 3.4 3.4 3.2
American Indian or Alaska Native 6.1 6.1 4.0 4.4 4.0 43

Postneonatal deaths per 1000 live births

All mothers 3.6 3.2 2.6 2.3 2.3 2.2
White 31 2.7 2.2 19 2.0 19
Black or African American 6.3 5.9 5.0 43 4.3 4.2
Hispanic or Latina 3.2 2.7 2.1 1.8 1.8 17
Asian or Pacific Islander 2.9 2.7 1.9 14 15 14
American Indian or Alaska Native 7.0 7.0 5.1 3.9 4.0 4.0

Source: U.S. Department of Health and Human services, 2011a.
Notes: Infant is under 1 year of age; neonatal is under 28 days; post-neonatal from 28 days to 11 months.

A conundrum that appears in many (but not all) United States health
indicators is the relatively good statistics for Hispanics and Latinos, whose
overall infant mortality rates are slightly lower than Whites. This is sometimes
termed the Latino “health paradox”. While Latinos have very high uninsurance
rates as well as lower incomes and educational levels on average compared to
Whites, many health indicators are nevertheless comparable to their wealthier,
better educated and insured counterparts (Vega, Rodriquez & Gruskin, 2009).

13
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In spite of these encouraging declines, in the most recent year in which
comparable data are available (2008), the United States had the highest infant
mortality rate of all 31 high-income OECD countries. United States rates were
more than double those of the Czech Republic, Finland, Iceland, Ireland, Japan,
Luxembourg, Norway, Slovenia and Sweden. Although United States rates
have dropped considerably — 35% in the 20-year period ending in 2005 — other
countries have declined faster. In 1970 the United States rate was almost at the
median. Spain is an example of how much other countries have improved. In
1970 its infant mortality rate was 40% higher than the United States; in 2006 it
was 43% lower (Table 1.6).

One possible reason for the poor showing of the United States relates
to pre-term babies. More such babies are born, which could be due both to
problems with prenatal care and the health of mothers, but also because more
of an effort is made in the United States to save such babies (MacDorman &
Mathews, 2010). Moreover, the United States is more likely to define very
low-weight babies as live births compared to other countries, raising calculated
infant mortality rates (Sachs et al., 1995; Joseph et al., 2012). In a study of
25 countries in which the United States ranked 22nd in neonatal mortality
(infant death within the first 28 days of birth), its ranking rose to 11th — a
lower neonatal mortality rate than exhibited in Canada, Denmark, England and
the Netherlands — when only live births of more than 1000g were considered
(Joseph et al., 2012).

Another measure of mortality is potential years of life lost, which is defined
here by summing the total number of years of life lost due to death before the
age of 70. Table 1.7 shows this for high-income OECD countries. While the
United States figure fell by 46% between 1970 and 2005, it remains the fifth
highest among those countries reporting data for 2005 and highest among all
non-Eastern European countries.

1.4.2 Specific diseases

Table 1.8 compares the 10 leading causes of death in the United States for
two years — 1980 and 2007 - separately for men and women and for Whites
and Blacks/African Americans. Most notable is how little the leading causes
changed over this 26-year period, with the large majority of deaths coming
from chronic conditions.
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Table 1.6
Infant mortality, OECD countries, selected years: deaths per 1000 live births

1970 1980 1990 2000 2005 2006 2007 2008 2009

Australia 17.9 10.7 8.2 5.2 5.0 47 4.2 41 43
Austria 25.9 14.3 7.8 4.8 4.2 3.6 3.7 3.7 3.8
Belgium 211 121 8.0 4.8 3.7 4.0 4.0 3.4 3.4
Canada 18.8 10.4 6.8 5.3 5.4 5.0 5.1 - -
Czech Republic 20.2 16.9 10.8 41 34 3.3 31 2.8 2.9
Denmark 14.2 8.4 75 5.3 4.4 3.8 4.0 4.0 341
Estonia 17.7 1741 12.3 8.4 5.4 4.4 5.0 5.0 3.6
Finland 13.2 7.6 5.6 3.8 3.0 2.8 2.7 2.6 2.6
France 18.2 10.0 7.3 45 3.8 3.8 3.8 3.8 3.9
Germany 22.5 12.4 7.0 44 3.9 3.8 3.9 3.5 3.5
Greece 29.6 17.9 9.7 5.4 3.8 3.7 3.6 2.7 31
Hungary 35.9 23.2 14.8 9.2 6.2 5.7 5.9 5.6 51
Iceland 13.3 7.8 5.8 3.0 2.3 14 2.0 2.5 1.8
Ireland 19.5 1141 8.2 6.2 4.0 3.7 3.1 - 3.2
Israel - 15.6 9.9 55 4.4 4.0 3.9 3.8 3.8
Italy 29.0 14.6 8.2 4.5 3.8 3.7 3.7 3.7 37
Japan 13.1 75 4.6 3.2 2.8 2.6 2.6 2.6 2.4
Korea 45.0 - - - 4.7 41 - - -
Luxembourg 249 15 7.3 51 2.6 25 1.8 1.8 2.5
Netherlands 12.7 8.6 71 5.1 49 4.4 41 3.8 3.8
New Zealand 16.7 13.0 8.4 6.3 5.0 5.1 4.8 49 47
Norway 12.7 8.1 6.9 3.8 31 3.2 31 2.7 3.1
Poland 36.7 25.5 19.3 8.1 6.4 6.0 6.0 5.6 5.6
Portugal 55.5 24.2 11.0 5.5 35 3.3 34 3.3 3.6
Slovak Republic 25.7 20.9 12.0 8.6 72 6.6 6.1 5.9 5.7
Slovenia 245 15.3 8.4 49 41 3.4 2.8 21 2.4
Spain 28.1 12.3 76 4.4 3.8 3.8 3.7 35 3.3
Sweden 11.0 6.9 6.0 3.4 2.4 2.8 2.5 2.5 2.5
Switzerland 15.5 9.0 6.7 53 4.2 4.4 39 4.0 4.3
United Kingdom 18.5 121 79 5.6 5.1 5.0 4.8 47 4.6
United States 20.0 12.6 9.2 6.9 6.9 6.7 6.5 6.5 -
Median 19.8 12.2 8.0 5.2 41 3.8 3.9 3.7 3.6

Source: OECD, 2012a.
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Table 1.7
Potential years of life lost, OECD countries, selected years?

1970 1980 1990 2000 2005 2006 2007 2008 2009

Australia 8616 6126 4669 3617 - 2823 - - -
Austria 9420 7271 5125 3929 3388 3172 3103 3020 3104
Belgium 8350 6684 5038 - - - - - -
Canada 7744 6250 4716 3571 - - - - -
Czech Republic - - 6994 4776 4226 4005 3953 3829 3726
Denmark 6692 5950 5270 4014 3478 3410 - - -
Estonia - - 9774 8989 7365 7169 7309 6451 5763
Finland 8289 5828 5501 4151 3759 3627 3686 3552 3463
France 7631 6458 5187 4098 3539 3448 3344 3316 -
Germany 8932 6583 5171 3806 3260 3134 - - -
Greece 7704 5810 4461 3694 3385 3152 3299 3034 3162
Hungary 10406 9757 9654 7651 6526 6277 6222 5867 5657
Iceland 6707 5075 4290 3337 2343 2644 2457 2213 2262
Ireland 7782 6359 4948 4305 3216 3078 3158 3164 3272
Israel - 5997 4517 3599 3056 2951 - 2767 -
Italy 8810 6100 4508 3330 - 2745 2699 - -
Japan 7239 4619 3538 3000 2769 2683 2616 2587 2528
Korea - - 6322 4709 3645 3399 - - 3177
Luxembourg 9923 6502 5422 3988 3176 3266 - 2669 -
Netherlands 6294 4925 4197 3555 3049 2894 2767 2724 2678
New Zealand 8344 7014 5783 4149 3635 3489 - - -
Norway 6108 5054 4534 3651 2975 2925 2799 2783 2804
Poland 10280 9274 8526 6194 5597 5537 5539 5419

Portugal 14505 8993 6679 5114 - - - 3502 3457
Slovak Republic - - - - 5481 - - 5212 4998
Slovenia - - 6024 4762 4096 3892 3847 3438 3282
Spain - 5574 5027 3729 3201 - - 2866 -
Sweden 5777 4851 3997 2936 2616 2610 2541 2507 -
Switzerland 6911 5367 4499 3400 2846 2796 2660 - -
United Kingdom 7454 6069 4745 - 3483 3461 3391 3353 3233
United States 9243 7276 6280 5120 4965 - - - -
Median 8036 6126 5082 3929 3481 3162 3158 3164 3253

Source: OECD, 2012a.
Note: 2 Total years lost due to mortality before age 70, per 100 000 person aged 0-69.
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Table 1.8

Leading causes of death and numbers of deaths, United States, 1980 and 2007

United States of America

1980 2007
Cause of death Deaths Cause of death Deaths
Male All causes 1075078 All causes 1203968
1 Diseases of heart 405 661 Diseases of heart 309 821
2 Malignant neoplasms 225948 Malignant neoplasms 292 857
3 Unintentional injuries 74180 Unintentional injuries 79 827
4 Cerebrovascular diseases 69973 Chronic lower respiratory diseases 61235
5 Chronic obstructive pulmonary 38625 Cerebrovascular diseases 54111
diseases
6 Pneumonia and influenza 27574 Diabetes mellitus 35478
7 Suicide 20505 Suicide 27 269
8 Chronic liver disease and cirrhosis 19768 Influenza and pneumonia 24 071
9 Homicide 18779 Nephritis, nephrotic syndrome 22616
and nephrosis
10 Diabetes mellitus 14325 Alzheimer’s disease 21800
Female  All causes 914763 All causes 1219744
1 Diseases of heart 355424 Diseases of heart 306 246
2 Malignant neoplasms 190 561 Malignant neoplasms 270018
3 Cerebrovascular diseases 100 252 Cerebrovascular diseases 81841
4 Unintentional injuries 31538 Chronic lower respiratory diseases 66 689
5 Pneumonia and influenza 27 045 Alzheimer’s disease 52832
6 Diabetes mellitus 20526 Unintentional injuries 43879
7 Atherosclerosis 17 848 Diabetes mellitus 35904
8 Chronic obstructive pulmonary 17 425 Influenza and pneumonia 28 646
diseases
9 Chronic liver disease and cirrhosis 10815 Nephritis, nephrotic syndrome 23832
and nephrosis
10 Certain conditions originating in the 9815 Septicaemia 18 989
perinatal period
White All causes 1738607 All causes 2074151
1 Diseases of heart 683 347 Diseases of heart 531636
2 Malignant neoplasms 368 162 Malignant neoplasms 483939
3 Cerebrovascular diseases 148 734 Cerebrovascular diseases 118 081
4 Unintentional injuries 90122 Chronic lower respiratory diseases 114 695
5 Chronic obstructive pulmonary 52 375 Unintentional injuries 106 252
diseases
6 Pneumonia and influenza 48 369 Alzheimer’s disease 68933
7 Diabetes mellitus 28 868 Diabetes mellitus 56 390
8 Atherosclerosis 27 069 Influenza and pneumonia 45947
9 Chronic liver disease and cirrhosis 25240 Nephritis, nephrotic syndrome 36 871
and nephrosis
10 Suicide 24 829 Suicide 31348
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Table 1.8 — continued
Leading causes of death and numbers of deaths, United States, 1980 and 2007

1980 2007
Cause of death Deaths Cause of death Deaths
Black or
African
American All causes 233135 All causes 289 585
1 Diseases of heart 72 956 Diseases of heart 71209
2 Malignant neoplasms 45037 Malignant neoplasms 64 049
3 Cerebrovascular diseases 20135 Cerebrovascular diseases 17 085
4 Unintentional injuries 13480 Unintentional injuries 13559
5 Homicide 10172 Diabetes mellitus 12 459
6 Certain conditions originating in the 6961 Homicide 8870
perinatal period
7 Pneumonia and influenza 5648 Nephritis, nephrotic syndrome 8392
and nephrosis
8 Diabetes mellitus 5544 Chronic lower respiratory diseases 7901
9 Chronic liver disease and cirrhosis 4790 Human immunodeficiency virus 6470
(HIV) disease
10 Nephritis, nephrotic syndrome and 3416 Septicaemia 6297
nephrosis

Source: U.S. Department of Health and Human Services, 2011a.

Some of the patterns observed are:

* The appearance of septicaemia as the 10th leading cause of death among
females and Blacks/African Americans in 2007, which may point to a lack
of access to immediate, high-quality medical care.

* The appearance of Alzheimer’s disease on the list, which is most likely
caused by changes in the coding for dementia.

* The appearance of HIV on the list as the 9th leading cause of death among
Blacks/African Americans in 2007.

Even in cases where relative rankings have not changed, there are important
patterns on the actual number of deaths. Most notably, while diseases of the
heart ranked as the leading cause of death for all population groups in both
years and malignant neoplasms (cancer) ranked second, their trends diverged.
The number of heart-related deaths fell by 19% between 1980 and 2007 in spite
of a large population of older Americans, but cancer deaths rose by 35%. Some
of this is undoubtedly due to the fact that Americans are living longer - in part
as a result of reduced heart disease — and therefore have more opportunity to
succumb to cancer-related death.
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Five-year cancer survival rates have been improving in the United States.

Over a 30-year period ending in 2007, they rose by 62% among Whites (from
42.9% to 69.3%) and by 93% among Blacks/African Americans (from 32.8%
to 63.2%) (Table 1.9). Most impressive is the near-universal survival rates from
prostate cancer among men, where 30 years earlier five-year survival rates were
less than 70%.

Table 1.9
Five-year cancer survival rates, United States, selected years

White Black or African American

1975-77 1987-89 1996-2000 2001-07 1975-77 1987-89 1996-2000 2001-07
Male
All sites 42.9 53.0 65.4 69.3 32.8 39.0 58.7 63.2
Oral cavity and 54.0 54.2 60.4 65.2 29.8 29.8 34.5 40.5
pharynx
Oesophagus 4.8 1141 15.9 19.7 1.6 5.3 9.6 10.6
Stomach 13.2 15.6 19.5 24.2 16.1 16.6 21.2 23.2
Colon 50.7 61.7 64.9 67.2 43.9 50.8 54.8 53.0
Rectum 475 59.1 64.3 69.5 41.8 477 54.2 59.0
Pancreas 2.6 31 4.8 5.8 2.6 5.1 3.6 3.3
Lung and bronchus 111 121 13.2 14.5 10.7 10.8 111 121
Prostate gland 69.0 84.8 98.9 99.9 61.0 715 95.6 97.9
Urinary bladder 74.6 82.2 81.3 82.4 56.5 67.6 66.0 67.9
Non-Hodgkin’s 46.4 48.4 59.5 69.6 42.6 417 50.1 57.9
lymphoma
Leukaemia 33.8 457 49.4 57.2 30.0 33.7 38.9 52.0
Female
All sites 56.7 60.8 65.5 67.8 46.3 47.8 52.9 55.1
Colon 51.4 60.1 63.9 65.8 46.1 53.8 52.4 56.1
Rectum 49.5 58.5 65.7 67.8 46.9 571 55.3 62.7
Pancreas 2.3 3.3 3.8 6.1 19 5.8 5.4 43
Lung and bronchus 15.6 15.4 17.5 19.2 13.8 1.2 14.8 15.0
Melanoma of skin 86.2 91.3 93.4 95.3 - 90.3 76.0 73.7
Breast 75.9 85.3 90.2 91.4 62.2 71.3 775 774
Cervix uteri 69.8 72.5 73.8 70.3 64.5 57.3 66.6 60.9
Corpus uteri 88.7 84.9 86.6 86.3 61.3 57.9 63.4 62.0
Ovary 353 38.2 42.9 43.3 419 33.8 37.6 36.0
Non-Hodgkin’s 476 55.5 63.7 72.0 54.9 521 58.4 67.0
lymphoma

Source: U.S. Department of Health and Human Services, 2011a.

19



20

Health systems in transition United States of America

1.4.3 Health behaviours

The United States has been quite successful in reducing cigarette consumption.
Smoking rates were more than halved between 1965 and 2009 (Table 1.10),
with current rates among adults at less than 21% of the population. Rates are
somewhat higher for males than females. Of the four gender/race/ethnicity
groups shown in the table, Black or African American females had the lowest
rate (18.5%). Of the 23 high-income OECD countries that reported smoking
rates (percentage of those aged 15 or older who are daily smokers) for 2009
and 2010, the United States tied with Australia for the third lowest figures, with
only Iceland and Sweden having fewer adult smokers (OECD 2011 data, not
shown in table).

Table 1.10
Current cigarette smoking in adults, United States, selected years

1965 1974 1979 1990 2000 2005 2007 2008 2009
Persons 18 years and older who were current cigarette smokers, age-adjusted (%)

All persons 41.9 37.0 33.3 25.3 231 20.8 19.7 20.6 20.6
Male 51.2 42.8 37.0 28.0 25.2 23.4 22.0 22.8 23.2
Female 33.7 32.2 301 229 211 18.3 17.5 18.5 18.1
White male 50.4 417 36.4 276 25.4 23.3 22.2 23.0 23.6
Black or African American 58.8 53.6 43.9 32.8 25.7 259 23.4 24.7 231
male

White female 339 32.0 30.3 23.5 22.0 19.1 18.5 19.5 18.7
Black or African American 31.8 35.6 30.5 20.8 20.7 171 15.6 17.4 18.5
female

Source: U.S. Department of Health and Human Services, 2011a.

Data on other health indicators that are affected by health behaviours are
shown in Table 1.11. Since the late 1980s to early 1990s the prevalence of
diabetes, hypertension and overweight and obesity increased in the United
States: several of these may have risen as a result of unhealthy diets, lack of
exercise and other behaviours. Only rates of high cholesterol and untreated
dental caries fell.
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Table 1.11
Selected health conditions and risk factors in adults, United States, selected years

Health conditions 1988-94  1999-2000 2001-02 2003-04 2005-06 2007-08
Percentage of persons 20 years of age and over, age-adjusted

Diabetes 9.1 9.0 10.5 10.8 10.4 1.5
(blood glucose 2126 mg/dl)

High serum total cholesterol 20.8 18.3 16.5 16.9 15.6 14.2
(2240 mg/dl)

Hypertension? 25.5 30.0 29.7 321 30.5 31.2
Overweight (BMI >25) 56.0 64.0 65.3 66.0 66.6 67.9
Obesity (BMI 230) 22.9 30.1 29.9 32.0 33.9 335
Untreated dental caries 27.7 24.3 21.3 30.0 23.6 21.2

Source: U.S. Department of Health and Human Services, 2011a.
Note: 2 Has elevated blood pressure and/or takes antihypertensive medication. Elevated blood pressure is defined as having systolic
pressure of at least 140 mmHg or diastolic pressure of at least 90 mmHg.

While exactly comparable data are not available on the OECD database,
it appears that the percentage of Americans who exceed a body mass index
(BMI) of 25 or more — 67% — is higher than any of the other 22 countries that
reported these figures in 2005 or after. Iceland was the closest to the United
States, with 60% having a BMI of 25 or more (OECD 2010 data, not shown in
table). Moreover, higher obesity rates are likely to contribute to the fact that the
United States spends much more on health care than other countries, a subject
explored further in Chapter 3. In one recent study, it was concluded that obese
Americans spend 41.5% more on health care than others, controlling for relevant
confounders (Finkelstein et al., 2009). Further research is needed to determine
whether this is also the case in other countries.

Table 1.12 shows comparable United States data for children (ages 6-11 years)
and adolescents (ages 12-19 years). Over a 30-year period ending in 2008, the
percentage of overweight youth has approximately tripled. The current figures
show the highest rates among Mexican boys aged 6-11 years (28.4%) and
12-19 years (26.2%) and Black/African American girls aged 6-11 years (21.3%)
and 12-19 years (29.5%). There is an inverse relationship between income and
being overweight, particularly among children aged 6-11 years, where rates
for those below the poverty level (21.5%) are substantially higher than among
those from families with incomes more than four times the poverty level (9.5%).
Interestingly, the figures converge somewhat in the older age cohort.

21
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Table 1.12

Obesity among children and adolescents, United States, selected years

United States of America

6-11 years of age 1976-80° 1988-94  1999-2002 2001-04 2003-06 2005-08
Percentage of population
Both sexes 6.5 11.3 15.9 17.5 17.0 17.4
Boys 6.6 11.6 16.9 18.7 18.0 18.7
Not Hispanic or Latino:
White only 6.1 10.7 14.0 16.9 15.5 16.5
Black or African American 6.8 12.3 17.0 17.2 18.6 18.7
only
Mexican 13.3 17.5 26.5 25.6 275 28.4
Girls 6.4 11.0 14.7 16.3 15.8 16.0
Not Hispanic or Latino:
White only 5.2 9.82 13.1 15.6 14.4 14.5
Black or African American 1.2 17.0 22.8 24.8 24.0 21.3
only
Mexican 9.8 15.3 1741 16.6 19.7 21.2
Percent of poverty level:
Below 100% - 1.4 19.1 20.0 22.0 21.5
100% - less than 200% - 111 16.4 18.4 19.2 22.2
200% -to less than 400% - 1.7 15.3 18.2 16.7 16.8
Over 400% - 8.3 12.9 114 9.2 *9.5
12-19 years of age
Both sexes 5.0 10.5 16.0 17.0 17.6 17.9
Boys 4.8 1.3 16.7 17.9 18.2 18.7
Not Hispanic or Latino:
White only 3.8 11.6 14.6 17.9 17.3 16.1
Black or African American 6.1 10.7 18.8 17.6 18.4 19.1
only
Mexican 77 141 24.7 20.0 2241 26.2
Girls 5.3 9.7 15.3 16.0 16.8 17.0
Not Hispanic or Latino:
White only 46 8.9 12.6 14.6 14.5 14.0
Black or African American 10.7 16.3 23.5 23.8 27.7 29.5
only
Mexican 8.8 13.42 19.6 171 19.9 21.3
Percent of poverty level:
Below 100% - 15.8 19.8 18.2 19.3 231
100-199% - 1.2 15.1 17.0 18.4 19.8
200-399% - 9.4 15.7 19.0 19.3 17.2
Over 400% - 2.7 13.9 13.2 12.6 14.0

Source: U.S. Department of Health and Human Services, 2011a.
Notes: Overweight is defined as body mass index (BMI) at or above the sex- and age-specific 95th percentile BMI cutoff points from
the 2000 CDC Growth Charts: United States. Advance data from vital and health statistics; no.314. Hyattsville, MD: National Center
for Health Statistics. 2000. @ Data for Mexicans are for 1982-84.
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One likely cause of rising obesity is lack of physical exercise. Recent data
indicate, however, that exercise rates are now increasing — albeit they are still
low. In 2010, 20.7% of American adults met both aerobic activity and muscle-
strengthening guidelines established by the federal government, compared to
14.3% in 1998. There was a similar drop in the percentage who met neither of the
guidelines (U.S. Department of Health and Human Services, 2011a, Table 73).
Data for children also show a mild upswing in exercise. In 2003 68.7% did
not get daily vigorous physical activity. The figure dropped to 62.3% in 2007
(U.S. Department of Health and Human Services, 2011a, Table 66).

Table 1.13
Alcohol use in adults, United States, 1997 and 2009

Five or more drinks in
a day on at least 1 day

Current drinker? Heavier drinker? in the past year

Characteristic 1997 2009 1997 2009 1997 2009
Percent of adults

18 years and over, age-adjusted 63.1 65.3 4.9 53 211 23.6
Males 69.8 71.6 6.1 6.2 30.7 33.0
Females 57.0 59.6 3.9 45 12.2 14.7
18-24 years 62.2 62.0 5.3 6.2 31.8 35.5
25-44 years 71.6 73.5 5.2 5.4 28.5 31.2
45-64 years 63.3 66.2 5.5 5.8 15.9 18.7
65 years and over 43.4 47.0 31 3.5 49 5.2
White only 66.0 68.4 5.2 59 22.9 26.0
Black or African American only 47.8 53.2 4.0 3.3 1.7 14.2
Hispanic or Latino 53.4 54.9 3.9 3.1 20.4 19.9
Asian only 45.8 45.7 1.9° 1.7° 114 10.8
American Indian or Alaska Native only 53.9 57.2 - 4.4° 29.2 24.5
Below 100% 46.1 49.7 4.8 5.2 17.3 18.4
100-199% 52.8 53.1 49 5.2 18.4 20.6
200-399% 62.1 63.9 49 5.1 21.0 231
400% or more 74.6 76.8 5.1 55 243 27.2

Source: U.S. Department of Health and Human Services, 2011a.

Notes:?Current drinkers had at least 12 drinks in their lifetime and at least one drink in the past year. Heavier drinking is based on self-
reported responses to questions about average alcohol consumption and is defined as more than 14 drinks per week for men and more
than seven drinks per week for women on average. ® Estimates are considered unreliable. Data not shown have an RSE of greater than
30%.

Finally, Table 1.13 provides data on three measures of alcohol use for both
1997 and 2009: the percentage of adults who are current drinkers, those who
are heavy drinkers and those who had five or more drinks in a day on one or
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more days in the past year (binge drinkers). Perhaps the most notable pattern
in the table is the increase in heavy and binge drinking — in spite of concerted
public anti-alcohol abuse campaigns. With respect to the current time period,
the main differences are that men are much more likely to have engaged in
binge drinking than women and heavy drinking declines with age. In addition,
Whites drink more than most minority groups, with the exception of binge
drinking, where American Indians and Alaskan Natives have the highest rates.
Finally, all types of drinking increase with income. In particular, wealthier
people are more likely to be current drinkers or binge drinkers than those near
or below the poverty level.



2. Organization and governance

he United States health-care system can be thought of as multiple

systems that operate independently and, at times, in collaboration with

each other. Powers in the health sector are divided between the federal
and state governments. For example, states fund and manage many public
health functions, pay part of the cost of Medicaid and shape its organization
within that state, and set the rules for health insurance policies that are not
covered by self-insured employer plans. On the other hand, products such as
pharmaceuticals and medical devices are regulated at federal level. Regulations
to achieve objectives of quality, access and cost control in health care may be
set by public or private entities, at any or all of federal, state or local levels.
However, there is relatively limited planning in terms of regulation, with little
coordinated system-level planning in the United States in comparison to other
countries, although incentives are sometimes used (for example to promote
service provision in underserved areas).

Private sector stakeholders play a stronger role in the US health-care system
than in other high-income countries; the private sector led the development
of the health system in the early 1930s, with the major federal government
health insurance programmes, Medicare and Medicaid, only arriving in the
mid-1960s. Medicare provides coverage for seniors and some of the disabled
and Medicaid covers health-care services for some of the poor and near-poor.
Both public and private payers purchase health-care services from providers
subject to regulations imposed by federal, state and local governments as well
as by private regulatory organizations.

Reflecting this multiplicity of actors, strengthening the use of health
information systems to link different actors has become a priority of the federal
government, most recently with national legislation promoting increased use
of electronic health records by providers and their exchange and integration
between organizations.
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2.1 Overview of the health-care system

In the United States health-care system, public and private payers purchase
health-care services from providers subject to regulations imposed by federal,
state and local governments as well as by private regulatory organizations.
Fig. 2.1 illustrates the interplay between four main actors: (1) government;
(2) private insurance; (3) providers; and (4) regulators, as well as the types of
relationship that connect them. A second schematic is presented (Fig. 2.2) that
shows what the United States health-care system will look like if the ACA is
fully implemented as specified in the 2010 reform law.

Government, insurers, providers, and public and private regulators each
play an important role in the United States health-care system. Government
actors include those at the federal, state and local levels. Both the federal and
state governments have executive, legislative and judicial branches (although
the figure only shows this under the federal government). Under the executive
branch of the federal government, the Department of Health and Human Services
(HHS) plays the largest administrative role in the United States health-care
system. HHS includes agencies such as the Centers for Medicare & Medicaid
Services (CMS) that administer the public Medicare and Medicaid programmes,
and the Children’s Health Insurance Program (CHIP). Other selected agencies
within HHS include the Agency for Healthcare Research and Quality (AHRQ),
the Centers for Disease Control and Prevention (CDC), the Food and Drug
Administration (FDA) and the National Institutes of Health (NIH).

The Office of Veterans Affairs (VA), which oversees the Veterans Health
Administration (VHA) to provide care to military veterans, is a federal agency
independent of HHS. The Department of Defense is in charge of providing
health care to active duty military and their families through TriCare. The
Indian Health Service is a federal-level health system, within the HHS, that
provides health services to members of federally recognized tribes of Native
Americans and Alaskan Natives (see section 2.3.1).
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Public purchasers include federal and state agencies. The largest public
purchaser is Medicare. The programme provides nearly universal coverage
for Americans aged 65 and older, the disabled and those with end-stage
renal disease. State governments, along with funds provided by the federal
government, purchase health-care services through Medicaid and CHIP. Both
programmes are state administered and primarily cover poor mothers and their
children. Medicaid also covers disabled adults, long-term care services after
individuals have used up all their own income and assets, and, along with
Medicare, low-income seniors (these programmes are discussed in more detail
in sections 3.3 and 3.4).

Both state and local government are also involved in health care in a
number of ways that make it possible for low-income and other disadvantaged
individuals and families to obtain care. These include such functions as
operating public hospitals, providing medical and preventive services through
state and local health departments and their associated clinics and community
health centres, as well as other public health activities including regulating
restaurant safety.

In addition to government purchasers, private insurers and individuals also
purchase health care in the United States. Private insurance falls predominantly
into three categories: health maintenance organizations (HMOs), preferred
provider organizations (PPOs) and high-deductible plans (see section 3.5 for
more details). The vast majority of Americans with private insurance obtain it
through an employer. Only 10% have individually purchased coverage. In 2009
there were roughly 50 million people living in the United States without any
health insurance, constituting 17% of the total population and about one in five
adults under the age of 65 (U.S. Census Bureau, 2010a). Health services for the
uninsured are often provided by a safety-net system of public and community
clinics, as well as by hospitals and physicians.

The categories of health-care providers and services mirror those of other
high-income countries and include: hospital, physician, dental, prescription
drug, home health and long-term care, mental health, other professional, and
public health services. Regulation of the United States health-care system,
which is discussed in more detail in section 2.8, occurs at three levels: federal,
state and private. Much of the regulation at the federal level comes under
the HHS. Fig. 2.3 presents the organization of the regulatory bodies within
HHS, which oversees programmes, issues regulations, and carries out federal
government policy on a number of health-care and related matters.
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Fig. 2.3
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The Patient Protection and Affordable Care Act, more commonly referred
to as the Affordable Care Act (ACA), signed into law on 23 March 2010, will
result in many significant changes in the United States health-care system if it
is fully implemented (see Box 2.1 and Chapter 6 for more details).

Fig. 2.2 shows what the United States system will look like when the reforms
are fully implemented. Federal and State-based insurance “exchanges” will be
established for individuals without access to employer-based insurance and
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small employers that choose to purchase coverage. The ACA also allows
providers that organize into Accountable Care Organizations (ACOs) to share
in savings they achieve in the Medicare programme.

Box 2.1
The Patient Protection and Affordable Care Act

The Patient Protection and Affordable Care Act (commonly abbreviated as the ACA) became
law on 23 March 2010. It represents a comprehensive attempt to reform the United States
health-care system. As such, this HiT refers to the law and its impact throughout. Chapter 6
is devoted to a comprehensive treatment. This box provides a brief overview.

The ACA includes numerous features affecting private and public insurance coverage,
employers, providers and consumers. Its main provision — which, like many provisions,
does not come into effect until 1 January 2014 — is expansion of private and public insurance
coverage. The implementation dates of other provisions vary. The main features are

as follows:

Private insurance coverage

 Substantial subsidies (on a sliding scale) towards the purchase of health insurance for
individuals and families with incomes below 400% of the federal poverty level.”

* An insurance requirement that individuals and families have health insurance coverage.
If they do not, they pay a penalty unless the lowest cost plan available to them has a
premium that exceeds 8% of the person’s income.

The establishment of federal and state-based health insurance “exchanges”, where
competing insurers offer their products to individuals and small businesses. The states have
much authority over how they will regulate the insurance market. Health insurers will offer
a variety of specified benefit packages that must cover essential health services.

* A requirement that insurers provide a guaranteed issue of a policy to any applicant and
to renew that policy. They cannot charge higher premiums based on health status or
pre-existing conditions. Exceptions are that older enrollees can be charged up to three times
as much as younger ones, and that smokers can be charged 50% more than non-smokers.
Insurers are also prohibited from placing annual and lifetime limits on the dollar value
of coverage.

* A requirement that health insurers return 80% (individual and small group) or 85%
(large group) of premiums in the form of health benefits.

Public insurance coverage: Medicaid

* In states that choose to accept federal subsidies (initially at 100% of expenditures, declining
to 90%), Medicaid coverage will be expanded to individuals and families with incomes at
or below 138% of the federal poverty level.

T In 2013, the federal poverty level was $11 490 for an individual and $23 550 for a family of four.
It rises to $39 630 for a family of eight and $4020 more for each additional family member.
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Box 2.1 — continued
The Patient Protection and Affordable Care Act

Public insurance coverage: Medicare

« A provision that certain preventive services be provided with zero co-payment.

* Gradual removal of the “doughnut hole” for prescription drug coverage.

* Reduction of government payments to Medicare Advantage plans.

 Provision of bonuses to Medicare Advantage plans that achieve high quality scores.

» Formation of a board that will make binding recommendations to contain costs (unless
overridden by Congress) if fee-for-service Medicare costs grow more quickly than one
percentage point above gross domestic product.

Employers

* A requirement that employers with 50 or more employees offer health insurance coverage.
If they do not, they pay a penalty.

 Provision of tax credits to some small employers that offer insurance coverage.

» Imposition of an excise tax (called the “Cadillac Tax”) for particularly generous employer
health insurance coverage: those policies whose value exceeds $10 200 for individual
and $27 500 for family coverage.

Providers

» Allowing providers to organize into Accountable Care Organizations that will share in
savings they achieve in the Medicare programme.

Establishment of a pilot programme to develop “bundled” payments for entire episodes
of care.

» Link Medicare payment to hospitals and physicians on meeting specific performance
targets.

» An increase in the number of positions for physicians working in primary care and in rural
and other underserved areas, partly through scholarships and loans.

* Various forms of support to encourage more nurses, including additional federal support
for training programmes, grants for loan repayment and establishing a career ladder
for nursing.

Consumers

* Anincrease in taxes on unearned and investment income, as well as on payroll taxes
earmarked to Medicare, for high-income individuals and families.

* A requirement that certain restaurants and vending machines post nutritional content
such as calories.

» Making it easier for consumers to compare and choose health insurance policies by
providing insurance information in a standard format.
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2.2 Historical background

The United States health-care system developed largely through the private
sector. No major government health insurance programmes operated until the
mid 1960s and most government involvement until then was through state
rather than federal regulations. While more Americans have private rather than
public insurance — and the 2006 inclusion of prescription drugs under Medicare
and the 2010 comprehensive reforms both relied on expanding the private
insurance market — public and private sector spending are now roughly equal
(see section 3.1). This is primarily because Medicare beneficiaries — seniors
and the permanently disabled population — are more costly to cover than others.

2.2.1 Early developments

Through most of the nineteenth century, many different types of practitioner
competed to provide care in the United States, much of which was of poor
quality (Starr, 1982). Physicians typically had neither particularly high incomes
nor social status. This changed only gradually towards the beginning of the
twentieth century with the confluence of various factors including: a more
scientific basis for medicine, improvements in medical training and the quality
of hospitals, and consolidation of competing physician interests under the
auspices of local (county) and state medical societies and nationally through
the American Medical Association (AMA).

The 1910 publication of the Flexner Report represented a turning point in US
health policy. Commissioned by the Carnegie Foundation, the report provided
a detailed account of the poor quality of most United States medical schools at
the time. This eventually led to the closure of some of the worst facilities, and
improvements in medical school curriculum, the length of training, the quality
of admitted students and the training facilities. As a result, individuals faced
higher barriers in entering the field.

During the latter part of the nineteenth century and the first part of the
twentieth century, hospitals also changed dramatically. Previously their
reputation was poor; they were places to be avoided by those who had
alternatives (i.e. people who could afford it received care in their home), and
they mainly served the poor. As the scientific basis of medicine improved,
facilities were enhanced and physicians became better trained — the hospital
was transformed. The modern hospital largely evolved as a not-for-profit
organization wherein physicians were granted privileges to treat their own
patients. This was particularly appealing to the medical community because

33
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physicians could avail themselves of the latest technology and a cadre of trained
nurses free of charge — which has been dubbed a “rent-free workshop” (Gabel
& Redisch, 1979).

2.2.2 The origins and growth of private health insurance

Private health insurance in the United States had its beginnings around the
early 1930s, with the establishment of non-profit Blue Cross plans for hospital
care, and soon thereafter Blue Shield plans for physician care. The genesis
of Blue Cross was a desire for hospital coverage on the part of workers and
employers on the one hand, and the need for a steady stream of revenues on the
part of hospitals mired in the Great Depression, on the other. The first hospital
insurance plan began in 1929 in Dallas, Texas. In other parts of the country,
hospitals banded together to provide this coverage under the auspices of Blue
Cross, allowing enrollees to have the freedom to choose their own hospital.
These arrangements were non-profit and did not require the cash reserves typical
of private insurance because hospitals guaranteed the provision of services,
which was possible because of empty beds during the Depression (Starr, 1982).
Near the end of the 1930s, Blue Shield plans that covered physicians’ services
were established under similar principles: non-profit status and free choice
of provider.

Blue Cross and Blue Shield plans began to encounter competition from
commercial (for-profit) insurers, particularly after the Second World War. While
the Blues had, until that time, used “community rating” (where all contracting
groups pay the same price for insurance), commercial insurers employed

“experience rating” (where premiums vary based on the past health status of
the insured group), allowing them to charge lower prices to employer groups
with lower expected medical expenses. Eventually, the Blues had to follow suit
and switch to “experience rating” to remain competitive, blurring the distinction
between the non-profit and for-profit insurers (Law, 1974; Starr, 1982). By 1951,
more Americans obtained their hospital insurance from commercial insurers
rather than Blue Cross (Law, 1974). More recently, a number have reorganized
to become for-profit organizations.

The number of Americans with private health insurance coverage grew
dramatically in the 1940s and 1950s. While only 6 million had some type of
health insurance coverage in 1939, this had risen to 75 million people — half the
United States population — by 1950. By the time Medicare and Medicaid were
enacted in 1965, insurance coverage (public and private) had further expanded
to 156 million — 80% of the United States population (Jost, 2007).
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The tremendous growth rate in private insurance during this period
was due in part to the fact that employer contributions to employee private
health insurance plans were not considered taxable income for the employee
(Gabel, 1999; Helms, 2008). There were other reasons for the expansion of
private insurance through employment, however. Unions negotiated for
coverage for their members and this was viewed as an important benefit
because health-care costs were rising at the time (Jost, 2007). There are also
economies of scale involved in purchasing through a group, and premiums tend
to be lower since there is less concern about adverse selection. These factors,
coupled with rising incomes with the onset and conclusion of the Second World
War and new organizational forms to provide coverage, also help explain the
growth (Cunningham, 2000). With no systematic government programme for
providing coverage until the mid-1960s, this demand was satisfied through the
employment-based system.

2.2.3 Medicare and Medicaid

In 1965, the first major federal health insurance programmes, Medicare and
Medicaid, were established. Previous to their creation, a variety of indigent
and charity care programmes existed for low-income patients. In one such
programme, begun in 1950, the federal government matched state payments
to medical providers for those receiving public assistance. In another, the
Kerr-Mills Act of 1960 provided assistance to states to help seniors who were
not on public assistance, but who required help with their medical bills (U.S.
Department of Health and Human Services, 2000a).

Medicare covered Americans aged 65 and older, and Medicaid covered
about half of those with low incomes.! At its inception, Medicare was divided
into two parts. Part A: Hospital Insurance was social insurance in that it was
funded by payroll taxes on the working population. Part B: Supplemental
Medical Insurance, covered outpatient and physicians’ visits and, although
voluntary, was purchased by nearly all seniors since 75% of the premiums was
paid from general federal revenues. Medicaid, in contrast, reflected a welfare
model in that only those who met both income and certain categorical eligibility
requirements (e.g. children under the age of 18 and female adults with children)
could receive the coverage, which was largely provided free of patient charges.
As discussed in section 3.4, states have had some flexibility in defining who is

' In 1972 Medicare coverage was also expanded to include the disabled population as well as those with end-stage
renal disease.
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eligible for coverage; however, their discretion in this regard will be reduced
substantially in 2014 with the implementation of Medicaid expansion under
the ACA for states opting to expand.

Prior to the enactment of Medicare, it was common for elderly Americans to
be without health insurance. According to the HHS (U.S. Department of Health
and Human Services, 2010a), just over half of Americans age 65 and older had
hospital coverage, with far fewer being insured for surgery or outpatient care.
Amy Finkelstein (2005) reported that hospital coverage among seniors in 1963
varied by region, from a low of 43% to a high of 68%.

Passage of the Medicare legislation — which is Title XVIII of the Social
Security Act, whose current title is “Health Insurance for the Aged and
Disabled” - was difficult. Proposals to cover seniors had been before Congress
for more than a decade but did not make headway in part due to opposition from
organized medicine.? Passage of the legislation did not occur until a number of
compromises were made, including: payments to hospitals based on their costs,
payments to physicians based on their charges, and the use of private insurers to
administer the programme. Eventually the federal government moved to enact
payment reforms to control Medicare costs. In 1983, Congress adopted the
diagnosis-related groups (DRGs) system for Medicare, which changed hospital
reimbursement from being based on costs to one involving a fixed prospective
payment based on the patient’s diagnosis. Then, in 1989 Congress enacted a
Medicare fee schedule for physicians in the form of a Resource-based Relative
Value Scale (RBRVS) to replace the previous charge-based system, with
further controls being put on annual rates of increase in aggregate programme
payments. The RBRVS system also aimed to reduce the gap in payments for
provision of primary care services compared to specialist services (for more on
payment mechanisms see Box 3.4).

One notable gap in Medicare benefits was outpatient prescription drug
coverage. In 1988 the “Medicare Catastrophic Coverage Act” was signed into
law. The law added drug coverage as well as other provisions related particularly
to long-term care, but Congress repealed it just a year later. One reason was that
the new benefit was to be funded entirely by Medicare beneficiaries. Many of
them, however, already had supplemental prescription drug coverage through
a former employer. There was also tremendous confusion about what the law
did and did not cover (Rice, Desmond & Gabel, 1990).

2 For accounts of the history of Medicare, see Feder (1977) or Marmor (2000).
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Almost two decades later, in 2006, a drug benefit was successfully added
to Medicare. Beneficiaries obtain their drug coverage by purchasing it from
private insurers, who compete for subscribers among Medicare beneficiaries.
The benefit is subsidized in the order of 75.5% by general federal revenues.

2.2.4 Health planning

While the United States has dabbled in health planning activities — albeit far
less than many other high-income countries — those involving regulation have
been out of favour for the past two decades. If one defines the concept more
broadly, to include public investments aimed at increasing the supply of selected
services, however, then such activities have been more prevalent.

An early planning initiative in the United States was the Hill-Burton Act,
which became law in 1946. It provided grants that allowed municipalities to
build or expand hospitals until a particular bed-to-population ratio was achieved.
In return, hospitals were required to provide a reasonable volume of services
to persons unable to pay and to make their services available to all persons
residing in the facility’s area (U.S. Department of Health and Human Services,
2010b). While the programme stopped providing funding in the late 1990s,
many hospitals are still required to continue providing charity care.

Certificate of Need (CON) programmes were introduced in a number of
states in the 1970s. These were designed to control hospital expenditures —
primarily beds and equipment. They reached their peak soon after the passage
of the National Health Planning and Resources Development Act of 1974, which
required the establishment of local Health Systems Agencies, which were
administered by local boards with a majority of members representing local
consumers (Starr, 1982). Originally, hospitals needed permission from Health
Systems Agencies for investments of greater than $100 000.

Most research has found that CON was not effective in controlling hospital
spending. While in some areas the number of hospital beds grew more slowly
than they might have otherwise, one spillover was an increase in capital
spending per hospital bed (Salkever & Bice, 1976). A major problem was that
the Health Systems Agencies were local boards. Communities would tend to
benefit from higher hospital spending (more jobs, better equipped hospitals)
but would bear little of the costs since health care is largely paid for by public
and private insurers (Rice & Kominski, 2007). Moreover, funding was made
available to carry out the plan (Institute of Medicine, Committee on Health
Planning Goals and Standards, 1981; Hyman, 1982). The federal requirement
that states employ CON was repealed in 1987, although most states (36 at the
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time of publication) still maintain a variety of CON regulations (Yee et al., 2011).
Beyond CON, there has been little in the way of health-care capital controls in
the United States. In general, hospitals are not restricted by government in the
purchase of medical equipment and capital expenditures.

There have been a number of initiatives to encourage providers to go into
primary care or to provide services in underserved areas. One notable effort
that began in the 1970s and still exists today is the National Health Service
Corps, which provides scholarships and loan repayments for physicians who
practise at approved sites such as federally supported health centres, rural areas,
Indian Health Service clinics, public health department clinics, prisons, and
United States Immigration and Customs Enforcement sites.

2.2.5 Recent organizational and delivery developments

A number of innovative organizational forms of health-care delivery were
developed in the United States. HMOs are organizations that provide, or
contract to provide, health-care services on a largely prepaid basis to members
through a network of providers. They existed in the United States for most
of the twentieth century, although the term itself was not used until it was
coined by Paul Ellwood in 1970. The first prepaid group practice was the
Ross-Loos Medical Group, which began in Los Angeles, California, in 1929,
and provided prepaid care to about 2000 municipal employees. The largest of
the early HMOs — and still the largest today — was Kaiser Permanente, which
was started by physician Sidney Garfield in the 1930s for construction, steel
and shipyard workers in Southern California.

While early HMOs had their own dedicated physician staff, in recent
years the market has shifted to the practice association and network model —
sometimes called an HMO without walls. Under these arrangements the HMO
contracts with multiple medical groups and hospitals to provide services to
enrollees. In most arrangements, all care except for emergencies must be
provided by network providers, while in others (Point-of-Service plans) an
enrollee can go out of the network but at a substantial out-of-pocket (OOP) cost.

HMO enrolment grew rapidly beginning in the 1980s, particularly with the
rise of the practice association and network models, which unlike group and
staff model HMOs tended to be for-profit organizations. This stemmed, in part,
from the passage of the HMO Act of 1973, which among other things required
that employers with more than 25 employees that offered health insurance
include at least one HMO option if one was available in their geographical
area. Since the late 1990s, however, the market share of HMOs has fallen
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substantially. One reason for this is a managed care backlash that occurred in
the mid- to late -1990s, as patients rebelled against the tight restrictions that
HMOs put on such things as seeking specialist care and hospital admission
(Journal of Health Politics, Policy and Law, 1999), as well making it difficult
to be reimbursed for care received.

Since then, PPOs have come to dominate the private insurance market.
PPOs contract with a network of providers but they tend to pay physicians on
a (discounted) fee-for-service basis and generally make it easier to seek care
outside the network, in particular for specialist services. In 2012, among insured
employees, 56% were in PPOs and only 25% in HMO or point-of-service plans
(Claxton et al., 2012). (Most of the remainder are in high-deductible plans.) The
popularity of PPOs stems in large part from their flexibility: employers can
design a health benefits plan tailored to their specifications, and patients can
seek care from any provider they wish but pay less out of pocket when they use
their PPO’s network. Moreover, as HMOs removed many of their more onerous
restrictions, their cost advantage over PPOs substantially declined (Hurley,
Strunk & White, 2004). Finally, some enrollees feel more comfortable when
their providers do not have strong financial incentives to control the amount of
services provided.

A more recent development is the ACO. Briefly, ACOs are health-care
providers, often consortia of independent organizations, that work in concert
to improve patients’ health and reduce costs. The key element is coordinating
patient care across a range of settings. Often participating providers and
organizations are rewarded by public and/or private payers with part of the
savings that may accrue, as well as for quality improvement. ACOs are
described in more detail in Box 3.3 in Chapter 3.

A final development over the past few decades has been the gradual
movement towards the corporatization of medicine in the United States.
Increasingly, hospitals, physician groups, and insurers have been merging,
thereby forming larger entities — and often becoming publicly traded — in part to
take advantage of economies of scale but more often to increase their leverage
in bargaining with other entities in the health-care sector. To give a single
example — trends in for-profit ownership in the United States — between 1980
and 2006, the percentage of for-profit increases are as follows:

* hospitals increased from about 10% to 20%
*  HMO enrolment increased from about 10% to nearly 70%
* home health agencies increased from less than 10% to 40%

* dialysis units increased from about 35% to 80%.
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In contrast, the percentage of nursing home facilities that were for-profit fell
slightly (Rice & Unruh, 2009).

2.2.6 Comprehensive health-care reform

In March 2010, the United States enacted major health-care reform. The
ACA expands coverage to the majority of uninsured Americans, through:
(1) subsidies aimed at lower-income individuals and families to purchase
coverage; (2) a mandate that most Americans obtain insurance or face a penalty;
(3) a requirement that firms with over 50 employees offer coverage or pay a
penalty; (4) a major expansion of Medicaid; and (5) regulating health insurers
by requiring that they provide and maintain coverage to all applicants and not
charge more for those with a history of illness, as well as requiring community
rating, guaranteed issue, non-discrimination for pre-existing conditions, and
conforming to a specified benefits package. Most of the major provisions are
scheduled to go into effect in 2014. A brief summary of the ACA was included
in Box 2.1, above. Chapter 6 is devoted to the ACA and the specifics of the
legislation are deferred until then.

Although the ACA does not result in universal health-care coverage, it
represents — along with Medicare and Medicaid - a major effort to move towards
that goal. Efforts to provide comprehensive, national health insurance in the
United States go back to the Great Depression, and nearly every president since
Harry S. Truman - who held the position from 1945 to 1953 - proposed some
form of national health insurance. Box 2.2 provides a brief summary of some
of these efforts.

2.3 Organization

2.3.1 Federal and state government organizations

The President names the heads of major health agencies at the national level
with the consent of the Senate. Governors play the same role in their respective
50 states. These individuals set the agenda, make policy and supervise the
implementation of health laws and administrative orders. When a new
President is elected, substantial changes may take place at the highest level
of leadership in United States public health sector organizations. New offices
and administrative agencies are sometimes added and, on occasion, some
agencies are eliminated. This reflects the different policy priorities of the
newly elected President. Career civil servants are numerous and carry out most
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Box 2.2
Efforts to provide universal health coverage in the United States

Prior to the enactment of the ACA, there had been a number of unsuccessful efforts to provide
universal health coverage to the United States population. These efforts date back to the

early part of the twentieth century. They failed for a variety of reasons: strong opposition
from interest groups such as the AMA; Americans’ reticence to allow what they sometimes
perceived as a “government takeover” of the health-care system; difficulties in reaching
consensus even among groups supporting the concept; and problems in reaching a consensus
in and between both houses of Congress and the president. This section provides a brief

recap of some of these efforts. It is based on a number of sources: Altman & Shactman,

2011; Blumenthal & Morone, 2009; Johnson & Broder, 1996; Oberlander, 2003, 2012;

and Starr, 2011.

The earliest efforts for universal coverage date back to the 1910s and were mainly spurred

on by organized labour in the Progressive Movement. These efforts did not result in federal
legislation; efforts were instead aimed at states but they were unsuccessful everywhere. The
movement was successful, however, in enacting state-based Workmen’s Compensation laws
that provided income when a worker was injured on the job. In part this was the result of
timing: opponents of universal health insurance argued that America did not want to emulate
Germany, its enemy in the First World War, nor should it follow a socialistic path that was
argued by opponents to be akin to what was happening in Russia after the revolution. Equally
important was opposition from key groups, particularly employers and insurers, who did not
want to see an overly strong federal presence in the private market. Interestingly, insurers did
not sell health insurance at that time but they did want to protect a related business — insurance
for the costs of funerals.

The first real opportunity for a federal law came in the mid-1930s when the United States
approved the Social Security Act, which provided old-age pensions and unemployment
insurance. Some in the Roosevelt Administration thought this was an opportune time to
provide health coverage to the population as well but it became clear that inclusion of health
insurance was controversial and would put at risk passage of the old-age pensions and
unemployment insurance. While there is disagreement among analysts as to how committed
Roosevelt was to universal coverage, it is clear that the proposals faced strong opposition,
particularly from the AMA. The AMA was quite blunt in equating support of national health
insurance with communism but implicit were concerns that a federal programme would lead
to budgetary authority that could result in tight fee controls and a movement towards prepaid
group practice.

With Roosevelt’s death in 1945, President Truman became the first president to actively
champion for universal coverage, believing that health insurance coverage was a basic
right. A bill proposed by three members of Congress would have provided coverage to
all Americans, not just workers. This effort also failed, with the bill not making it out

of committee onto the floor of either chamber of the house — as a result of a forceful
campaign led by the AMA, but also because even though Democrats held the presidency
and both Houses of Congress, legislation was blocked by a coalition of the Republicans
and conservative Democrats from the southern states.

There was little movement towards universal coverage during the 1950s. Rather, there was
tremendous growth in private health insurance provided through employers. There was,
however, renewed interest in health care under the Kennedy and Johnson Administrations
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Box 2.2 - continued
Efforts to provide universal health coverage in the United States

in the 1960s. This interest, however, never coalesced into a cogent proposal for universal
coverage but resulted in the enactment of Medicare for the elderly (and later, disabled)
and Medicaid for some of the poor.

In the early 1970s, the Nixon Administration proposed a plan for health-care coverage for
the entire population. It included comprehensive benefits through an employer mandate,
preserving private insurance companies, but including public coverage to replace Medicaid
for the poor and others who could not obtain coverage. This effort was blocked mainly (but
not entirely) by the left, particularly organized labour, which wanted to wait for a system that
was more akin to a single-payer system. Politically, that time has yet to arrive. Moreover,
labour objected to patient co-payments in the Nixon plan.

For nearly two decades thereafter there was little movement towards universal coverage.
The last major attempt prior to the Obama Administration was that of President Bill Clinton,
who proposed a comprehensive proposal to cover the entire population.

The Clinton proposal was largely based on managed competition — that is, private insurers
competing against each other. But the competition would be under the umbrella of newly
created Health Alliances. These were to be government-sponsored consortia through which
employers and employees enrolled for coverage provided by private insurers, and which
collected and disbursed premiums and enforced various price and other regulations. The
administration made a number of tactical errors, including honing the details of the proposal
in secrecy and not involving Congress. Those things, combined with opposition from some
insurers, and small businesses, doomed the proposal in 1994.

Universal coverage was not on the agenda again until the election of President Obama, and
subsequent passage of the ACA in 2010. A detailed account of the ACA is in Chapter 6.

of the work. They may serve under department or division heads with quite
different priorities over the term of their employment. Congress can also play an
administrative role as a legislative body. Those employed in various branches
of government receive instruction from the members of Congress who oversee
their work. This system works the same way at the state and local levels, where
anew governor, new state legislature, new mayor or new local governing board
can initiate substantial change.

The HHS is the key health agency in the United States. It has broad
responsibilities for carrying out the instructions of the Congress and White
House (the administration) regarding finances, planning/coordination,
administration and regulation, as well as the provision of health services. The
agency’s head carries the title of “Secretary” and is named by the President with
the consent of the United States Senate. He or she also sits in the President’s
Cabinet. HHS has a budget of about 25% of all federal outlays with over 60 000



Health systems in transition United States of America 43

employees. Its various components administer grants and provide/purchase
health insurance for about 25% of the population. HHS coordinates and
monitors the performance of many state and local health organizations. The
financing for many programmes that are jointly administered at the federal
government, state and local level, flows through HHS. The department includes
more than 300 programmes, covering a wide spectrum of activities. These
programmes not only provide services nationwide but they also enable the
collection of national health and other data.

Key government organizations within HHS include the following (see

Fig. 2.3 for HHS organization):

The CMS is by far the largest agency in HHS because it administers
the Medicare, Medicaid and CHIP programmes, which cover about
100 million Americans. It has about 5000 employees and annual
expenditures on various coverage programmes and agencies of
$794 billion in 2013.

The AHRQ focuses on comparative effectiveness, quality improvement
and safety, health information technology, preventive and care
management and health-care value. It is generally viewed as the main
federal government agency that focuses on health services research,
although many other organizations address health services. AHRQ’s
budget in 2013 was approximately $400 million.

The CDC works with partner organizations to accomplish its mission
through such areas as health monitoring, prevention research, promotion
of healthy behaviours, and fostering safe and healthful environments.

Its 2013 budget was nearly $6.7 billion.

The FDA is responsible for assuring the safety, efficacy and security of
human and veterinary drugs, biological products, medical devices, food
supply, cosmetics, and products that emit radiation. It also regulates
tobacco manufacturing, marketing and distribution, with special interest
in reducing tobacco use by minors. Its 2013 budget was approximately
$2.5 billion.

The National Institute of Health (NIH) fosters fundamental discoveries,
developing resources to prevent disease and promoting scientific integrity.
NIH has within it about two dozen institutes and centres, examples of
which are the National Cancer Institute, the National Institute on Aging,
the National Heart, Lung, and Blood Institute, and the National Library
of Medicine. Its 2013 budget was approximately $31.8 billion.
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* The Indian Health Service, also under HHS, serves nearly 2 million

individuals with an annual budget of about $4.7 billion (Indian
Health Services, 2013), and is funded through federal government
general revenues.

Congress is also advised by several federal organizations, including the
Congressional Budget Office (CBO), Medicare Payment Advisory Commission
(MEDPAC), and, under the ACA, the Independent Payment Advisory Board
(IPAB). The CBO produces non-partisan analysis to Congress to support
its budget process. CBO reports provide independent analysis to inform the
health policy process. MEDPAC is an independent body that advises Congress
on payments to private health plans, fee-for-service providers, and access
and quality of care issues related to the Medicare programme. I[PAB has the
authority to recommend proposals to the secretary of HHS to limit Medicare
spending growth. The secretary is required to implement IPAB proposals
unless Congress adopts alternative proposals yielding equivalent savings
(Kaiser Family Foundation, 2010a).

The VHA is operated by the U.S Department of Veterans Affairs. It covers
6 million veterans at 1400 sites across the country, including approximately
170 medical centres, employing more than 250 000 people, and including over
100 academic health systems (U.S. Department of Veterans Affairs, 2010).
Spending on VHA medical care exceeded $40 billion in 2009 and is covered
through general federal government revenues. TriCare - financed through
federal general revenues — pays for civilian health services used by active
military and their families and some retirees, serving almost 10 million people.
Generally, services must be received through the programme’s managed care
networks, and require modest premiums and co-payments. Total spending on
military care was about $50 billion in 2010.

Public health organizations exist at every level: national, state, county
and city. Public health functions are carried out by administrative units in
diverse parts of the governmental organizations. The CDC, an HHS agency,
is a principal component. Another example is the Commissioned Corps of the
United States Public Health Service, headed by the Surgeon General. The public
health services are organized as a military unit with a Commissioned Corps
of 6000 that includes uniformed service and rankings that parallel military
lines. Members of the United States Public Health Service Commission
Corps serve throughout the various offices and agencies in HHS as well as
the Environmental Protection Agency, and the United States Departments of
Defense, Agriculture, and Homeland Security.
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Each of the main public health systems in the United States has a complex
set of structural arrangements. Some health programmes in the United States
health system, such as Medicaid, are organized and administered differently
in each of the states, which makes it difficult to cover them in any depth here.
Medicare is examined in some detail because it is a national programme.

The CMS has responsibility for the administration of the Medicare
programme, which in 2009 cost $509 billion dollars. Official federal statistics
show that the direct administrative costs constitute less than 2% of the total
Medicare programme expenditures — 1.4% for Part A of Medicare, 1.6% for
Part B and 0.6% for Part D (Klees, 2009, p.17). Estimates by outside agencies,
however, are larger (Litow, 2006). In addition, a Board of Trustees, comprised
of both public and government appointees, is required to report to Congress
annually about the financial and actuarial status of the Medicare programme.
The financing of Medicare is discussed in Chapter 3.

The Social Security Administration (SSA) makes the initial determination
as to whether or not an individual who applies for Medicare fulfils eligibility
requirements. SSA also arranges for the Part B premiums to be withheld from
the participant’s Social Security benefit cheque and determines an individual’s
premium level, as these differ depending on a beneficiary’s income. In addition,
SSA maintains the database for Medicare in conjunction with its own records.
As of 2012, it has responsibilities pertaining to the establishment of Medicare
Part D for pharmaceuticals and it now withholds monthly premiums for this
programme upon request from a beneficiary. The Internal Revenue Service
(IRS), which is part of the United States Department of the Treasury, collects
Part A payroll taxes from workers and their employers. IRS data from an
individual’s tax return are used to determine eligibility for income-adjusted
subsidies for Part B and D Medicare (Klees, 2009).

One critical issue is that United States government health-care system
organizations overlap, and programmes between the various actors in Fig. 2.1
sometimes duplicate each other. This can leave gaps in services in particular
coverage areas and duplication in other areas, which can be confusing to patients
and providers. For example, two public programmes — Medicare and Medicaid —
each cover some long-term care, but they are not closely coordinated.

2.3.2 Private organizations

Purchasers and providers have national-level professional organizations that
represent their common interest, operate as spokesmen for them and lobby
policy-makers in Congress to advance their respective policy preferences. For
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example, America’s Health Insurance Plans (AHIP) is a national organization
that represents about 1300 private for-profit companies that provide health
insurance coverage, dental insurance, long-term care insurance and disability
income insurance, as well as a variety of other insurance products.

Each payer listed in Fig. 2.1 has a different organizational structure, though
they share some organizational characteristics. Most private sector employers
that offer health insurance are publicly traded. They have corporate structures
and are subject to the accounting and reporting obligations of the Securities and
Exchange Commission (the stock exchange). Employers that qualify as private
companies (not listed on the stock exchange) have greater freedom and fewer
reporting obligations than public companies.

Until the main provisions of the ACA take effect in 2014, very few employers
in the United States have been required to provide health insurance for their
employees, though there are tax advantages for doing so. Most large employers,
public or private, “self-insure”, which means that they offer health insurance to
their employees directly rather than purchasing it from an insurance company.
They may hire an outside agency or an insurance company, sometimes referred
to as a third party administrator, to manage their company health insurance plan.
Companies that self-insure assume the financial risk but they may purchase
insurance to cover any employees that incur large medical costs, a practice that
is referred to as reinsurance.

In addition, there are some significant private or independent organizations
that play an important role. For example, the National Committee for
Quality Assurance (NCQA) measures and reports on quality of care of those
physicians, hospitals and health plans that pay to be evaluated. Another is
the Joint Commission — formerly the Joint Commission on Accreditation
of Healthcare Organizations — that accredits and monitors the quality of
health-care organizations.

2.3.3 States

The 50 state government organizations are major actors in the United States
health-care system. They share important roles with the federal government
in finance, planning, administration, regulation and the provision of health
care through Medicaid, mental health services, public hospitals and health
departments (with the cities and counties). They monitor and enforce
environmental regulations, some of which are issued by the federal government.
They license physicians, nurses and other health-care workers and regulate
the sale of health insurance. However, there are serious questions about the
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effectiveness of state medical boards, since they often fail to discipline doctors
with a record of hospital actions against them (Levine, Oshel & Wolfe, 2011).
Research suggests that state medical licensing boards that have sufficient staff,
that are better organized and that maintain a certain independence from the
state government are more conscientious about disciplining doctors (Law &
Hansen, 2010).

States accomplish their roles in the health-care system through various
organizational structures. Most states have a Division of Insurance as well
as a Department of Health, Human Services or Social Services. These
administrative departments are generally organized much like their equivalents
on the federal level. Many large cities have a similar organization. Most states,
unlike the federal government, may not legally run a budgetary deficit and this
affects how they fulfill their functions. States emphasize health care to varying
degrees, which makes for wide variations in health services offered to citizens.

Medicaid is jointly funded by the federal and state governments. Although
administered by the states, numerous federal requirements apply. The ACA
aims, in part, to reduce the wide Medicaid eligibility variations across the
states. In 2010, an Arkansas parent could receive Medicaid coverage only if his
or her income was 17% or less of the federal poverty level, while in Minnesota
the limit was more than 10 times as high at 211% (Kaiser Family Foundation,
2010b). Medicaid plays a key role in the United States health-care system. In
2003, for example, Medicaid financed 41% of the births in the country (Kaiser
Family Foundation, 2010c).

2.4 Decentralization and centralization

In the United States decentralization and centralization operate through
federalism. Federal government and state responsibilities were partitioned by the
Constitution. The resulting federal system sets the stage for the organization of
the health sector and defines the respective responsibilities of the states and the
federal government. They share many powers, with primacy shifting between
them over time. There are advantages and disadvantages to centralization and
decentralization as played out under the auspices of United States federalism.
In theory, the 50 states innovate and test policies that may later be adopted by
the federal government. Examples of innovations in health policy from several
states suggest that this does not always work out as anticipated. The cases
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of Hawaii, Tennessee, Oregon, Maryland, Massachusetts and Vermont are
discussed below in Box 2.3. However, the United States federal system also
has given rise to inequality of services across the different states.

Decentralization in the United States is complicated and includes devolution,
delegation and privatization. The organization of the United States health-
care system is influenced by the balance of power between the federal
government and states. In addition, coordination among the centres of authority,
administrative/financial capability of responsible actors and the regulatory
framework for public—private partnerships complicates system organization.
An explanation of the complex and varied history of United States federalism
is helpful in understanding current trends in centralization and decentralization.

2.4.1 History and evolution of federalism

The United States Constitution defines the structure of American federalism.
The federal government and the states have specific responsibilities designated
to them by the 10th Amendment to the United States Constitution, ratified in
1791 (Weissert & Weissert, 2006). In addition, a “residual powers clause” in
that amendment mandates that “the powers not delegated to the United States
by the Constitution, nor prohibited by it to the States, are reserved to the States
respectively, or to the people”. However, understanding exactly what this means
is subject to legal debate (Weissert & Weissert, 2006, p.247).

Throughout United States history, power has shifted back and forth between
federal and state governments. Centralization followed the American Civil War
that freed the slaves (1861-1865), as the federal government emerged more
powerful. The Reconstruction Era (1865-1877) followed, with the federal
government attempting to not only rebuild the Southern Confederacy states, but
also transform the culture of these states that lost the Civil War. Government
by the United States Army was imposed, temporarily, until elections — which
included former slaves — could be organized. These and other Reconstruction
Era policies were met by a backlash after 1877. Subsequently, governmental
decentralization, which increased the power of the states, eventually led to
the segregation and disenfranchisement of African Americans in the South
that continued for almost a century. The pendulum of federalism changed
with The New Deal (1933-1936), in President Franklin D. Roosevelt’s first
term. Centralization resulted as the federal government took action to meet
the challenges of the Great Depression. The civil rights movement of the 1960s
also brought major change (Baker BE, 2007).
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Box 2.3
Health policy innovations in six states

Hawaii, Tennessee, Oregon, Maryland, Massachusetts and Vermont illustrate the range of
policy innovations that are associated with reorganization of state health-care systems.

Hawaii

Hawaii’s health insurance innovations dating from 1974 reorganized health insurance around
an employer mandate. Employers were required to offer health insurance to all those who
worked full-time (Lewin & Sybinsky, 1993). Former President Richard Nixon had proposed
this type of health insurance for the United States (1969-1974) but it was not adopted at

the national level. Hawaii’s insurance plans are regulated with low co-payments and no
deductibles. For the most part, insurers in this state are large, not-for-profit companies.
Administrative costs are lower than other states, about 7%. Hawaii’s near-universal system is
one of the least expensive in the United States and outcomes in terms of longevity are among
the best (Harris, 2009).

Tennessee

Tennessee received a waiver to experiment with cost control and expanded access (Mirvis
etal., 1995). Called TennCare, it was adopted in 1994 and it included publicly paid health
insurance for both the very poor and those with pre-existing conditions that made them
uninsurable. Access to health care was rapidly expanded, but cost overruns required that
Tennessee reduce participation in 2005. Physicians complained bitterly about the low
reimbursement rates (Johnson, 2009).

Oregon

Between 1989 and 1993 the state of Oregon reorganized its Medicaid programme. It adopted
legislation that permitted the use of Medicaid funds to serve about 20% of the lowest

income residents of that state. This Oregon Health Plan was a form of Medicaid expansion
administered by the private sector. It included explicit prioritization of health services based
on a ranking of the perceived efficacy of 700 health services (Kitzhaber, 1993). Rankings were
carried out by medical professionals and consumers using the evidence-based information
that was available. Those services deemed most helpful and efficacious to the patient were
covered to the extent that financial resources permitted. This was reviewed by the legislature
every two years. The underlying philosophy of the programme was that it is better to provide
“fewer services to more people rather than more services to fewer people” (Somnath, Coffman
& Smits, 2010, p.18).

The Oregon Health Plan’s fiscal viability declined when the state experienced an economic
downturn. The federal authorities refused to permit Oregon to remove some services from the
list of covered services. Co-payments and deductibles were added. Enrolment declined and the
programme was closed to new enrollees (Oberlander, 2006).

Maryland

Since 1977 the state of Maryland has set prices for hospital care with an all-payer system
(Zhang, 2009). Prices are periodically negotiated with stakeholders. Positive assessments
report that inner-city hospitals that care for the very poor and uninsured have remained
financially solvent across decades. Hospitals are compensated when they care for the
uninsured. Hospital profit margins are more stable than for hospitals in other states.
Maryland’s hospital charges for average care are about 60% lower than the national average
(Vestal, 2011; Murray, 2012).
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Box 2.3 - continued
Health policy innovations in six states

However, there is disagreement as to the success of the Maryland “all-payer system” (Pauly
& Town, 2012). While Maryland’s hospital regulated price system survived the deregulation
movement in the 1970s, as well as the escalation of hospital prices in recent decades in the
United States, it is threatened by doctors who are setting up “outside operations such as
ambulatory surgery centers, medical imaging and diagnostic testing in smaller facilities”
(Vestal, 2011). These outside facilities undercut the prices of regulated hospitals and clients
have an incentive to move to these lower cost, smaller physician-owned facilities. The
advantage of the regulated price system is that the cost of uncompensated care is spread
across the hospital system but the physician-owned facilities are advantaged because they
do not share this burden.

Massachusetts

In 2006 Massachusetts enacted health reform (called MassCare) that included a mandate that
state residents obtain health insurance. The goal of the Massachusetts health-care reform
was to reach near-universal health insurance with responsibility being shared by individuals,
employers and government. A state-sponsored agency called the Commonwealth Health
Insurance Connector organizes a web site exchange for purchasing insurance for those with
or without state government subsidies. Subsidized insurance is offered to those with low
incomes. Residents with incomes below 150% of the FPL are fully subsidized, and those
with incomes between 150% and 300% of the FPL receive partial subsidies on a sliding
scale. Employers with 11 or more employees must offer insurance that meets a state-specified
standard to their employees and if they fail to do so, they are penalized, albeit a relatively
small payment — $295 per employee per year.

Everyone in Massachusetts is required to have insurance through their employer from
Medicaid or through Commonwealth Care — which helps individuals to find affordable private
insurance if they do not qualify for Medicaid or employer insurance. Those who do not obtain
coverage face a financial penalty. While uninsurance rates were lower than average prior

to the reform, they are now far lower than any other state in the country - one third of the
national average (Kaiser Family Foundation, 2012a).

The ACA is similar to MassCare but some differences exist and changes will have to

be made to the programme by January 2014 so the state complies with federal law. For
example, subsidies will have to be extended to those with incomes up to 400% of the poverty
line. To carry out its health reform, Massachusetts received a Medicaid waiver from the
federal government.

The largest remaining problem is costs, as per capital spending exceeds the national average
by 15% (Kaiser Family Foundation, 2012a). The state is now focusing on cost containment
with several initiatives, including some oriented towards movement away from FFS payment.

Vermont

In 2011 Vermont adopted legislation to implement a single-payer system organized around
a publicly financed insurance system. Vermont’s single-payer plan includes an all-payer
system with a global budget for the state’s health-care costs. If it is actually implemented
between 2014 and 2017 as planned, it will be the first state in the United States to adopt this
form of organizational health-care system. Payments will be based on fee-for-service. A
special five-member board, the Green Mountain Care Board, will be established to control
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Box 2.3 - continued
Health policy innovations in six states

costs by establishing reimbursement rates for providers and by streamlining “administration
into a single, unified system” (Howard, 2011). The goals are to reduce the cost of
administration, to simplify the health insurance systems and to shrink overall costs (Wallack,
2011). Projected costs savings after the first year of operation are predicted to be close to 25%
(Hsiao et al., 2011). Vermont already has experience with several policy components that will
go into the make-up of its single-payer system. However, it must obtain a federal government
waiver because its single-payer reform departs from the standard federal Medicaid

system requirements.

2.4.2 Federalism in the health sector

States play an important governance role in the health sector. To review,
states fund and manage many public health functions, pay part of the cost
of Medicaid and mental health care for the poor, support public hospitals and
health departments, and monitor environmental protection. States set the rules
for health insurance policies that are not covered by self-insured employer plans;
self-insured employers are regulated by the federal government under the terms
of the ERISA, which preempts state law (section 2.8). States may, if they choose,
regulate increases in health insurance rates (Weissert & Weissert, 2006, p.236).
State boards of health and state public health advisory boards provide important
functions in about half the states. The role of these agencies varies from that of
a quasi-legislative organization to that of quasi-judicial “enforcement of rules
or regulations through hearings and appeals”. In some cases they hold agency
oversight functions and the “authority to appoint or remove the state health
officer, or make binding agency personnel, fiscal or organizational decisions’
(Hughes et al., 2011, pp.37-38).

b

States educate, provide credentials and regulate medical care providers.
The responsibility for the licensure of practitioners is delegated to the states
under the terms of the Constitution’s “residual powers clause”. National-level,
nongovernmental professional associations set standards for the education and
certification of practitioners. This serves to counterbalance the power of the
individual states to some degree. These functions of education and providing
credentials represent a type of reassignment of what is, in many countries, a
government function. This transfers power from public to private non-profit
entities and voluntary organizations that set their own standards for admission.
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2.4.3 Weighing decentralization and centralization

The performance of the states in terms of their policy-making capacity in
the health sector has improved over time (Weissert & Weissert, 2006, p.234).
However, the states have been challenged by repeated recessions and the
unpredictability of their income and sales-based revenue sources. Most state
constitutions prohibit running a budget deficit while the federal government has
no similar constraint. This means that many states have difficulty managing
their respective health-care systems, even though, in theory, they have the
power to raise and spend additional revenues on their own (Weissert & Weissert,
2006, p.251).

The argument in favour of decentralization is that the states know the needs
of their local citizens better than the federal government. Indeed, the United
States is a large country with a population in 2012 of about 314 million. Size
makes centralization and coordination difficult. In addition, regions vary
widely with respect to lifestyle health variables and this complicates national-
level policy-making (Krueger, Tajudaullah & Rosenau, 2009). At the same
time, decentralization in the United States leads to greater inequality between
the states. Historical factors, reviewed above, explain some of the variations
in state policies — for example solidarity and fairness (Chen & Weir, 2009).
Today, the Medicaid programme is an example of how inequality can develop
in decentralized programmes. Citizens of some states have lower rates of access
to safety-net health services and their overall health varies widely depending
on the state in which they reside. There are significant differences in mortality
amenable to health care from state to state. Top performing states registered
64 deaths per 100 000 population in 2004-2005 that were attributed to causes
amenable to health care. The lowest performing state exhibited a loss of 142
lives per 100 000 population (McCarthy et al., 2009). Some states do as well as
many of the top high-income countries on health indicators, while the lowest
performing states rank far below (Nolte & McKee, 2008).

2.4.4 Federalism and the ACA

The collaboration between the federal government and the states regarding
the ACA is an example of a work in progress for federalism; it is an attempt
to balance decentralization and centralization. It illustrates the open character
of United States federalism in that it permits those states that wish to do so to
exceed the federal requirements at the same time that exemptions and waivers
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have been agreed upon for states that wish to avoid participation in federal
programmes (Conlan & Posner, 2011). In many cases, the states are allowed to
use their own methods to achieve or exceed federal goals.

One implicit federal goal of the ACA is to reduce disparities between the
states in the health sector. The federal government sets the minimum eligibility
requirements for programmes such as Medicaid that the states must respect.
There is some devolution of power to the states for certain forms of operating
authority such as setting up and managing the health insurance exchanges,
determining what constitutes essential benefits for health plans and monitoring
insurance premiums. The HHS is instructed, under the terms of the ACA, to
monitor the performance of the states and to intervene should a state be unable or
unwilling to provide services, such as a functioning health insurance exchange
where individuals and small businesses can purchase insurance. The default in
cases where states fail to set up an exchange is that the federal government will
provide one for those who live in these states. Some state political leaders view
the ACA as an effort toward re-centralization.

2.4.5 States as innovators for the federal level

The health policy innovations of several states are reviewed in Box 2.3. The
states are said to serve as policy laboratories for the federal government. In this
perspective, policy innovations at the state level can inspire federal legislation
that is then adopted at the national level and applied to all the states (Weissert
& Weissert, 2006, pp.276-78). For example, the use of DRGs by the Medicare
programme was originally based on a similar system first implemented in New
Jersey. One prominent example of state policy that appears to have influenced
the ACA is that of Massachusetts. In 2006, Massachusetts adopted legislation
to provide near-universal health insurance for state residents (Weissman &
Bigby, 2009).

Others argue, however, that state policy innovations are of limited value
to the federal government because states differ so much (Oberlander, 2006).
In addition, to be relevant for the federal level, state experiments must stand
the test of time. Innovations discussed above in Oregon and Tennessee
have not survived this test of time. Some state-level policy experiments and
demonstration projects based on Medicaid waivers were financed by the federal
government but few have led to federal legislation. Empirical research suggests
that between 1973 and 2002 the House of Representatives did not pay much
attention to state innovations (Volden & Wiseman, 2011).
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2.5 Planning

There is a range of public and private organizations that undertake planning
relevant to health systems in the United States. In general, extensive planning
by the public sector is rare. However, planning for emergencies and natural
disasters is given serious consideration in both the government and the private
sector. The CDC plans for national and international responses to public health
emergencies. In some cases, government organizations formulate and publish
a plan for action to meet public health needs. State and local governments
accomplish much of the health sector planning. The United States participates
in international health plans.

2.5.1 Health sector planning by the public and private sectors

As in other countries, planning in the United States health sector is not just
a government activity: private corporations, public—private partnerships and
nongovernmental organizations (NGOs) all engage in planning activities,
internal to their organizations, to some extent. Coordinated health planning
by various players/actors as outlined in Fig. 2.1 is not highly developed. In
part this reflects the pluralist and market-oriented nature of the United States
health-care system. Each system in Fig. 2.1 generally functions independently
when it comes to planning, and it does so within its designated mandate. While
government organizations may have elaborate internal planning for future
activities, coordination between national programmes — for example, the VA
and Medicare - receive less attention. Planning at the federal government level
is also a matter of navigating within and between state systems.

Planning by private corporations is important in the health sector in the
United States. It takes place at the level of the business itself with the goal
of assuring financial viability. The private sector innovates in ways that are
not always available to government. For example, in an effort to reduce costs,
private United States insurers have experimented with managed care, higher
deductibles, consumer oriented and directed health plans, and even payment
for services abroad (Mexico) or in other United States state locations. This
includes patient mobility for discretionary medical procedures (Rosenau, 1997).
On the other hand, the fact that insurance and accreditation is a state-level
responsibility discourages planning across state borders.

Business planning involves attaining efficiency within the private sector
and the failure to plan efficiently may lead to bankruptcy and dissolution of
the private corporation. Corporate planning necessarily focuses on fiduciary
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responsibility to shareholders rather than accountability to patients and society.
Government planning involves direct intervention whereas the private sector
does so to a far lesser extent. However, private planning is not without constraint
from regulatory agencies. This is discussed in section 2.8.

Government and the corporate sector do not formally coordinate their
activity on the basis of a comprehensive national plan in the health sector but
outsourcing means that they work together indirectly. For example, Medicare
delegates many responsibilities to private contractors, which undertake
substantial planning activity.

Government planning receives more attention here than private sector and
corporate planning because more is known about it. Planning in the corporate
sector is often proprietary and concerns about competitors obtaining proprietary
information can discourage transparency.

2.5.2 Ambivalence about planning

Comprehensive, coordinated, decision-making and system-level planning is
not widespread in the United States for a variety of reasons (Wildavsky, 1973;
Friedman & Friedman, 1990).

Compared to other countries, there is little coordinated system-level planning
in the United States. Policy-makers associate planning with a comprehensive
method, rather than the incremental one they prefer. The conviction is
widespread that incrementalism, defined as the “successive limited extensions
of past approaches”, is the best way to proceed (Lindblom, 1959; DeSario, 1982,
p-172). Planning also interferes with the give and take of behind-the-scenes
negotiations that typically go into formulating policy in the United States
(Lindblom, 1959; Wildavsky, 1973). The role of active stakeholders in the United
States policy-making process constitutes a subtle source of interference with
planning processes and funding decisions (Raab, 1981). Minimalist planning
also reflects public distrust of the federal government and confidence in markets
as an appropriate nongovernmental mechanism or substitute for planning.

Finally, little of the planning activity in the public sector is highly
coordinated with planning in the private sector to address major health-care
system concerns, such as national health-care costs or the social determinants of
health. There is no national, evidence-based plan for action in the United States
health sector. The absence of much planning has consequences. For example,

“providing and paying for long-term care in the United States reflects piecemeal
development history and shared federal-state responsibility. The result can be
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confusion among patients and providers, amid seemingly illogical patterns
of insurance coverage and available services” (Ng, Harrington & Kitchener,
2010, p.1).

2.5.3 Minimalist planning in the United States

The human resources area is an example of minimalist planning in the United
States health-care system. Given the private ownership and competition-based
model of provision in the United States health-care system, the number, type
and location of health facilities, beds and expensive technology is initially
determined by private sector actors, based on their estimates of their ability to
make a profit or, in the case of non-profits, to cover their costs and generate a
surplus. Local and state governments influence the supply of health providers
because they control licensing and permits. It is also difficult for states or the
private sector within a federal system to plan for human resources because of
employment mobility.

The absence of societal level health planning sometimes leaves rural areas
and underserved inner cities without necessary services while there may be
an excess of services available in affluent urban areas. Public sector options
sometimes cover indigent care with public and federally qualified clinics.
The ACA, however, includes provisions to provide more medical and surgical
residency positions in underserved areas, as well as increasing the training of
nurses while also encouraging them to relocate to underserved areas.

Some government organizations do plan improvements for the United States
health-care system. In 1996, the Task Force on Community Preventive Services
was set up by HHS to assess which community-based health promotion and
disease prevention interventions were empirically viable and which were not.
The CDC was the HHS agency that provided technical and administrative
support for this Task Force (Truman et al., 2000). The web site of the Community
Preventive Services remains a resource for community planning today but it
does not have systematic funding to reinforce community efforts.

Although government agencies plan, not all of them have the power to
finance and implement the plans they systematically develop. Examples are
discussed below. Again emergency and natural disaster plans are an exception
where financing and implementation are more likely to be assured.

Nongovernmental bodies seek to influence public opinion and attentive
policy-makers who are open to suggestions for policies in the health sector
but they do not have the capacity to implement change. When a problem is
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identified, a task force may be formed. Sometimes research is commissioned
and study results are made public. In some cases, health sector planning is
undertaken by NGOs such as the Institute of Medicine (IOM). An example of
such documents was published by the IOM in 2000 about the need to pay more
attention to safety and reduce errors in the United States health-care system.
Recommendations for changes were formulated and have had an important
influence on policy and led to measures being taken to reduce errors (Kohn
et al., 2000). In 20009, the Institute of Medicine published an influential report
about the consequences of uninsurance (Institute of Medicine, 2009).

2.5.4 Planning for emergencies and natural disasters

In cases where the public health consequences are serious, planning by
governmental bodies is well supported by the public. Examples include times of
war, epidemics, national security situations, terrorism and natural catastrophes.
Natural disasters and emergency preparedness planning receive quite a bit of
attention. The CDC’s grant programme titled “Preparedness and Emergency
Response Learning Centers” is an example. Here, university-based schools of
public health are funded to develop and train the public health workforce at the
state and local level as part of a national plan to ensure that the United States
national security needs are met in times of emergency (Centers for Disease
Control and Prevention, 2010a). The AHRQ, funded by the HHS’s Office of the
Assistant Secretary for Preparedness and Response, prepared and distributed
guides to hospitals so that they may plan, conduct and evaluate exercises to
prepare for emergencies. Federal, state and local government, multi-sector
disaster-planning, risk management and preparedness need improvement and
efforts are being made. Too often this takes place only after a tragic system
failure, such as that of Hurricane Katrina in New Orleans in 2005, where nearly
2000 people died. Coordinating between federal, state and local governmental
entities adds to the challenge of planning.

2.5.5 State and local planning

Considerable planning activity takes place at the state or community/local
level. These programmes are heavily subsidized by federal government. Some
state governments have focused more on planning than others. For example,
Vermont’s “Healthy Babies” programme provides a wide array of services
and benefits to new mothers, including home visits, nutrition advice, health
insurance for their children and other services that have been found to be
cost-effective in the long term (Vermont Department of Health-Barre, 2007).
Additional state efforts at planning innovations are outlined above in Box 2.3.
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2.5.6 The role of the United States in international health
planning

The United States has a substantial role in managing and coordinating health-
related international development assistance through governmental and
nongovernmental organizations. On the government side, the United States
participates in international health planning through the United States Agency
for International Development (USAID). USAID was established in 1961
with the passage of the Foreign Assistance Act. It focuses on investments to
provide assistance for basic human needs, including food, nutrition and health.
Its staff operate in more than 100 countries. Programme areas for food and
nutrition target food security, agricultural research and development, food
assistance, and expanding agricultural markets and trade. USAID also invests
in advancing water supply and hygiene. Global health programme areas include
family planning, HIV/AIDS, health systems, malaria, maternal and child health,
neglected tropical diseases, nutrition, pandemic influenza and tuberculosis.
USAID goals for global health are to reduce maternal mortality by 30%, reduce
under-5 child mortality by 35%, prevent 54 million unintended pregnancies, and
reduce the burden of malaria by half in Africa. In 2010, the top 20 countries
given aid from USAID received $10.5 billion dollars in assistance, including
$4 billion to Afghanistan and Pakistan. At $6 billion, health was the largest
sector of USAID investment. Much of its assistance flows through NGOs in
addition to foreign governments.

With the goal of eradicating HIV/AIDS, tuberculosis and malaria, the
United States under President George W. Bush authorized $48 billion dollars
under the United States President’s Emergency Plan for AIDS Relief (PEPFAR)
in 2008. PEPFAR’s targets for 2010-2014 include preventing 12 million new
HIV infections, training 140 000 new health-care workers to strengthen foreign
health systems, and providing direct support for more than 4 million people
on HIV/AIDS treatment. In 2009, under President Obama, the Obama Global
Health Initiative was created to move United States investments away from
targeting diseases and towards developing international health systems. This
initiative established a separate office with a budget of $63 billion dollars over
6 years — $51 billion of this total was to further support PEPFAR. In 2012, this
office was disestablished and redistributed under USAID, the CDC and the
Office of the Global AIDS Coordinator.
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In addition to government efforts, there are numerous NGOs involved in
United States global health policy. These include the Bill and Melinda Gates
Foundation and the Clinton Foundation, and several university-based research
centres. These NGOs may target their investments towards eradicating specific
diseases or more broadly aim to improve health systems through development.

2.6 Intersectorality

Health outcomes are related to other areas of societal activity, not considered
to be principally health, such as transportation, safety, housing, environment,
agriculture (food), nutrition, income, education and employment. The HHS
has an important influence on intersectoral activities, including those between
and within the Departments of Agriculture, Education, Housing and Urban
Development, Justice, Interior, Veterans Affairs, and the Environmental
Protection Agency (EPA). Examples of collaboration include intersectoral
policies on food, transportation, safety and injury. Taxes on alcohol products are
a form of intersectoral policy. Another example involves restrictions on tobacco
use and smoking. Government, private sector policy-makers and voluntary
organizations participate in the intersectorality of health. These relationships
receive substantial public attention because they garner media coverage.

2.6.1 Intersectorality between federal government organizations

Cross-sector health planning activity in the United States frequently takes
place between government departments at the federal level or within federal
governmental agencies. For example, the Healthy People programme
discussed above has federal interagency work groups within the Departments
of Agriculture, Education, Housing and Urban Development, Justice, Interior,
Veterans Affairs, and the Environmental Protection Agency (EPA). The
National Environmental Policy Act adopted in 1970 requires that federal
authorities consider the environmental effects, including the health impact, of
projects and programmes before they are implemented. In some cases the CDC
is involved in environmental impact assessments. In many cases, health impact
assessments and Environmental Impact Assessments (EIAs) (technically called
Environmental Impact Statements within the context of law) have considerable
weight in deciding whether or not a project may go forward (U.S. Environmental
Protection Agency, 2011).
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Several government departments and agencies coordinate across a wide
variety of health-relevant sectors in the United States on subjects related to
complex scientific topics, such as the environment. The EPA is an example
of a government organization that is concerned with intersectoral health-
related activities. Its Office of Science Coordination and Policy (OSCP)
plays a role in the “coordination, leadership, peer review, and synthesis of
science and science policy” for the Office of Chemical Safety and Pollution
Prevention. The OSCP coordinates information about potentially dangerous
exposures. It undertakes hazard assessments related to endocrine disruptors and
biotechnology that are used across many sectors. The OSCP’s empirically based
guidance provides the scientific basis for pesticide and chemical management
policies that are formulated by the EPA’s Scientific Advisory Panel (SAP). The
Federal Insecticide, Fungicide, and Rodenticide Act (FIFRA) SAP is made
up of biologists, statisticians, toxicologists and others with highly technical
competence from a wide variety of sectors. This panel provides impartial
experts to the EPA. Their advice ranges across sectors and includes topics
related to health and safety. The NIH is involved in the panel selection.

The OSCP’s function is to ensure that decision-making by the EPA in a
variety of highly technical sectors from agriculture to international activities
is made on the basis of the best scientific evidence available. It coordinates
with the White House and with other executive branches of government and
specialized agencies. It serves the same function of harmonizing best practices
policy between governmental agencies within the EPA and between regional
EPA offices, and with international agencies on these extremely complicated and
technical topics. It develops screening procedures and mechanisms for testing
pesticides and commercial chemicals as well as environment contaminates that
might be harmful to human health.

Research suggests that social determinants of health are related to
transportation, the environment, wealth, agriculture, education, employment
and housing. Overall, the United States does poorly on social determinants of
health indicators and on aligning policy across sectors (Raphael, 2007; Marmot
& Bell, 2009). For example, the generosity of family policy — as measured by the
total expenditure level — is correlated with child poverty levels, and the United
States has the poorest performance among the high-income countries on this
measure (Baker, Metzler & Galea, 2005; Commission on Social Determinants
of Health, 2008, p.11).
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There is no government department in the United States that focuses on
the intersectoral policy topic of the social determinants of health and how they
influence the health of the population. There is some recent evidence that policies
related to these variables, conscious or not, directly or indirectly, influence health.
These include inequality, socioeconomic status, the distribution of power, social
support networks, stress levels, early life experience, social inclusion/exclusion,
unemployment, physical activity/inactivity and the redistribution of other
resources (Lynch et al., 1998; Wilkinson & Marmot, 2003).

2.6.2 Intersectorality between government and the private sector

Intersectorality in the United States may involve monitoring health-relevant
activities across sectors. This depends on cooperation and collaboration
between the public and private sectors as well as participation by voluntary
organizations. The legitimacy of intersectoral activity by all players is related
to public support. Seldom can major activity take place if it is not considered
legitimate in the eyes of the public. In addition, intersectoral activity that goes
against stakeholder opinion is sometimes more difficult to implement compared
to when it is deemed appropriate by stakeholders. Extensive consultation with
stakeholders who may be affected by intersectoral regulations is common in
the United States.

The need to monitor the quality and safety of medication and foods is an
intersectoral area of importance for public health. Media coverage draws
attention to the complexity of intersectoral policy in the agriculture/food
sector. Some argue that domestic and international inspection programmes
need additional resources (Harris, 2011b; Levinson, 2011). The United States
recently adopted legislation to remedy some of the problems that the FDA has
encountered with food safety, and most importantly this legislation improves
the FDA’s ability to work with state and local partners (Stewart & Gostin, 2011).

Another area of importance for food policy involves the marketing of food
to children. The IOM summarized research on the effects of advertising food
and beverages to children. It reports that food marketed to children increases
this group’s long-term health risks. These foods are not consistent with healthy
eating patterns and weight maintenance. The IOM has recommended major
changes in food advertising targeted at children (Institute of Medicine, 2005).
Governmental regulation of the food industry in general is not extensive and
sometimes viewed by industry as optional rather than compulsory. The federal
government has taken the lead in requiring that chain restaurants with more
than 20 outlets list the number of calories on their menus (Bernstein, 2011).
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Transportation and land-use policies are closely linked to population health.
Research makes a convincing case for action, though government response is
erratic (Torbati, 2010). The CDC prioritizes strategies that are intersectoral and
that integrate community planning, transportation and land-use policy. The
goals are to increase physical activity while reducing injury, to increase access
to healthy foods that are not always available in poor socioeconomic areas, and
to improve air and water quality.

Transportation policy also affects air pollution and asthma as well as
mortality and morbidity related to vehicle crashes. For example, reduced traffic
in a city centre area cuts ozone pollution, and this in turn significantly lowers the
asthma attacks children experience (Friedman et al., 2001). Numerous studies
confirm this intersectoral link between air pollution and asthma in children
(Renzetti et al., 2009). Urban planning may be designed to encourage biking
and walking through the construction of infrastructure such as sidewalks and
bicycle lanes, both of which enhance the health of the population. This type
of intersectoral policy is beneficial because children who walk to school are
healthier (Watson & Dannenberg, 2008).

Safety and injury policy is intersectoral, and involves the workplace, the
playground, transportation, the community and the home. In the United States
intersectoral policy on gun ownership is politically controversial (Wintemute,
Braga & Kennedy, 2010). Public support for gun control, while high in opinion
polls in the early 1990s (over 70%), shrank to 44% in 2010 (Newport & Saad,
2011). As many as 40% of gun sales in the United States are “private” and
subject to little regulation, though this method of supplying firearms is the
main source of guns used in crimes (Wintemute, Braga & Kennedy, 2010). One
challenge with intersectoral planning in this sector is that policies enacted by
some municipalities and states have been consistently overruled by the United
States Supreme Court for violating constitutional protections for private gun
ownership (Luo, 2011).

2.6.3 Intersectorality and voluntary organizations

Voluntary organizations play an important role in seeking to inform and educate
the public in the United States about intersectoral linkages. For example, the
American Public Health Association (APHA) has an online tool kit to assist
activist citizens interested in the topic of transportation and health. It posts
relevant research and provides information on local and community practices.
It organizes webinars on topics amenable to intersectoral collaboration such as
climate change, injury, violence prevention, drug abuse and motor vehicle safety.
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While policy-makers understand the links between sectors that influence
health, coordination amongst these sectors in specific situations is not always
well developed or carefully coordinated. Intersectoral activity within the
private sector, or between the private sector and government, is complicated
by proprietary concerns. Regulations must be formulated with considerable
care and in consultation with the private sector that is to be regulated.

Intersectoral policy arenas can impinge on the division of authority between
the states and the federal government. An example is policy regarding highway
speed limits that are set by states. As a result of the oil price crisis in 1973 the
speed limit in the United States was set at 55 miles per hour by the federal
government. This speed was considered optimal for minimizing gasoline
consumption. It had the beneficial side-effect of reducing motor vehicle
fatalities. Since 1987, however, states with long stretches of open highways
have been authorizing higher speed limits.

2.7 Health information management

This section discusses health information management in the United States,
including health technology assessment, health information systems and the
use of these technologies to improve quality of care.

2.7.1 Health technology assessment

Health technology assessment (HTA) is the evaluation of the effectiveness,
safety, costs and patient-reported outcomes of health-care technology with
the aim of informing health policy-making (Sullivan et al., 2009). HTA is
conducted in the United States by public and private payers, universities,
hospitals, research institutes or manufacturers. HTA has a long history in
the United States. However, several earlier organizations, such as the Office
of Technology Assessment, no longer exist due to lack of funding as well as
political pressures (Sullivan et al., 2009).

Currently, on the federal side, Medicare conducts HTA through the
Medicare Evidence Development and Coverage Advisory Committee
(MedCac), an appointed body of national experts on medical technology that
holds public meetings to examine the evidence regarding health technologies.
Cost-effectiveness cannot be part of the consideration. CMS places the evidence
presented at the committee meetings and final coverage policies on the CMS
web site. Assessment of pharmaceuticals covered by Medicare is separate from
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this process. Medicare coverage of pharmaceuticals — the Part D programme —
is a privately administered benefit, so all pharmaceutical coverage decisions are
made by Part D private contractors, with the exception of coverage restrictions
placed by Medicare.

The AHRQ is the largest federal funder of HTA research (Sullivan et al.,
2009). It funds three external research programmes that conduct systematic
evidence reviews to assess the effectiveness, comparative effectiveness and
safety of medical technologies and interventions. At times, cost-effectiveness
analyses are conducted. The HTA reports are published on the agency’s web
site and in print.

Both the federally run VHA and the Military Health System (MHS) conduct
HTASs on pharmaceuticals to help with decision-making regarding medications
to use within these systems. The VHA does this through the Pharmacy Benefits
Management Strategic Healthcare Group (PBMSHG), whereas the MHS does
this through the Department of Defense Pharmacoeconomic Center (PEC).

The FDA does not conduct formal technology assessments of pharmaceuticals
but instead evaluates the safety and efficacy of drugs by providing research
guidelines and reviewing the studies conducted by external researchers.
The FDA focuses on controlled trials of the effectiveness and safety of each
drug rather than studies of the comparative cost-effectiveness of drugs (see
section 2.8.3).

With the passage of the ACA in 2010, the federal government will step up
research on comparative effectiveness. The ACA created the Patient-Centered
Outcomes Research Institute (PCORI), a public—private organization that will
fund comparative effectiveness research (Iglehart, 2010). Funds for the research
will come from Medicare and private insurers. The PCORI will establish a
research agenda based on private stakeholder recommendations rather than
government or scientist-initiated recommendations. The ACA charges the
private stakeholders to focus on technologies for the most common conditions,
especially chronic ones, and those affecting minorities. The research cannot
include cost-effectiveness.

At the state government level, many Medicaid programmes support HTA
for pharmaceuticals and medical technologies (Sullivan et al., 2009). Although
these HTA programmes are usually administered by state Medicaid staff with
support from clinical experts, state administrators often purchase HTAs from
private organizations. Budgets for HTAs usually come from the state alone (no
federal support). Medicaid agencies in 14 states have relied on pharmaceutical
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evaluations conducted by the Drug Effectiveness Review Project (DERP),
created in 2001 by the Oregon Health and Sciences University. The publicly
available reports from DERP have a description of the HTA issues, a description
and synthesis of the relevant literature, and a judgment on the quality of the
evidence. Cost-effectiveness is not considered and the reports do not provide
recommendations about coverage.

Many of the larger private insurers and pharmacy benefit management
companies have HTA programmes with their own researchers, financial
analysts and data systems (Sullivan et al., 2009). Smaller health plans have more
limited abilities to conduct the research internally, and often depend on HTAs
from external private or public agencies. Most private organizations consider
their HTA programmes to be proprietary.

2.7.2 Health information systems

This subsection discusses the use of health information for the purposes
of personal, organizational and system-wide health management. Health
information systems can be used for clinical, administrative, financial, quality
and safety purposes. For example, health information technology (HIT) can
be used to manage patient clinical records, administrative data (such as use
of resources), utilization, quality (such as health status, health outcomes, and
patient satisfaction) and safety (such as adverse events and medical errors). HIT
systems collect, store, transmit and analyse data in these areas. Common users
are consumers, providers, payers and the government (Blumenthal & Glaser,
2007). Some systems provide only one function, such as electronic charting,
while others share interoperability across functions, for example, systems that
connect across different clinical areas and that link to financial applications.
Some systems share information only within the institution, whereas others
are interoperable systems that connect to other institutions or users (have
“interconnectivity”). The systems currently in use can be classified into those
that are: (1) maintained by separate organizations, with operability that is limited
to those separate organizations; (2) maintained by or on behalf of individual
patients, with varying levels of operability between providers; (3) maintained at
aregional system or greater level, and that involve health information exchange
(Blumenthal & Glaser, 2007). Each of these three types of HIT is discussed.
A review of the role of HIT in quality improvement and recent governmental
efforts to step up the pace of HIT adoption in health care follows.
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HIT with organizational operability: electronic medical (or electronic
health) records

Electronic medical records (EMRs), or electronic health records (EHRs), are
HIT systems that operate primarily at an organizational level and are used by
health-care providers for maintaining and updating patient health information,
entering physician orders, and reporting results, observations and care (Kazley
& Ozcan, 2008). EMR is used interchangeably with EHR but according to the
Health Information and Management Systems Society (HIMSS), EMRs are the
legal medical record of a health-care facility and are not interactive with other
organizations, whereas EHRs have inter-organizational operability (Garets &
Davis, 2006). Even though the extent of operability for EHRs in the United
States is still at the organizational level, the literature tends to refer to both
EMRs and EHRs as EHRs so this chapter also uses the term EHR to refer to
either type of system.

The IOM defines the four core components of an EHR as: (1) clinical
documentation; (2) results reporting; (3) physician order entry; and (4) clinical
decision support (Jha et al., 2009). Each of these components has multiple
features that may or may not be present in a given system. Basic EHRs are
defined as having most of the first three components indicated above in at least
one organizational unit (Jha et al., 2009; Hing & Hsiao, 2010). Comprehensive
or fully functional EHRs have all the features of all components in all units.

The adoption of these systems has been slow in the United States. In 2007,
34.8% of office-based physicians used at least one EHR component in their
office but only 12% of physician EHRs met the criteria for having a basic system
and only 4% met the criteria for having fully functional systems (Hing & Hsiao,
2010). Multi-specialty and larger physician offices (11 or more physicians) were
more likely to adopt EHRs, whereas physicians in solo or single-specialty
offices were the least likely. Offices run by older physicians were also less
likely to adopt EHRs. A 2007 estimate put the percentage of physicians using
some type of EHR in 2010 at close to 54% (Hing & Hsiao, 2010).

In 2008 only a small percentage of hospitals (1.5%) had a comprehensive
EHR system in all clinical units (Jha et al., 2009). A slightly larger percentage
(7.6-10.9%) of hospitals had a basic EHR system in at least one clinical unit. An
examination of the types of function adopted by hospitals reveals that in 2008
over 75% of United States hospitals had electronic laboratory and radiological
reporting systems, 44% had electronic physician notes in at least one unit,
and 38% had computerized provider-order entry (CPOE) in at least one unit.
However, only 12% of hospitals had electronic physician notes across all units
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in the hospital, while only 17% had a CPOE system for medications across all
units. Thirty-six per cent of hospitals had electronic nursing documentation in
all units.

Several hospital characteristics predict the adoption of an EHR system.
Larger urban hospitals with intensive care units (ICUs) are more likely to
adopt one or more EHR components in one or more hospital units (Jha et al.,
2009). Teaching hospitals are also more likely to have an EHR system. In a
2008 survey, hospitals cited the following barriers to adoption: inadequate
capital for purchase, maintenance costs, physician resistance, unclear return
on investment, and lack of staff with expertise to operate the systems
(Jha et al., 2009). Facilitators to adoption included financial incentives such
as additional reimbursement for EHR adoption and use and the availability of
technical support.

Other types of health-care provider are also adopting EHRs. Information
regarding the adoption of EHRs in nursing homes is inconsistent but estimates
put implementation at 18-47%, with 16-48% having CPOE (Kramer et al., 2010).
In 2007, about 41% of home health and hospice organizations had EHRs and an
additional 15% planned to have EHRs within the next year (Bercovitz, Sengupta
& Jamison, 2010). Of the home health and hospice organizations with EHRs,
98% used components for recording patient demographics, 83% used clinical
notes, and over half used clinical decision-support systems or computerized
physician-order entry. EHRs are used extensively in free-standing dialysis
facilities, particularly in large for-profit dialysis chains. All the five largest
dialysis chains use EHRs (Kochevar et al., 2011). Even many small dialysis
facilities use EHRs (around 61% in 2010).

Most EHRs at the time of writing are actually EMRs, that is, they are not
interoperable between different providers. Health-care policy aims at eventually
developing this interoperability but progress is slow due to the difficulty in
linking numerous proprietary systems, and issues regarding privacy and
security. This next stage in HIT is discussed in the subsection on regional
HITs below.

A few large health-care systems have achieved EHRs that are interoperable
between providers within the same health-care system. The VHA - the largest
integrated health-care system in the United States — is an example. The VHA
has developed an HIT system called the Veterans Health Information Systems
and Technology Architecture (VistA) that is capable of interconnectivity
between all providers within the VHA system (Byrne et al., 2010). Since 2004
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the VHA has achieved close to 100% adoption of several VistA components,
including inpatient and outpatient EHRs, bar code medication administration
and CPOE.

Another example is Kaiser Permanente, the largest non-profit integrated
health-care system in the United States, with 8.7 million members in eight
regions (Chen et al., 2009). Kaiser Permanente provides group health insurance,
outpatient care such as primary and specialty care, testing, imaging and
pharmaceuticals, and inpatient hospital care. Kaiser implemented a system-wide
EHR - HealthConnect — in 2004. The EHR provides clinical documentation
and decision support across care settings, and real-time connectivity to testing,
imaging, pharmacy and other ancillary systems (Chen et al., 2009).

HIT managed by and for patients: personal health records

Health information that is managed and used by the individual patient is
commonly known as a personal health record (PHR). PHRs electronically store
patient health information from multiple sources in a central place. Essential
components of PHRs are patient control over the information, the ability to
warehouse patient health history, and portability of the information across
providers (Grossman, Zayas-Caban & Kemper, 2009). PHRs can be used by
both individual patients and their providers.

Several large integrated health-care systems offer PHRs. The VHA has
developed MyHealthVet (Kahn, Aulakh & Bosworth, 2009). The PHR supports
appointment scheduling, medication requests and other services. Kaiser
Permanente, the Cambridge Health Alliance and other providers offer PHRs
through the Epic system.

Even non-health-care companies are entering the PHR business. From 2008
to 2011 Google offered PHR services through an internet site called Google
Health (Kahn, Aulakh & Bosworth, 2009). In 2007 Microsoft established
HealthVault, a web-based PHR (Kahn, Aulakh & Bosworth, 2009). With these
online and personal computer-based tools, patients can develop their PHRs
through the internet and their home computers without having to access
other technologies.

The interconnectivity and portability of PHRs are positive features but these
very features make it difficult to progress in PHR development. Getting data
from a patient’s various providers (each of which may use a different HIT) into
a standardized and centralized data warehouse is a level of technology that is
underdeveloped at this time (Kahn, Aulakh & Bosworth, 2009). At the same
time, privacy issues involved in data access and transfers are major concerns.
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Health information exchanges: regional HITs

Health Information Exchanges (HIEs), or Regional Health Information
Organizations (RHIOs), are local groups (such as physician offices, hospitals,
insurance companies, employers, pharmacies, consumer groups and
government agencies) that are connected through HIT systems maintained
by the organizations themselves (Blumenthal & Glaser, 2007). In 2009, the
United States had 75 functioning RHIOs covering approximately 14% of
hospitals and 3% of ambulatory practices (Adler-Milstein, Bates & Jha, 2011a).
None of these was fully functioning in the sense of including all providers in
the full sharing of patient records and other health information. Instead, most
connected hospitals with ambulatory care practices focused on sharing test
results. In 2009, 17% of the 75 functioning RHIOs covered 3% of hospitals and
9% of ambulatory practices in the area.

Underfunding, privacy and proprietary issues are major barriers to the
development of RHIOs. Many RHIOs fail due to lack of funding. In 2009
over 67% of RHIOs did not meet criteria for financial viability (Adler-Milstein,
Bates & Jha, 2011a). Privacy issues are the same ones that plague EHRs: how to
share patient information securely. Proprietary issues involve the disadvantages
of sharing information with competitors. Providers state that if they share
information about patients with competitors they could lose their competitive
edge with those patients (Adler-Milstein, DesRoches & Jha, 2011b).

Quality reporting

A number of quality reporting systems are in place in the United States. These
include quality reports required by the federal government and voluntary
reports for private organizations such as the Joint Commission. Quality
reporting is conducted in different health-care settings, although the focus is
on hospitals. The quality reporting systems for several different types of health-
care service are reviewed in Chapter 5 and not repeated here. What is discussed
here, in general, is the use of HIT in the collection, storage and transmittal of
quality data.

Health-care providers in the United States have used some form of HIT to
collect, store and transmit quality and safety data for a number of years. If the
provider does not have an EHR, quality data is collected by risk management
or quality improvement departments. Some quality data can be extracted from
the patients’ administrative records submitted to CMS for payment of care,
whereas other data are obtained through chart reviews, incident reports or other
patient records. The data must then be hand-entered into electronic databases.
Once collected and stored electronically, it may be analysed for internal
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quality improvement and transmitted electronically to external agencies. If
the provider has an EHR with a quality reporting application, the mining of
data for quality reporting can be performed automatically from EHR records,
making this a much more efficient method of data mining and processing.
EHR-based reporting may provide customized reports of quality and safety
for internal use (quality improvement and evidence-based practice) as well
as external use (reports required by external agencies). As quality reporting
becomes a requirement for payment by CMS and other payers, this type of EHR
application becomes more and more necessary.

Government efforts to expand HIT

The United States government has put significant funding into the expansion of
HIT. The most recent effort was the passage in 2009 of the Health Information
Technology for Economic and Clinical Health (HITECH) Act as part of the
American Recovery and Reinvestment Act (ARRA). Under this law, starting
in 2011 physicians and hospitals can receive federal grants of up to $44 000
over five years per organization to adopt EHRs (Adler-Milstein, Bates & Jha,
2011a). The HITECH Act also allocated funds to build HIEs (RHIOs) at state
and regional levels.

HITECH financial incentives for adopting EHRs are linked to the
“meaningful use” of the EHR systems. If meaningful use is not obtained by 2015,
penalties will be assessed (Kochevar et al., 2011). Stage one of meaningful use
focuses on meeting basic system and reporting requirements. Some of the core
requirements for stage one are that the providers use CPOE with drug alerts,
maintain up-to-date patient records, maintain privacy and security, report
standardized quality measures to CMS, and provide patients with electronic
copies of medical records upon request (Ralston et al., 2010). Later stages
of meaningful use, to be defined in 2013 and 2015, will be more demanding
and will focus on the uses of EHRs that would improve processes of care and
outcomes. This includes the ability of patients to communicate directly with
health-care providers and to have electronic access to test results.

2.8 Regulation

Regulation in the United States health-care system may be imposed by private or
public entities at the federal, state and local county and city levels as a response
to “the constant need to balance the objectives of enhancing quality, expanding
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access, and controlling costs in healthcare” (Field, 2007). All actors in the
health-care system are subject to regulation, often from multiple government
and nongovernment agencies.

As introduced in section 2.1, major federal regulatory organizations include
the CMS, the CDC and the FDA, all under the umbrella of the HHS. State
regulatory bodies include public health departments, provider licensing boards
and insurance commissioners. Local counties and cities also regulate health
care through their public health and health services departments. Independent
nongovernment and provider organizations such as the AMA and the Joint
Commission also have a regulatory role in the United States health-care system.
This section discusses the role of regulation and governance by public and
private regulators on third party payers, providers, pharmaceuticals, medical
devices and aids, capital investment, patient privacy and human subjects, and
public health.

2.8.1 Regulation of third party payers

Regulation and governance of private insurers, or third party payers, in the
United States is shared by federal and state agencies. The current regulatory
environment facing third party payers has arisen primarily out of two pieces
of legislation: the McCarran-Ferguson Act and the ERISA.

In reaction to a Supreme Court ruling that the business of insurance was
interstate commerce and therefore subject to Congressional regulation and
federal antitrust laws, the McCarran-Ferguson Act was passed by Congress
in 1945 to counteract the Supreme Court decision and reaffirm the power of
states to regulate and tax insurance products of third party payers (Government
Accountability Office, 2005). The Act exempted certain insurance practices
from existing federal antitrust laws (i.e. Sherman, Clayton, Federal Trade
Commission Acts) to which other interstate businesses were subject
(Government Accountability Office, 2005). This exemption applied to activities
that: constitute the “business of insurance™ are “regulated by State law™; and do
not constitute an agreement or act “to boycott, coerce, or intimidate”. In essence,
this Act reserved authority to regulate third party payers for state authorities.
Many, if not all, states have provisions in their codes to prohibit insurers from
engaging in unfair or deceptive acts or practices in their states (Government
Accountability Office, 2005). However, beginning in 2011 as part of the ACA,
CMS - a federal agency — will take over the review of health insurance rates
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increasing in excess of 10% annually from some states due to a lack of or
inadequate state regulation of health insurance products sold to individuals and
small businesses (The New York Times, 2011).

The other key piece of legislation regarding the regulation of third party
payers is the ERISA, enacted by Congress in 1974 (CRS Report for Congress,
2009). ERISA regulations fall under the Department of Labor, in contrast
to McCarran-Ferguson’s focus on state-level regulation. They set minimum
standards to protect individuals participating in most voluntarily established
pension and health insurance private sector employee benefit plans (i.e.
self-insured employers). ERISA does not require that private employers offer
health insurance but governs the administration of these plans if employers
self-insure and defines how disputes are handled. Group health plans
established by government or church organizations and plans that only apply
to workers’ compensation or disability, or unemployment are not governed by
ERISA (U.S. Department of Labor, 2011). Regulations of employer-sponsored
health insurance plans imposed by ERISA include the requirement that plans
provide enrollees with information about plan features and funding, fiduciary
responsibilities for managers of plan assets, and procedures for establishing
grievances, appealing denied claims for benefits, and rights to sue for benefits
and breach of fiduciary duties (U.S. Department of Labor, 2011).

Preemption of state regulatory laws is an important cornerstone of ERISA.
United States courts have upheld that ERISA preempts certain state health
policies, such as employer insurance mandates, financial reserve requirements,
premium taxes and managed care standards, placing constraints on states’
abilities to regulate insurance benefits and enact health-care reforms (Butler,
2000; Gabel, Jensen & Hawkins, 2003). The preemption was included by
Congress to “avoid multiplicity of regulation in order to permit nationally
uniform administration of employee benefits” for employers with workers in
multiple states (CRS Report for Congress, 2009). However, ERISA does not
regulate benefits to the extent that the states do. Employer insurance plans
that fall under ERISA have different (and often less comprehensive and less
expensive) benefit structures than employer-sponsored plans that fall under
state insurance regulations.

About 55% of employees in the United States work for employers who are
self-insured and are therefore affected by ERISA’s preemption of state regulation
(Gabel, Jensen & Hawkins, 2003; Pierron & Fronstin, 2008). Although ERISA
broadly preempts state laws governing the administration of health plans and
definition of how grievances are resolved, as noted earlier, states regulate many
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other components of the third party payer market. Since its enactment in 1974,
there have been several substantial amendments to ERISA. The Consolidated
Omnibus Budget Reconciliation Act (COBRA) of 1985 provided some workers
and their families the right to continue their health-care coverage for a limited
time after job loss and other specific events (Department of Labor, 2011). This
is significant because, as mentioned earlier, nearly half of Americans receive
their health insurance coverage through their employer. The Health Insurance
Portability and Accountability Act (HIPAA) of 1996 amended ERISA to include
limitations on exclusions from health insurance coverage based on pre-existing
medical conditions events (Department of Labor, 2011). The Mental Health
Parity Act of 1996 was added to ERISA so that health insurance plans offering
mental health coverage had annual and lifetime benefits on a par with those
for medical and surgical benefits (Department of Labor, 2011). The final two
amendments to ERISA - the Newborns’ and Mothers’ Health Protection Act
passed in 1996 and the Women’s Health and Cancer Rights Act passed in
1998 — respectively established minimum maternity lengths of stay and covered
reconstructive surgery after mastectomies (Department of Labor, 2011).

The 2010 ACA included several new regulations governing the third party
payer market. These are discussed in Box 2.2 and Chapter 6. Most importantly,
health plans are required to offer and renew coverage to everyone and cannot
charge more to those who have pre-existing health conditions.

2.8.2 Regulation of providers

Physicians and hospitals are regulated by public agencies at the federal
and state level and by national nongovernmental and provider regulatory
organizations. Physicians, as well as nurses and many allied health professionals,
are accredited by licensing boards in the state in which they practise. Across the
various health professions more than 650 state licensing boards exist (Cohen,
1980). State licensing boards issue new licences to health-care professionals
with the requisite educational credentials, renew licences and enforce basic
standards of practice through their power to suspend or revoke licences to
practise (Field, 2007).

In addition to state-level regulation, physicians are also regulated at the
federal level by the CMS imposing criteria for reimbursing providers for
services rendered. For example, Medicare requires physicians to meet certain
requirements, many of which overlap with state-licensing requirements (Centers
for Medicare & Medicaid Services, 2011a). Since Medicare patients make
up a significant portion of many physicians’ payer mix, the requirement for
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reimbursement serves as a form of provider regulation. Furthermore, CMS does
not reimburse physicians for self-referred services. Also known as the Stark
Law, this regulation prohibits payment to physicians for referrals to services
in which they or their family members have a financial interest (Centers for
Medicare & Medicaid Services, 2011b).

Physicians are also regulated by managed care organizations (e.g. HMOs,
PPOs) and by the hospitals at which they practise or have admitting privileges.
Through various mechanisms for controlling costs (e.g. capitation, gatekeeping
and pre-authorization) and improving quality (e.g. disease management),
managed care organizations regulate physician behaviour. Managed care
organizations also give credentials to physicians in their network, again ensuring
providers are able to demonstrate basic requirements to practise similar to those
required by state licensing boards and CMS. Physicians may be disciplined by
managed care organizations through exclusion from the network. Hospitals at
which physicians practise also regulate physicians through providing credentials
and periodically renewing them. Hospitals oversee physician practice through
review boards and can discipline physicians for substandard care by requiring
additional medical education or supervision by colleagues, or suspension or
revocation of clinical privileges (Field, 2007).

Hospital regulation in the United States occurs primarily via certification
requirements by the nongovernmental Joint Commission, by federal law on
who must be treated at hospitals, and by eligibility for reimbursement criteria
imposed by CMS. Some of the most important hospital oversight results from the
self-policing role of accreditation by the Joint Commission. This organization
is a nongovernmental regulatory body that includes more than 4000 hospitals
(82%) in the United States (Joint Commission, 2011). Auditors from the Joint
Commission survey hospitals, unannounced, and evaluate compliance with
Joint Commission standards by tracing care delivered to patients, acquiring
documentation from the hospital, tracking hospital quality measures and
on-site observation. Annual fees for hospitals range from $2000 to $37 000.
Re-accreditation surveys occur every three years (Joint Commission, 2011).

The Emergency Treatment and Active Labor Act (EMTALA), passed in
1986, requires that all hospitals participating in Medicare provide “a medical
screening examination (MSE) when a request is made for examination or
treatment for an emergency medical condition (EMC), including active labour,
regardless of an individual’s ability to pay” (Centers for Medicare & Medicaid
Services, 2011c). After screening, hospitals are required to stabilize patients
with EMCs or, if they are unable to stabilize a patient (e.g. due to capacity
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constraints), transfer the patient for stabilization. As a result of EMTALA, the
emergency department has become an access point commonly used by patients
with otherwise limited access to primary care (e.g. uninsured).

As a result of the Hill-Burton Act, discussed in section 2.8.5, many United
States hospitals are required to take Medicare and Medicaid patients and
are therefore subject to CMS eligibility criteria for reimbursement through
Conditions of Participations (CoPs) and Conditions for Coverage (CfCs).
CMS is able to regulate hospital care by ensuring facilities receiving CMS
reimbursement meet minimum quality and safety standards (Centers for
Medicare & Medicaid Services, 2011d). In fact, these CoPs and C{Cs also
apply to many other health services delivery organizations (e.g. nursing homes,
psychiatric hospitals). The conditions laid out by CMS cover most of the
essential components of hospital or other health services facilities, including
requirements for staffing, patient rights and medical records.

2.8.3 Regulation of pharmaceuticals

Pharmaceuticals in the United States are primarily regulated at the federal level
by the FDA. The present day FDA evolved from legislation adopted in response
to public health epidemics resulting from unsafe foods and drugs.

The FDA approval process for new drugs or biological products consists
of animal testing and then four phases of testing in humans, three of which
are completed before the drug can go on the market and the last continues on
after the drug has been released. The clinical trials stage often takes several
years with costs largely borne by the sponsor (e.g. the drug manufacturer).
DiMasi, Hansen & Grabowski (2003) estimated this process took, on average,
90.3 months and cost 802 million United States dollars per drug (including
the cost of drugs failing to complete the clinical trials). Considering growth
since then, the current figure would exceed far more than $1 billion. However,
Light and Warburton have contended that the actual costs are far lower, due
to methodological issues regarding the sample of drug companies and drugs
chosen, the over-counting of various types of costs, and how taxes and
profits were treated in the analysis (Light & Warburton, 2011). However, for
biological products, the ACA includes new statutory provision to expedite the
FDA approval process for drugs that are “biosimilar” with an FDA-approved
biological product (Food and Drug Administration, 2012).

Similar to the European Medicines Agency, the FDA does not require
economic analyses of drugs during the approval process. Therefore, drugs
need only be effective, not cost-effective or comparably effective, for FDA
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approval. The ACA created a non-profit Patient-centered Outcomes Research
Institute (PCORI) to study the comparative effectiveness of medical treatments,
including drugs. However, the ACA stipulates that the comparative effectiveness
findings from this institute “may not be construed as mandates, guidelines,
or recommendations for the payment, coverage, or treatment or used to deny
coverage” (Kaiser Family Foundation, 2011a).

The FDA also regulates pharmaceutical advertising through its labelling
requirements and its ability to penalize drug companies conducting advertising
it deems excessive or misleading. From the 1990s, drug companies started
advertising directly to consumers. Among the high-income countries, the
United States and New Zealand permit direct-to-consumer advertising of
prescription-only drugs (Magrini, 2007). While no laws exist in the United
States preventing drug companies from advertising prescription drugs to
consumers directly, the FDA can prosecute manufacturers for advertising that is
false or misleading. Since 2004, major United States pharmaceutical companies
have paid more than $7 billion in fines related to off-label marketing of their
products (Evans, 2009).

The United States does not have national price regulations on
pharmaceuticals, although Medicaid and the VA are exceptions (Adams,
Soumerai & Ross-Degnan, 2001). Under the auspices of patent protection and
the FDA regulatory framework, drug manufacturers in the United States long
held de facto monopolies in the pharmaceutical market often resulting in much
higher prices compared to some other countries. Prior to 1984, generic versions
of branded drugs were held to the same standard of the four-phase clinical trial
process. This stymied the entry of generics into the market. In 1984, Congress
adopted legislation that would allow generics to use some of a branded drug’s
FDA safety and efficacy data in exchange for extending patents on branded
drugs from 20 to 25 years (Field, 2007). Under the ACA, the FDA can approve
generic biological products after 12 years’ patent protection to further promote
the use of generics (Kaiser Family Foundation, 2011a).

During the 1980s, in an effort to rein in spending on pharmaceuticals, states
began repealing anti-substitution laws and enacting substitution laws to facilitate
the prescribing and filling of cheaper therapeutic alternatives to branded drugs
(Field, 2007). The Medicaid Drug Rebate Program, created in 1990 as part of
the Omnibus Budget Reconciliation Act, required pharmaceutical companies to
give states and the Federal government rebates for drugs sold to Medicaid and
VHA patients (Centers for Medicare & Medicaid Services, 2011e). More than
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500 drug companies participate in the rebate programme, a requirement for
Medicaid drug coverage, with rebates ranging from 10% to 15% of the average
market price for the drug (Centers for Medicare & Medicaid Services, 2011e).

The United States does not allow the re-importing of drugs previously
manufactured in the United States but sold at lower prices in foreign markets
or the importing of drugs by individuals directly from foreign producers. The
1987 Prescription Drug Marketing Act made it illegal for drugs to be imported
into the United States except by the original United States manufacturer. The
ACA continued the ban on importation of prescription drugs (see Chapter 6). In
response to increasing prices and shifting control of Congress and the White
House, the importance of drug importation as a policy goal vacillated in the
following decades. The Medicine Equity and Drug Safety Act of 2000 and the
Medicare Modernization Act of 2003 both aimed to increase the availability
of re-imported drugs (U.S. Department of Health and Human Services, 2011b).
However, Congress required the Health and Human Secretary to assure
that re-imported drugs were safe and effective. With the Health and Human
Secretary unable to verify the safety of re-imported drugs, a stalemate is created
wherein the legislation has been passed but cannot be implemented (Center for
American Progress, 2004; U.S. Department of Health and Human Services,
2011b). Consequently, re-importation of drugs from Canada and Western
Europe remains limited in scope. Recent scandals involving the importation
of fake cancer treatment drugs has served to reinforce the continued ban on
re-importation and mail-order purchase from foreign pharmacies (Weaver,
Whalen & Faucon, 2012).

2.8.4 Regulation of medical devices and aids

In addition to regulating pharmaceuticals, the FDA is also the principal
regulator of medical devices and radiation-emitting products used in the United
States. FDA’s Center for Devices and Radiological Health (CDRH) regulates
firms that manufacture, repackage, re-label and/or import medical devices and
radiation-emitting electronic products (medical and non-medical) such as lasers,
X-ray systems, ultrasound equipment, microwave ovens and colour televisions
(Food and Drug Administration, 2011a). CDRH divides medical devices into
Classes I, II and III with the level of regulatory control increasing with the class.
Generally, Class I devices are exempt from FDA notification before marketing,
most Class II devices require premarket notification and most Class I1I devices
require premarket approval from the FDA. The FDA also monitors reports
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of adverse events and other problems with medical devices and alerts health
professionals and the public when needed to ensure proper use of devices and
the health and safety of patients (Food and Drug Administration, 2011b).

2.8.5 Regulation of capital investment

Federal-level regulation on capital investment arose with the Hospital Survey
and Construction Act of 1946 — also referred to as the Hill-Burton Act — and
also the National Health Planning Law of 1974. The Hill-Burton Act provided
construction funds to increase the capacity of health services throughout
the country. In exchange for the funds, hospitals, nursing homes and other
health facilities were required to provide a certain amount of uncompensated
care to individuals living in the area (U.S. Department of Health and Human
Services, 2010d). Hill-Burton funds were distributed through local and state
health planning boards. These boards in turn regulated the construction of the
facilities built within their jurisdiction. Hospitals had to present a CON in order
to access Hill-Burton construction funds (Starr, 1982). The CON programme
is discussed in more detail in section 2.2.

From 1972 to 1995, the Office of Technology Assessment (OTA) aided
Congress in the identification and consideration of existing and probable impacts
of technologies, including medical technologies (Federation of American
Scientists, 2011). During its existence, the OTA conducted a number of cost-
effectiveness studies related to capital investment so as to inform regulators
about policy decisions regarding these investments. The OTA was similar to
government offices in other high-income countries in its cost-effectiveness
research. In 1995 Congress de-funded the OTA (Princeton University, 2012).

2.8.6 Regulation of patient privacy and human subjects

Regulations regarding the privacy of health information in the United States
were initiated in the HIPA A Privacy and Security Rules passed by Congress
in 1996. The privacy component of the law provides federal protections for
personal health information and gives patients rights with respect to that
information (U.S. Department of Health and Human Services, 2011c). The
security portion has administrative, physical and technical safeguards to
ensure the confidentiality of patients’ electronic information. HIPAA privacy
and security rules are enforced by the Office of Civil Rights under HHS. The
Patient Safety and Quality Improvement Act of 2005 (PSQIA) Patient Safety
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Rule protects “identifiable information being used to analyze patient safety
events and improve patient safety” (U.S. Department of Health and Human
Services, 2011c¢).

The Office for Human Research Protections (OHRP) within the HHS
regulates the protection of human subjects used in clinical and non-clinical
research. Its purview “applies to all research involving human subjects
conducted, supported or otherwise subject to regulation by any federal
department or agency” and includes “research conducted by federal civilian
employees or military personnel” and “research conducted, supported, or
otherwise subject to regulation by the federal government outside the United
States” (Office for Human Research Protections, 2011). Since the vast majority
of the research on health in the United States is funded by various government
grant mechanisms or regulated by some federal agency, OHRP regulations
regarding human subjects research affect much of the research involving people.
In addition to OHRP, many individual research institutions, such as universities,
also have departments that verify whether human subjects research is warranted
and will be conducted safely, effectively and with dignity.

2.8.7 Regulation of public health

Regulation of public health occurs at multiple levels of government. At the
federal level, the CDC (discussed earlier), the EPA, the United States Department
of Agriculture (USDA), and the Occupational Safety and Health Administration
(OSHA) all regulate various aspects of public health. State and local offices of
public health also play important roles in regulating public health.

The United States has 50 state-level public health agencies. In addition,
many of the more than 3000 counties and 15 000 municipalities have some type
of local health department or have their own public health regulations (Diller,
2007). These governmental agencies regulate a range of public health topics
including: air quality, alcohol, animals, cemeteries and burial, communicable
diseases, emergency medical services and ambulances, fair and affordable
housing, firearms, food, garbage collection and disposal, housing and building
codes, mass gatherings, massage establishments, noise, nuisances, pest control,
sewer systems, smoking, swimming pools and spas, tobacco sales and water
wells (McCarty et al., 2009).

The USDA regulates and inspects food services. It also recommends
nutritional guidelines and the fortification of certain food staples (e.g. milk,
bread, salt), regulates the import and export of animals and plants, and regulates
the marketing of foods (U.S. Department of Food and Agriculture, 2011).
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The EPA regulates public exposure to harmful environmental contaminants.
In 1970 Congress passed the National Environmental Protection Act, the Clean
Water Act, and the Clean Air Act, giving the newly created EPA the authority to
establish and enforce environmental protection standards (U.S. Environmental
Protection Agency, 2011). The EPA’s reach expanded in 1980 when Congress, in
response to chemical contaminants in groundwater from toxic dumps, passed
the Comprehensive Environmental Response, Compensation and Liability Act
(CERCLA). CERCLA gave the EPA the charge of cleaning up toxic waste
at “Superfund” sites, assessing liability and financial responsibility for the
contamination, and suing to recover clean-up costs (U.S. Environmental
Protection Agency, 2011).

OSHA also plays a role in public health regulation. Its charge is to mitigate
the harm caused from employee exposure to workplace hazards through
regulation and training (Office for Human Research Protections, 2011).

2.9 Patient empowerment

Patients in the United States have a great deal of information available to them
about health-care choices, and the amount of data is increasing. However, they
do not always use it efficiently. Information on the price of medical care, for
example, is not widely available in advance of treatment. Few consumers have
an unrestricted choice of health insurers. Complaint procedures are codified
but public participation is low.

2.9.1 Patient information

There is insufficient information about prices of medical care before treatment
in the United States but quality indicators for making health-related decisions
are increasingly available to patients. These include data on physician and
hospital quality as well as the comparative cost of insurance. The United
States government web site offers free quality ratings of providers, including
hospitals, nursing homes, home health care, and dialysis facilities. This web
site is designed to educate the public and to provide tools for individuals to
use in determining provider competence. It also seeks to educate the public
as to alternative treatment choices, for example, consumer information
about vaccines.



Health systems in transition United States of America

The NCQA, a private sector, not-for-profit organization, rates the quality of
hospitals and doctors. It provides some information to consumers for free, but
it charges for more detailed data. Providers must pay to be rated and they retain
the right to withhold the results of the NCQA assessment from publication if
they so choose. NCQA report cards — the Healthcare Effectiveness Data and
Information Set (HEDIS) - is used by over 90% of America’s health plans.

Other sources of patient information include independent publications such
as Consumer Reports that do not receive funds from government or those
entities it rates. In most cases, educational information is free, but detailed
data on quality and cost information are available only to subscribers to this
publication. Consumer Reports and several United States government health
sector agencies partner with the NCQA to make information available to
the public.

The most common source of health information and education for consumers
in the United States is the internet. Before contacting their physician, many
patients consult the internet about medical issues, the effectiveness of health-
care procedures and medications (Hesse et al., 2005). Quality of internet health
information varies. Some web sites are highly respected, such as the Mayo
Clinic’s patient information. Blogs, personal stories and unverified information
are also distributed.

2.9.2 Patient choice

Only a minority of Americans has a choice of health insurer. Consumers in
some large urban areas find that due to mergers and acquisitions in the health
insurance sector, they have fewer choices for health insurance plans than those
living in geographical areas where such consolidation has not taken place.
About 96% of the Metropolitan Statistical Areas in the United States exhibits
market consolidation (Ross & Detsky, 2009). Rural areas are less profitable and
fewer insurance plans or providers are available.

Employer-based insurance is very important in the United States. In 2012
most working-age adults — 56.2% of non-elderly Americans — obtained health
insurance from their employer and 60% of employers offered insurance to their
employees. Employers choose the plans and, while some offer more than one
choice, the relative cost of premiums may influence the plan workers choose.
In 2012, 82% offered only one type of insurance plan. Large employers with
more than 200 workers were more likely than small employers to provide health
insurance and to offer a choice of plans (Kaiser Family Foundation and Health
Research and Educational Trust, 2012). Twenty-five per cent of large employers
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offer health benefits to workers after they retire but this rate is falling over time.
Not all employers offer workers the option to add a spouse and dependants to
that plan for an additional charge (Ross & Detsky, 2009). A patient’s choice of
hospital or physician may be limited by the insurance plan to a narrow panel
of providers with whom the insurer has negotiated discounts. In some cases
an employee may choose to go outside the panel of providers offered by the
employer but in these cases they may have to pay a higher co-payment and
deductible. This is because the provider is outside the network. Those who
receive health benefits from the VA or the active military have limited choices.

Medicaid offers choices to many recipients. Because Medicaid is a jointly
administrated state-federal programme, choices may vary from state to state.
Increasingly states employ managed care for their Medicaid population and
these insurers limit the choice of providers. Some, but not all, states offer those
eligible for Medicaid a choice of plans.

Choices are more uniform for the federally managed Medicare programme
though they still vary because of differences in regional availability of some
private plans. In general Medicare beneficiaries may choose between private
sector Medicare (Medicare Advantage) or traditional Medicare (government
administered). Almost a dozen supplementary Medicare plans (known
as “Medigap” plans) are available with varying benefits, co-payments and
deductibles, which make for greater choice. Medigap plan benefits have been
standardized since 1992 and are revised from time to time. Not all Medigap
policies are available in every geographical area but Medicare offers assistance
to those seeking to purchase a policy, as do other independent online sources.

To the extent that Medicaid and Medicare reimbursements are reduced by
government payers, providers may no longer accept patients with these forms
of insurance. To date the evidence is mixed. Should this become a problem,
patient choice would be reduced.

The ACA makes information available to patients about their health
insurance choices, the respective cost of insurance plans and the quality of
each plan. State governments, on the advice of the National Association of
Insurance Commissioners, are expected to structure regulations and limit
insurance discretion so as to assure that variation among insurance plans is
clearly indicated and understandable (Haberkorn, 2010).
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2.9.3 Patient rights

The United States does not have a national comprehensive Patient Bill of Rights
(WHO, 2007). The right to health care is not in the United States Constitution
and it remains controversial, though some states have enacted a Patient Bill of
Rights. An attempt by the United States Congress in 2001 to adopt a Patient
Bill of Rights that would provide broad protection for the whole country failed
to be adopted despite the fact that both the House of Representatives and the
Senate actually passed the legislation (Paasche-Orlow et al., 2009). The two
houses of Congress could not agree on a final bill in Conference Committee.

The Americans with Disabilities Act

Some patient rights in the United States have been initiated by the court system.
For example, the Supreme Court ruled that individuals with disabilities have
the right to receive services in non-institutional settings whenever possible.
Since the 1990 passage of the Americans with Disabilities Act (ADA), those
in the United States with physical and/or mental disabilities have been granted
additional civil rights. These rights fall under the four titles in the legislation
covering accessibility in employment, government services, businesses
(including medical offices and facilities), and telecommunication services.

The list of requirements under the ADA is extensive. In general, it stipulates
that private and government health facilities must provide the same access
to facilities to those with disabilities as are made available to those without
disabilities. An independent federal agency called the United States Access
Board ensures that the provisions of the ADA are enforced. It focuses on
accessibility to federally funded facilities. The board coordinates the activities
of many federal government agencies. Half of its members are from such
agencies, and the other half are from the public, the majority of whom are
disabled. Despite the ADA, there remain barriers to access in the medical care
system. While there are no nationally representative data available, there is
substantial evidence from smaller research studies as well as documentation
from legal cases (Kirschner, Breslin & Iezzoni, 2007).

The Health Insurance Portability and Accountability Act

The HIPAA of 1996 governs the security and confidentiality of patient
information, as explained in section 2.8.6. As a result of this legislation, the
way patient information is collected, stored and transferred is subject to careful
protection. The Office for Civil Rights enforces the HIPA A Privacy Rule. Other
important legislation has changed practice far less than HIPPA and in some
cases providers are not aware of it. The PSQIA of 2005 requires disclosure of
errors to affected patients. This law protects those who report medical errors
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and at the same time encourages providers to voluntarily report errors because
these admissions will not be used against them in a court of law (Howard
et al., 2010).

The Affordable Care Act

The ACA legislation of 2010 is sometimes described by proponents as though it
included a Patient Bill of Rights (Families USA, 2011a). This is because some
elements of the ACA protect patients by regulating aspects of the insurance
industry. These are discussed in Chapter 6. Under the ACA, patients will have
the right to appeal claims that are denied by health insurance companies to a
greater extent than in the past. It makes uniform rules and regulations that apply
across all states. In addition, the federal government offers grants to the states
to strengthen their appeal process. In the absence of action by a state that is
not providing an appropriate appeal process for denied claims, federal law will
apply (Galewitz & Andrews, 2010).

2.9.4 Complaint procedures

This section is divided into three subsections: complaints related to injuries,
disputes about insurer coverage decisions, and the medical malpractice system.

Medical errors have received considerable attention in the United States.
The IOM estimated that in 1997 as many as 98 000 Americans died in hospitals
due to medical errors, which exceeds the death rates from more publicized
causes such as traffic accidents, breast cancer and AIDS (Institute of Medicine,
2000; Kaiser Family Foundation, 2008). More are injured but do not die, and
many are also harmed in ambulatory care settings. One recent set of estimates
finds that one-third of hospital patients have adverse events while in hospital
(Classen et al., 2011). As a result, there is a renewed emphasis on patient safety
in the country, a topic focused on in Chapter 5.

Complaints related to injuries

A patient who believes that he or she has been injured has several alternative
courses of action. Some relate to receiving compensation for the injuries, while
others relate to punishing the party (usually the provider but sometimes the
insurer) held responsible. Although a patient may ultimately file a lawsuit, as
discussed in greater detail below under medical malpractice, there are other
avenues by which such complaints can be resolved.

There are various ways in which a patient can lodge a complaint against a
physician. One way is to report the physician to his or her medical or specialty
society. Examples include the AMA, state medical societies and societies
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of particular specialists. Patients may also file a complaint with the state
licensing board, which has the authority to revoke a physician’s licence. While
any of these can lead to sanctions against the physician, it does not secure a
financial settlement.

The patient may begin by discussing the complaint with the physician; on
occasion a resolution can be accomplished simply with an apology. Another
option is to bring it to the attention of the medical group in which the physician
belongs. (The great majority of physicians are now in groups; in 2008, only 18%
of family physicians were in solo offices (Harris, 2011a)). If this does not lead
to resolution, a lawsuit may be filed.

Hospitals typically have formal grievance procedures for when a patient
lodges a complaint. If the patient does not receive a satisfactory outcome, he or
she can often take the grievance to a state agency such as the state’s Department
of Public Health. Further avenues include the state and/or the American Hospital
Association and the Joint Commission, which is responsible for the accreditation
of all United States hospitals. As in the case of physicians, however, this will
not lead to a financial settlement. Thus, lawsuits are the final remedy.

Disputes about insurer coverage decisions

The most common complaint against private insurers relates to reimbursement:
not covering all or part of a medical care expense that the patient believes
should be covered. This can stem from one of two issues: disagreements about
whether a service should have been covered under the insurance contract and
disagreements about whether a service that otherwise was covered was indeed
medically necessary.

The grievance mechanism depends on the nature of the insurance contract. If
aperson’s employer is not self-insured or if insurance is purchased individually
(see the discussion on ERISA in section 2.8.1), such complaints are first brought
to the insurer for reconsideration. If the patient disagrees with the decision, in
most states insurers are required to allow the claim to be adjudicated by an
independent panel of experts. This is known as independent or external review
(one provision of the ACA is to require such a system in all states). One problem
with this system, however, is that there could be a conflict of interest whereby
such review organizations tend to rule in favour of the insurer. This is because
the review organization may rely on the insurer for other business and fear that
a negative ruling could risk future referrals (Rodwin, 2011).
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For those who work for a self-insured employer, coverage decision
complaints are filed with the employer, which, generally, is also required to
allow for a subsequent independent review if the patient disagrees with the
coverage decision. Moreover, if it is alleged that the coverage decisions harmed
his or her health, then the patient may choose to file a lawsuit (Lieberman,
Peppe & Lundy, 2005).

While it is difficult to generalize about Medicaid — because processes
differ between states — typically, coverage decision complaints are filed with
the state Medicaid department. Medicare has a formal appeals process with
many common elements across those in traditional Medicare (Parts A and B)
and Medicare Advantage plans (Part C). There is a five-step appeals process,
beginning with the private company that handles reimbursement for Medicare
beneficiaries in that area (Parts A and B) or the Medicare Advantage plan
itself. Following that is an independent review by a reviewer that was not part
of the original denial. Third is appeal to an administrative law judge, followed
by appeal to the Medicare Appeals Council. The final appeal is through the
federal court system.

The medical malpractice system?

Lawsuits are often pursued when there is not a satisfactory resolution to a
complaint. In the United States, a great deal of attention has been paid to
the medical malpractice legal system since the late 1960s. Over this period,
for a variety of reasons, the premiums that hospitals and physicians pay for
malpractice insurance, particularly in certain high-risk specialties, have grown
faster than many other medical costs.* At the same time (and related to this), it
has been difficult for some physicians to secure coverage. Those on the right
as well as the provider communities have called the current system unfair to
doctors, leading both to departures from the labour force through retirement, as
well as the provision of additional services to protect doctors against lawsuits
(known as “defensive medicine”). They further believe that it encourages
frivolous lawsuits and that jury awards are often far greater than the damages
inflicted. Those on the left, many attorneys and consumer advocates counter

Space does not permit a thorough discussion of the medical malpractice system. A thorough treatment can be found
in Sloan & Chepke (2008). For a more subjective treatment of the topic that argues that there is not a malpractice

insurance “crisis”, see Baker T. (2007).

4 In constant dollars, insurer expenditures on malpractice claims rose by four-fold to ten-fold between 1975 and 2001.
The four-fold number is based on “incurred losses”, in which costs are claims that were made in a particular year.
The ten-fold number is based on “paid losses”, which are the actual payments made by the insurer in a given year
irrespective of when the malpractice claim was reported (U.S. General Accounting Office, 2003). National health
expenditures rose about 3.2-fold over this period (also in constant dollars).
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that it is important that patients be fully compensated for their losses, including
pain and suffering, and that, furthermore, the system as currently structured is
a critical deterrent against provision of poor medical care.

There are both direct and indirect costs of the malpractice system. The
direct costs include payments made for economic, noneconomic and punitive
damages; and administrative expenditures for both sides of the dispute as
well as overhead costs. Mello et al., (2010) estimate this amounted to about
$10 billion in 2008, equal to about 0.4% of national health expenditures. Viewed
this way, it is difficult to contend that the malpractice insurance system is a
major factor in rising United States health-care costs. Nevertheless, there is
substantial variation across geographical areas. The U.S. General Accounting
Office (2003) reports that average premiums in 2002 for general surgeons
charged by the largest insurer in Florida were $175 000 per year compared to
just over $10 000 in Minnesota. Rodwin and colleagues calculate that for three
specialties with high malpractice premiums, these premiums constituted 10% of
total practice expenses in the most expensive region compared to only 5% in the
least expensive. As a percentage of total practice expenses, the share physicians
devoted to malpractice insurance premiums in high-cost specialties declined
from 11% to 7% between 1986 and 2000 (Rodwin, Chang & Clausen, 2006).

A number of studies have been conducted on the costs of defensive medicine,
which, nearly all analysts agree, are greater than the direct costs. However,
there is little agreement on how much greater the costs of defensive medicine
are. The most recent estimates, which include both hospital and physician costs,
are about $46 billion. When combined with the $10 billion in direct costs, the
total estimate of the cost of the system is $56 billion, which constituted 2.4%
of national health-care expenditures in 2008 (Mello et al., 2010).

Regardless of the costs of the malpractice system in general and defensive
medicine in particular, there are benefits that should be taken into account.
Firstly, providing compensation to someone who is injured can be viewed as
a benefit to society. Secondly, some of the additional tests that are conducted
provide information that would not be gathered otherwise. Moreover, part of
the motivation for additional tests might not be defensive medicine per se, but
rather, physician-payment systems that provide additional compensation for
ordering tests.

The ACA does not directly address the issues of medical malpractice. The
legislation provides demonstration grants for up to five years to states to test
alternatives to the current system. Indeed, states have been pivotal in enacting
reforms to the system. The most common ones relate to discouraging frivolous
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lawsuits and limiting the size of noneconomic damages (e.g. pain and suffering).
California’s law has received the most attention. Since 1974, the noneconomic
damages have been limited to $250 000. Currently, about two-thirds of states
have imposed some limit on damages that can be awarded (Kaplan, 2011). While
there seems to be general agreement that laws such as these reduce malpractice
insurance premiums, the reductions seem to be fairly modest. Thorpe (2004)
concluded that states with caps on damages have premiums that are 17% lower
than those without them.

Physicians in the United States are at considerable risk of being sued at
some point in their career. Even among physicians in low-risk specialties such
as psychiatry, 75% face a malpractice claim over their career. The figure for
high-risk specialties such as surgery is 99%. However, since most suits do not
end in an award, the chances of the insurer having to make a payment on behalf
of a physician over his or her career are lower: 19% in low-risk specialists and
71% in the high-risk areas. The average (mean) award has been calculated to be
about $275 000, and the median, about $110 000 (Jena et al., 2011).

It is generally agreed that the medical malpractice system does not operate
optimally. The Harvard Medical Practice Study found that only between
2% and 14% of instances of negligence in the hospital led to the filing of a
malpractice claim (and thus, even fewer are compensated) (Localio et al., 1991).
This is due to several factors, including: patients not recognizing that they were
the victims of negligence, not wanting to adversely affect their relationship with
their physician, and not wanting to deal with the legal system, and the reticence
of attorneys to take on cases where they believe the chances of victory are small
or the ultimate award will not be sufficient to compensate them for their efforts
(Localio et al., 1991). A newer study examined whether awards go to those who
were not harmed or in which there was no medical error. It estimated that 16%
of patients who filed claims but who were not injured received compensation,
and that 28% who were injured, but not due to negligence, also received
compensation. This was the exception, however, as 73% of those who were
the victims of negligence and filed a claim did receive compensation (Studdert
et al., 2006).

Moreover, most malpractice claims are abandoned before they are settled.
This is the case for a variety of reasons, including the acquisition of additional
information by plaintiffs or their attorneys that the case against the provider is
not as strong as originally thought. Nevertheless, substantial time and costs are
expended on the cases that are ultimately dropped (Golann, 2011).
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An idiosyncrasy with the malpractice system is that individuals who work
for self-insured firms — about 55% of employees (Pierron & Fronstin, 2008) —
are governed by federal government regulation as specified by ERISA rather
than the tort law specified by the state. These individuals have the right to sue
their doctors for negligence but they have very limited rights if the harm they
incurred was as a result of a provider or health plan not providing a service. In
such cases, those subject to ERISA can only be reimbursed for the cost of the
service that was denied. Thus, whether an American can receive compensation,
particularly for services not provided, depends on the nature of their employment
contract, which creates a substantial inequity (Korobkin, 2003).

Over the years a number of proposals have been put forward to reform
medical malpractice. Besides limiting total damages, these include caps in
attorney’s fees, which commonly are set at 33% of the total award. These
“contingency fees” encourage attorneys to take up lawsuits; supporters point
out that without them, many consumers would not be able to afford to hire
lawyers because they could not afford the hourly fees but opponents contend
that it encourages large numbers of sometimes frivolous cases.

2

Broader reforms have also been suggested. One example is “no-fault
insurance, where payments are made to patients who have experienced an
adverse medical event, but where negligence does not have to be proven. In
the United States, the Workers Compensation system offers an example. If an
employee is injured on the job, he or she can receive compensation irrespective
of whether the employer was at fault (Tappan, 2005). Variations of no-fault for
medical errors exist in Finland, New Zealand and Sweden.

Proponents argue that no-fault will allow more patients who experience
harm to be compensated and will reduce the considerable legal and overhead
costs associated with the current system. Opponents have brought up a number
of objections, including the difficulty in coming up with a compensation
schedule and that such a system may remove an important deterrent to the
provision of poor medical care (Roemer, 2007).

2.9.5 Patient participation

Consumer representation has proved difficult to harness effectively in the
health sector. Many providers, particularly physicians, remain sceptical about
the value of consumer participation in the health sector (Hurley et al., 2009).
In some cases, publicly solicited participation is not empowerment so much
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as pro forma involvement to legitimize organizations (Van de Bovenkamp &
Trappenburg, 2009). Consumers are represented but assigned formal roles in
established, public sponsored decision-making bodies.

Overall, patient participation exists at the national level but it is greater at the
state and local levels (Daw, Truong & Rosenau, 2011). The FDA is an exception
because it provides visible and effective opportunities for citizens to play a
strong role on national health policy-making. Consumers are active members
on most FDA advisory committees though they never constitute a majority,
nor do they serve as chair. They often have the right to vote, however. There
is little consumer activity in Medicare or Medicaid nor are there any top-level
consumer positions at the VHA. The ACA has included a consumer advisory
council for the new Independent Payment Advisory Board, the function of
which is to limit spending growth in the Medicare programme (Kaiser Family
Foundation, 2010a)

Some states encourage consumers to participate in newborn screening
advisory boards (Hiller, Landenburger & Natowicz, 1997). Consumers
participate in the national Bioethics Advisory Panels (President’s Council on
Bioethics, 2009). Under the terms of the United States Public Health Services
Act, active patients hold 51% of positions on the local governance boards of
Federally Qualified Health Centers. Consumer members have significant input
on issues related to access, utilization and community outreach (Daw, Truong
& Rosenau, 2011).

Consumers also participate as stakeholder advocates or interest groups
that lobby to influence policy, often on health-specific issues. These disease-
specific or illness-specific consumer groups are especially active in the United
States. For example, there are 141 patient advocacy groups on the topic of brain
tumours and 40 for melanoma. This amounts to one advocacy group for every
205 brain tumour patients. There is some evidence that such a proliferation of
advocacy groups is counterproductive as groups compete for the same resources
(Marcus, 2006). Many consumer-oriented advocacy groups have strong local
connections, such as the National Alliance on Mental Illness. Some specialize
narrowly while others, such as the American Association of Retired Persons
(AARP), advocate for a much broader range of issues.



3. Financing

States, private third party payer sources 40%, with the remaining 12%

being paid by individuals out of pocket. Even though the proportion
of public and private spending on health care is roughly comparable, only a
minority (30%) of the United States population is covered by the public financing
system — mainly through Medicare and Medicaid. Currently, the majority of
Americans (54%) receive their coverage from private health insurance, with
most privately insured individuals obtaining coverage through an employer.
Purchasers in the form of health maintenance organizations (HMOs, which
provide health-care services on a prepaid basis through a network of providers)
grew rapidly during the 1980s and early 1990s. Their market share has fallen
substantially since then, due to a backlash against the tight restrictions put on
patients, and preferred provider organizations (PPOs) have come to dominate
the private insurance market. These contract with a network of providers but
they tend to pay physicians on a fee-for-service basis, and make it easier to
seek care outside the network. In 2012, among insured employees, 56% were
in PPOs and only 25% in HMOs or similar plans.

P ublic sources constitute 48% of health-care expenditures in the United

One in six Americans is uninsured. Even among those with coverage, high
out-of-pocket costs can be a barrier to receiving timely care and medications;
one estimate is that medical costs are responsible for over 60% of personal
bankruptcies in the country. Out-of-pocket (OOP) payments (e.g. direct payment
by consumers for health services, coinsurance, co-payments, and deductible
amounts) per capita have increased substantially in real terms in recent years,
though because of the growth in overall health expenditure, the percentage that
OOP spending represents of total health expenditure has decreased. Increases
in real OOP spending over the last 40 years are not unique to the United
States, although the United States has consistently ranked near the top in OOP
spending among high-income countries.
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Payment for health services in the United States depends on the service
provided, the type of health provider making the service available, and the
funder, as well as the type of facility and geographical location where the
service is offered. Given this complexity, payment mechanisms for each type
of health service (e.g. inpatient hospital care, prescription drugs) vary widely
according to the payer involved.

3.1 Health expenditure

The United States spends far more money on health care than any other country
both on an absolute and a per capita basis. In 2011, total spending exceeded
$2.7 trillion (Centers for Medicare & Medicaid Services, 2012a). Table 3.1
shows United States trends in spending from 1970 to 2011. After adjusting
for inflation, real per capita expenditures increased by more than four-fold
over this period and represented 17.9% of GDP in 2011. While it is difficult to
anticipate how much spending will grow in future years, especially in light of
the recent system reforms, the United States government currently estimates
that by 2019 spending will rise to $4.5 trillion and comprise 19.3% of GDP
(Truffer et al., 2010).

Table 3.1
Trends in United States national health expenditures, selected years

1970 1980 1990 2000 2010 2011
Current ($B) 75 256 724 1377 2600 2700
Real (2010) ($B) 422 677 1208 1744 2600 2617
Current per capita 356 1110 2854 4878 8417 8680
Real (2010) per capita 2001 2937 4762 6177 8417 8414
Percent of GDP 72 9.2 12.5 13.8 17.9 17.9

Source: Centers for Medicare & Medicaid Services, 2012a.

Historically, national health expenditure growth has outpaced that of the
GDP (Fig. 3.1). Nevertheless, these growth rates have declined over the last
40 years. It is generally believed that the main factor for reduced growth rates
in the 1990s was the proliferation of restrictive managed care practices. It is less
clear why there has been a decline in the rate of growth since the mid-2000s.
Part of the reason is probably related to financial constraints: it is difficult to
afford sustained growth in health-care spending when the national economy
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is largely stagnant. This has been illustrated by the increased number of
uninsured persons, growth in premiums and cost-sharing requirements borne
by consumers, all of which quell service usage.

Fig. 3.1
Growth in national health expenditures, selected years
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Source: Centers for Medicare & Medicaid Services, 2012a.

The government sector has also experienced large increases in health
expenditures over the past 40 years. Compared to 1970, in 2008 the public
(federal, state and local) share of total national health expenditures increased
nearly 10 percentage points, from 37.5 to 47.3 (Table 3.2). Currently, about half
of each health-care dollar in the United States was paid for by the government —
a figure that would probably surprise those who think of the system as largely
a private one. Similarly, the proportion of all government spending accounted
for by health care has risen from 8.9% in 1970 to 20.7% in 2008. The share of
GDP represented by government spending on health care has almost tripled
since 1970. According to the 2011 United States Federal Budget, total spending
on Medicare and Medicaid exceeded both that of the Department of Defense
and Social Security, which provides retirement income to seniors (defined here
as those aged 65 and older) and disabled populations (Congressional Budget
Office, 2012a).
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Table 3.2
Government health expenditures, selected years

1970 1980 1990 2000 2005 2008
Percentage of total health 375 421 40.2 441 45.4 47.3
expenditures
Percentage of all government 8.9 11.6 14.5 19.0 21.2 20.7
expenditures
Percentage of GDP 2.7 3.8 49 6.0 741 7.7

Source: Centers for Medicare & Medicaid Services, 2012a.

The portion of health-care expenditures paid by the public sector in the
United States in 2010 was lower than the other high-income OECD countries
(Table 3.3). After the United States figure of 48.2%, the next smallest share was
for Korea at 58.2% in 2010. The 2010 OECD median was 75.6%. Conversely,
total United States health-care spending as a share of GDP has consistently
exceeded that of other OECD economies since 1970, and the gap is growing
(Table 3.4). In 2010, most European economies’ health-care spending accounted
for 9-11% of GDP and only a handful of OECD countries (Canada, France,
Germany, Netherlands and Switzerland) exceeded 11%, compared to nearly
18% in the United States.

Another issue is how growth in United States health-care spending compares
to other countries. Per capita health expenditures in the United States have
increased more than 20-fold over the past 40 years (measured in United States
PPP dollars) (Table 3.5). This increase, however, is equivalent to or below
increases experienced by Australia, France, Ireland, Norway, Spain and the
United Kingdom during the same period. Nonetheless, at $8233 per person in
2010, the United States still spends more than twice as much per capita than
the OECD median ($3309) and 53% more than the second highest country,
Norway ($5388).
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Table 3.3
Government health expenditures as a percentage of total national health expenditures,
OECD countries, selected years

1970 1980 1990 2000 2005 2006 2007 2008 2009 2010

Australia NA 62.6 66.2 66.8 66.9 66.6 67.5 67.9 68.5 NA
Austria 63.0 68.8 729 75.6 75.3 75.7 75.8 76.3 76.4 76.2
Belgium NA NA NA 74.6 75.8 73.6 73.2 74.7 76.1 75.6
Canada 69.9 75.6 74.5 70.4 70.2 69.8 70.2 70.5 70.9 711
Czech Republic 96.6 96.8 97.4 90.3 87.3 86.7 85.2 82.5 84.0 83.8
Denmark NA 87.8 82.7 83.9 84.5 84.6 84.4 84.7 85.0 85.1
Estonia NA NA NA 772 76.7 73.3 75.6 77.8 75.3 78.9
Finland 73.8 79.0 80.9 7.3 75.4 74.8 74.4 74.5 75.2 745
France 75.5 80.1 76.6 79.4 78.8 78.7 78.3 76.7 76.9 77.0
Germany 72.8 78.7 76.2 79.5 76.6 76.5 76.4 76.6 76.9 76.8
Greece 42.6 55.6 53.7 60.0 60.1 62.0 60.3 59.9 617 59.4
Hungary NA NA NA 70.7 70.0 69.8 67.3 671 65.7 64.8
Iceland 66.2 88.2 86.6 81.1 81.4 82.0 82.5 82.6 82.0 80.4
Ireland 81.7 82.0 7 751 75.9 75.1 75.5 751 72.0 69.5
Israel NA NA NA 62.6 59.3 59.8 59.0 59.5 60.5 NA
Italy NA NA 79.5 725 76.2 76.6 76.6 78.9 79.6 79.6
Japan 69.8 71.3 776 80.8 81.6 79.4 80.4 80.8 80.5 NA
Korea NA 216 38.4 48.6 52.9 55.3 55.8 55.9 58.2 58.2
Luxembourg 88.9 92.8 93.1 85.1 84.9 85.1 841 841 84.0 NA
Netherlands NA 73.2 7.2 66.4 65.8 82.4 84.1 84.8 85.4 85.7
New Zealand 80.3 88.0 82.4 78.0 79.7 80.1 824 82.8 83.0 83.2
Norway 91.6 85.1 82.8 82.5 83.5 83.8 84.1 84.4 84.6 85.5
Poland NA NA 917 70.0 69.3 69.9 70.4 71.8 716 7
Portugal 59.0 64.3 65.5 66.6 68.0 67.0 66.7 65.3 66.5 65.8
Slovak Republic NA NA NA 89.4 74.4 68.3 66.8 67.8 65.7 64.5
Slovenia NA NA NA 74.0 727 72.3 71.8 73.9 732 72.8
Spain 65.4 79.9 787 71.6 71.0 71.6 71.9 73.2 74.7 74.2
Sweden 86.0 92.5 89.9 84.9 81.2 81.1 81.4 81.5 81.5 81.0
Switzerland NA NA 52.4 55.4 59.5 59.1 59.1 65.2 65.5 65.2
United Kingdom 87.0 89.4 83.6 78.8 81.7 81.3 81.2 82.5 83.4 83.2
United States 36.1 41.0 394 43.0 44.2 45.0 45.2 46.0 47.3 48.2
0ECD median 73.3 79.5 71.6 74.6 75.4 74.8 75.5 751 75.3 75.6

Source: OECD, 2012.
Note: NA means the data were not available from the OECD.
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Table 3.4
Health expenditures as a percentage of GDP, OECD countries, selected years

1970 1980 1990 2000 2005 2006 2007 2008 2009 2010

Australia NA 6.1 6.7 8.0 8.4 8.5 8.5 8.7 9.1 NA
Austria 5.2 74 8.4 10.0 10.4 10.2 10.3 10.5 11.2 11.0
Belgium 3.9 6.3 72 8.1 101 9.6 9.6 10.0 10.7 10.5
Canada 6.9 7.0 8.9 8.8 9.8 10.0 10.0 10.3 11.4 114
Czech Republic NA NA 45 6.3 6.9 6.7 6.5 6.8 8.0 75
Denmark NA 8.9 8.3 8.7 9.8 9.9 10.0 10.2 11.5 111
Estonia NA NA NA 5.3 5.0 5.0 5.2 6.0 7.0 6.3
Finland 5.5 6.3 7.7 72 8.4 8.3 8.0 8.3 9.2 8.9
France 5.4 7.0 8.4 10.1 11.2 1.1 111 11.0 1.7 11.6
Germany 6.0 8.4 8.3 10.4 10.8 10.6 10.5 10.7 1.7 11.6
Greece 5.5 5.9 6.7 8.0 9.7 9.7 9.8 10.1 10.6 10.2
Hungary NA NA NA 7.2 8.4 8.3 7.7 7.5 7.7 7.8
Iceland 47 6.3 78 9.5 9.4 9.1 9.1 9.1 9.6 9.3
Ireland 5.0 8.2 6.0 6.1 7.6 7.6 7.8 8.9 9.9 9.2
Israel NA 7.7 71 75 7.8 75 75 76 75 NA
Italy NA NA 77 8.0 8.9 9.0 8.6 8.9 9.3 9.3
Japan 4.4 6.4 5.8 7.6 8.2 8.2 8.2 8.6 9.5 NA
Korea NA 3.7 4.0 45 5.7 6.0 6.3 6.5 6.9 71
Luxembourg 3.1 5.2 5.4 75 79 7 71 6.8 79 NA
Netherlands NA 74 8.0 8.0 9.8 9.7 10.8 11.0 11.9 12.0
New Zealand 5.2 5.8 6.8 7.6 8.4 8.8 8.5 9.3 10.0 10.1
Norway 4.4 7.0 7.6 8.4 9.0 8.6 8.7 8.6 9.8 9.4
Poland NA NA 48 55 6.2 6.2 6.3 6.9 72 70
Portugal 2.4 5.1 5.7 9.3 10.4 10.0 10.0 10.2 10.8 10.7
Slovak Republic NA NA NA 55 7.0 7.3 7.8 8.0 9.2 9.0
Slovenia NA NA NA 8.3 8.3 8.3 7.8 8.3 9.3 9.0
Spain 3.5 5.3 6.5 72 8.3 8.4 8.5 8.9 9.6 9.6
Sweden 6.8 8.9 8.2 8.2 9.1 8.9 8.9 9.2 9.9 9.6
Switzerland 5.5 74 8.2 10.2 1.2 10.8 10.6 10.7 11.4 1.4
United Kingdom 45 5.6 5.9 7.0 8.2 8.5 8.5 8.8 9.8 9.6
United States 71 9.0 12.4 13.7 15.8 15.9 16.2 16.6 177 17.6
0ECD median 5.2 6.7 7.2 8.0 8.4 8.6 8.5 8.9 9.8 9.6

Source: OECD, 2012.
Note: NA means the data were not available from the OECD.

Table 3.6 shows how health dollars are spent in the United States. Over the
past 40 years, the share spent on hospitals has declined from 36% in 1970 to
32% in 2011. The shares of the total accounted for by other professional and
personal health care, nursing home and home health care, prescription drugs,
and administration have increased. Conversely, the shares accounted for by
dental services, other medical products, government public health activities and
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investment have fallen. In 2011, hospital care (32%) and physician and clinical
services (20%) accounted for the majority of all health-care spending in the
United States, with prescription drugs ranked third at 10%, and nursing home
and home health care next at 8%.

Table 3.5
National health expenditures per capita (US$ PPP), OECD countries, selected years

1970 1980 1990 2000 2005 2006 2007 2008 2009 2010

Australia NA 633 1195 2267 2980 3164 3351 3452 3670 NA
Austria 196 785 1639 2898 3503 3738 3907 4173 4346 4395
Belgium 149 642 1355 2246 3247 3278 3423 3698 391 3969
Canada 294 777 1735 2519 3448 3674 3850 4002 4317 4445
Czech Republic NA NA 560 982 1475 1557 1659 1765 2048 1884
Denmark NA 893 1542 2507 3243 3577 3767 4056 4385 4464
Estonia NA NA NA 523 831 962 1114 1337 1385 1294
Finland 181 565 1363 1854 2589 2766 2909 3162 3271 3251
France 194 667 1444 2545 3294 3484 3667 3750 3930 3974
Germany 269 977 1798 2678 3362 3567 3722 3967 4225 4338
Greece 160 490 846 1451 2353 2610 2723 2998 3106 2914
Hungary NA NA NA 853 1434 1511 1453 1525 1559 1601
Iceland 175 753 1664 2741 3304 3271 3379 3606 3539 3309
Ireland 116 510 788 1762 2956 3217 3533 3806 3944 3718
Israel NA 610 1027 1766 1829 1873 1994 2100 2071 NA
Italy NA NA 1357 2064 2516 2727 2769 2967 3005 2964
Japan 140 541 1115 1974 2491 2607 2746 2878 3035 NA
Korea NA 89 325 771 1291 1466 1645 1724 1864 2035
Luxembourg NA NA NA 3269 4152 4606 4493 4445 4786 NA
Netherlands NA 733 1414 2340 3450 3702 4410 4729 4886 5056
New Zealand 211 490 985 1607 2124 2388 2447 2697 2923 3022
Norway 143 666 1367 3043 4301 4612 4884 5246 5348 5388
Poland NA NA 288 581 857 935 1061 1241 1365 1389
Portugal 48 277 628 1655 2212 2304 2419 2549 2697 2728
Slovak Republic NA NA NA 605 1140 1351 1619 1862 2066 2096
Slovenia NA NA NA 1451 1960 2106 2142 2416 2524 2429
Spain 95 363 871 1538 2274 2553 2739 2966 3097 3056
Sweden 311 943 1594 2287 2963 3195 3431 3656 3711 3758
Switzerland 351 1033 2030 3222 4015 4252 4570 4933 5135 5270
United Kingdom 159 466 960 1834 2700 2961 3030 3143 3379 3433
United States 356 1102 2851 4791 6728 7107 7483 7761 7990 8233
OECD median 178 642 1356 1974 2700 2961 3030 3162 3379 3309

Source: OECD, 2012.
Note: NA means the data were not available from the OECD.
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Table 3.6
Distribution of health expenditures and type of expenditure (%), selected years

1970 1980 1990 2000 2010 2011
Hospital care 36 39 35 30 31 32
Physician and clinical services 19 19 22 21 20 20
Other professional and 1 1 2 3 3 3
personal health-care services
Dental services 6 5 4 5 4 4
Nursing home and home 6 7 8 9 8 8
health care
Prescription drugs 7 5 6 9 10 10
Other medical products 6 5 5 4 3 3
Government administration 1 1 1 1 1 1
Net cost of health insurance 3 4 4 5 6 6
Government public 2 3 3 3 3 3
health activities
Investment 10 8 7 6 6 6

Source: Centers for Medicare & Medicaid Services, 2012a.

From 1996 to 2007 (years chosen because of availability of data) a number
of changes occurred in the distribution of national health-care expenditures
by health condition and service (Table 3.7). For example, in 1996, the largest
share of expenditures went to treating heart conditions ($58 billion). The
majority (65%) of this care occurred in the inpatient setting. By 2007, however,
expenditures on treating heart conditions ($82 billion) were surpassed by cancer
($98 billion) and trauma-related disorders ($83 billion), even though, as noted
in section 1.4, heart disease remained the leading cause of death in the United
States. With regard to cancer care in 2007, more was spent on treatment in
outpatient (45%) than inpatient (42%) settings. This is a common trend across
conditions, where a larger share of expenditures is moving from inpatient care
to outpatient care and prescriptions drugs.
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Table 3.7
National health expenditures by condition and service, selected years
1996 2007

g _ - g _ -
Condition & & = & & E  Ccondition S 35 = 8 & E
Heart conditions 580 14 65 2 7 12 Cancer 979 45 42 1 10 3
Cancer 377 28 62 0 4 5 Trauma-related 832 38 45 12 2 4
Trauma-related 371 39 37 15 2 6 Heart conditions 822 17 61 5 10 8
COPD, asthma 28.6 24 44 3 20 9 Mental disorders 614 22 17 2 43 17
Mental disorders 282 29 29 1 18 23 COPD, asthma 511 21 32 4 38 6
Normal birth 220 24 74 2 1 0 Diabetes mellitus 412 24 19 1 47 9
Arthritis and related 18.3 32 32 2 13 22 Hypertension 407 24 15 2 50 9
Hypertension 173 21 14 1 48 16 Arthritis and related 40.2 42 26 1 10 3
Diabetes mellitus 141 26 22 1 23 27 Normal birth 334 28 69 2 2 4
Cerebrovascular 12.6 5 67 1 3 24 Hyperlipidaemia 315 23 3 0 10 8

disease

Source: Medical Expenditure Panel Survey, 2012.
Notes: $B, US$ billions; OP, outpatient; IP, inpatient; ED, emergency department; Rx, prescription drugs; HH, home health.

In addition to variation in spending by condition and type of service, the
United States has wide variations in health-care spending by state (Fig. 3.2).
In 2009, per capita spending on health care ranged from about $5000 in Utah
to over $9000 in Massachusetts and more than $10 000 in the District of
Columbia. Many of the highest spending states were located in the Northeastern
United States while the two most populous states, California and Texas, were
near the bottom of the distribution.
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Fig. 3.2

United States of America

Variation among states in the United States in health-care spending per capita, 2009
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There has been a great deal of research on geographical differences in United
States spending and much debate about whether higher spending is correlated
with better outcomes and health-care processes. A study by Fisher et al. (2009)
relating regional differences in Medicare spending and the content, quality and
outcomes of health care found higher spending regions had, not surprisingly, a

larger supply of medical resources (e.g. physicians, hospital beds) (Table 3.8).

In addition, however, higher spending regions also had higher mortality rates
following acute myocardial infarctions, hip fractures and colorectal cancer
diagnosis. Finally, both patients and doctors were more likely to perceive the
quality of care as worse in higher spending regions. Others disagree with this
conclusion, however. Cooper (2008) uses data on total spending rather than
Medicare spending and concludes that there is a positive correlation between
quality and total state spending on health care. These issues are explored further
in Chapters 5 and 7.

Table 3.8
Relationship between regional differences in spending and the content, quality and
outcomes of care

Compared to lower spending regions?, higher spending regions have:
32% higher per capita supply of hospital beds®

Health-care resources:

31% higher per capita supply of physicians®
65% higher per capita supply of medical specialists®

Technical quality: Worse adherence to evidence-based care guidelines ¢

Health outcomes: Higher mortality following:

- Acute myocardial infarction
- Hip fracture
- Colorectal cancer diagnosis®

More likely to report:
- Poor communication among physicians®
- Inadequate continuity with patients®

Greater difficulty obtaining inpatient admissions

Greater difficulty referring to high-quality specialists ®

Worse access to care

Greater waiting times ¢

No difference in patient-reported satisfaction with ambulatory caref

Physician perceptions of quality:

Patient-reported quality of care:

« Worse inpatient experiences9

Source: Fisher et al., 2009.

Notes: ?High- and low-spending regions were defined as the United States hospital referral regions in the highest and lowest quintiles
of per capita Medicare spending as in Fisher et al., 2003; ° Fisher et al., 2003a; ° Baicker & Chandra, 2004; 9 Fisher et al., 2003b;
eFowler et al., 2008; f Sirovich et al., 2006; 9 Wennberg et al., 2009.
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3.2 Sources of revenue, financing and financial flows

3.2.1 Overview of sources of revenue

The sources of revenue in the United States health-care system have changed
considerably over the past 40 years. In 1970, 40% of funding was from
OOP payments but that has fallen dramatically to 14% in 2011 (Table 3.9).
There has been a concurrent growth in the portion paid by most of the other
sources: private health insurance, Medicare, Medicaid, and other government
programmes including CHIP! (in 2011 35%, 23%, 16%, and 4% respectively).
When combined, federal, state and local governments provided 45% of national
health-care expenditures in 2011, with the remainder paid for by businesses,
households and other private revenues (CMS, 2012). The actual amount allocated
to public coverage programmes in the United States is determined through the
general budgetary process that begins early each fiscal year (see Box 3.1).

Table 3.9
Distribution of health expenditures by source of revenue (%), selected years

1970 1980 1990 2000 2010 2011
0O0P payments 40 27 23 17 14 14
Private health insurance 22 28 33 35 35 35
Medicare 12 17 17 19 22 23
Medicaid 8 1 1 16 17 16
Other government 5 4 3 3 4 4
programmes?
Other third party payers® 14 12 12 10 9 8

Source: Centers for Medicare & Medicaid Services, 2012a.

Notes:?Includes CHIP or Children’s Health Insurance Program (a U.S. Department of Health and Human Services programme that
provides matching funds to states for health insurance to families with children), Department of Defense and Department of Veterans
Affairs; ® Includes worksite health care, other private revenues, Indian Health Service, workers’ compensation, general assistance,
maternal and child health, vocational rehabilitation, other federal programmes, Substance Abuse and Mental Health Services
Administration, other state and local programmes, and school health.

! CHIP is a joint-federal state initiative that finances health insurance to low-income families with children.
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Box 3.1
Overview of the federal government budgeting process

The actual amount allocated to public coverage programmes in the United States is
determined through the general budgetary process that begins early each fiscal year

when the President sends a proposed budget to Congress for consideration with detailed
recommendations for health-care programmes that involve federal government spending.
The President’s proposed budget is prepared over many months with input and assistance
from several administrative agencies within the Executive Office of the President such

as the Office of Management and Budget (OMB), the Government Accountability Office
(GAO), and the United States Treasury Department. Each federal executive department and
independent agency has input into the President’s budget request to Congress, including those
involving the pooling of public funds for health care. The President’s request to Congress is
for the subsequent fiscal year. The budget reflects the current president’s fiscal policy and is
influenced by desired level of spending, assumptions about revenues and goals for the deficit.

Congressional budget committees in the House and Senate each propose budget resolutions
in response to the President’s proposed budget. Each chamber passes a budget appropriations
bills. The two chambers reconcile differences between House and Senate bills and vote on
them. The appropriations bill (budget) is then sent to the President for signature. A President
may veto the appropriations bill in which case the Congress may override the veto with a
2/3rd vote in each chamber or modify it so as to obtain the President’s approval. Congress
almost always votes for different appropriations than the President’s requested allocations for
Medicare, Medicaid, the VA and other public health-care programmes. It does so within the
Congressional budgetary process that includes a complex set of rules and laws that govern
Congressional action on the budget. This makes for a process that is informed by careful
study within House and Senate budgetary and appropriations committees and subcommittees.
Congress also relies heavily on information generated by expert agencies within and

outside government.

Despite the expertise and objective data available to Congress, the budgetary and
appropriations process is generally conflict ridden, reflecting political divisions within the
Congress. Congress sometimes combines the various appropriations bills generated by the
Congressional budgetary process into an omnibus reconciliation bill. Reconciliation bills are
“utilized when Congress issues directives to legislate policy changes in mandatory spending
(entitlements) or revenue programs (tax laws) to achieve the goals in spending and revenue
contemplated by the budget resolution” (U.S. Department of State, 2011).

In the Senate the reconciliation procedure is designed to avoid the filibuster process.
Reconciliation bills usually condense especially contentious or controversial budget measures
proposed by various legislative committees into one piece of legislation. Much health-care
legislation, and changes to existing health-care programmes, has been included in these
reconciliation bills in the last few decades.

Significantly, the reconciliation process was instrumental in the Obama Administration’s
getting the ACA passed by Congress. With the death of Democratic Senator Edward Kennedy
and his replacement by a Republican, the Democrats no longer had the 60 votes that were
needed to stop a filibuster. Since reconciliation only requires a majority, most of the key
elements of the legislation were approved through this process. This is further discussed

in Chapter 6.
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While OOP payments have fallen as a percentage of the total, real OOP
spending has actually risen considerably. This is because the size of the health-
care system has grown so fast. In 1970, current per capita OOP costs were
approximately $117. In 2008, they had risen to $922, or by almost eight-fold.? In
contrast, the consumer price index over this same period grew by only 5.2-fold.

3.2.2 Financing and financial flows

Financing in the United States health-care system originates from employers,
employees and individuals. From them, financing flows to private insurers and
health plans (see Box 3.2 for definitions of insurers and health plans), as well
as to state and federal governments. Private and public purchasers then transfer
dollars to providers through a variety of payment mechanisms. Fig. 3.3 depicts
financial flows in the United States health-care system.

Beginning with the left-hand side of Fig. 3.3, employers, employees,
individuals and charities pay into the health-care system through various taxes,
premiums and other OOP expenses, and donations. Health-care financing by
employers includes payments in the form of corporate taxes to general federal
and state revenue funds. Corporate tax rates are progressive, varying from
15% at the lowest levels of corporate income up to 35%. Firms also contribute
to private health insurance by paying all or part of employee health insurance
premiums. Both employers and employees contribute equally through a
mandatory payroll tax to fund the Hospital Insurance part of Medicare (Part A).
In 2011 employers and employees each paid 1.45% of an employee’s income.
The ACA increases this contribution for wealthy individuals (see section 3.3.2).
The self-employed are responsible for the entire 2.9% share of the Medicare
payroll tax.

2 This was calculated by taking per capita health expenditures in 1970 and 2006 ($356 and $7681, respectively) and
multiplying them by the proportion paid out of pocket (33% and 12%).
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Fig. 3.3
Financial flows
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Employed persons and their families contribute to private employer-
sponsored insurance through premiums and cost sharing. Individuals may also
purchase non-group coverage outside the employment market. In addition to
payroll taxes, individuals contribute to general federal and state revenue funds
to finance public health-care coverage through income, sales and (sometimes)
property taxes. Federal tax rates on individuals and families are progressive,
ranging from 10% to 35% of taxable earnings. State income tax rates vary
considerably across the United States. Seven of the fifty states levy no income
tax, and two states tax only dividend and interest income. Several states have
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Box 3.2
Insurers and health plans

In the United States, the terms “health insurers” and “health plans” are often used
synonymously. In keeping with that, this review uses the terms interchangeably. While the
term “health insurer” is generally well understood as a public or private organization that
provides protection against health-care costs in return for a premium (or some other criterion
determining eligibility such as income and assets in the Medicaid programme), the term
“health plan” is used much more broadly.

To illustrate, the United States Code of Federal Regulations (Section 160.103) lists 17 different
entities that, either individually or in combination, constitute “health plans”. These include:
health insurers, employer-group products, HMOs, Medicare FFS, Medicare Advantage

(Part C), Medicaid, state Children’s Health Insurance Programs, an issuer of Medicare
supplemental insurance or long-term care, the programmes providing for activity military
personnel, veterans and Native Americans, the Federal Employees Health Benefits Program,
high-risk pools established by states, or “any other individual or group plan, or combination
of individual or group plans, that provides or pays for the cost of medical care”. Thus, the
exact entity to which the term “health plan” refers can be understood only in context.

The ambiguity of the term may date back to the growth of managed care around the 1990s.
Previously, it was probably accurate to refer to managed care companies as either being HMOs
or PPOs. Eventually, though, these organizations began to offer a choice of several distinct
products that could include both financing and delivery of care: HMOs, PPOs, POS plans,

and later on high-deductible plans, some of which include tax-advantaged savings vehicles.
Some of these companies still continued to offer traditional health insurance products. The
term “health plan” is therefore often used to denote the companies that offer a large array of
financing and delivery products. The five largest private health plans in the United States

are United Healthcare, Wellpoint, Kaiser, Aetna and Humana.

Most health plans offer a variety of different coverage arrangements. These “products”

or “policies” are also referred to as “plans”. Again, the terms are often used interchangeably.
The clearest way to denote these might be to call the different arrangements (e.g. HMO, PPO,
high-deductible plan) “products”, and the contract or agreement between the organization

and the individual as “policies”, but in common parlance they are frequently called “plans”.
For example, Wellpoint offers a variety of products to employers, one or more of which are
PPOs. A person who works for the employer and who chooses one of the PPO products would
be said to have health insurance coverage with Wellpoint. That is, Wellpoint is their health
insurer or health plan. The person could also be said to have a PPO health plan.

flat income tax rates while others, such as California, similar to the federal
government, tax the wealthier more (the rate for the wealthiest Californians
is 9.55%). Furthermore, some cities, such as New York City, also levy income
taxes. Similarly, sales taxes, which are levied by states, also vary, with five
states having no sales taxes and the remainder having rates varying from 2.9%
to 8.25%. Some states exempt food or other necessities from sales taxes. There
is no value added tax (VAT) in the United States, and proposals to enact a VAT
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have never been seriously considered by Congress. Property taxes, the rates
of which also vary across the country (and average about 1% of home value),
are generally collected on a sub-state (county) basis and are used to fund local
programmes, which include safety-net health-care services. The wide variation
in public financing for coverage programmes between states contributes to the
discrepancy in populations and services covered by state-sponsored and state—
federal-sponsored public programmes, particularly Medicaid (see section 3.4).

Care for low-income and uninsured individuals is financed through a
variety of mechanisms. Private charities, with monies from donations and
endowments, assist individuals without health insurance and some special
needs populations to purchase health-care services. As discussed further in
Chapter 5, health services for the uninsured are often provided by a safety-
net system of public and community clinics, as well as by hospitals and
physicians. Some funding comes from general tax revenues but in many cases
the care received is uncompensated and therefore is borne by providers. It is
estimated that of the $57 billion in uncompensated care expenditures, hospitals
contribute 61%, and physicians 14%, with the remainder coming from a variety
of community organizations (Kaiser Family Foundation, 2011f). Patients can
also pay for services directly (e.g. self-pay or uninsured) or may be insured but
have co-payments to make at the time services are received.

Revenues from the sources described above are paid to federal and state
government, insurers and health plans, or directly to providers. Payroll taxes
flow to the Hospital Insurance Fund at the federal level. Revenue from this
fund finances Medicare Part A, and the Part A component (mainly hospital
care) of Part C coverage. Federal general revenue funds allocate dollars to
Medicare (Parts B, C and D) and both federal and state general revenues are
used to fund Medicaid programmes or other federal, state and local health
agencies. Revenues from Medicare, Medicaid and insurers and health plans are
transferred to providers through a variety of payment mechanisms. Payments
from Medicare and Medicaid are made directly to providers or indirectly
through insurers and health plans that provide managed care coverage to
beneficiaries (e.g. Medicaid managed care organizations or Part C Medicare
Advantage plans). The following paragraphs briefly describe the payment
mechanisms by which revenues are transferred to providers (more detail on
provider payments is provided in section 3.7).

Medicare Part B insurance pays primary care physicians and specialists on a
fee-for-service (FFS), or retrospective, basis using a predetermined fee schedule.
Conversely, Medicare hospital payments (Part A) are prospective and based on
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DRGs. Medicare Part D subsidizes premiums for prescription drug coverage
provided by private insurance organizations. Each of the private prescription
drug plans establishes its own formularies determining which drugs will be
paid for by the plans, subject to certain Medicare restrictions.

Depending on the state Medicaid programme, Medicaid may pay primary
care doctors and specialists directly on a FFS basis. Alternatively, Medicaid
may pay private managed care organizations (MCOs) a capitated rate and the
MCOs then pay primary care doctors and specialists on either a capitated or
FFS basis. Medicaid payments for hospital services vary by state and fall into
three groups: DRGs, per diem and cost reimbursement (CR). Hospitals serving
a large proportion of Medicaid and uninsured patients can be designated as
disproportionate share hospitals (DSHs) and receive additional payments from
states. Under the ACA, DSH allotments to states will be reduced beginning
in 2014. Medicaid pays for prescription drugs based on negotiated discounts.
Among the services falling under “other providers”, Medicaid is the primary
source of funding for long-term care services, paying for more than 40% of all
long-term care (Kaiser Family Foundation, 2011b).

Insurers and health plans transfer payments to primary care physicians
and specialists on a FFS, capitated or salary basis. Hospital services are paid
for by insurers and health plans using primarily per diem payments typically
negotiated between each hospital and insurer on an annual basis. Similar to
private health plans in Medicare Part D, insurers and health plans pay for
prescription drugs based on formularies. Subsequent sections in this chapter
provide greater depth on the sources of revenue in the United States health-care
system, financing as it relates to Medicare, Medicaid and private insurers, the
scope of OOP costs, and payment mechanisms to providers.

3.3 Medicare

The next three sections discuss the major sources of coverage in the United
States. Table 3.10 presents a summary of the sources of health-care coverage
in the United States, how they are financed, who is eligible, and the breadth,
depth and scope of coverage as of 2010 for comparison. Unlike citizens in
other high-income countries, only a minority of the United States population
is covered by the public financing system (30%) — mainly through Medicare
(seniors and the disabled) and Medicaid (poor and near-poor); the latter is
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discussed in section 3.4. Rather, a majority of the population receives their
coverage from private health insurance (54%) and most of them obtain it
through an employer. The remaining 16% of the population is uninsured.

Table 3.10

Major sources of health coverage in the United States in 2010

Source Financing Eligibility Scope of coverage Number (%) covered
Medicare
Part A Employer and 65 and older, Hospital 38 million in Part A or C
employee payroll disabled, renal failure (12%)
tax-1.45% each
Part B Premiums and federal Physician services 95% of Medicare
general revenues enrollees
Part C Not financed separately Hospital and 25% of Medicare
but a private insurance physician services enrollees
vehicle for other parts
Optional: prescription
drugs, vision, hearing,
dental
PartD Premiums, federal Prescription drugs 60% of Medicare
general revenues, state enrollees
general revenues for
dual eligibles
Medicaid Federal-state matching Varies by state but Generally - hospital, 48 million (16%)
using general revenues broadly, pregnant physician, long-term
from each women and children care
6 years or younger at
or below 133% FPL, Varies by state -
children 6-18 years dental, vision,
up to 100% FPL, and prescription drugs
low-income disabled,
seniors, and parents of
dependent children
Other public Includes Veterans Mostly veterans (VA) Hospital, physician 4 million (1%)
sources Affairs, TriCare, funded and active duty military services, prescription

by general federal
revenues

and their families
(TriCare)

drugs, vision, hearing,
dental

Private insurance

Employer Employer and Varies by firm size, Hospital, physician 150 million (49%)
sponsored employee premiums type of position, tenure services, prescription
with employer, spouse  drugs, vision, hearing,
or child of someone dental
covered
Individual Premiums None Hospital, physician 15 million (5%)
services, prescription
drugs, vision, hearing,
dental
Uninsured Self-pay, charity care None None 50 million (16%)

Source: Kaiser Family Foundation, 2013a.
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It is noteworthy, however, that the recent United States reforms are likely to
expand both the public and private sectors as the number of uninsured persons
declines. More uninsured poor and near-poor individuals and families will
receive Medicaid coverage in some states, and many others who are uninsured,
whose incomes are too high to qualify for Medicaid, will receive subsidies that
will be used to purchase private health insurance after 2014. Before discussing
these types of coverage, however, the Medicare programme is described.

3.3.1 Coverage

Breadth of coverage

The Medicare programme provides health insurance coverage to nearly all
Americans aged 65 and older, as well as to many disabled Americans — those
who have received federal disability payments for two or more years as well
as people with end-stage renal disease. Medicare is divided into four parts,
labelled Parts A, B, C and D.

* Part A, Hospital Coverage, includes not only hospital care, but also some
post-acute nursing home, home health and hospice care. Individuals and
their spouses aged 65 and older who worked for at least 10 years during
which time they contributed federal payroll taxes that supported both
Social Security (the United States statutory retirement pension system)
and Medicare are entitled to Part A coverage. In 2008, 44.9 million people
were enrolled (U.S. Department of Health and Human Services, 2010c,
Table 142).

*  Part B, Supplemental Medical Insurance, is a voluntary programme
with essentially the same eligibility requirements as Part A. It covers
physicians’ services (both inpatient and outpatient); outpatient care;
medical equipment, tests and X-rays; home health care; some preventive
care; and a variety of other medical services. Despite its voluntary nature,
about 95% of those eligible enrol in it because it is heavily subsidized, as
discussed in section 3.3.2.

*  Part C, Medicare Advantage, is an alternative to Parts A and B.
Enrolment is voluntary. It provides coverage for the same services
and, at the discretion of the organization offering coverage, sometimes
additional benefits such as vision, hearing and/or dental care. One of the
main differences between Part C and the preceding two parts, which are
sometimes called “traditional Medicare”, is that Part C coverage is offered
through private organizations (e.g. insurers and HMOs). Put another way,
when a beneficiary receives a service under Part A or B, the Medicare



Health systems in transition United States of America 111

programme pays the provider directly for services (though payments

are processed through private organizations called “intermediaries”

and “carriers”). In contrast, under Part C, Medicare pays the Medicare
Advantage plan a fixed amount of money per month for each enrollee
based on the characteristics (e.g. demographics, medical diagnoses) of
the particular enrollees in the plan. (The formula is a complicated one
that has been revised several times over the years.) Enrollees sometimes
also pay a premium to the Part C health plan depending on the size of the
plan’s bid for providing services. Research has shown that historically,
Part C plans have been paid more than their costs (Congressional Budget
Office, 2007). As a result, the ACA substantially reduces Part C payment
rates. The organization, in turn, is responsible for providing or paying
for the service, enjoying part of the financial gain from excess revenues
and being at risk of financial loss for shortfalls. A second difference is
that Medicare Advantage plans tend to cover beneficiaries living in a
defined geographical area, covering one or more counties (a subdivision
of a state). Thirdly, plans compete with each other in part on the basis of
premiums. That is, rather than everyone paying the same premium, as
they do under Part B, in Part C each plan sets its own premium, which
will depend not only on the costs of providing required services but also
whether additional benefits are offered. Premiums are paid direct to health
plans. Fourthly, as noted, most Medicare Advantage plans offer coverage
for some types of services not covered by Parts A and B, such as vision,
hearing or dental care.

The exact nature of the benefits under Part C depends on the type of
health plan in which a beneficiary enrolls. HMOs are the most common,
followed by PPOs and private FFS plans. The last of these is different
from the others in various ways: enrollees are generally not limited to a
particular network or providers; providers can charge more, meaning that
OOP expenses can be higher than with other Part C plans such as HMOs;
and physicians typically are paid on a FFS basis. The law allowing for
private FFS plans was established by Congress in 1997 as an option for
beneficiaries who did not want to be subject to utilization management
techniques typically used by managed care plans (Miller, 2007).

In 2010 24% of Medicare beneficiaries were enrolled in Medicare
Advantage plans, a doubling of the rate from just five years before (Kaiser
Family Foundation, 2010b). The remaining 76% remained in “traditional
Medicare”. The most common explanation for the growth in Part C
enrolment is that as payments by CMS (which, as noted, are based on
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a formula) began to exceed the costs of plans, the plans were able to offer
additional benefits and have had an incentive to market intensively. The
ACA reduces payments to Medicare Advantage plans, which could result
in increased beneficiary premiums or a reduction in additional services
offered. These reduced payments will be phased in over six years starting
in 2011. The Congressional Budget Office estimates that the payment
reductions will reduce Medicare Advantage enrolment by 35% over what
it otherwise would have been in 2019 (Congressional Research Service,
2010). However, in the first year of the cuts, the exact opposite happened -
premiums were lower and enrolment increased by 10% to 27 million
(Kaiser Family Foundation, 2012a).

*  Part D, Prescription Drug Coverage, began in 2006 and is also voluntary.

Prior to that, Medicare did not provide coverage for prescription drugs
received outside hospital. Similar to Part C, Part D benefits are provided
through private organizations (usually insurers, HMOs or PPOs). In
2010, there were over 40 choices among Part D plans in each state — in
addition to dozens of Medicare Advantage plans providing drug coverage
in many urban areas. Also as with Part C, premiums and benefits vary by
plan, with competition occurring based not only on premium differences,
but also on differences in benefits and, in particular, the drugs that are
included on a plan’s formulary that are listed as “preferred” drugs and
which therefore are subject to lower patient co-payments.

About 60% of Medicare beneficiaries are covered under Part D — about
two-thirds from “stand-alone” plans that provide coverage only for prescription
drugs, and the remaining one-third from the drug benefits provided through
Medicare Advantage plans. Most other beneficiaries have drug coverage from
another source, such as coverage from a former employer, but 10% do not have
any drug coverage (Kaiser Family Foundation, 2010e).

Scope of coverage

In general, Medicare covers most medically necessary services as determined
by providers. Unlike many private health insurance plans, pre-authorization
is not required for hospitalizations. With the onset of coverage of outpatient
prescription drugs in 2006, and the gradual increase in coverage for preventive
services in recent years (and which is being expanded through the ACA), the
main services not covered are extended long-term care and dental care. There
are a few other explicit exclusions: cosmetic surgery, acupuncture, hearing aids,
and, except in limited circumstances, glasses. Some of these services, however,
are covered under selected Medicare Advantage plans.
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The largest of these excluded services is extended long-term care. Precisely
which services are covered by Medicare is rather complex because the
programme does include some coverage for nursing home and home health
care. This coverage, however, is aimed at acute-care illnesses. Skilled nursing
care must be deemed medically necessary by a physician; custodial care is
not covered. Moreover, nursing home care can only be covered if it follows
an inpatient hospital stay of at least three days and coverage is provided for a
maximum of 100 consecutive days.

Medicare is not involved in determining whether a particular service to a
specific beneficiary is covered. Rather, these decisions are generally made by
private organizations that contract with Medicare. As a result of a compromise
between legislators and providers to assuage provider concerns about the
government making coverage decisions, under Parts A and B Medicare
contracts with “intermediaries” and “carriers”, respectively. Coverage decisions
are made directly by the private health plan under Parts C and D. The Medicare
programme has a formal appeals process when disputes occur.

Depth of coverage

As implied above, Medicare coverage is both broad and wide: nearly all seniors
are covered and almost all services are covered, the two major exceptions being
long-term care and routine dental care. Coverage is not as deep, however. As
a result, about 90% of all beneficiaries obtain some form of supplemental
insurance coverage. In 2006, Medicare paid just under half — 48% — of total
medical and long-term care expenses. Private insurance paid 14%, and 8%
was paid by Medicaid on behalf of low-income beneficiaries. Direct spending
by beneficiaries constituted 25% of total expenditures. These costs comprised:
Medicare premiums (39%), long-term care (19%), medical providers and
supplies (15%), prescription drugs (14%), dental (6%) and other (7%). Altogether,
beneficiaries spend an average of 16.2% of their income on health-care expenses
(Kaiser Family Foundation, 2010e). In 2004, the most recent year for which data
are available, direct spending (premiums and OOP costs) for those aged 65 and
older averaged about three times that of younger adults: $2205 vs $722 (Centers
for Medicare & Medicaid Services, 2010). Moreover, because their incomes are
also lower, it was estimated that in 2003, the share of income spent on medical
care was more than five times as high for seniors as it was for younger people
(Desmond et al., 2007).
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Coverage for hospital care under Part A contains two significant gaps. Firstly,
there is a deductible for each inpatient hospital stay; in 2012, the amount was
$1156. Secondly, for those rare stays that exceed 60 days, there are substantial
daily co-payments: $289 per day for days 61-90, and $578 per day for days
91-150.?

As noted, Part A’s nursing home coverage is limited because it is only for
short-term skilled care following a hospital admission, rather than long-term
care. For eligible stays, up to 100 days are covered. During the first 20 days,
there are no co-payments, but there is a substantial daily co-payment for
days 21-100 of a stay — $144.50 in 2012. In contrast, there is no co-payment for
home health-care services.

Coverage for physicians’ and other medical services under Part B are also
subject to patient cost sharing. The patient is responsible for 20% of all covered
expenses (with no maximum) after meeting an annual deductible of $162, in
2011. The 20% coinsurance requirement is perhaps the main reason why the vast
majority of Medicare beneficiaries seek some form of supplemental insurance
coverage, which is discussed below.

It is difficult to generalize about the depth of coverage under Part C because
each plan has its own benefit structure. Federal minimum requirements are
that coverage be at least as comprehensive as under Parts A and B. As noted,
most Part C plans offer additional services. About 80% offer prescription
drug coverage.

Beneficiaries obtain outpatient prescription drug coverage in one of three
ways: through a Part C Medicare Advantage plan (discussed above), a stand-
alone drug insurance plan called a Prescription Drug Plan (PDP) under Part D
of Medicare, or employer-provided job or retiree health insurance coverage. In
2012, premiums for PDPs averaged $39.40 a month (Kaiser Family Foundation,
2011c).

Whereas Part D drug benefits vary depending on a particular plan’s benefit
structure, there is a standard plan that health plans are allowed to offer that in
2012 had the following benefits. The beneficiary paid a $320 annual deductible
for drug expenses. For annual drug spending between $320 and $2930, the
plan paid 75% of expenses and thus, the beneficiary was subject to a 25%

3 Medicare’s benefit structure is based on a “benefit period”, which begins with a hospitalization and ends after
60 days have elapsed from discharge from a hospital or nursing home. The benefits mentioned in the text apply
to each benefit period, with the exception of the 60 lifetime-reserve days, which can be used only once and are
subject to the same substantial daily co-payments discussed above.
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coinsurance rate. For spending between $2930 and $6657, no coverage was
provided - this is the so-called “doughnut hole”. Finally, for expenses over $6657
annually, the beneficiary paid 5%.

As noted, about 90% of Medicare beneficiaries have some form of
supplemental insurance coverage. The main sources are (Kaiser Family
Foundation, 2010e):

* Former (and occasionally, current) employers: 33% of beneficiaries
have such coverage. It is considered desirable because it often covers a
greater share of expenses than private (“Medigap”) insurance and because
premiums are usually partially subsidized by the employer.

¢ Medicare Advantage plans: 24% have this form of coverage. It is usually
included as a form of supplemental insurance because, as noted, these
plans tend to cover some expenses beyond what is paid for by Parts A
and B.

e Medicaid: 15% have this coverage, which is available to Medicare
beneficiaries with low incomes and assets. This group, which qualifies
for both Medicaid and Medicare, is referred to as “dual eligibles”. It covers
most services at zero or nominal costs. Of note is the fact that Medicaid
often becomes a payer of last resort when a beneficiary is institutionalized
in a nursing home and “spends down” his or her income and assets.

*  Medigap: 17% of beneficiaries purchase (unsubsidized) private health
insurance. Premiums vary by health plan; to illustrate, the annual
premium cost of the most popular benefit configuration in California
in 2010, for a 65-year-old woman, varied from $1626 (from the lowest
cost insurer) to $5467 (the highest cost insurer) (California Department
of Insurance, 2010).

e The Medigap market is unusual in two respects. Firstly, unlike most
other types of insurance, in which states are responsible for insurance
regulation, Medigap is subject to strong federal oversight. Secondly,
Medigap policies must conform to strict benefit standardization
requirements; health plans are only allowed to sell benefit configurations
that exactly match federal standards.

3.3.2 Revenue collection

Revenue collection differs among the various parts of Medicare. Part A was
designed to be a social insurance programme, and accordingly, it is financed
almost entirely (excepting beneficiary cost-sharing requirements) through
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a payroll tax with nearly all seniors as well as many disabled Americans
automatically eligible for coverage. Parts B and D, in contrast, are voluntary
and funded by a combination of general revenue and premium contributions by
beneficiaries. Part C is funded by the sources similar to Parts A and B.

Overview of Medicare expenditures

In 2011, total Medicare expenditures were $549 billion (Boards of Trustees,
2012). Most of this is spent on inpatient hospital care (43%) and physicians’
services (22%). In spite of the fact that Medicare services seniors and the
disabled populations, just 12% was spent on nursing home and home health care.
This reflects the programme’s traditional orientation towards covering acute
rather than long-term care (Centers for Medicare & Medicaid Services, 2012a).

Revenue in the four different parts of Medicare

American workers and their employers are subject to a mandatory payroll tax
that fully funds Part A of Medicare. Since 1990 the rates have not changed;
they are 15.3% of payroll up to a “taxable maximum”, evenly split between the
employer and employees. Self-employed individuals are responsible for paying
the entire amount themselves. Of the 15.3%, 12.4% is earmarked for Social
Security (the federal pension system) and 2.9% for Part A of Medicare. Because
employees are often unaware of their employer’s contribution, they may think
of the tax as being a total of 7.65%.

The system is somewhat regressive because the Social Security component
of the tax applies only to the first $106 800 of earned income in 2011. This
is ameliorated somewhat, however, because since 1994 there has been no
taxable maximum on the Medicare component. Progressivity is increased by
the ACA, which raises the Medicare tax by 0.9% for individuals earning more
than $200 000, and married couples earning more than $250 000, in 2013. In
addition, it imposes an additional 3.8% tax on unearned (mainly, investment)
income for these wealthier Americans.

Part B is funded by two sources. Premiums, which are paid monthly by
beneficiaries as deductions from their Social Security cheques, cover 25%
of total revenue. The remaining amount is paid by general federal revenues.
In 2012, the premium for most beneficiaries was $99.90 per month. Those
with incomes above $85 000 (individual) or $170 000 (family) pay more on
a sliding scale.

The Supplementary Medicare Insurance (Part B) Trust Fund’s adequacy
is not of great significance because each year, Part B premiums and general
revenues are re-set so as to meet projected expenses. In contrast, with regard
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to the Hospital Insurance (Part A) Trust Fund, each year the Board of Trustees
reports on the solvency of the Fund, going 75 years into the future. In their 2012
report, the trustees indicated that the Trust Fund was projected to be depleted
in 2024. Nevertheless, the report noted that the future solvency of the Trust
Fund depends heavily on how successful Medicare is in controlling future
expenditures (Boards of Trustees, 2012). It should be recognized, however,
that even if the Trust Fund becomes depleted, the amount of the deficit will
be relatively small in the short run, giving Congress time to adjust benefits
downwards or revenue upwards.

The funding sources for Part C are the same as noted earlier for Parts A
and B. Some companies charge a premium in addition to the Part B premium,
but others do not. On average, in 2011 the monthly premium for Part C plans
covering prescription drugs was $39, in addition to the Part B premium
(the latter of which is usually required for Part C coverage) (Kaiser Family
Foundation, 2011d).

Similar to Part B, Part D is subsidized through general federal revenues,
which pay for 74.5% of programme costs. Most of the remainder of the funding
comes from beneficiary premiums. The federal government also contributes
towards the premiums and cost-sharing requirements of low-income Medicare
beneficiaries. While there is not a Trust Fund per se for Part D, there is a
“Part D account” that is under the purview of the Board of Trustees.

3.3.3 Pooling of funds and risk

Funds flow from collection agencies to pooling agencies in a variety of ways.
The techniques employed for the pooling of funds vary widely across the
numerous subsystems in the United States: Medicare, Medicaid, employer-
based insurance, the VA, the independent insurance market, etc. Financial
resources flow from collection agencies to pooling agencies but, depending on
the subsystem, this may involve, for example, transfers from a taxing agency
to a public statutory programme or from individuals to a private insurance
company. Risk pooling is defined here as the formation of a group so that the
costs of individual health risks can be shared among everyone in the group. In
certain United States subsystems there is little pooling of risk at all (individual
insurance market), while in others it can be substantial (Medicare). This is
because private insurers generally use experience rating, where different groups
and individuals are charged premiums based on their expected costs (based on
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the individual’s health status), while Medicare charges the same premiums to
everyone (except for some of the very wealthy, who pay more, and the poor,
who are subsidized) irrespective of health status and costs.

There are separate Trust Funds for Parts A and B to pool revenue. In
considering the Trust Funds, it is necessary to understand that Medicare, in
the same way as Social Security, is funded on a “pay-as-you-go” basis — which is
typical in social insurance programmes worldwide. That is, contributions made
by workers and their employers are not earmarked for the workers themselves
but instead are used to pay for the expenses associated with current retirees. It is,
in essence, an intergenerational transfer. Technically, though, all contributions
are directed to the trust funds and all payments are made from the trust funds.

Medicare Part A funds are pooled into the Hospital Insurance Trust Fund
from the 2.9% mandatory payroll tax paid by employers and employees (1.45%
each). These funds pay for hospital services for all Medicare enrollees. There
are no premiums for enrollees and cost-sharing for covered services is uniform
across enrollees regardless of age, health status, gender or use of past health
services. Part B and D funds are pooled at the level of general federal revenues
in the Supplementary Medical Trust Fund programme. Part B premiums and
cost-sharing are equivalent for all enrollees except for those with the highest
incomes. For Medicare Advantage (Part C), financial resources flow from
the government, which is the principal collection agency, to private insurance
companies that sell insurance and pool funds. Payment to Part C plans from
the government are capitated and risk-adjusted based on beneficiaries’ health
conditions, dual-eligible status, disability eligibility status and institutional
status. The insurance company collects any premiums charged from the
individual Medicare beneficiary while the co-payment and deductible may go
directly to the provider to offset charges billed to the private insurer. Pooling
for Part D is similar to Part C in that general revenue funds are paid to private
health plans on a capitated risk-adjusted basis. Enrollees pay premiums with
the amount dependent upon the number and type of drugs they take as well as
where they live.

3.3.4 Purchasing and purchaser—provider relations

The role of purchasing and purchaser—-provider relations in Medicare depends
on whether a Medicare beneficiary belongs to the traditional (FFS) Medicare
system or is in a Medicare Advantage plan, most of which rely on managed care.
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Since the passage of the ACA, CMS has also begun contracting with teams
of providers to coordinate care in the hope of improving quality and reducing
costs. These groups are called ACOs and are discussed further in Box 3.3.

Traditional Medicare

An unusual aspect of the physician payment system regards the “assignment
of services. Physicians can choose to accept assignment for all services, or
alternatively, to do so on a selective basis. For assigned services, Medicare pays
its share (generally, 80% of the Medicare fee after the patient meets a small
annual deductible) directly to the physician, which removes the risk of default
on most of the bill. In return, the physician agrees to accept the Medicare fee
schedule amount as payment in full for the service. For non-assigned services,
Medicare pays its share directly to the patient, and as a result, the physician
needs to collect his or her entire bill from the patient. The advantage to the
physician is that he or she is allowed to bill the patient up to 15% more than the
amount for the service as specified by the Medicare fee schedule.

E3]

Medicare has made it advantageous to physicians to become “participating
providers”, in which they agree to accept all services on assignment. Incentives
to do so include 5% more in reimbursement from Medicare, being listed in a
national directory of participating physicians and faster claims payments. In
response to these incentives, overtime assignment rates have risen from 50%
from the mid-1960s to the 1980s to almost 100%, mainly because almost all
physicians have chosen to become participating physicians (Medicare Payment
Advisory Commission, 2011a).

Medicare Advantage

Under Medicare Advantage (Part C) and Part D, the Medicare programme
contracts with insurers and managed care companies to provide benefits to
programme beneficiaries. For Part C, the CMS contracts with health plans to
provide managed health-care coverage for all Part A and Part B services as
well as other services not generally covered by traditional Medicare. Rates
are not negotiated between the government and Medicare Advantage plans.
Rather, the plans provide bids for counties that they wish to serve. The federal
government establishes a “benchmark” that is a dollar amount. It is based on
a number of factors including the cost of providing services under traditional
Medicare in a specific county. For bids over the benchmark,* enrollees pay
the difference in premiums. If the bid is lower than the benchmark, Medicare
takes 25% of the difference with the remaining 75% allocated to the plan.
The plan can either provide rebates to enrollees or, more commonly, enhance

4 For a discussion of how the benchmark is set and policy issues surrounding it, see Health Affairs (2011).
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Box 3.3
Accountable Care Organizations

While some integrated delivery systems exist in the United States, most public and private
purchasers pay physicians, hospitals and other providers separately for services to a patient.
Often the care delivered is not coordinated across providers creating inefficiencies, increasing
costs and reducing quality. Accountable Care Organizations (ACOs) are health-care providers
that may be independent organizations but work in concert to improve patients’ health

and reduce costs. These organizations may, for example, share a patient’s medical records

to ensure that care is coordinated, duplication of services and tests is avoided, and that
prescription drug interactions are not harmful. Care is coordinated across a range of settings,
from doctors’ offices to hospitals and long-term residential care facilities. Individual providers
and organizations that participate are rewarded by public and private purchasers with part of
the savings that may accrue through improvements in coordination and quality of care. Under
the Medicare shared savings programme for ACOs established by the ACA, Medicare is able
to contract with ACOs. Patients who receive most of their care from providers in an ACO are
assigned to that ACO to allow CMS to establish the patient population that providers will be
“accountable” for. Utilization, cost and quality performance of an ACO will be measured and
reported publicly so that patients may monitor them and providers will be held to minimum
quality standards in order to continue participation. In Medicare alone, the Congressional
Budget Office estimates ACOs will save $5 billion dollars during the first eight years. ACO
success in Medicare is likely to engender wider adoption by private payers and Medicaid
(Health Affairs, 2010).

benefits (Kaiser Family Foundation, 2010d). Part C plans are required by CMS
to provide additional services in an amount equal to any excess remaining
in their plans for the contract year and to return any remaining funds to the
Medicare Trust Fund.

3.4 Medicaid

Unlike Medicare, which is available to nearly all individuals aged 65 and
older, Medicaid is a means-tested programme. It is designed to provide health
insurance for those with the lowest income levels and fewest assets, the disabled,
and to poor seniors with Medicare coverage, as well as the disabled and seniors
who have exhausted their financial resources, often as a result of very high
long-term care expenses. Medicaid is a key resource for some of the poorest
and sickest Americans.

Medicaid programmes are state based, but they are funded jointly by the
states and the federal government. In return for federal dollars, states are
required to meet certain federal government standards. Participation by the
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states is voluntary, though historically all the states have chosen to participate.

Services are largely purchased from the private sector. This section of the
chapter also includes information about CHIP, a coverage programme for
children in families whose incomes exceed Medicaid eligibility limits but who
do not have private coverage.

3.4.1 Coverage’®

Breadth of coverage
Medicaid covers several distinct population groups. The breadth of coverage
varies across states according to these population groups.
The main groups covered by Medicaid are:
e low-income children
* low-income pregnant women
* low-income disabled persons
* low-income senior citizens

* low-income parents of dependent children.

For adults, in some states not only are there income restrictions but also
asset limitations that can preclude eligibility. Even more significantly, currently
Medicaid does not generally provide coverage to low-income adults who do not
care for dependent children.

Medicaid eligibility requirements have been liberalized over the years.

Originally, to be eligible for Medicaid, it was necessary to also be receiving
cash assistance payments (often connoted as “welfare”). This is no longer
true, as states have expanded eligibility to other groups and those with higher
incomes, taking advantage of federal government matching funds to provide
further assistance to their residents.

Compared to Medicare, Medicaid covers roughly 10 million more Americans
(a total of 60 million), including 45% of Americans with incomes below
the poverty level. As noted, the breadth of coverage varies considerably by
eligibility group. Children and pregnant women have the most liberal eligibility
requirements. States are required to cover pregnant women and children up to
the age of 6 if their incomes are at or below 138% of the Federal Poverty Level
(FPL), and children aged 6-18 up to 100% of the FPL. (In 2011, the federal

> Unless otherwise noted, factual information in section 3.4.1 was obtained from: Kaiser Family Foundation
Medicaid: A Primer, June 2010. Washington, DC: Kaiser Family Foundation. http://www.kff.org/medicaid/
upload/7334-04.pdf (Kaiser Family Foundation, 2013c).
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poverty level was $11 179 for a single individual and $23 050 for a family of
four.) Many states employ even higher thresholds. When combined with CHIP
coverage, the median state provides coverage to children up to 235% of the FPL,
and pregnant women up to 185%. Arguably, then, coverage of pregnant women
and children is quite broad. To illustrate the critical role that Medicaid plays for
pregnant women, the programme pays for 42% of all births in the United States.

Coverage is somewhat narrower for seniors and the disabled, however, with
eligibility mandated up to 75% of the FPL. It should be considered, however, that
most of these people have Medicare coverage as well, so Medicaid is providing
them with supplementary insurance that covers Medicare’s co-payments and
some uncovered services, especially long-term care. Nevertheless, lower-
income Medicare beneficiaries who are not eligible for Medicaid coverage
usually do not have access to other forms of supplemental insurance coverage,
and therefore are at financial risk associated with Medicare’s co-payments as
well as services not covered by the programme.

With respect to one particular disabled population of note — those with HIV
or AIDS - Medicaid provides coverage for 40% of this population. To be eligible,
one must not only be disabled through HIV/AIDS, but also have an income that
is low enough to qualify. Of particular importance is the programme’s coverage
of anti-viral drugs. However, despite Medicaid coverage for this vulnerable
population, HIV/AIDS care constitutes less than 2% of the total programme
expenditures (Kaiser Family Foundation, 2009).

Low-income parents of dependent children face the most stringent eligibility
requirements. The median state covers working parents only up to 64% of the
FPL, and eight states cover them only if their incomes are below 30% — with
Arkansas providing such coverage only up to 17% of the FPL (that is, an annual
income even as low as $2000 would disqualify an individual from coverage
in that state). In contrast, eight states cover these adults at 180% or higher
of the FPL, taking advantage of the joint funding by the federal government.
This illustrates the large variation in breadth of coverage that currently exists
between states.

Putting all this together gives a picture of the overall breadth of Medicaid
(and for children, CHIP) coverage. Fig. 3.4 shows health insurance coverage by
income level in 2011. While it is not surprising that employer coverage is lowest
and Medicaid coverage highest for those with lower incomes, what stands out
is the high uninsurance rates. More than one-third of Americans with incomes
below the poverty level are uninsured. The numbers stay quite high for those
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close to poverty: 23% of those with incomes between one and two times the

FPL are insured, as are 9% of people with incomes between two and three
times the FPL.

Fig. 3.4
Health insurance coverage by poverty level, 2011

I Uninsured
I Medicaid/Other public

I Employer/Other private

<100% FPL 100-199% FPL 200-399% FPL 400%+ FPL

Source: Kaiser Family Foundation, 2013b.
Note: Columns may not add to 100% due to rounding error.

Another way to view this is to focus on the type of person rather than the
income. Fig. 3.5 examines low-income children and their parents. Compared to
their parents, children’s coverage by Medicaid is far broader, with 70% of poor
children covered by the programme in 2012. Among adults without children,
who were generally not eligible for Medicaid before passage of the ACA, a

remarkably high proportion of those below the poverty level — 47% — lacked
health insurance.
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Fig. 3.5
Health insurance coverage of low-income children and adults, 2012

Percentage with Medicaid coverage:

All children
Children <100% FPL
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functional limitations

N
Age and disabl -
Medicare beneficiaries 20%
L
|

Nursing home residents 63%

0 10 20 30 40 50 60 70

Source: Kaiser Family Foundation, 2013c.

Health-care reform will dramatically increase the breadth of coverage for
the poor and near-poor under the age of 65 in some states. Beginning in 2014,
states that wish to expand their Medicaid coverage will receive 100% of the
costs from the federal government to add all poor people and the near-poor
up to 138% of the poverty level to Medicaid rolls for four years. The federal
contribution will gradually decrease to 90% of state costs to increase Medicaid
enrolment up to 138% FPL. For states that choose to expand Medicaid
coverage, no categorical restrictions will be allowed — for example, poor and
near-poor adults without children will become eligible. Finally, there will not
be restrictions on the possession of assets. One important caveat applies to the
information provided above. Medicaid does not cover undocumented residents,
nor are states required to cover legal residents during their first five years in
the United States. Currently, the federal government will provide matching
funds to provide Medicaid coverage to pregnant women and children who are
legal immigrants with fewer than five years of residency. As of 2010, 18 states
had done so.

Scope of coverage

The scope of coverage under Medicaid is generally wide but varies by state.
Federal law requires that states provide the following services (this is only
a partial list of the more significant ones): inpatient and outpatient hospital,
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physician, nurse practitioner, laboratory and radiology, nursing home and home
health care for those aged 21 and older, health screening for those under age 21,
family planning, and transportation.

Other services are optional for states. This designation means that if a state
chooses to cover the service, it will receive matching funds from the federal
government. Optional services include some major services such as prescription
drugs and dental care, but also such things as care provided by professionals
besides physicians and nurse practitioners, durable medical equipment, glasses,
rehabilitation, various types of institutional care, home and community-based
services, personal care services, and hospice care.®

While technically “optional”, many of these services are covered to some
extent by the states. All states, for example, provide some prescription drug
coverage. Many states limit the number or type of services, as discussed below.
It is estimated that 30% of Medicaid spending is for these optional services
(Kaiser Family Foundation, 2005).

Depth of coverage

It is difficult to summarize Medicaid’s depth of coverage, except to say that
as like most aspects of the programme, it varies considerably by state and by
population group. On the one hand coverage is deep in that a large majority of
health-care expenses are covered by the programme, with enrollee cost-sharing
requirements generally kept low — albeit rising as states seek ways to reduce
utilization and raise revenue. On the other hand, coverage is often not deep in
three meaningful ways: (1) recently, states have been able to impose premiums
and non-trivial cost-sharing requirements on some Medicaid beneficiaries;
(2) states often put restrictions on the number of services and/or types that
are covered; and (3) access to private practising physicians is often limited,
meaning that enrollees must seek care from public facilities or clinics.

While it was noted that cost-sharing for patients is generally low, federal
government rules, as specified in the Deficit Reduction Act of 2005 and the
Tax Relief and Health Care Act of 2006, are complex and for some groups there
can be considerable cost-sharing. (Previously, premiums were prohibited and
cost-sharing, if any, had to be “nominal”) As noted by one observer, the result of
this legislation “is a confusing array of rules that provide for different treatment
based on a beneficiary’s income, Medicaid coverage category, and the type of
services being provided” (Solomon, 2007). Essentially, the legislation allows

¢ An interactive web site that indicates which optional services are offered by which states can be found at:
http://medicaidbenefits.kff.org/
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states to tailor Medicaid benefits in a way that is akin to private insurance,
where premiums and cost-sharing are the norm (Centers for Medicare &
Medicaid Services, 2008).

As shown in Table 3.11, premiums are not allowed for children and adults
below 150% of the FPL, but are allowed for those with higher incomes (Solomon,
2007). Cost-sharing is generally not required for children below 138% of the
FPL, and adults below 100%. States are allowed to impose cost-sharing up to
10% of most services for other children and adults up to 150% of the FPL, and
up to 20% for those above 150% of the FPL. When allowed, many states have
raised premiums and cost-sharing for higher-income eligibles in recent years
as a result of severe budget shortfalls. It is noteworthy, however, that premiums
and cost-sharing cannot exceed 5% of family income (Solomon, 2007).

Table 3.11
Cost-sharing and premium rules in Medicaid

Cost-sharing and premiums for children

Mandatory (under 6 years)  Other children - income to Income >150%of the
with income <133% of 150% of the poverty line poverty line
the poverty line; 6-17 years
<100%
Most services Not allowed Up to 10% of the cost of Up to 20% of the cost of
the service the service
Prescription drugs Nominal for non-preferred; ~ Nominal for non-preferred Up to 20% of the cost for
0 for preferred non-preferred
Non-emergency use of ER Nominal Two times nominal Any amount
Enforceability of co-payments No Yes Yes
Premiums Not allowed Not allowed Allowed

Cost-sharing and premiums for non-exempt adults

Income <100% of the Income 100-150% of the Income >150% of the
poverty line poverty line poverty line
Most services Nominal cost-sharing Up to 10% of the cost of Up to 20% of the cost of
the service the service
Prescription drugs Nominal cost-sharing Nominal cost-sharing Up to 20% of the cost of the
drug for non-preferred
Non-emergency use of ER Nominal cost-sharing Two times nominal No limit
Enforceability of co-payments No Yes Yes
Premiums Not allowed Not allowed Allowed

Source: Solomon, 2007.

It was noted earlier that there are a number of mandatory services covered by
Medicaid, including inpatient and outpatient hospital and physician care (a full
list of required services in 2012 is available on Medicaid’s web site). States are,
however, allowed to set limits to the number of such services provided, for



Health systems in transition United States of America

both mandatory and optional services —a marked difference between Medicare
and most private insurance policies provided through employment. These can
significantly reduce the depth of coverage under the programme. In 2008, for
example, there were at least eight states that limited physician visits to 12 or
fewer per year (derived from Kaiser Family Foundation’s Online Database).
Similarly, many states limit the number of prescriptions that can be filled; a
typical limit is 4-6 per month depending on the state.

Finally, because Medicaid provider payments are low compared to other
insurance, access to care in physicians’ offices has been problematic, a
situation that has existed since the programme’s inception. (Provider payment
is discussed in more detail in section 3.7.) In 2003, Medicaid physician fees,
on average, were only 69% as high as Medicare’s, which in turn tended to be
lower than those paid by private insurers (Zuckerman et al., 2004a). This should
change on implementation of the ACA in 2013 when Medicaid payment rates
to primary care physicians are required to meet Medicare’s level at least for the
first two years of the programme.

Low physician payment rates puts patients with Medicaid at a distinct
disadvantage in obtaining care from privately practising office-based physicians.
Only about 60% of physicians accept all or most Medicaid patients who seek
care; primary care physicians accept only slightly more than half (Zuckerman
et al., 2004a).

One development with the potential to provide more mainstream access to
physician office care is the movement towards the use of managed care in the
Medicaid programme. Over 70% of Medicaid beneficiaries are in managed
care plans. While the exact nature of these arrangements varies both between
and within states, they may include capitation (rather than FFS) for providers
and/or primary care case management. An important recent development is
the use of managed care not only for pregnant women and children, but also
for those with chronic diseases and those who are jointly covered by Medicare
and Medicaid. States often prefer managed care as a means of both enhancing
quality and controlling costs, and are likely to rely on it as the programme
expands through provisions in the ACA. It is key, however, that capitation rates
paid to managed care organizations be sufficient to provide high quality care
with access to physician offices (Kaiser Family Foundation, 2010f).
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3.4.2 Revenue collection’

Medicaid is financed jointly between the federal and state governments. In
general, both finance their shares from general revenues — mainly taxes.
Unlike Parts A and B of Medicare, there is no Trust Fund dedicated to the
programme’s financing.

In 2009, total Medicaid expenditures were $374 billion — about three-
quarters of the $502 billion spent on Medicare (Centers for Medicare &
Medicaid Services, 2012a, Table 3) and 15% of total health expenditures in the
United States. Medicaid constitutes about 7% of the federal government budget
and 16% of state spending. The only state budget component with a larger share
is elementary and secondary education, which constitutes roughly twice the
share (35%) of total state spending.

About 60% of total Medicaid spending is devoted to acute care, and 40% to
long-term care. Of note is the fact that while only 25% of enrollees are senior
citizens or the disabled, they account for two-thirds of programme spending.
In fact, average spending for a disabled enrollee ($14 481 in 2007) or a senior
(812 499) exceeded spending for children ($2135) and non-elderly adults ($2541)
by about five-fold.

3.4.3 Pooling of funds and risk

Some of the more general issues surrounding the pooling of funds in the
United States health-care system were discussed in section 3.3.3. Currently, the
main pooling activity that occurs in Medicaid is through the Federal Medical
Assistance Percentage (FMAP) formula, which allots a greater proportion of
federal government dollars to states with lower per capita incomes.

The formula by which states’ respective shares of federal Medicaid monies
is divided up is called the FMAP. The following formulas are used:

* Federal share: 1-0.45 x (state per capita income/United States per capita
income).

» State share: 0.45 x (state per capita income/United States per capita
income).

Thus, states where per capita income is at the national average will receive
55%. By law, no state pays more than 50%, with the poorest state receiving
about 76%. On average, the federal government share is 57%.

7 Unless otherwise noted, factual information in section 3.4.2 was obtained from: National Health Policy Forum
(2008, 2011).
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The above formula is applicable to most Medicaid expenditures for medical
services. Some services, and administrative costs, are determined by separate
laws. Administrative costs, for example, are split 50/50 between the federal and
state government irrespective of the state’s per capita income.

A perennial issue surrounding the FMAP formula is that it does not respond
to the counter-cyclical nature of Medicaid. When there is an economic downturn,
state revenues fall. This is problematic for states in several ways:

* Since the formula is in part based on national income, if all states have
declining per capita income during a recession, they will not, on average,
receive higher federal government contributions.

* During such an economic downturn, unemployment rises, which means
Medicaid eligibility (and therefore costs) also rises.

* The formula is based on past rather than current per capita income. For
example, the 2010 FM AP was based on incomes during 2005, 2006 and
2007. States in which economies were growing during that period would
have received a smaller federal government match in 2010, even if they
suffered more from the recession.

Issues surrounding the pooling of funds, specifically the size and content of
Medicaid budgets, can lead to negotiations between the federal government and
individual states. For example, the state of Massachusetts negotiated a waiver
from the federal government so that it could fund programmes for low-income
citizens. To receive this waiver Massachusetts had to demonstrate that more
people would benefit than under the national Medicaid standards. Massachusetts
has used the federal money designated for Medicaid programmes in that state
to provide over one million low-income children, families and individuals with
affordable insurance coverage through MassHealth and Commonwealth Care,
the subsidized premium assistance programme for the poor.

3.4.4 Purchasing and purchaser—provider relations

Since Medicaid programme reimbursement and other features vary considerably
across states, it is difficult to generalize about purchaser—provider relations
under the programme. Moreover, as with Medicare, the nature of these
relationships is different depending on whether a patient is in a FFS system or
in a Medicaid managed care programme.

As noted above, 70% of Medicaid beneficiaries are in managed care.
Two types of managed care models predominate in the Medicaid managed
care market: risk programmes and primary care case management. For risk
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programmes, Medicaid state agencies contract with health plans to provide
or arrange for the provision of an agreed upon set of services in exchange
for a capitated amount per enrollee. The contractor assumes the financial
risk for providing care to Medicaid enrollees. Contractors participating in
risk programmes include MCOs and prepaid health plans (PHPs). MCOs
contract to provide a comprehensive set of benefits that include inpatient
hospitalization plus some additional services (e.g. outpatient, home health).
PHPs are risk contractors providing less comprehensive coverage and include
prepaid inpatient health plans and prepaid ambulatory health plans (i.e. inpatient
services not covered). In primary care case management programmes, primary
care providers are assigned the responsibility for Medicaid enrollee care but
do not typically assume any financial risk for providing care to beneficiaries.
The specified provider receives payment on a FFS basis plus a monthly case
management fee (Kaye, 2005).

3.5 Private health insurance

This section focuses mainly on employer-group insurance but also covers
individual insurance. It begins with a discussion of the market role and size
of the private insurance sector, and then discusses market structure, market
conduct and selected public policy issues.

3.5.1 Market role and size

In 2010, 165 million Americans aged 0—64 were covered by private insurance,
90% (150 million) of whom had employer-sponsored coverage, with the
remainder - the self-employed — purchasing it individually and generally
without subsidy. (By comparison, total enrolment in Medicare was about
46 million and in Medicaid, about 44 million for those under age 65.) In spite
of these numbers, expenditures on private health insurance are lower than those
of government-sponsored programmes. The former comprise 35% of total
national expenditures, far less than the 49% from Medicare and Medicaid (U.S.
Department of Health and Human Services, 2010c, Table 126). This is because,
in serving a working-age population, per capita expenditures tend to be much
lower than for Medicare, which serves the over-65 population and the disabled,
and for Medicaid, which while it does serve younger people, also provides
nursing home care to seniors and has the disabled among its beneficiaries. In
fact, about two-thirds of Medicaid spending is for senior citizens.
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Perhaps the clearest way to illustrate the gaps in the scope of coverage is by
examining the characteristics of the uninsured. In 2009, 18.9% of the population
under the age of 65 did not have any health insurance coverage, an increase
from 17.0% in 2000. This proportion, however, is not evenly distributed among
population subgroups. Subgroups with the highest uninsurance rates include
(U.S. Department of Health and Human Services, 2010c, Table 138):

e Ages 18-24: 29.6%
e Ages 25-34: 27.8%
* Hispanic or Latino: 32.9%

* Below federal poverty level: 30.4%
* 100-199% poverty level: 29.8%

The number that may be most surprising is that over 30% of those with
incomes below the poverty level are uninsured, meaning they do not get
Medicaid. As described in section 3.4, several population groups, particularly
adults, are not eligible either because they do not have dependent children, or
because they have incomes too high to qualify for Medicaid in their states.

These patterns illustrate several barriers in obtaining employer-sponsored
private coverage. Firstly, it is necessary to be employed or be a family member
of someone employed. The current labour force participation rate in the United
States is about 64%, although many of those not in the labour force can receive
coverage from a family member (Bureau of Labor Statistics, 2011, Table A-1).
Secondly, the employer has to offer coverage; that is completely voluntary on the
part of the employer. Only 68% of firms with 3-199 employees offer coverage,
compared to over 99% with 200 employees or more.® Thirdly, if coverage is
offered, the employee has to be eligible for it. Overall, this is true on average,
for about 80% of employees. Nevertheless, part-time employees (often young
adults) are offered coverage by only 25% of firms. And fourthly, even if eligible,
the employee has to be willing to pay the employee’s share of the premiums,
which as noted below can be considerable. So-called “take-up rates” - defined
as the percentage of employees that are offered coverage by their employers
who actually purchase it — average around 75-80% (Kaiser Family Foundation
and Health Research and Educational Trust, 2010). To reiterate, all four of the
above are necessary for a person to obtain employer-sponsored coverage.

8 The 68% offer rate in 2010 for firms with fewer than 200 employees was far higher than the previous year’s figure
of 59%; it should be viewed with caution.
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It is the people who are better off economically who are able to meet the
four conditions mentioned above. They are more likely to be employed or have
a family member who is in a firm that offers coverage, have an employment
arrangement (e.g. full-time work) that results in coverage, and be able to afford
their share of premiums. To illustrate, 84% of working-age Americans earning
four or more times the poverty level, compared to 33% of those with incomes
between one and two times the poverty level, possess it (U.S. Department of
Health and Human Services, 2010c, Table 136).

Individuals and families without an entry into the employer insurance
market, and who are not eligible for Medicare and Medicaid, often seek
coverage individually. Individual coverage, however, has several disadvantages
over employer-group coverage and therefore would normally be purchased only
if the alternative is unavailable. It is usually unsubsidized; administrative costs
tend to be high (25-40%); health examinations are often necessary; cost-sharing
requirements are, on average, higher; fewer types of services tend to be covered
(e.g. maternity care may be excluded); and frequently the insured person is put
in an actuarial group characterized by poor or uncertain health (Whitmore
et al., 2011).

Finally, a number of factors drive the demand for coverage, including the
size of the employed population and subsidies available to employers to provide
coverage. One of the main drivers is the cost of insurance. As health-care costs
rise, insurance becomes more costly to both the employer and the employee,
depressing both offer and take-up rates. Moreover, coverage becomes less
comprehensive through increases in patient cost-sharing requirements. Kronick
& Gilmer (1999) concluded that declines in employer-sponsored coverage were
due almost entirely to the fact that per capita health spending rose more quickly
than personal income.

Another driver is the changing nature of employment in the United States
and in particular, the gradual decline in manufacturing jobs and the increase in
retail jobs — as well as the move from larger to smaller employers and full-time
to part-time jobs. One result was fewer workers in unions, and traditionally,
those in unions are more likely to have health insurance (Swartz, 2006).

3.5.2 Market structure

Some employers, particularly larger ones, offer a choice of health insurance
products to their employees. Among firms offering a choice, only 19% of
employees nationally can choose among three or more plans (California
HealthCare Foundation, 2009). For federal government employees, however,
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there can be dozens of choices. Generally, firms hold an open enrolment period
prior to the beginning of the year. In the United States the term open enrolment
refers to the period of time when employees can switch to a different plan
irrespective of their health history or status.

The most common arrangement offered by employers is a PPO. Among firms
with 200 or more employees, 83% offer one or more PPO choices, compared
to 32% that offer one or more HMO plans. Of these employers 25% offer a
point-of-service plan, and 15% a high-deductible plan. Not surprisingly, then,
actual enrolment is highest in PPOs. Among all covered workers, in 2010 58%
were enrolled in PPOs, 19% in HMOs, 8% in point-of-service plans, 13% in
high-deductible plans, and only 1% in conventional insurance (traditional FFS)
plans (Kaiser Family Foundation and Health Research and Educational Trust,
2010).

The biggest change in recent years has been the relatively rapid rise of
high-deductible plans with a savings option, many of which are classified as
Health Savings Accounts (HSAs). Legislation encouraging their adoption was
approved during the administration of President George W. Bush. In HSAs, the
policy-holder agrees to purchase insurance with a high deductible (currently
averaging about $2000 annually for individual coverage and twice that for
family coverage). Premium contributions can be made by the individual and/or
employer. These contributions are tax deductible, can accumulate year to year
if unspent and therefore can be used for future medical expense. They can be
withdrawn to pay for eligible medical care.’

Advocates claim that they encourage people to purchase coverage that
protects against major rather than minor expenses, the latter of which need not
be insured. (Most HSAs provide first-dollar coverage for preventive services
(Council for Affordable Health Insurance, 2009).) This, in turn, makes their
premiums lower and therefore more affordable. Detractors suggest that they
favour the young, healthy and wealthy (who can afford the large deductible).
While evidence is conflicting, most studies have found that HSAs and other
kinds of “consumer directed’ health insurance products experience favourable

9 After the age of 65, money can be withdrawn without penalty and therefore can be used for non-medical expenses.
However, in such a case, the person has to pay income tax on the amount of money withdrawn.
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selection!® (Lo Sasso, Shah & Frogner, 2010). This is problematic in two ways.
Firstly, those whose behaviour could be most affected by the cost-containment
potential of HSAs will be less likely to enrol in them. And secondly, to the
extent that they experience favourable selection, other insurers will obtain a less
healthy mix of patients. HSAs will still exist under the ACA, as the lowest of the
benefit packages allowed, called “Bronze”, contains the same OOP maximum
spending restrictions as do HSAs.

As employment is the cornerstone for United States health care, employers
generally subsidize not only the employees’ coverage but also family members.
Often, however, the subsidy for family members is smaller. One of the earliest
provisions of the ACA, which went into effect in 2011, was to require employers
offering this coverage to include children up to the age of 26 (rather than the
previous limit, age 23).

Employers finance health insurance in different ways and this will not
change markedly with the passage of the ACA. They collect funds directly or
indirectly from employees through the premiums they charge, and augment
these funds with their own to pay for health care. This is typically done in one
of two ways.

Firstly, employers may act as direct agents for their employees and seek out
health insurance coverage for those whom they deem eligible. This places the
risk on the insurer if health expenses are higher than anticipated. In this case
employers pay for all or part of the cost of the insurance policy they purchase
for their employees and pass on the remainder, in the form of premiums, to
employees. Today, there is no regulation that governs the proportion of the
cost of insurance to be paid by the employer and the employee. The ACA
provides an incentive for employers to ensure that the premium passed on
to the employee does not constitute more than 9% or 10% of the employee’s
income. If it amounts to more, large employers will incur obligations to offer
the employee a voucher towards the purchase of an insurance policy on the state
exchange or a penalty will be imposed.

10 “Selection bias” is a major issue in the United States insurance market. There are two types of bias: favourable
selection and adverse selection. These are defined from the perspective of the insurer, that is, when there is
favourable selection the insurer enjoys healthier enrollees, and conversely, with adverse selection their enrollees
are less healthy. The terms are commonly used, however, in two very different ways. One just compares the health
status or expected expenditures of enrollees vs non-enrollees. The other is somewhat more nuanced, with adverse
selection implying that there are differences in health status or expected expenditures that the insurer cannot
detect. This implies that they will lose (or make less) money in the presence of adverse selection because they
will price their product too conservatively.
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Secondly, employers may choose to self-insure. This means that they pay
for the health care for their employees and purchase services for them directly,
rather than purchasing a health insurance policy from a health insurance
company. In addition, however, they contract with an insurance company to
carry out administrative tasks such as claims processing, provider payment
and utilization management. In that role insurers are often called “third party
administrators” providing “administrative services only”. Rather than bear the
entire risk, many of them also purchase reinsurance or some other form of
stop-loss coverage that limits the employer’s liability if, in a particular year,
employer medical expenses are higher than anticipated. In 2010 about 59% of
those with employer-based insurance were in self-insured plans (Employee
Benefit Research Institute, 2009.)

There are several advantages to self-insuring: it makes the firm less subject
to state mandates (e.g. covering particular services) because self-insured
firms are subject to the federal ERISA rather than state regulations; state
taxes (on premiums and state high-risk insurance pools) are typically lower;
premiums do not have to be paid in advance; and with less money going to
insurance companies, administrative expenses are lower. The main determinant
of self-insuring is firm size, which relates to how well a firm could afford
unexpected medical losses and take advantage of the laws of large numbers.
While only 12% of firms with 3-199 employees are self-insured, it is true
of 88% of those with 5000 or more employees. Small firms generally do not
self-insure because they do not want to be at risk if one or more employees
have extremely expensive illnesses. Moreover, firms of that size usually do not
have sophisticated human resources departments that can effectively negotiate
such arrangements.

The self-insurance arrangement is an unusual feature of the United States
system: much of the work of United States insurers does not entail taking on
much risk but rather is purely administrative. Employers reimburse insurers for
this administrative work even when they are self-insured.

Small businesses (up to 50 or 100 employees) have a much harder time,
compared with large businesses, in providing health insurance for their
employees at reasonable cost. It is harder to pool funds and reduce risks
because with fewer workers the chance of incurring very high costs when a
few employees fall ill is very great. For this reason 35 states in the United States
have organized small business purchasing pools, which insured around 200 000
individuals in 2009 (National Conference of State Legislators, 2011). This type
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of pooling of small groups reduces the insurer’s risk and lowers the costs of
insurance to small businesses, making it easier for them to provide insurance
for their employees.

Similar to the small group market, pooling funds and reducing risk in the
individual market has been difficult in the United States. Prior to the ACA, most
states allowed insurers in the individual market to underwrite each applicant
separately using information about their medical history and age. Insurers in the
individual market were therefore able to select whom to cover and at what price,
leaving many high-risk individuals without adequate or affordable coverage
(Baicker & Dow, 2009).

Market share in health insurance is dominated by larger firms that generally
market nationally. (Blue Cross Blue Shield Plans, while having a national
presence, usually markets in individual states.) The top five firms (United-
Health Group, Wellpoint, Aetna, Health Care Services Corporation and CIGNA)
control about 50% of the market (Congressional Research Service, 2009). A
study by the AMA concluded that in almost 95% of metropolitan areas in the
United States, the health insurance market is highly concentrated (American
Medical Association, 2007). Mainly as a result of mergers and acquisitions,
enrolment for the two largest insurers in the country rose from 32 to 67 million
between 2000 and 2007 (American Medical Association, 2007).

Market shares in the small group market (fewer than 50 employees) vary
markedly by state. In 2008, the top insurance carrier controlled 21% of the
private small group market in Arizona (PacifiCare Life Assurance Company)
compared to 96% in Alabama (Blue Cross Blue Shield of Alabama); the average
among all states was 47%. In just over half the states the five largest insurers
controlled 90% of the small group insurance market. These market shares had
increased over the previous six years, indicating a growing concentration of
the small group market. For example, in 2002 the average market share of
the top carrier in a state was 33%, but this had risen to 47% six years later
(U.S. Government Accountability Office, 2009). Nationally, by far the most
significant players were Blue Cross Blue Shield plans. Their total market share
was 51% in 2008, up from 34% in 2002.
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3.5.3 Market conduct

Nearly all health insurance products in the United States provide benefits in
the form of service rather than cash. Although there are some policies that
provide certain dollar benefits per day in hospital, or if a disease such as cancer
is contracted, they are fringe products that constitute only a tiny fraction of
the market.

Premium rating systems

There are, in general, two ways in which insurers price their products:
experience rating and community rating. Under experience rating, which is
the most common technique used, insurers charge employers (or individuals)
on the basis of past cost experiences or, when data is lacking, on predicted
expenditures. In contrast, community rating entails charging the same amount
to all groups (or even individuals). Sometimes community rating is adjusted
so that, for example, everyone of a particular age is charged the same amount.
As discussed in section 2.2.2, when commercial insurers entered the health
insurance marketplace after the Second World War, they were able to use
experience rating to attract younger and healthier groups from Blue Cross and
Blue Shield plans, which were then forced to move to experience rating.

Many states require that insurers price their products within a rate band
in the small employer market, for example around plus or minus 25% of the
average premium charged (Families USA, 2011b). Insurers employ actuaries to
determine what rates should be charged. While past health claims are perhaps
the most important determinant of rates, other factors include the characteristics
of the employees such as their age, gender, occupation, region where living and
health habits. Since health insurance is a competitive business, the premiums
charged by insurers are bound by competitive pressures. Other elements in the
premium calculation besides expected medical expenses are a “risk premium’
to account for uncertainty on the part of the insurers, administrative expenses
and profits. One of the main ways in which premiums can be controlled is to
employ larger co-payments or limitations on services covered. These topics
are discussed below.

9

In the individual insurance market, premiums are generally experience
rated. Each individual goes through medical underwriting to assess their
risks. In general, there is no requirement that a person be offered insurance.
In contrast, four states (Massachusetts, New York, New Jersey and Vermont)
require community rating in the individual market — that is, they prohibit
medical underwriting (Whitmore et al., 2011). This can lead, however, to
higher average premiums and effectively discourages healthier individuals
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from entering the market because of the high cost of premiums. This occurred
in New Jersey, which instituted a community-rating requirement in 1993. As a
result, premiums rose as healthier people left the market. Within seven years,
premiums had risen two-fold to three-fold, and enrolment had fallen by half
(Monbheit et al., 2004). This phenomenon is sometimes called a “premium death
spiral”. As sicker people join the risk pool, premiums rise; as a result, many
healthier people choose to leave the market because they can no longer afford
the premiums.

An example of how adverse selection can lead to a “death spiral” involved a
generous FFS option offered by United of California to its employees. Because
of its liberal benefits, it was attractive to those in poorer health. As a result, for
individual coverage, yearly premiums rose from $750 in 1993 to $17 000 in
2001. Premiums for family coverage exceeded $40 000 in 2001. By then, only
a handful of members remained in the plan (Buchmueller, 1998).

Under the ACA, federal and state-based exchanges combined with the
individual mandate to purchase insurance are intended to reduce adverse
selection problems in the individual and small group market by requiring plans
selling in exchanges to use community rating (older individuals can be charged
more than younger but differences within age cohorts will be prohibited), rather
than experience rating, and by increasing risk pooling to a far greater extent
than has been the case in the past in the United States. Exchanges will also
reduce or eliminate the need for individuals to purchase insurance through
agents or brokers, whose fees can absorb 20% of the total premium during the
first year of enrolment (Whitmore et al., 2011).

One of the key requirements of the ACA is that individuals purchase
coverage or pay a penalty. Similarly, firms with more than 50 employees will
also have to provide coverage or pay a penalty. These “sticks”, combined with
the “carrots” of subsidies for individuals to purchase coverage, will, it is hoped,
lead to a system in which community rating will be viable.

Risk adjustment

Payments to insurers and health plans may be adjusted for differences in the
risk characteristics of the population enrolled in coverage. Risk adjustment is
designed to compensate insurers for the risks they assume and reduce their
incentive to select enrollees based on risk, particularly when insurers are
constrained in their ability to vary premiums by enrollee health status. Among
employer-based plans, risk adjustment can be used to modify payments to
insurers when firms offer multiple plan options. If, for example, a firm offers
both low-cost and high-cost sharing plans, high utilizers of health care may
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opt to enrol in the low-cost sharing plan. The low-cost sharing plan would
have higher premiums than the high-cost sharing plan due to differences in
the actuarial values between them. However, the premiums may not reflect
the full effect of sicker employees enrolling in the low-cost sharing plan. Risk
adjustment can therefore be used by a health plan to reallocate funds to adjust
for selection in cases where premiums reflect differences in plan design but are
unable to fully account for adverse selection (American Academy of Actuaries,
2010). However, despite evidence of adverse selection when employers offer
multiple plans, formal risk adjustment is extremely rare in the employer-
sponsored market. Possible reasons for the slow rate of adoption posited include:
lack of available data, concern by firms about validity of risk-adjustment
models and the prevalence of other mechanisms attempting to address biased
selection in the market (Ellis, 2001). Unlike the employer-sponsored market,
risk-adjustment payments are quite common among United States public
purchasers. CMS uses risk adjustment in Medicare Advantage plans and
Medicare Part D drug plans. Many state Medicaid programmes also make use
of risk adjustment in payments to managed care organizations. Finally, under
the ACA, plans sold in the individual and small group market will be subject
to risk adjustment (American Academy of Actuaries, 2010).

Premiums and cost sharing

There are significant user charges associated with private insurance. Beginning
with premiums, the average cost of employer-based single coverage was $5049
in 2010, 18% of which, or $899, was paid by the employee. For family coverage
(generally, employee, spouse and one or more children) 29%, or $3997, of the
total cost of $13 770 was paid by the worker. The percentage of family coverage
paid by the employee has risen considerably over the past decade — by 9.5%
per year compared to 7.3% for the share paid by the employer. This is one of
several examples of how employers have shifted more costs onto employees
as health-care costs have risen. High-deductible plans with savings options,
not surprisingly, have lower premiums than other plan types — about 12% less
than HMOs and PPOs (Kaiser Family Foundation and Health Research and
Educational Trust, 2010).

Employer plans also employ cost-sharing requirements, which also have been
rising considerably over time (in part as a way to reduce premium increases).
Beginning with annual deductibles and co-payments, among PPOs — the most
common plan in use — 77% required a deductible in 2010, and among those, the
average amount was $675 for individual coverage. Interestingly, deductibles
in firms with 3-199 employees ($1146) were more than double those in large
firms ($460). The percentage of employees in PPOs with a $1000 deductible
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rose from 12% to 22% from 2006 to 2010. Similarly, the median co-payment
for a physician office visit was $20 in 2010, up from $15 six years earlier.
For specialty physician visits it was $30, compared to $25 six years earlier
(Kaiser Family Foundation and Health Research and Educational Trust, 2010).

As is the case in many high-income countries, there are often substantial
co-payments for prescription drugs. In most employer-sponsored plans, there
are multiple “tiers”, each of which has its own cost-sharing requirements. Their
purpose is mainly to encourage the use of cheaper drugs, particularly generics,
the use of which has grown substantially in recent years (see section 3.7 for
more details).

One way in which employer coverage tends to be more generous than
Medicare’s is that there is usually a limit on annual OOP expenditures. Over
80% of employer-sponsored health plans establish such a maximum. In 2010 the
median OOP maximum for an employee with individual coverage was in the
range $2000-2500. However, the actual situation is more complicated. Some
employers do not include the deductible or co-payments in the OOP spending
figure. Not surprisingly, for high-deductible plans it was much higher, with a
medium of $3000 or more (Kaiser Family Foundation and Health Research and
Educational Trust, 2010).

Premiums vary by age in the individual market. Nationally in 2007, a
55-year-old would pay about $5000 annually for PPO or point-of-service
(POS) premiums, compared to about $1800 for a 25-year-old. Age differences
in premiums generally do not exist in employer-sponsored coverage, which
highlights the lack of cross-subsidization in the individual market. Deductibles
are also much higher in the individual market. For those with a deductible in
2007, the average was over $2100 for individual coverage, about three times as
high as in the employer-sponsored market (Whitmore et al., 2011).

Services covered

As with most aspects of employer-sponsored coverage, it is difficult to
generalize about particular service types. One reason is that while some states
have strict rules on which services must be covered, many employers are not
subject to these rules because they are self-insured. Further, national data are
scarce regarding how common it is for particular services to be covered by
employer-sponsored plans. One exception is a 2010 survey conducted by the
firm Mercer, where it was found that nearly all firms offering coverage — 100%
of large employers and 97% of small employers — offer coverage for prescription
drugs. The figures are nearly as high (97% and 92%, respectively) for mental
health and substance abuse benefits. There is, however, a marked difference
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between large employers and small employers with respect to offering dental
benefits. While 97% of large employers offer this coverage, it is true of only
72% of small employers (Mercer, 2010).

The federal government has also collected data on employer-based health
plan coverage for the years 2008 and 2009 (U.S. Department of Health
and Human Services, 2011d). The tabulations, however, are not very useful
because they are unable to distinguish whether a service is not covered, or if,
alternatively, it was covered but not mentioned in the plan materials that were
examined by the researchers. To illustrate: 66% of employees are in plans that
explicitly list that maternity care is a covered benefit, but for 33% of employees,
whether it is covered is not mentioned. Similarly, 27% of employees are in plans
in which it is mentioned that kidney dialysis is covered, but the other 73% may
or may not have coverage; the service was not mentioned in the health plan’s
materials one way or the other.

The tabulations are clear, however, that nearly all covered employees receive
coverage for hospital, doctors’ offices and inpatient mental health care, and
the vast majority for outpatient mental health care and emergency services. It
should be kept in mind that there are often limits on coverage. To illustrate, the
median co-payment for hospital admissions is $250; for doctors’ office visits,
$20; and for emergency hospital visits, $100.

One thing that can limit the scope of coverage is utilization management
activities (previously called utilization review). These include such activities as
requiring prior permission to be hospitalized or obtain certain services; second
opinions before obtaining reimbursable services; and retrospective reviews after
services are already received. Some of these activities, it may be argued, have
the potential to reduce unnecessary services, thereby enhancing the quality
of care.

Perhaps the most notable difference between the individual and employer-
sponsored markets concerns services covered. Only 43% in the individual
market had coverage for maternity care, 62% for inpatient mental health care
and 77% for outpatient mental health care. Similarly, coverage for chemical
dependency was around 60% (Whitmore et al., 2011). From the surveys noted
above, it is clear that at least in the case of inpatient mental health care, coverage
is far more likely in employer-based rather than individual plans, and somewhat
more likely for outpatient mental health care.
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Administrative costs and profits

Administrative costs tend to be higher in private insurance than government-
sponsored programmes such as Medicare and Medicaid. This is a result of
several factors in addition to the need for profits. Private insurers engage in
“underwriting” activities, which involve examining past claims expenses to
determine a competitive, yet still profitable, premium to charge. Insurers may
require blood, urine and saliva testing and investigate the medical history of
the applicant’s providers. They also need to market and advertise since, unlike
government programmes, they do not have a captive audience. This involves
the use of brokers or agents who have to earn commissions — more often in the
individual than employer-group market. Finally, to protect themselves against
unexpectedly high claims, insurers often need to factor in a risk premium.

Estimates vary on the size of administrative costs (including profits and
taxes). What is agreed, however, is that administrative costs are much higher for
insurance policies covering individuals and small firms. One study, conducted
by a United States actuarial firm, estimated that in 2003, Medicare spent 5.2%
on administration, compared to 16.7% for private insurers. Among the latter,
administrative costs were estimated to be 30% in the individual market, 23% in
the small employer market and 12.5% for large employers (Milliman Inc., 2006).
The non-partisan Congressional Budget Office (2008) writes, ... the average
share of the policy premium that covers administrative costs varies from about
7% for employment-based plans with 1000 or more enrollees to nearly 30% for
policies purchased by very small firms and by individuals” (p.60).

The Congressional Research Service (2009) examined the profitability of
74 industries in 2008. Two measures of profitability were used: as a percentage
of revenues and as a percentage of assets. The “Insurance and Managed Care’
industry ranked 46th by the first of these measures, and 35th by the second.
In contrast, the pharmaceutical industry ranked 3rd and 9th, respectively.
More recently, however, health insurance profits have become the focus of a
policy debate. In 2010, the Obama Administration — citing record profits for
the industry - criticized proposed premium increases in the individual market
(Seelye, 2010).

B

Another measure of note is the medical loss ratio: the proportion of premiums
returned to policy-holders in the form of health services. A.M. Best Company
examined trends in loss ratios. Among nine insurers for which there were data
in both 2000 and 2008, average medical loss ratios had dropped a little more
than two percentage points, from 84.5% to 82.1%. The ACA has set the medical
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loss ratio for insurers at 80% for small group insurance and 85% for large group
insurance. In 2012, the first year this provision was in effect, insurers refunded
over $1 billion in premiums to policy-holders.

3.5.4 Public policy issues

This subsection discusses two sets of public policy issues regarding private
health insurance: its content and sale, and its tax treatment.

Content and sale of health insurance

As discussed in section 2.8, by and large the regulation of private insurance
has traditionally been left to the states. The type and extent of regulation,
however, varies greatly by state. For example, some states review health
insurance premiums before giving their approval, while others simply require
that rates and rate increases be filed with the state. Other regulations may
include such things as: providing consumers with information about plan rules
and benefits; rules governing disputes, particularly when a claim is denied;
requiring that group or individuals not be denied coverage or renewed coverage
based on health status; limiting the extent of annual premium increases; and
the mandating of coverage for particular benefits or providers (e.g. minimum
maternity lengths of stay and/or coverage of reconstructive surgery after
mastectomies; coverage of psychologist and/or chiropractor services — to name
a few) (Kofman & Pollitz, 2000).

Since health insurance has previously not been mandatory, there are few
federal regulations regarding the ownership and content of private health
insurance policies. As discussed in section 2.8, the major exception is ERISA,
which governs self-insured employer-sponsored plans. These plans account for
more than half of covered employees. ERISA, however, does not dictate the
content of coverage.

As noted, ERISA does not require that employers offer health insurance
but governs the administration of the plans that are offered. ERISA has been
amended several times over the years. Some of the current requirements are
that plans: provide enrollees with information about plan features and funding;
establish procedures governing grievances, appeal of denied medical claims,
and rights to sue; provide patients with the right to continue coverage (for a
fee that is usually somewhat higher than the total premium that was paid by
the employer and employee during employment) for a limited time after the
loss of a job; provide annual and lifetime mental health benefits equivalent to
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those provided for medical and surgical benefits if they offer mental health
coverage; and cover minimum maternity lengths of stay and reconstructive
surgery after mastectomies.

The ACA, if fully implemented, will have a major impact on private health

insurance (see Box 2.1). Scheduled to go into effect in January 2014, the act
will include the following:

Nearly all individuals will be required to obtain health insurance or pay
a penalty. To make this more affordable, subsidies will be available on a
sliding scale to those with incomes up to four times the federal poverty

level (approximately $90 000 in 2010 for a family of four).

Employers with more than 50 employees will be required to offer health
insurance, or pay a penalty.

Health insurance exchanges will be established by each state to coordinate
the marketing and sale of health insurance policies to individuals and
small firms. States that do not establish them will have the responsibility
ceded to the federal government.

Minimum benefits must be provided by the health insurance policies.
While all plans must provide these benefits, different “tiers” can employ
different patient cost-sharing requirements. The tiers (e.g. Gold, Silver and
Bronze) indicate the expected amount of health-care costs covered by the
policies. Policies sold in the exchanges cannot have deductibles in excess
of $2000 for individuals and $4000 for families.

Insurers operating in the exchanges are required to accept all applicants
and charge the same premium irrespective of health status or pre-existing
conditions. (Older individuals can be charged no more than three times
the premium as younger ones, and smokers can be charged 1.5 times as
much as non-smokers.) The renewability of policies is guaranteed.

Insurers are prohibited from placing a lifetime limit (e.g. $2 million) or
an annual limit on coverage.

Insurers are required to present information about their plans in a standard
format, and a web site will be developed to allow for the comparison
of plans.

Insurers must provide, without any cost sharing on the part of the patient,
particular preventive services.

Medical loss ratios must be at least 80% in the individual and small group
market and 85% in the large group market.
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» Insurers with particularly expensive benefit packages will be subject to
a surcharge (the “Cadillac Tax”, discussed below).

» States are required to monitor health plan premium increases and require
that particularly large increases be justified.

This last point has been a major focus of the Obama Administration.
Ten states that did not have the authority to carry out effective monitoring of
premium increases in either or both the individual and small group market were
identified; the federal government subsequently took control to oversee these
monitoring activities. Furthermore, the federal government plans to examine
any proposed rate increases of more than 10% and determine whether they are
justified (Pear, 2011a). Moreover, insurers are required to post on their web sites
their intent to raise rates by more than 10%, along with an explanation. This
information will also be posted on a federal government web site (Levey, 2011).

In spite of these efforts, the ACA does not provide the federal government
with the authority to block large rate increases. Moreover in 30 states, in 2010,
state authorities did not have the authority to deny rate increases.

Taxation of health benefits

As discussed in section 2.2, tax regulations have, historically, had a major
impact on the private insurance market. Since the Second World War, employer
contributions to employee fringe benefits such as health insurance have not been
considered as taxable income for the employee. This so-called tax expenditure
is estimated to cost $260 billion in lost revenue in 2009 (Gruber, 2010).

Moreover, tax exemptions on fringe benefits have encouraged employers to
provide coverage — and more comprehensive coverage — in lieu of higher wages.
To illustrate, suppose that an employee obtains family health insurance coverage
from his or her employer, and that the family’s taxable income is $75 000. In
2010, the average family plan cost the employer $10 000 in premiums (the
employee paid another $4000) (Claxton et al., 2010). Furthermore, the marginal
federal tax rate was 25% at that income level. State tax rates vary. In California,
one of the higher states, it was 8.25%. Thus, the total marginal tax rate was
33.25% in California. If the employer share of premiums was not tax deductible,
the family would have had to pay $3325 more in income taxes. This encourages
employees and unions to seek more of their compensation in health benefits

' A case can be made that one of the things that sparked passage of the legislation was the announcement of
a large premium increase. Anthem Blue Cross Blue Shield, California’s largest for-profit insurer, announced
proposed increases in its non-group policies as large as 39% (due to the public outcry, the proposed increases
were rescinded) (Blumberg, 2010). The proposed premium increases came to light in early February 2010, at
the height of the debate on the final legislation (The New York Times, 2010).
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rather than income. Not coincidentally, perhaps, labour disputes in the United
States now are more likely to be over cuts in health benefits rather than
about wages.

For decades, advocates of managed competition have called for the
elimination or capping of this tax exclusion (Enthoven, 1980; Enthoven &
Kronick, 1989). One provision of the ACA is that it caps the tax-exempt status
for very generous health plans. Called the “Cadillac Tax”, starting in 2018, it
levies a 40% surcharge on health plans that are worth more than $10 200 for
individual coverage and $27 500 for family coverage.

3.6 Out-of-pocket payments

OOP payments are health-care related costs paid by consumers. They include
direct payment for health services, coinsurance, co-payments and deductibles.
While OOP payments have fallen as a percentage of the total, real OOP spending
has actually risen considerably. This is because the size of the health-care
system has grown so fast. In 1970, per capita OOP spending was $128 of the
$319 dollars spent on personal health care per capita, representing a 40% share
(Table 3.12). By 2011, United States health-care consumers spent $1146 in OOP
payments of the $8187 dollars spent per capita on personal health expenditures,
or 14%. In contrast, the consumer price index over this same period grew by
only 5.8-fold. In the midst of this general upward trend in recent decades in OOP
payments among OECD countries, the United States has historically ranked
second highest in per capita OOP spending, after Switzerland (OECD, 2012a).

The growth rate in OOP payments was not distributed equally across
subgroups of the United States population and the services they use. The largest
increases in OOP spending between 1995 and 2006 were experienced by those
with non-Medicaid public insurance (60%), the uninsured (46%) and individuals
at or below the poverty line (35%), compared to those with private coverage
(15%) (Paez, Zhao & Hwang, 2009).
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Table 3.12
Personal health-care expenditures by source of funds and type of expenditure,
1970-2011

Source of funds 1970 1980 1990 2000 2010 2011
Per capita 319 1023 2662 4568 7934 8187
All personal health-care expenditures ($B) 63 217 617 1165 2190 2279
00P payments (%) 40 27 23 17 14 14
Hospital care expenditure ($B) 27 101 250 416 816 851
00P payments (%) 9 5 5 3 3 3
Physician and clinical services expenditures ($B) 14 48 159 291 519 541
00P payments (%) 45 30 19 1 10 10
Nursing home expenditures ($B) 4 15 45 85 143 149
00P payments (%) 50 41 40 32 28 27
Home health expenditures ($B) 0.2 2 13 32 71 74
00P payments (%) 9 15 18 20 7 8
Prescription drug expenditures ($B) 6 12 40 121 256 263
00P payments (%) 82 71 57 28 18 17
Dental services expenditures ($B) 5 13 32 62 105 108
00P payments (%) 90 66 48 44 41 42

Source: Centers for Medicare & Medicaid Services, 2012a.
Note: $B: US$ billions.

Americans between 65 and 79 years of age had the highest per capita OOP
payments in 2005 ($575) compared to any other age group. Also, women spent
more OOP ($389) relative to men ($291) and Non-Hispanic Whites spent more
on OOP ($368) than other race/ethnicity groups. Among those under the age
of 65, the uninsured’s expenditures on OOP were higher ($536) than those with
private ($362), Medicaid ($97), or other public insurance ($367) (Paez, Zhao
& Hwang, 2009).

With respect to health status, OOP payments increased with the number of
chronic diseases for all types of health care. The biggest absolute differences
in amount of OOP spending by number of chronic conditions occurred for
prescription drugs. Individuals of 65 and older with three or more chronic
diseases paid $1292 on average per year compared with $173 for people of the
same age without any chronic conditions. For younger adults, this difference
was more than 20-fold (§951 vs $45). Comparatively, persons over the age of 65
without any chronic conditions paid $6 per capita on hospital inpatient services
and $18 on outpatient and emergency department services, whereas those with
three or more chronic conditions paid $56 and $49 respectively (Paez, Zhao
& Hwang, 2009). In 2006, median OOP spending for Medicare beneficiaries
as a percentage of median income was highest for those in poor health (22%),
while those in excellent or very good health earned more and spent less on
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OOP payments. With respect to chronic diseases, Medicare recipients with
Alzheimer’s disease spent 26% of their income on OOP expenditures, those
with congestive heart failure 25%, and Medicare beneficiaries with cancer spent
23% of their income on OOP expenses (AARP, 2011). In part as a result of rising
OOP payments among some of the most vulnerable in the United States, nearly
half of all United States families filing bankruptcy in 2001 cited medical debt
as a cause (Himmelstein et al., 2005).

3.7 Payment mechanisms

In the United States, the way in which health services are paid depends on
the service provided, the type of health worker providing it, the funder, as
well as where the service is provided (e.g. hospital or ambulatory care centre,
California or New York). Given this complexity, the payment mechanisms for
each type of health service (e.g. inpatient hospital care, prescription drugs) are
discussed according to the payer involved (e.g. Medicare, insurers and health
plans). Table 3.13 summarizes the primary mechanisms by which funders pay
for health services.

Table 3.13
Payment mechanisms for health services

Payers
Insurers and Insured Uninsured

Medicare Medicaid/CHIP  health plans individuals individuals
Services
Inpatient hospital DRG DRG, Per diem, FFS, Per diem Co-payment, Direct
care CR co-insurance
Physicians and FFS FFS, Capitation FFS, Capitation, Co-payment, Direct
other health Salary co-insurance
professionals
Prescription Subsidies for DAWP Formularies Co-payment, Direct
drugs premiums co-insurance
Long-term care PPS for limited PPS, CR Per diem for Direct Direct
and home health  duration limited duration

Notes: CR, cost reimbursement; DAWP, discounted average wholesale price; DRG, diagnosis-related group; FFS, fee for service;
PPS, prospective payment system.

Medicare

The main complaint about Medicare from providers concerns the level of
reimbursement. Hospitals and physicians often state that provider payments
do not cover their costs. The American Hospital Association (2010) calculates
that Medicare pays only 90% of the costs associated with treating programme
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beneficiaries, leading to a shortfall of $25 billion in 2009. Moreover, this 10%
shortfall has reportedly risen substantially over time, from only about $1 billion
in 2000. These figures are similar, although somewhat higher, than the 5.2%
“negative margin” or loss to hospitals reported by the Medicare Payment
Advisory Commission (Medicare Payment Advisory Commission, 2011b),
which provides Congress with analysis and advice on Medicare payment policy.

Inpatient hospital care. Since 1983, Medicare Part A has used a prospective
payment system to reimburse for hospital services (Shi & Singh, 2008, p.227).
The amount paid per patient per hospital stay is a bundled payment called
a DRG payment. More information on DRGs and other Medicare payment
mechanisms is presented in Box 3.4. Although additional payments can be
made to hospitals for extremely lengthy or expensive inpatient stays, hospitals
are generally “at risk” in the sense that with a prospective bundled payment they
make money on some Medicare patients and lose money on others.

Box 3.4
Medicare payment mechanisms

Relative value based scale

Medicare Part B pays for physician services using a Resource-based Relative Value Scale
(RBRVY) fee schedule. If providers agree to take the Medicare payment as full payment

they are not allowed to charge anything additional to the patient above the deductible and
co-payment. RBRVS-based payments from CMS for each service are a prospective function
of physician work, office expenses and liability, and are adjusted for geographical differences
in resource costs. Payments are calculated by multiplying the physician’s resource costs by

a conversion factor determined by CMS and are adjusted for geographical differences in
resource costs (American Medical Association, 2012). As a FFS model, the more productive a
physician is under RBRVS, the more he or she will be paid.

Sustainable growth rate

Most Medicare payments for non-physician services are adjusted for inflation each year by
CMS; however, payments for physicians are adjusted using a conversion factor based on a
formula called the “Sustainable Growth Rate” (SGR). The SGR is based on four variables:

the estimated percentage change in fees for physician services (inflation in prices of goods
and services), the estimated percentage change in the average number of Medicare FFS
beneficiaries, the estimated 10-year average annual percentage change in real per capita GDP,
and the estimated percentage change in expenditures due to changes in law or regulations
(Centers for Medicare & Medicaid Services, 2011f).

The SGR is calculated each year and used to update yearly and cumulative expenditure
targets. Each year, adjustments to payment rates for physician services are made to align
spending on these services with expenditure targets. If spending exceeds expenditure targets,
payments to physicians would, according to the legislation, be cut by adjusting payment rates
over several years to bring cumulative spending in line with the cumulative expenditure
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Box 3.4 - continued
Medicare payment mechanisms

target. If spending falls below the target, the adjustment is positive. When spending and
targets align, physician payment rates are adjusted for inflation using the Medicare Economic
Index (Congressional Budget Office, 2006). However, as noted earlier, generally the
adjustment rates have been negative leading Congress to override the SGR mechanism in
order to prevent a decline in physician reimbursement rates.

Diagnosis-related groups

Since 1983, Medicare Part A has used a prospective payment system to reimburse for hospital
services (Shi & Singh, 2008, p.227). The amount paid per patient per hospital stay is a bundled
payment called a diagnosis-related group (DRG) payment. The roughly 750 DRGs classify

all human diseases. The classification accounts for up to eight diagnoses in addition to the
primary diagnosis. The payment calculation for a DRG is complicated. It includes information
about the affected organ system, surgical procedures performed, and the morbidity and sex

of a patient. DRGs are assigned unique weights by CMS to allow reimbursement for the same
DRG to vary across hospitals due to wage differences between hospital markets, whether

the hospital is in an urban or rural market, whether the hospital is a teaching hospital, and

the share of low-income patients it treats (Shi & Singh, 2008, p.227). Although additional
payments can be made to hospitals for extremely lengthy or expensive inpatient stays,
hospitals are generally “at risk” in the sense that with a prospective bundled payment they
make money on some Medicare patients and lose money on others.

QOutpatient Prospective Payment System

The Medicare Outpatient Prospective Payment System (OPPS) is used by Medicare to pay for
outpatient ambulatory care services. The OPPS characterizes ambulatory care into over 300
procedural groups, called Ambulatory Payment Classification (APC), defined by similarities
in the medical procedures and resources required to provide the outpatient service. Medicare
assigns bundled payment rates for the APCs based on the median cost of services in the
procedure group and geographical variation in wages (Shi & Singh, 2008, p.228).

Reimbursements for inpatient psychiatric services by Medicare are per diem
(rather than a bundled amount per case, as for inpatient general acute care) and
based upon modified DRGs. Stop-loss measures are included in this Medicare
reimbursement programme to prevent psychiatric hospitals from excessive
losses (Shi & Singh, 2008, p.227).

Physicians and other health professionals. The adequacy of Medicare
payment to physicians has received a great deal of attention from policy-
makers. While some publicity has been given to anecdotal evidence that many
physicians are no longer seeing Medicare patients, this does not seem to be the
case in the aggregate. Nevertheless, there are some access problems, particularly
for primary care providers. Moreover, as discussed below, Congress has been
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keeping physician payments considerably higher than dictated by a formula. If
it chooses not to do so in the future, and instead relies on the formula, access
problems could accelerate rapidly.

Medicare Part B pays for physician services using a RBRVS fee schedule.
The RBRVS divides the cost of providing services into three categories —
physician work, office expense and professional insurance. The payment is
determined by multiplying the costs by a conversion factor set by the CMS
(Kaiser Family Foundation, 2012b). Box 3.4 contains further details on the
RBRVS. While most Medicare payments for non-physician services are
adjusted each year by CMS for inflation, payments for physicians are adjusted
using a conversion factor based on a formula called the Sustainable Growth
Rate (SGR). The SGR is based on several variables, is designed to keep annual
and cumulative Medicare Part B spending within targets (see Box 3.4 for more
details).

Medicare Advantage (Part C) plans can be local HMOs and PPOs, private
FFS plans or HMOs for specific high needs patients (e.g. those in long-term care
with chronic conditions). There are two alternative ways in which physicians are
paid — two-tier and three-tier systems. In two-tier systems, Medicare pays the
managed care company, which in turn pays the physician directly. In the more
common three-tier arrangement, there is an intermediary: the medical group
where the physician works. In these situations, Medicare pays the managed care
company, which in turn pays the medical group. The group pays the physician
in any manner that is mutually agreed upon.

Thus, there is a fairly distant relationship between the purchaser (Medicare)
and the provider. The main issue affecting physicians is the adequacy of
payment rates from Medicare to the managed care organization. In recent years
these payments have been, by most accounts, very generous. When HMOs
first began contracting with Medicare, payment systems were designed to save
Medicare 5% compared to what it would have paid in the FFS system. This did
not occur, in part because of favourable selection (healthier patients) enrolling
in managed care organizations, but also because over time payment formulas
have become more generous. Researchers have found that the payments actually
exceed what Medicare would have paid in the FFS section by an average of
about 12% (Biles et al., 2006). While this did allow Medicare Advantage plans
to offer additional benefits, it has been costly to the Medicare programme.
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The ACA reduces payments to Medicare Advantage plans to put payments
on a par with those in the traditional Medicare programme. These cuts will
be phased in over several years and are expected to result in a decline in the
Medicare Advantage enrolment — which currently constitutes 24% of Medicare
beneficiaries — by 35%, or down to about 16% of beneficiaries (Congressional
Research Service, 2010). The expected fall in enrolment is mainly because
Medicare Advantage plans will no longer be able to offer as many extra
benefits compared to what is provided in the traditional programme, but also
because plans will probably have to charge higher premiums and co-payments.
However, in 2011 - the first year of cuts — the expected fall in Medicare
Advantage enrolment was not observed. In fact enrolment rates increased and
premiums decreased.

Similar to inpatient care, Medicare uses a prospective payment system to
reimburse for ambulatory care services (e.g. clinic visits, outpatient procedures)
called the Medicare Outpatient Prospective Payment System (see Box 3.4
for more details). While traditional Medicare does not cover dental services,
some Medicare Part C Advantage plans do cover dental services as part of the
enhanced benefits described above and pay dentists on a FFS basis.

Prescription drugs. Medicare subsidizes premiums for voluntarily
purchased Medicare Part C Advantage plans with a prescription drug benefit
and stand-alone Medicare Part D prescription drug plans. These private plans
then reimburse pharmacies based on negotiated prices for specific drugs (i.e.
formularies) (Boards of Trustees, 2011).

In Part D, drug plans submit bids to CMS each year based on their expected
benefit payments and administrative costs after deducting federal reinsurance
subsidies and enrollee premiums. Plans base bids on a Medicare enrollee of
average health. CMS then risk adjusts payments based on the actual health
status of plan enrollees including diagnoses, age, sex, disabled status, low
income status and long-term institutionalization status. CMS pays plans a direct
subsidy prospectively for each enrollee monthly and reconciles the payments
and actual plan costs annually (Medicare Payment Advisory Commission,
2008a).

Long-term care and home health. Although Medicare does not pay for
extended or custodial long-term care (this falls under Medicaid’s purview,
discussed below), Medicare Part A does pay for post-acute nursing home
care for beneficiaries with a prior inpatient stay who need these services
(Georgetown University Long-Term Care Financing Project, 2007). It pays
the full amount for 20 days and then a much smaller subsidized amount up
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to 100 days. Medicare pays for these services using the prospective payment
system, setting per discharge payment rates for different case-mix groups
called Medicare severity long-term care DRGs (Medicare Payment Advisory
Commission, 2008b). In addition to a limited amount of nursing home care,
Medicare pays for home health services related to medical treatment but not for
assistance with activities of daily living (Georgetown University Long-Term
Care Financing Project, 2007).

Medicaid

Inpatient hospital care. The American Hospital Association (2010) reports that
Medicaid pays, on average, 89% of the actual cost of care — almost the same
as Medicare’s 90%. The cumulative loss on Medicaid patients was reported to

be about $11 billion.

State Medicaid agencies vary considerably in how they pay health-care
providers for services provided to Medicaid beneficiaries. In the managed care
framework, which comprises 70% of Medicaid enrollees, Medicaid pays health
plans to provide a defined set of services to beneficiaries at a fixed rate. States
establish managed care rates for various demographic groups using FFS claims
data or encounter data (Medicaid and CHIP Payment Access Commission,
2011, p.171). All but three states have a comprehensive Medicaid managed
care programme and penetration rates — or the extent of the Medicaid market
that managed care comprises — vary by state with more than half the states
having Medicaid managed care penetration rates over 50% (Kaiser Family
Foundation, 2011e). Most state Medicaid agencies pay for hospital inpatient
care using a DRG-based method. Less common Medicaid payment mechanisms
for hospital services include per diem and cost reimbursement methods. In per
diem reimbursement, state agencies pay each hospital a specific rate and this
rate is applied to each inpatient day for all patients in that particular hospital.
A handful of states use cost reimbursement. Under cost reimbursement, a state
Medicaid agency receives a claim from a hospital and pays a proportion of the
claim. After the hospital has submitted its annual report, any balances owed
to the hospital or the Medicaid agency are reconciled (Center for Healthcare
Strategies, 2010).

Physicians and other health professionals. On average Medicaid pays only
66% as much as Medicare for primary care services. Payment for specialist
services is higher: for obstetric care, the average is 93%. (The average for
all services is 72%.) There is, however, considerable variation by state. For
primary care, the ratio varies from 37% of the Medicare reimbursement
rate in New Jersey to 143% in Wyoming (Kaiser Family Foundation, 2011f).
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Medicaid payment methods for physician services also vary by state. Many
state reimbursement methods are based on fee schedules. Fee schedules are
created in such a way that physician services requiring more inputs or resources
are paid at higher rates (i.e. relative value). Medicaid fees for an office visit
can vary more than five-fold between states. The Health Care and Education
Reconciliation Act, passed after the ACA, requires state Medicaid agencies to
pay 100% of the Medicare payment rate for primary care services provided by
physicians for the years 2013 and 2014. The federal government will pay the
difference between the state and Medicare payments for these primary care
services (Medicare Payment Advisory Commission, 2011, pp.168-169).

Both low reimbursements and administrative hassles have resulted in
reduced physician participation in Medicaid. A national study of over 3700
paediatricians conducted in 2000 found that 55% of paediatricians accepted
all Medicaid patients. Rates varied considerably by state, ranging from 20% in
Tennessee to 96% in North Dakota. In states with payment rates in the lowest
quartile of all states, about half the paediatricians accepted all new patients,
compared to over 65% of those in states where reimbursements were in the
highest quartile. A similar inverse relationship was found between accepting
all Medicaid patients and perceived concerns about the amount of time it took
to complete paperwork (Berman et al., 2002). A second, more recent national
study with data from 2005 found that the average amount of time it takes a
physician to receive Medicaid reimbursement varied from 37 days to 115 days.
These delays acted to offset the effect of higher fees (Cunningham & O’Malley,
2008).

Medicaid pays dentists based on fee schedules. In regard to other outpatient
services, most state Medicaid agencies pay for these services using cost
reimbursement methods (Center for Health Care Strategies, 2010). The cost
reimbursement methods Medicaid uses for outpatient services are similar
to those described above for inpatient care with the exception of laboratory
services, which are paid using Medicare’s clinical lab fee schedule (Center for
Health Care Strategies, 2010). Some states develop their own fee schedules
or adopt the fee schedule Medicare previously used for ambulatory surgical
centres (rather than the prospective Ambulatory Payment Classification (APC)
system it uses now, see above). Others use Medicare’s APC groups to reimburse
outpatient hospital services. Less common are reimbursements based on
ambulatory patient groups that are “enhanced” in that more services are bundled
in payment compared to APCs (Center for Health Care Strategies, 2010).



Health systems in transition United States of America

Prescription drugs. Unlike Medicare Part D, pharmacies are paid directly
by state Medicaid agencies. States and the federal government determine
reimbursement amounts based on federal guidelines. Reimbursement amounts
are based on the average wholesale price discounted by a predetermined
percentage plus a dispensing fee. For some multiple-source drugs, states
use a ceiling price based on the federal upper limit for the drug or a state-
based maximum allowable cost. The federal government also mandates that
states receive rebates from manufacturers. These rebates are paid quarterly to
State Medicaid agencies and are equal to the greater of 15.1% of the average
manufacturer price (AMP) or the difference between the AMP and the lowest
price available to any United States purchaser. Generic drugs are rebated at
11% of the AMP (U.S. Department of Health and Human Services Office of
the Inspector General, 2009).

Long-term care and home health. Medicaid is the primary source of funding
for long-term care services, paying for more than 40% of all long-term care
(Kaiser Family Foundation, 2011b). To qualify for long-term care in nursing
homes under Medicaid, individuals, mostly aged over 65 or disabled, must not
exceed income or other financial resource thresholds set by states. Typically, the
financial eligibility criteria are defined as receiving Social Security Income (SSI)
and having less than $2000 ($3000 if a couple needs care) in assets, excluding
a home, car and some personal belongings. (Generally, a beneficiary’s primary
residence and one car are not counted towards the financial eligibility criteria.)
Payment mechanisms for long-term care services vary by state. Most states use
prospective payment systems similar to those in Medicare. Others reimburse
actual costs up to a predetermined statewide per beneficiary spending cap.
States pay directly or use third-party managed care administrators (National
Care Planning Council, 2012).

Insurers and health plans

Inpatient hospital care. Private insurance plans typically negotiate with hospitals
annually to set payment rates. These rates are either per diem, discounted FFS
or a variation of Medicare’s DRGs. For FFS payment mechanisms, private
insurers will typically negotiate a discount that applies to all prices on services
a hospital provides (New York Times, 2009). Discounted FFS payments are
more commonly used by smaller private insurance companies. Some private
insurers pay for inpatient care using Medicare’s DRGs but may assign different
payment weights by hospital and episode bundle (Reinhardt, 2006).
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Physicians and other health professionals. Many insurers pay physicians
based on the Medicare RBRVS fee schedule but use their own conversion
factors. Differences in fee schedule payments made to physicians across private
insurers are a result of differences in office size, network size and local doctor
labour supply. Larger practices may be better positioned to negotiate prices
with an insurer to the extent they can leverage the importance of participation
in an insurer’s network. Smaller practices may be more inclined to take the
fee schedules as given. Most specialists, with the exception of many hospital-
based specialists, are paid using standard schedules rather than negotiated
fee schedules. On average, physician rates fall within 20% of Medicare rates
(Center for Studying Health Systems Change, 2010).

Physicians may also be paid by insurers on a capitated basis. Here, insurance
premiums are allocated to physicians and provider groups under contract
with an insurer to cover services for the beneficiaries. Some large health
maintenance organizations, academic institutions and corporate- or physician-
owned practices pay physicians a salary (New England Journal of Medicine,
2004).

Private dental insurance is often a stand-alone plan in which private insurers
and health plans also pay for dental services based on fee schedules. Variations
in fee schedules across insurers — and across markets for a given insurer — are
a function of the same economic factors driving differences in physician fee
schedules described in this section. Private insurers and health plans often
pay for other outpatient services, such as outpatient surgeries, using bundled
payments similar to the APC system employed by Medicare and Medicaid
discussed earlier (Reinhardt, 2006).

Prescription drugs. Insurers and health plans purchase pharmaceuticals
often with the assistance of a pharmaceutical benefits manager (PBM), who
helps purchasers sift through often complicated pricing and distribution
schemes. Plans tie their co-payments for particular drugs to formularies. Often,
insurers use a four-tier pricing system where drugs are either (1) generic, (2)
preferred brand, (3) other branded products, or (4) specialty, with co-payments
rising, often substantially, from the generic to the preferred to the non-preferred
brand to specialty tiers (Schweitzer & Comanor, 2007).

The use of so many tiers is a relatively new phenomenon; the proportion of
employees in plans with three or more tiers rose from 27% in 2000 to 78% in
2009. Moreover, over this time period, while co-payments for generics increased
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by 25%, they rose by 80% for preferred drugs, 59% for non-preferred drugs
and 44% for specialty drugs. In 2009, average co-payments in the four tiers
were $10, $27, $46 and $85, respectively (Kaiser Family Foundation, 2010g).

Long-term care and home health. In 2004, private long-term care insurance
paid for 4% of nursing home and home health services. Long-term care
insurance products are purchased in individual or group markets. Premiums
vary based on whether the plans have inflation protection, and by the age and
health status of the insured. Beneficiaries can collect the benefit once they
demonstrate the need for substantial assistance with at least two of six activities
of daily living (e.g. bathing, dressing) and a waiting period of 90 or more days
has expired. Insurers then pay a set amount per day — $100 on average for
policies purchased in 2000 — generally for 2-5 years (Johnson & Uccello, 2005).

Uninsured individuals

Uninsured individuals either pay for health services directly or, in some cases,
receive them at no cost as charity or uncompensated care. Hospitals, physicians
and other health professionals can negotiate prices with uninsured persons on
a case-by-case basis. Some providers use means testing when determining
the final payment owed by uninsured individuals (Reinhardt, 2006). Often,
however, the uninsured pay prices far in excess of what public or private insurers
pay (Anderson, 2007). Compared to those with insurance, the uninsured are
frequently required to pay the full cost of the health-care service before it will
be provided (Asplin et al., 2005; Kaiser Family Foundation, 2011g). For those
who are unable to pay, hospitals, physicians and other health-care professionals
may provide services without compensation. Uncompensated care totalled
$57 billion in 2008 with 75% of these costs borne by federal, state and local
government funds reserved for caring for the uninsured (Hadley et al., 2008;
Kaiser Family Foundation, 2011g). As discussed in Chapter 5 and section 7.2,
many uninsured persons go without needed health care or visit local emergency
departments because they have no access to primary care.

Pay-for-performance

In addition to the payment mechanisms described above, providers may be
compensated based on performance. Pay-for-performance (P4P) “refers to
financial incentives that reward providers for the achievement of a range of payer
objectives, including delivery efficiencies, submission of data and measures
to payers, and improved quality and patient safety” (McNamara, 2006, p.5S).
By 2007, more than 100 P4P programmes had been launched in the private
health sector (Institute of Medicine, 2007). Some states, as well as CMS, have
also created or launched demonstration projects to align provider-payments
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with quality. Leveraging its purchasing power, Medicare has several P4P
demonstration projects. These include projects in which hospital payments are
tied to performance on quality measures and physician FFS payments are tied
to quality and efficiency measures. Providers and insurers are rewarded for
improving the care management of patients with chronic conditions (Centers
for Medicare & Medicaid Services, 2005). However, PAP rewards are seldom
more than 5% of a United States physician’s salary (Advisory Board Company
& Foundation, 2008) and improved performance tends to taper off after four to
five years (Werner et al., 2011).



4. Physical and human resources

ince the 1970s there has been an increase in ambulatory facilities, such

as physician and dentist offices and ambulatory surgical centres, and a

decrease in institutional settings such as hospitals and nursing homes.
The number of hospital beds has also fallen (and is amongst the lowest per head
among high-income countries), yet despite this decrease in beds, occupancy
rates in hospitals remain low, primarily due to a dramatic decrease in inpatient
length of stay. The United States uses relatively more of medical technologies
such as MRIs and CT scanners than comparable countries, which may also be
a factor in its relatively low average length of stay, but the average age of its
physical infrastructure, such as hospital buildings, is slightly increasing.

Employment of physicians, chiropractors, nurses, physician assistants and
all types of therapist has increased since 1990. Particularly high increases in
employment of physician assistants and therapists over the last three decades
(and moderate increases in nurses) may indicate increasing reliance on these
professionals for primary health care. On the other hand, employment of dentists,
optometrists and pharmacists has decreased slightly in this period. Relative to
comparable countries, the United States is around the median in physician
supply, but toward the top in nurse supply. Licensing and certification of health
professionals are carried out at state level; there is reciprocal recognition of
licences between most states, but not all.

The United States benefits from net inward migration of health-care
professionals from other countries. However, it suffers from internal
maldistribution of the health-care workforce: by practice and setting (with a
disproportionate number of specialist physicians compared to primary care
physicians); by geographical location (with variations in physician to population
ratios of more than 50%, with more professionals in the Mid-Atlantic and the
Northeast than in the South and the Mountain West, and greater shortages
of physicians in rural areas); and by racial and ethnic representation in
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the workforce (with African Americans, Latinos and American Indians
underrepresented). There is no consensus regarding the overall adequacy of
the future supply of physicians. Different forecasts are predicted based on
different assumptions about future demand and supply. For nurses, the history
of nursing workforce adequacy in the United States is one of cyclical but
deepening shortages in the past few decades, and nursing workforce forecasts
uniformly predict some degree of shortage in the future unless significant steps
are taken to increase supply. While greater demand for health care under the
Affordable Care Act will exert further pressures on the health-care workforce,
other provisions that expand the workforce under the ACA and other recent
federal policies may help ameliorate these problems.

4.1 Physical resources

4.1.1 Capital stock and investments

Current capital stock

The physical facilities for providing health care in the United States can be
placed into several categories corresponding to the types of service discussed
in the next chapter. This section will touch upon several types of facility in
the following categories: primary/ambulatory care; specialized ambulatory
and inpatient care; and long-term care. Primary and ambulatory care facilities
include doctors’ and dentists’ offices and community and public health
buildings. Hospitals and ambulatory surgical centres are two important types
of specialized ambulatory and inpatient care facility. Institutional forms of
long-term care facilities include nursing homes, while non-institutional forms
include home health-care agencies, hospices and end-stage renal facilities.
There are several other types of facility in each of these categories.

Health-care facilities may be under public or private ownership, and may
be licensed by state governments, certified by the CMS for the Medicare
programme and/or accredited by private agencies. Hospitals and nursing homes,
for example, are licensed by each state and may receive certification from CMS
and accreditation by the Joint Commission (formerly the Joint Commission on
Accreditation of Healthcare Organizations), a private not-for-profit organization.
Licensing and certification require that the facility meets standards for the
physical structure and for the quality and safety of services provided by the
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facility. New building construction may be regulated by a Certificate of Need
law in the state. (For more details on the regulation of health-care facilities see
section 2.8.5).

Table 4.1 presents trends in the number of selected types of health-care
facility for selected years to 2009. Information is not available about the
methods for counting the number of facilities but it can be assumed that each
stand-alone facility is counted whether or not it is part of a larger organization.
In that case if a merger results in the closing of one facility, the number of
facilities will decrease, but if a merger does not result in the closing of a facility
the number will be unchanged.

Table 4.1
Number of selected types of health-care facility in the United States, 1975-2009

Type of facility 1975 1980 1985 1990 1995 2000 2005 2007 2009

Ambulatory care - - - - 4553812 489 0382 - 5477092 -

(all facilities)®
Doctors’ offices - - - - 1954492 203 1182 -209730° -
Dentists’ offices - - - - 1141782 118 3052 - 1270332 -
Ambulatory surgical - - 336 1197 2112 3147 4445 4964 5260
centres (Medicare certified) ®
Rural health clinics - 391 428 551 2775 3334 3661 3781 3752
(Medicare certified) ®

Hospitals® 7156 6965 - 6649 6291 5810 - 5708 579
6-24 beds 299 259 - 226 278 288 - 360 402
25-49 beds 1155 1029 - 935 922 910 - 1076 1164
50-99 beds 1481 1462 - 1263 1139 1055 - 971 991
100-199 beds 1363 1370 - 1306 1324 1236 - 1083 1063
200-299 beds 678 715 - 739 718 656 - 613 582
300-399 beds 378 412 - 408 354 341 - 343 348
400-499 beds 230 266 - 222 195 182 - 191 192
500+ beds 291 317 - 285 264 247 - 260 266

Nursing homes (all) ¢ - - - - 16389 16886 - 15825 15700
Skilled nursing homes - 5052 6 451 8937 - 14841 15006 15054 15071
(Medicare certified) ®

Home health agencies 2242 2924 5679 5730 8437 7099 8090 9024 10184

(Medicare certified) ¢

Hospices - - 164 825 1927 2267 2872 3255 3405

(Medicare certified) ®

End-stage renal disease - 999 1393 1937 2876 3991 4755 5095 5476

facilities (Medicare certified)®

Sources: 2 years for these figures are 1997, 2002 and 2007 respectively; the figures for 2007 are estimates; ® U.S. Census Bureau, 2010b;
¢ Centers for Disease Control and Prevention, 2009a, Table 115; Centers for Disease Control and Prevention, 2011a, Table 116;

dCenters for Disease Control and Prevention, 2009a, Table 119; Centers for Disease Control and Prevention, 2011a, Table 120;

¢ Centers for Disease Control and Prevention, 2011a, Table 122.

Notes: —data not available.
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In terms of ambulatory care, the number of total establishments in the United
States increased by over 20%, from about 450 000 in 1997 to nearly 550 000
in 2007. The number of doctors’ offices, a subset of the total ambulatory care
establishments, has grown slowly since 1997 and was about 210 000 in 2007.
The size of these offices varies. A plurality of physicians in 2007 were in solo
practice (30.5%) (Hsiao et al., 2010). Another 12% were in offices with just two
physicians, and close to 31% had three to five physicians. At the larger end of
office size, 18% had 6-10 doctors, while 9% had 11 or more. Office size has
undergone a change since 1997, with solo offices decreasing 21% since 1997 and
larger offices of 6-10 physicians increasing 46% (both of these changes were
statistically significant) (Chung et al., 2010). Another subset of ambulatory care
establishments — dentists’ offices — also experienced an increase, from about
115 000 in 1997 to 127 000 in 2007. Medicare certified ambulatory surgical
centres grew nearly 10-fold between 1985 and 2000 and more than doubled
between 1995 and 2009. Rural health clinics experienced a similar trajectory,
having not quite a 10-fold increase between 1980 and 2009.

In contrast to the growth in ambulatory care, the number of hospitals
decreased significantly from 1975 to 2009. The consolidations and closings of
hospitals since the 1980s that contributed to this decline are related to changes
in hospital payment and the rise of managed care (Sloan, Ostermann & Conover,
2003; Harrison, 2007). The change from retrospective to prospective payment
by Medicare and other payers, reductions in payment rates, and managed care
practices promoted reductions in patient lengths of stay, increased competition
among hospitals, and increased hospital financial constraints. These operational
changes stimulated hospital consolidation and closing. The decrease in the
number of hospitals occurred across all sizes of hospital with the exception of
the smallest (6—24 beds), which have increased in numbers over this time period.

Data from the American Hospital Association (AHA, 2010a) (not presented
in the table) indicate that in 2009 the United States had 5815 registered hospitals
with a total of 951 045 beds. Registered hospitals are those that meet the AHA’s
criteria to be registered as a hospital facility. Of those hospitals, 5010 (86%)
were community hospitals, defined as non-federal, short-term general, and
other specialized hospitals. Forty per cent of the community hospitals were
located in rural areas.

Nursing homes in the United States may be certified by Medicare, Medicaid,
both Medicare and Medicaid, or may not be certified. The total number of
certified and non-certified nursing homes in 2009 was 15 700, while the
number of Medicare certified skilled nursing homes was slightly less, at 15 071
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(see Table 4.1). Although the total number of nursing homes has been decreasing
since 1995, the number of Medicare certified nursing homes tripled between
1980 and 2000. From 2000 to 2009 the number of Medicare certified nursing
homes has remained steady.

The number of Medicare certified home health agencies increased four-fold
from 1975 to 2009, and stood at 10 184 in 2009 (see Table 4.1). Medicare
certified hospice agencies increased even more drastically, most likely in
response to the initiation of Medicare payment for hospice care in 1982. Since
1980 the number of end-stage renal disease facilities increased five-fold.

Information on the age of buildings in the United States is available for
hospitals only. As Fig. 4.1 shows, the average (median) age of hospital buildings
increased from 7.9 years in 1990 to 9.9 years in 2005, levelling out at 9.8 to
10.1 throughout 2010 (AHA, 2012). A 2007 breakdown of the age of hospitals
by ownership status shows that government-owned and private non-profit
hospitals were older on average (10.7 and 11.1 years respectively) than for-profit
hospitals (6.5 years) (Schuhmann, 2009). The older age of buildings at the end
of the decade persisted despite a hospital building boom in the first half of the
2000s. In 2004 capital spending was characterized as being flat and not keeping
up with the demand for hospital services (HFMA, 2004). Forty-one per cent of
hospitals were not keeping up with depreciation (HFMA, 2004).

Investment funding

United States hospitals fund capital investments through internal reserves and
several different external sources. Internal reserves primarily arise from positive
net income (operating and non-operating cash flow), investment reserves and
the divestment or monetization of assets (HFMA, 2003). Divestment of assets
may involve the sale of non-core assets, such as medical office buildings, or the
sale of the hospital itself to another hospital or health-care system. This may
involve a conversion from non-profit to for-profit ownership.
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Fig. 4.1
Median average age of hospital plants in the United States, 1990-2010
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Source: AHA, 2012.

External sources of capital funding are borrowed money (debt), equity
offerings, venture capital, capitalized leases, real estate investment trusts,
public grants and donations (HFMA, 2003). Debt funding can be from bank or
other financial service company loans, tax-exempt bonds or taxable bonds. The
importance of each of these external sources of funding varies. Fig. 4.2 shows
that hospitals in general give tax-exempt bonds the highest importance, followed
by bank and other loans, philanthropy, taxable bonds and equity/venture capital.
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Fig. 4.2
External sources of capital to United States hospitals: percentage of hospitals
reporting levels of importance
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The source of capital funding used depends on the hospital’s legal ability to
use the funds (for the most part, whether the hospital is non-profit or for-profit)
and the purpose of the funding (HFMA, 2003). Non-profit hospitals are able to
use tax-exempt bonds whereas for-profit hospitals are not. Non-profit hospitals
can also use taxable bonds if they are seeking funding for a project that does
not qualify for tax-exempt bond funding (and there has been an increased use
of taxable bonds by non-profit hospitals as interest rates for taxable bonds have
decreased) (HFMA, 2003). On the other hand, non-profit hospitals may not
receive funding from equity offerings, whereas this is a major source of funding
for for-profit hospitals.

For major building projects, non-profit hospitals usually use tax-exempt
bonds if their bond rating qualifies them for these funds. Large projects that have
a for-profit purpose may be funded through taxable bonds by both for-profit and
non-profit hospitals. For-profit hospitals may use equity offerings to finance
major expansions. Bank loans are typically used to fund smaller or short-term
projects. To buy large equipment, such as imaging and laboratory equipment,
capital leases might be used. Philanthropic funding is usually connected to
specific projects that can be named after the donor, as, for example, a cancer
centre or a women'’s centre (HFMA, 2003).

I Moderately important

I Minimally important
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In investment funding, access to capital is a key concern. A hospital’s access
to capital depends on its financial performance and its plans for the use of the
new capital. Access to capital in United States hospitals has been linked to
their organizational characteristics, geography and operational characteristics
(HFMA, 2003). Hospitals with broad access to capital tend to be larger,
non-profit private or government-owned, teaching and rural. Hospitals with
limited access tended to be for-profit, teaching and urban. Access differs by
state due to differences in Medicaid reimbursement and certificate of need laws,
and hospital rate setting in some states. Operational characteristics associated
with broad access to capital were a lower percentage of long-term debt as a
percentage of net fixed assets, a low average length of patient stay, and higher
operating margins and amounts of cash on hand. Operational characteristics
associated with limited access to capital were a high proportion of Medicaid
patients, a low occupancy rate, a high percentage of non-salary costs, a high
average length of patient stay, low productivity, and lower operating margins
and amounts of cash on hand.

The Medicare payment structure, and its changes over the decades, has had
a strong influence on capital access. Prior to the 1990s, Medicare paid hospitals
a “pass through” component that reimbursed the hospital retrospectively for
a portion of their capital expenses. This was changed to a fixed prospective
payment rate for capital expenses in 1992. Hospitals that had high long-term
debt going into the new system found it difficult to cover capital costs. The
change in payment may also have contributed to reduced capital investment
by hospitals overall, with the effect of the ageing of facilities discussed in
the previous section. In contrast, hospitals granted “critical access” status by
Medicare receive cost-based reimbursement from Medicare instead of the usual
prospective reimbursement. These hospitals — around one-third of all rural
hospitals — have had higher profit margins and therefore better capital access
than their non-critical access rural counterparts (HFMA, 2003).

The level of capital spending has been falling and investment strategies
have been changing due to financial constraints encountered in the 2000s,
particularly since the economic downturn that began in 2008 (Schuhmann,
2009; Steinberg, 2010). Internal sources of capital financing have been
especially affected. A decline in hospital admissions and a greater proportion
of patients unable to pay for care have contributed to lower profit margins
(in some hospitals margins have been negative), which has left hospitals less
able to finance investments through net operating income. Fig. 4.3 shows
that between 1991 and 2010 average hospital profit margins from operations
fluctuated between 2% and 4%. While the total margin has been between 4%
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and 6% (except for a dip in 2007 -2008), the margin from patient care has been
negative. Also, the decline in the stock market and low interest rates reduced
the value of non-income reserves. At the same time, external sources of capital
have also been affected, for example charitable donations have fallen and debt
financing has been more difficult for some hospitals due to the downgrading
of their bond ratings. Non-profit hospitals’ ability to access tax-exempt bonds

has been severely affected (Steinberg, 2010). As a result of these developments,

hospitals with limited access to capital are increasing (HFMA, 2004), and
by the end of the decade 71% of United States hospitals had reduced capital
spending (Steinberg, 2010).

Fig. 4.3
Hospital profit margins 1991-2010
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Source: AHA, 2012.

Notes: Total margins is calculated as a difference between total net revenues and total expenses divided by total net revenues.
Operating margins is calculated as a difference between operating net revenues and total expenses divided by operating net revenues.
Patient margins is calculated as a difference between patient net revenues and total expenses divided by patient net revenues.

4.1.2 Institutional infrastructure

This section examines trends in the infrastructure of three types of institutional
health-care facilities: community hospitals, psychiatric institutions and skilled
nursing homes. Unless stated otherwise, data are at the national level, and it

must be kept in mind that trends may be different at the state and local level.

Changes in the number of beds in community hospitals, psychiatric institutions
and skilled (Medicare certified) nursing homes from 1970 to 2010 are presented
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in Fig. 4.4. Between 1970 and 1990 the number of community hospital beds
per 1000 population declined 14%. From 1990 to 2009, the decline was even
greater, at 30%. In 2009, the United States had just 2.6 community hospital
beds per 1000 persons.

Fig. 4.4
Number of beds in United States community hospitals, psychiatric institutions and
nursing homes per 1000 population, 1970-2010
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Sources: Centers for Disease Control and Prevention, 2006, 2007, 2008a, 2009a, 2011a. Table 119; 2011a. Table 117; 2003, 2004, 2005,
2006, 2007, 2008a, 20093, 2011a.

Notes: Community hospitals are defined as nonfederal, short-term general and other specialized hospitals. The types of facilities
included in the category of community hospitals have changed over time. Psychiatric institutions are defined as all 24-hour psychiatric
hospitals and residential treatment organizations. Skilled nursing homes are those that are certified with the Centers for Medicare

and Medicaid Services.

The psychiatric institutions represented in Fig. 4.3 include both psychiatric
hospitals and residential treatment organizations. The number of beds in these
institutions fell 58% from 1970 to 1990, and another 36% from 1990 to 2000,
levelling off in 2000. The number of beds is still on a slight decline, however,
as the number per 1000 population went from 0.75 in 2000 to 0.71 in 2004, a

drop of 5% (Foley et al., 2004).

The number of skilled nursing home beds has also fallen (see Fig. 4.4). From
1990 to 2009 the number of skilled nursing home beds per 1000 population
fell nearly 15%. Given the fact that the number of nursing homes increased in
this period (see Table 4.1), the decrease in beds indicates that skilled nursing
facilities are on average getting smaller.
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In comparison to six other OECD countries, the United States has the
smallest number of acute-care hospital beds per population (Table 4.2). Canada,
the U.K. and the Netherlands have slightly more hospital beds per population
than the United States The Netherlands represents the median number of
hospital beds for these seven countries. France has about 30% more acute-care
hospital beds than the United States, while Germany has around twice as many
and Japan has around three times as many.

Table 4.2
Acute-care hospital beds per 1000 population in seven OECD countries, 2000-2010

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Canada 3.2 3.1 3.1 2.9 2.9 2.8 1.8 1.8 1.8 1.7 -
France 41 4.0 3.9 3.8 3.7 3.7 3.6 3.6 3.5 3.5 3.5
Germany 6.4 6.3 6.1 6.1 5.9 5.9 5.7 5.7 5.6 5.7 5.7
Japan 9.6 9.3 8.9 8.5 8.4 8.2 8.2 8.2 8.1 8.1 8.1
Netherlands 3.2 3.1 3.2 3.1 3.1 3.1 3.0 2.9 3.1 3.1 3.0
United Kingdom 341 3.1 3.1 3.1 3.1 3.0 2.8 2.8 2.7 2.6 2.4
United States 2.9 2.9 2.9 2.8 2.8 2.7 2.7 2.7 2.6 2.6 -
Mean 454 446 433 427 421 413 4.09 327 3.60 3.90 3.20
Median 3.2 3.1 3.2 3.1 3.1 3.1 3.0 2.9 3.1 3.1 3.5

Source: AHA, 2009a.

Since 2000 the number of acute hospitals beds per population has fallen in
all countries. The greatest decline was in Canada, which experienced an 18%
decrease in acute-care hospital beds between 2000 and 2009, while the lowest
decline was in the Netherlands, which had only a 6% decrease between 2000
and 2010. The differences in the rate of decrease may be due to several factors,
such as political decisions in countries with strong national health systems or
strong government regulation of health care (most countries except the United
States), the growth of managed care (especially in the United States), changes
in reimbursement that discouraged inpatient care and other changes. The lower
rate of decrease in the United States may also be because the ratio was low to
begin with and there was little room for reducing it more.

The decrease in hospital, psychiatric and nursing home beds per population
in the United States in the past decades begs the question of whether there
is still adequate physical capacity to care for patients needing these types of
institutional care. As far as hospitals are concerned, the indicators in Table 4.3
and Fig. 4.5 suggest that the United States still has adequate acute-care hospital
capacity. Table 4.3 shows that patient length of stay has fallen from 7.3 days in
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1990 to 5.4 days in 2010. Combined with a slow growth in inpatient admissions,
this has meant that the number of inpatient days in hospitals actually fell
between 1970 and 2007 (AHA, 2009b). If inpatient days can be seen as a proxy
for demand, and the number of beds a proxy for supply, it would appear that
the demand for hospital beds has declined and the decrease in beds has been
an appropriate response by hospitals.

Table 4.3
Average length of stay in acute-care hospitals in seven OECD countries, 1990-2010

1990 1995 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Canada 10.2 7.2 72 7.3 74 7.3 7.3 7.2 74 7.5 7.7 .7 -
France 7.0 6.2 5.6 5.7 5.7 5.6 5.5 5.4 5.3 5.3 5.2 5.2 5.2
Germany - 108 9.2 9.0 8.6 8.3 8.2 8.1 79 7.8 7.6 7.5 7.3
Japan - 332 248 235 222 207 203 198 192 190 188 185 18.2
Netherlands 11.2 9.9 9.0 8.6 8.4 79 75 7.2 6.6 6.3 6.0 5.6 5.6
United Kingdom - - 8.2 8.6 8.5 8.3 8.1 79 7.6 7.2 6.9 6.8 6.6
United States 7.3 6.5 5.8 5.8 5.7 5.7 5.6 5.6 5.6 5.5 5.5 5.4 5.4
Median 8.75 8.55 1.7 17.95 7.9 7.6 7.4 7.2 7.4 7.2 1.7 1.7 -

Source: OECD, September 2012.

Notes: —data not available. Average length of stay is computed by dividing the number of days stayed (from the date of admission

in an in-patient institution) by the number of discharges (including deaths) during the year. Some countries may include same day
separations (counted either as 0 or 1 day), thereby resulting in an under-estimation of average length of stay compared with countries
that exclude them. Also, some countries may only include data related to general hospitals, while others might include data also for
specialized hospitals (generally involving higher length of stays than in general hospitals). Caution should be exercised when making
international comparisons due to the possibility that countries may provide data for different types of institutions.

Fig. 4.5 shows that the occupancy rate — an indicator of capacity — stands at
a low 65% in United States hospitals in 2010, nearly the same as it was in 1990.
The unchanged occupancy rate indicates that the reduction in the supply of
hospital beds just matched the reduced demand over this period. The relatively
low occupancy rate indicates that the physical capacity of hospitals is more than
adequate at this time.
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Fig. 4.5
Occupancy rates in acute-care hospitals in seven OECD countries, 1990-2010
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In fact, as Fig. 4.5 shows, compared to other OECD countries the United
States has had nearly the lowest occupancy rate and patient length of stay in
acute-care hospitals since 1990. Only France has had lower patient lengths of
stay than the United States, and only the Netherlands has had an occupancy rate
lower than the United States (since 2007). The average patient length of stay in
Japan is the highest of the seven OECD countries in our comparison. It has been
very high —33.2 days in 1995, down to 18 days in 2010. The occupancy rate has
been the highest in Canada, ranging from 78.6% in 1990 to 89% in 2009. The
United States is well below the median in all years for both indicators.

The changes in acute-care hospital inpatient volume in the United States
is shown in Fig. 4.6, which shows the shift from inpatient to outpatient care
between 1990 and 2010. In 1990 only around 20% of United States hospital
revenues came from outpatient care. By 2010, over 35% of revenues came from
outpatient care. Since this graph only shows the proportion of inpatient and
outpatient care in hospitals and does not include outpatient acute care delivered
outside hospitals, it only tells part of the story regarding the extent of acute care
performed in an outpatient setting.
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Fig. 4.6
Distribution of outpatient vs inpatient revenues in hospitals, 1991-2011
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Source: AHA, 2012.

To summarize, as indicated by the fall in inpatient days, the demand for
inpatient hospital care has fallen over the past decades. More acute care is
occurring on an outpatient basis both inside and outside hospitals. Supply
has responded as indicated by the reduction in the number of inpatient beds.
Occupancy rate has remained at relatively low levels. It appears that the physical
capacity of hospitals, specifically the number of beds, has kept pace with the
demand for hospital beds and is adequate at this time.

Psychiatric institutional capacity has been affected by the decline in beds
over the past decades. A key issue is that the downward trend in psychiatric
beds has not been uniform across all types of facility, as Fig. 4.7 shows. The
beds in freestanding private psychiatric hospitals, non-federal general hospitals
with separate psychiatric services and “all other mental health organizations”
increased slightly between 1970 and 2002, while those in state and county
institutions decreased from 207/100 000 persons in 1970 to 20/100 000
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persons in 2002 (Foley et al., 2004). (“All other mental health organizations”
includes freestanding psychiatric outpatient clinics, partial care organizations
and multiservice mental health organizations.) To put the change in public
institutions into perspective, two reports by the Treatment Advocacy Center
indicate that the number of public psychiatric beds per 100 000 went from 340
in 1955 to 14 in 2010 (Torrey et al., 2008, 2012). The latest available data on
freestanding psychiatric hospital beds and general acute-care psychiatric beds
indicate that between 2002 and 2005 the number of these beds also declined
slightly (3%) (Salinsky & Loftis, 2007).

Fig. 4.7
Number of beds/100 000 population in United States psychiatric facilities by type
of facility
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Source: Foley et al., 2004.
Note: “All other mental health organizations” includes freestanding psychiatric outpatient clinics, partial care organizations
and multiservice mental health organizations.

This drop in psychiatric beds reflects a planned transformation of United
States psychiatric care from a long-term institutional focus to a short-term
inpatient and outpatient focus. The process of deinstitutionalization began
in the 1960s in response to revelations of the deplorable conditions in many
state mental institutions, in which patients were kept for long periods of time
(Salinsky & Loftis, 2007). Public budget tightening also played a role in the shift.
The transformation was made possible by the development of antipsychotic and
other psychotropic drugs that allowed persons with long-term mental illnesses to
live in the community (Salinsky & Loftis, 2007). As long-term institutionalized
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psychiatric care declined, short-term acute care increased slightly, contributing
to a slow increase in private psychiatric hospitals, psychiatric beds within
non-federal general hospitals and other acute-care psychiatric beds.

Now, however, many mental health professionals are concerned that there
are not enough psychiatric beds. A 2006 survey by the National Association
of State Mental Health Program Directors reports that over 80% of states have
a shortage of psychiatric beds overall: 34 states have a shortage of acute-care
beds; 16 states have a shortage of long-term care beds; and 24 have a shortage
of forensic beds (secure psychiatric beds dedicated to legal and criminal cases)
(NASMHPD, 2006). In order to increase the number of psychiatric beds,
moratoriums on bed closures, public disclosure of the shortages and improved
financing (mental health parity) have been suggested (Salinsky & Loftis, 2007).
In addition, an increase in the capacity of community-based mental health
services, which provide outpatient and home care services, would reduce the
pressure on inpatient services (Druss et al., 2008; Salinsky & Loftis, 2007).

Shifting the focus to nursing homes, it is worth noting that this industry also
experienced a decrease in beds. However, similar to the changes in hospital
beds, and in contrast to the shortage in psychiatric beds, the decrease in nursing
home beds does not mean that the overall supply of institutional long-term care
beds has decreased. Residential care facilities, such as assisted living, have
become popular alternative options to skilled nursing homes for those needing
some assistance with activities of daily living but not needing skilled nursing
care. The number of beds in these types of facility increased over 70% from
1990 to 2002, from 2.09 to 3.56 per 1000 people (Harrington et al., 2005).
Another type of long-term care facility is intermediate care for the mentally
retarded/developmentally disabled. These facilities experienced a 37% drop
in the number of beds between 1990 and 2002, from 0.57/1000 population to
0.36/1000 population. Taken together, the number of all types of long-term care
bed increased 7.8% from 1990 to 2002 (Harrington et al., 2005).

However, care in assisted living or other types of residential care is not
perfect substitutes for skilled nursing home care. Some individuals need more
personal or medical attention than can be provided in assisted living and other
residential situations. It is possible that the supply of skilled nursing home
beds is not keeping up with demand for these intensive services. One way to
know whether the demand for skilled nursing care is outpacing the number of
beds is to look at the occupancy rate in skilled nursing homes. Although the
occupancy rate in 2007 was on the high side, at 82.9, it was lower than the rate
of 84.5 in 1995 (National Center for Health Statistics, 2010). These figures
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indicate that although skilled nursing home bed capacity may be tight, it has
not worsened over the past two decades. However, relying on occupancy rate to
measure capacity does not take into account unmet demand. One study relates
that unmet demand for skilled nursing care can be seen in the placement of high
dependency residents in residential care facilities, rather than nursing homes
(Netten, Darton & Williams, 2003).

4.1.3 Medical equipment

Medical equipment is another important part of the physical resources needed to
provide health care. Diagnostic, surgical and medical equipment are just some
of the types of device used. The use of medical equipment has skyrocketed
over the past decade as part of the overall increased use of medical technology.
This transformation is linked to the changes described earlier. Reduction in
hospital length of stay and the provision of more acute care on an outpatient
basis require a greater use of medical equipment to quickly diagnose and treat
illnesses and conditions, both within and outside the institutional setting. In
turn, the development of new technology enables that transformation of care
(Danzon & Pauly, 2001).

Medical equipment is funded in part through reimbursement from the
three major payers in United States health care: Medicare, Medicaid and
private insurance companies. These payers indirectly contribute to the costs of
medical equipment in medical facilities, and directly cover the costs of medical
equipment to individuals. Payment to medical facilities is made as part of the
overall reimbursement for care. Costs of acquiring and maintaining medical
equipment are wrapped into discounted FFS, per diem, DRG, APC and other
payments for care from insurance and the government (Tunis & Kang, 2001).
Individuals who need to use medical equipment, such as breathing, diagnostic
or transportation equipment, in their homes are reimbursed for all or part of
the costs of the equipment if it is deemed necessary and covered by the payer.
Individuals who do not have insurance coverage for the equipment have to pay
out of pocket for the item. Often, medical equipment used by individuals in
their homes is rented.

The costs of some equipment may not be reimbursed by the payer. Medicare,
for example, pays hospitals for most technologies, and the devices or equipment
that go with the technology, out of bundled payments (DRGs or APCs) for
treating a particular condition (see Box 3.4). Technologies that don’t fit into
the bundled payment category must undergo a review process in which clinical
evidence is provided showing that the benefits of the technology and devices
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outweigh the harm. With new devices the danger is that there may be a period
of time in which there is no revenue stream to back up the purchase. The
same exclusions on new technologies and devices exist with Medicaid and
private insurance.

The reimbursement for the costs of medical equipment in health-care
facilities is amortized over time, while the initial purchase price must be met
up front. Hospitals considering the purchase of big ticket items, for example
MRI machines, may utilize the same set of financing mechanisms discussed in
the section on capital investment (and equipment is part of capital investment).
Common methods of investment include tax-exempt bonds, bank debt, standard
leasing, tax-exempt leasing and equipment rental (Conbeer, 2007).

Availability of medical equipment depends on the size and location of the
facility, the acceptance of the technology by payers and regulations. Rural and
small hospitals adopt medical technology more slowly than do larger and urban
ones (Hartley & Christianson, 1996). Equipment falling into the category of
new technologies may be scarce due to lack of reimbursement for the related
services by public and private payers (Danzon & Pauly, 2001). Large expensive
items, such as CT scanners and MRIs, may be regulated by state CON laws (see
section 2.8.6) (Rivers, Fottler & Frimpong, 2010).

There are few data on the quality and quantity of specific medical devices in
the United States. Two pieces of equipment that are tracked are computerized
axial tomography (CT) scanners and magnetic resonance imaging (MRI)
machines. Table 4.4 presents the numbers of those machines per million
population from 1990 to 2011 for the United States and six other OECD
countries. The United States has more of both machines per population than
most of the other countries: currently up to four to six times more than in the
United Kingdom for both, and around four times more than France for both.
The United States had around 10 times as many MRI units as Canada and
France until 2001, at which time the rate of growth of these units increased in
Canada. In France the rate of growth did not pick up until 2004. There are few
data points for Japan, but it appears that it is the one country with more CT
scanners and MRI units than the United States.
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Table 4.4
Number of CT scanners and MRI units per million population in seven OECD countries,
1990-2011

1990 1995 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
CT scanners

Canada?® 71 80 - 938 - 105 108 115 120 127 - 138 142 151
France 67 92 95 90 97 84 75 98 100 103 108 111 118 125
Germany® - 90 127 133 142 147 154 - - - 167 172 177 -
Japan¢ 55.2 - - - 92,6 - - - - - 973 - - -
Netherlands - - - - - - - 82 84 - 102 11.2 123 -
United Kingdom® - - 45 58 71 67 70 75 76 - 173 - 82 89
United States® - - - 289 - 292 322 - 340 343 - - - 407
MRI units
Canada® 07 14 25 42 - 46 49 57 62 67 - 79 82 86
France 08 21 26 24 27 28 32 47 53 57 61 64 69 75
Germany® - 23 49 55 60 62 6.6 - - - 87 97 103 -
Japan¢ 6.1 - - - 353 - - - - - 431 - - -
Netherlands - - - - - - - 6.6 - - 104 109 122 -
United Kingdom® - - 47 52 48 44 50 54 56 56 55 - 59 59
United States® - 123 - 201 - 219 266 - 265 259 - - 315 -

Sources: Centers for Disease Control and Prevention, 2007, Table 119; OECD, September 2012.

Notes: —data not available. 2 The number of units in freestanding imaging facilities was imputed for years prior to 2003 based on

data collected in the 2003 National Survey of Selected Medical Imaging Equipment, conducted by the Canadian Institute for Health
Information. MRI units in Quebec are not included in 2000. ° The data include equipment installed in acute-care hospitals and prevention
and rehabilitation homes. ® Prior to 2000, the data include only equipment in hospitals. ¢ The data include devices in public sector
establishments only. 2006 is estimated. ® Data are from the MRI Census and are comparable to the OECD definition. The devices

in United States territories are not included.

The sufficiency of medical equipment in the United States has not been
studied. It is possible that there is an urban-rural or regional maldistribution of
medical equipment and technology, with rural areas and certain regions having
less supply. Indirectly, studies have shown that there are regional differences in
health-care spending and utilization (Wennberg, Fisher & Skinner, 2002; Song
et al., 2010), which could indicate regional differences in medical equipment.

Most discussion related to the supply of medical equipment focuses on the
appropriate use of medical technology. The issue is whether technology is being
used in an appropriate and efficient manner. The comparison above showing the
United States out in front of other OECD countries with regard to the number of
CT scanners and MRI units per population suggests that the United States may
not make efficient use of medical technology and equipment. Other evidence
from the 1990s points to the same conclusion: the United States had three
times more cardiac surgery units and catheterization laboratories and twice
as many coronary artery bypass graft surgeries than most developed nations
(Bodenheimer, 2005). These data from the 1990s must be interpreted with
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caution, however, as more recent data may show that the differences between
the United States and other nations are narrowing. Also, it must be kept in mind
that the United States has one of the lowest average patient lengths of stay of
OECD countries and that there may be a synergy between inpatient utilization
and the use of medical technology.

There is no consensus among United States health-care economists and
policy analysts over whether the United States has the right amount of medical
technology. One group believes that the benefits of technology outweigh the
costs (Cutler & McClellan, 2001). An example is the ability through technology
to perform more surgeries on an outpatient basis, thus reducing hospital-
acquired infections and costs of care (Morrisey, 2006). Another group believes
that technologies are overused or misused and that new technologies may not
be more effective than existing ones (Bodenheimer, 2005; Robinson, 2008).
An example is the proliferation of “me-too” drugs that have not demonstrated
therapeutic gains over the older medications yet cost much more (Angell, 2004).

4.1.4 Information technology

Health information technology (HIT), defined as the application of computers
and related technologies in health-care settings, has become an important
part of health care (Hersh, 2009). On the provider side, much of the medical
record-keeping, decision-making, imaging and prescribing can now be aided by
computer and internet data storage, organization and retrieval, and computers
are integrated into the operation of medical devices (see also section 2.7.2).
On the consumer side, the internet has become a source of information (and
misinformation) on health care, and patients may be able to communicate
with doctors through email (see also sections 2.7.2 and 2.9.1). HIT is slowly
transitioning to integrate the provider and consumer sides so that patients can
view and add to their medical record online (Hogan & Kissam, 2010) (see also
section 2.7.2).

The growth of HIT is driven in part by the desire to improve patient safety
and increase the efficiency and quality of health-care delivery. There is some
evidence that certain EHR functions, such as clinical decision support and
computerized physician order entry, can improve safety and quality and reduce
unnecessary care (DesRoches et al., 2010). HIT has been shown to make an
improvement in adherence to clinical guidelines, to increase surveillance and
monitoring, and to reduce medication errors (Chaudry et al., 2006). Efficiency
gains in terms of provider time have not been consistent,but instead seem
to be related to the specific system and application. For example, it appears
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that the use of bedside charting and point-of-care systems reduces nurses’
documentation time but increases doctors’ documentation time, while the use
of centralized computers for physician ordering also increases physician work
time (Poissant et al., 2005). A more consistent efficiency gain is decreased
health services utilization (Chaudry et al., 2006).

Increasing the use of information technology in health care has been a policy
priority since 2004. In that year, a series of federal initiatives were begun that
led to the 2009 enactment of the HITECH Act as part of the ARRA (DesRoches
etal., 2010). The ARRA provides $20 billion in grants and financial incentives
to promote the adoption of EHRs among health-care providers. Providers must
show that their HIT adoptions have “meaningful use” by 2012 before they
receive federal dollars (DesRoches et al., 2010). “Meaningful use” means that
providers must have systems that include several core components, including
electronic patient history, electronic prescribing, health information exchange
(sharing clinical data among clinicians and hospitals), automated reporting of
quality performance, and at least one clinical decision support tool (Jha et al.,
2010).

Despite the policy emphasis on greater integration of HIT in health care,
the adoption of HIT systems in health-care settings in the United States has
been slow. One of the primary reasons appears to be that HIT systems are
very expensive to implement and maintain (Christensen & Remler, 2009;
Goldzweig et al., 2009). Another reason is practitioner reluctance to use the
systems (Goldzweig et al., 2009).

The latest data from a 2008 survey of 2758 physicians indicates that only 4%
have a comprehensive EHR system in their office (DesRoches et al., 2008). A
comprehensive system was defined as having all components in four functions:
(1) patient records for clinical and demographic data; (2) laboratory tests and
imaging; (3) CPOE, including prescriptions; and (4) clinical decision-making
support, including warning about drug interactions and contraindications.
Thirteen per cent of physicians have a basic system, defined as having fewer
components in each of the first two functions, having only prescription
capabilities in the order entry function and having no decision support
capabilities. Between 75% and 85% of doctors are using EHR functions that
meet some of the “meaningful use” criteria.

Using similar definitions of comprehensive and basic EHR systems, an AHA
survey of 4493 hospitals in 2009 found that only 2.7% had a comprehensive
system (Jha et al., 2010). The percentage of hospitals with basic systems that
included physician and nurses’ notes was 9.2%, up from 7.2% the year before
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(Jha et al., 2010). Critical access, small, public, non-teaching and rural hospitals
were less likely to have adopted an EHR system in the last year than large,
private, teaching and urban hospitals.

The degree to which individual EHR functions are integrated throughout a
hospital varies. The same 2009 survey of hospitals found that 85% of hospitals
had electronic radiology reports in at least one unit, but only 33% had CPOE
for medications and electronic physicians’ notes in at least one unit, and 32%
had electronic clinical guidelines in at least one unit (Jha et al., 2010).

In 2009, only 2% of United States hospitals had EHRs that met all the
federal “meaningful use” criteria (Jha et al., 2010). Fifty-three per cent met five
or more of the nine core measures and twenty-one per cent only needed to add
one or two more components to meet the core criteria. The components that
hospitals tended to lack were the health information exchange function, the
drug warning system, the data reporting capability and CPOE for medications.

United States consumers have also begun to use information technology
in their health behaviours (for a discussion about the information available
to consumers, see section 2.9.1). The consumer use of internet and email for
health information and management has been aided by the increased use of
personal computers and the internet in the home and school settings since the
mid-1980s. Smart phones with health-care applications are also coming on the
scene (Sarasohn-Kahn, 2010). The United States Census Bureau reports that
in 1984 only 8% of the United States population had a computer in their home,
and in 1997 only 18% had internet service in their home (U.S. Census Bureau,
2009). By 2003, 62% of American households owned at least one computer, and
55% had internet connection. In 2010, 77% of households owned a computer
and 71% had internet connection (OECD, 2012a). This utilization was less
than that of the six OECD comparison countries in this book (76 -92% for
the ownership of a computer and 74-91% for internet service) (OECD, 2012a).
Most primary and secondary school students also have access to computers at
school (DeBell & Chapman, 2006). The use of computers is not the same across
racial, socioeconomic and educational groups, however. A survey of school-age
children in 2003 found that computer and internet use are higher among Whites
and Asians than Blacks and Hispanics, among those with higher income, and
among those in more educated households (DeBell & Chapman, 2006).

A growing number of adults who have access to computers and the internet
make use of these technologies for their health care. Of the adult respondents
who had internet access in 2010, approximately 80% used the internet to search
for information about health or health care (Fox, 2011).
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4.2 Human resources

4.2.1 The United States health-care workforce

Due to the fact that health care is a complex set of services provided in a
variety of settings, it is not surprising that the human resources needed to
provide these services are also varied and complex. The United States Bureau
of Labor Statistics (BLS) categorizes health-care personnel into three main
categories: “healthcare diagnosing and treating practitioners”, “healthcare
technologists and technicians” and “healthcare support occupations” (BLS,
2011a,b). The first category includes practitioners with both diagnostic and
treatment capabilities, such as chiropractors, dentists, optometrists, physicians,
podiatrists, pharmacists, registered nurses (RNs) and physician assistants. It
also includes a large grouping of therapists with diagnostic and treatment roles:
occupational, physical, respiratory, speech-language and other therapists. In
providing their specialized care these therapists consult and practise with other
health professionals. The second category is comprised of a large number of
technologists and technicians, such as clinical laboratory technologists and
technicians, dental hygienists, licensed practical (vocational) nurses (LPNs)
and medical record technicians. The distinction between technologist and
technician involves the level of education, which is longer for technologists,
and work roles, which are more complex and analytical for technologists. In
addition, technologists may supervise the work of technicians. The last category
is the health-care support occupations, some examples of which are several
types of aide (nursing, psychiatric and home health) and dental assistants.

Box 4.1 lists some of the important occupations under each of the three BLS
categories and provides a brief summary of the BLS descriptions of a selection
of these occupations at the time of publication. The box includes a description
of one type of health-care worker that is not currently tracked by the BLS — the
community health worker (CHW), also called community health advisers, lay
health advocates, community health representatives, peer health promoters and
other titles.
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Box 4.1
The United States health-care workforce

Health-care diagnosing and treating practitioners

Physicians form the second largest health-care occupation in the United States. Physicians
diagnose illnesses and prescribe and administer treatment for people suffering from illnesses.
They can be generalists (also known as primary care physicians) or specialists. Primary care
areas are family practice, internal medicine, paediatrics and obstetrics—gynaecology. Primary
care is usually the first contact the patient has with the health-care system for each episode

of care. Physicians in these areas diagnose and treat a wide variety of conditions and tend to
remain with the same patient for a period of time. Areas of specialties include general surgery,
neurology, neurosurgery, cardiology, cardiac surgery, radiology and psychiatry. Physicians

in these areas see patients for one specific need and may not follow the patient over time.
Physicians are also divided into two main groups: doctors of medicine (MDs) or doctors

of osteopathy (DOs). While both types of physician are similar in their use of all accepted
methods of treatment, DOs differ from MDs in their emphasis on the musculoskeletal system,
and preventive, holistic care.

Over 70% of physicians work in ambulatory care settings and most of these own their own
practice, either solo, with partners, or through a physician group (Liebhaber & Grossman,
2007). Practices tend to be single-specialty, although the size of physician practices has been
increasing: the number of practices with fewer than six physicians decreased from 1996

to 2005 while the number of practices with six or more physicians increased (Liebhaber &
Grossman, 2007). In this same period physician ownership of their practices declined from
62% to 54% (Liebhaber & Grossman, 2007). Non-ownership options for physicians practising
in ambulatory care include employment in HMOs and physician practice management
companies. In 2005 only 12% of physicians worked in hospitals (as hospitalists or chiefs of
medical staff) and another 10% in other institutional settings such as community health and
long-term care settings (Liebhaber & Grossman, 2007). Nine per cent of physicians in 2005
were employed as faculty in medical schools.

Chiropractors, dentists, optometrists and podiatrists diagnose and treat patient conditions
in the following respective areas: musculoskeletal, oral (teeth and mouth), eyes and feet.

Pharmacists oversee the dispensing of prescription drugs to individuals. They interact with
health-care providers and patients, advising them on the selection, dosage, interactions and
side-effects of medications. They also work with physicians and other health-care providers
to monitor patients on medications to make sure that the medications are being taken properly
and that levels of the medication are within recommended limits.

Registered nurses (RNs) are the largest health-care occupation in the United States. It is no
wonder, since their roles span those of an independent specialized practitioner, some with a
scope of practice similar to a primary care physician (advanced practice RNs such as NPs),
to home care and bedside care givers employed in health-care institutions such as hospitals,
home health agencies and nursing homes.

Over 90% of employed RNs work in patient care settings, with 62% in hospitals, 10.5%

in ambulatory care, 8% in public and community health, 6.4% in home health and 5.3% in
long-term care (BHPr, 2010). Only 3.8% work in academic settings and 4% in insurance,
and other non-patient care settings. In hospitals, RNs are likely to be staff nurses, managers,
patient coordinators and educators. Advanced practice RNs (APRNs) — just over 6% of the
RN workforce in 2008 - include nurse practitioners, nurse anaesthetists, nurse midwives and
clinical nurse specialists. Nurse practitioners and nurse midwives tend to work in
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Box 4.1 - continued
The United States health-care workforce

community settings where they provide primary health care to women, families and
children, whereas nurse anaesthetists and nurse clinicians tend to work in hospitals and
other institutional settings.

The duties of APRNSs are determined by state law. APRNs practise independently or with
limited physician oversight in 43 states. In many states they can diagnose conditions, refer
patients to other providers, order tests and prescribe certain drugs (Friedman, 2008). APRNs
may practise as nurse practitioners, nurse anaesthetists, nurse midwives and clinical nurse
specialists (Whitcomb, 2006).

Physician assistants (PAs) provide diagnostic, therapeutic and preventive health-care services
under the supervision of physicians. PAs may work in primary care areas, such as general
internal medicine, paediatrics and family medicine, or in specialties such as general surgery,
thoracic surgery, emergency medicine, orthopaedics and geriatrics. PAs should not be
confused with medical assistants, who perform routine clinical and clerical tasks.

The duties of PAs are determined by state law. PAs are licensed to practise medicine with
physician supervision. They may perform examinations, diagnose, order tests and treatments
and prescribe certain medications. These health-care professionals may be the principal care
providers in rural or inner-city clinics.

Occupational therapists (OTs) work with patients who are disabled or injured to help them
improve their ability to perform activities of daily living and to recover or develop new work
skills. For patients with permanent loss of function, OTs help them find ways to compensate
for the loss.

Physical therapists (PTs) diagnose and treat patients with illnesses or injuries that limit
movement and physical function. They focus on improving patient movement, pain reduction,
restoration of physical function to the highest degree possible and prevention of disability if
possible. PTs also work to prevent loss of mobility and improve patients’ health by promoting
fitness and wellness-oriented programmes.

Respiratory therapists (RTs) care for patients with cardiopulmonary (heart and lung)
disorders. They practise under the direction of physicians and consult with physicians and
other health-care staff. They are responsible for supervising and providing all respiratory care
therapeutic treatments and diagnostic procedures. RTs typically care for patients on ventilators
in intensive care units of hospitals, a role that requires a high level of independent judgement.

Speech-language therapists (pathologists) diagnose and treat disorders of speech, language,
cognition, communication and swallowing. They diagnose speech and language problems and
work with patients and families to improve these problems in patients to the highest degree
possible.

Health-care technologists and technicians

Clinical laboratory technologists and technicians, also known as medical technologists and
technicians respectively, perform laboratory testing for the detection, diagnosis and treatment
of disease.

Dental hygienists perform dental examinations, cleaning and education of patients. The tasks
they may perform may vary by state.
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Box 4.1 — continued
The United States health-care workforce

Licensed practical or vocational nurses (LPNs or LV Ns) provide basic bedside care —

under the direction of physicians and registered nurses — for people who are sick, injured,
convalescent or disabled. They perform technical aspects of care such as taking patients’
vital signs, giving injections, drawing blood, monitoring intravenous lines, inserting and
monitoring urinary catheters, dressing wounds and other such care. They may assist patients
with bathing, dressing, feeding, moving in bed, standing and walking.

Medical records and health information technicians maintain patients’ health information
and medical records. This includes the patient’s history, symptoms, diagnostic and treatment
orders and results, and other health-care provider services. Technicians must ensure that
patients’ medical records are accurate, accessible and secure. Their work entails regular
communication with physicians and other health-care professionals to clarify or obtain
additional information. With the increasing use of EHRs, many of these technicians work
with EHR computer software.

Health-care support occupations

Nurses’ aides (nursing assistants or unlicensed assistive personnel) work in institutions such
as hospitals and nursing homes and perform routine tasks under the supervision of nurses and
physicians. Nurses’ aides may or may not be required to be certified by the state. They help
patients with activities of daily living such as eating, dressing, feeding, bathing and mobility.
They also escort patients, answer call lights, deliver messages, serve meals and make beds.
Nurses’ aides may be responsible for routine nursing care such as taking a patient’s vital signs.
In nursing homes, nursing aides are the principal caregivers and have the greatest contact
with the residents.

Psychiatric aides care for mentally or emotionally impaired individuals in psychiatric units
and facilities. These aides typically work under the direction of psychiatric nurses. In addition
to helping patients with activities of daily living, they socialize with patients and work with
patients in recreational activities, observing and reporting on patient status to the professional
staff.

Home health aides and personal and home care aides help people who require personal
care in their homes, residential facilities, hospices and day programmes. As with other types
of aide, they work under the supervision of a nurse. They may provide long-term care for
individuals with physical or mental problems who need more care than family members

can provide, or they may provide short-term care to individuals who are recovering from
illness or surgery (such as someone just discharged from hospital). Personal care aides may
do light housekeeping jobs such as washing clothes, shopping for food, preparing meals and
accompanying patients on errands or to medical appointments.

Dental assistants work under the supervision of a dentist in dental offices. They prepare
dental instruments, update records and assist the dentist with procedures.

Community health workers (CHWs) are lay members of communities who work either for
pay or as volunteers under the supervision of health-care professionals in urban and rural
community health-care settings (HRSA, 2007). Since CHWs often have community and
ethnic ties they may provide interpreting and translation services, culturally appropriate
health education and informal counselling, and are therefore ideal conduits for reducing
health-care disparities (HRSA, 2007). CHWs may provide some hands-on services such
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Box 4.1 - continued
The United States health-care workforce

as first aid and screening. They may help patients with filling out insurance applications,
following treatment plans, and working out their wellness or disease management goals
(Bielaszka-DuVernay, 2011). They may go with patients to appointments or help them find
transport or child care.

The use of CHWs in the United States is growing, particularly now that the country is in
a period of professional workforce shortages and tight state and federal budgets. Using
CHWs in the health-care team is also in line with the WHO, which in 2006 called for

“a health workforce which is matched in number, knowledge and skill sets to the needs of
the population and which contributes to the achievement of health outcomes by utilizing
a range of innovative methods” (WHO, 2006).

Sources: BLS (2011b) and references noted in box text.

4.2.2 Trends in the United States health-care workforce and
international comparisons

Table 4.5 presents the numbers of workers employed in the United States in the
occupations described above (with the exception of CHWs) from 1990 to 2010.
Unless stated otherwise, data are at the national level and it must be remembered
that trends may be different at the state level. Increases in employment occurred
with physicians, chiropractors, optometrists, pharmacists, registered nurses
(RNs), physician assistants (PAs), all the therapist occupations, most of the
technologist and technician occupations, and all the support occupations. The
increases in PAs, and several types of therapists were significant — greater than
70%. Decreases in employment occurred with dentists, podiatrists, and clinical
laboratory technologists and technicians. What is noteworthy about these trends
is that most decreases occurred in the higher paid professional occupations.
In some of these occupations (such as dentist), one can see a decrease in the
number of professionals but an increase in the corresponding technical (dental
hygienist) and support (dental assistant) occupations, indicating substitution
of the professional workforce by technical and non-professional workers. The
moderate increases in physicians and RNs, and the large increases in PAs and
therapists do not seem to be due to a per capita increase in utilization of services,
since hospital admissions and days of care decreased and outpatient visits to
physicians and for screenings (such as mammograms) increased only slightly
in this time period (National Center for Health Statistics, 2011). The increase
in RNs and PAs may indicate increasing reliance on these professionals for
primary health care (Hooker & McCaig, 2001; Naylor & Kurtzman, 2010).
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Changes in BLS classification may be responsible for some of the changes.
The large increase in the “other” category of therapists may be due to changes in
BLS inclusion criteria for that occupation. The decrease in podiatrists may also
reflect changes in the BLS occupational classification system since the values
changed significantly in 2000, and the trend since 2000 shows an increase
in numbers.

Since there is no BLS occupational code for reporting numbers of CHWs,
there are no official estimates of the number of CHWs in the United States. A
recent survey by the Health Resources and Services Administration (HRSA)
estimated their numbers by approximating the percentage of workers in
occupations in which CHWs were likely to have been included in BLS reports.
HRSA reported that in 2000 there were approximately 86 000 CHWs (HRSA,
2007). California and New York had the most (8000-9000 each).

Figs 4.8-4.11 provide a seven-country international comparison of trends
in doctors, nurses, pharmacists and dentists respectively. Comparisons must
be made with caution due to differences in the data collected from country to
country and over time. Most of the data are of head counts of the professionals
while some report full-time equivalents (FTEs). Countries may also differ in
whether they report all licensed professionals, only those who are professionally
active or only those who are practising in direct care. Definitions of these
categories are in the tables.

Fig. 4.8 demonstrates that three of seven OECD countries — France, Germany
and the Netherlands - tend to utilize a greater number of physicians per
population than the remaining four. Of those three, the Netherlands’ physician
to population ratio grew the most, making it the country with the highest ratio
from 2004 to 2008 (note that the Netherlands reported the number of licensed
physicians, which will be higher than the number of professionally active or
practising physicians). Of the four countries with lower physician to population
ratios, the United Kingdom’s ratio started at the bottom in 1990 and increased to
be the highest of the four by 2010. The United States was just below the United
Kingdom in 2010. Canada had very little change in physician to population
ratio in these years.
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Fig. 4.8
Physicians per 1000 population in seven OECD countries, 1990-2010
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Source: OECD Health Data, September 2012.
Notes:?Data from Germany, Japan, United Kingdom, United States = number of practising physicians; from Canada, France = number of
baonts. Profeesionallyacive physcians nclude ractsng physicans s those who wark outide At patent care. Lconsed
physicians are all physicians who hold a licence, whether working directly with patients, working outside patient care or not working.
Fig. 4.9 plots the trends in nurses from 2000 to 2010. (Data were not available
for international comparisons prior to 2000.) The United States had the highest
nurse to population ratios of all seven countries in all years except 2010, though
the ratio has increased the least. It may be that the numbers are higher because
the United States includes licensed practical nurses in the count while other
countries may not include a comparable category of nurse. Ratios in Germany,
the Netherlands and the United Kingdom are also high and grew moderately
over the eight years. Ratios in Canada actually fell from 2000 to 2004. France
had the lowest ratio through all years, and even though the ratio increased
significantly it was still much lower in 2010 than in any other country. This
result could be partially due to the fact that the ratio reflected FTEs instead of
head counts.
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Fig. 4.9
Nurses per 1000 population in seven OECD countries, 2000-2010
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Source: OECD, September 2012.

Notes: The total number of nurses corresponds to the sum of professional nurses and associate professional nurses. For the United
States, data include Registered Nurses (RN) as well as Licensed Practical and Licensed Vocational Nurses (LPN and LVN). Head counts
are reported for all countries except France, which reports FTEs. Canada, Germany, Japan, Netherlands, United Kingdom = practising
nurses; France, United States = professionally active nurses. Practising nurses are those who provide services directly to patients.
Professionally active nurses include practising nurses plus those who work outside of direct care. Japan, United Kingdom, United States
include midwives in the count.

Fig. 4.10 shows the trends in pharmacists in seven OECD countries from
2000 to 2010. The United States follows the median trend, along with Canada.
Japan has the highest ratios, and the Netherlands (a densely populated country)
has the lowest by a significant amount. In all countries ratios increased steadily

but only slightly over the eight years.

Fig. 4.11 presents the trends in dentists in seven OECD countries from 1990
to 2010. The United States occupies a median position. In France, the United
States and the Netherlands the ratio did not change from 2000 to 2008 (note that
BLS statistics in Table 4.5 indicate a decline in dentists in the United States).
Germany has had the most dentists per population, and along with Japan had
the biggest increase. The Netherlands had the fewest dentists per population.
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Fig. 4.10
Pharmacists per 1000 population in seven OECD countries, 2000-2010
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Source: OECD, September 2012.
Notes: Data are head counts of pharmacists. Germany, Japan, Netherlands, United Kingdom = practising pharmacists; Canada,
France, United States = professionally active pharmacists. Practising pharmacists are those who provide services directly to patients.
Professionally active pharmacists include practising pharmacists plus those who work outside of direct care. Netherlands count for
2008 is from 2007; Japan and Netherlands counts for 2007 are extrapolated from surrounding years.
Fig. 4.11
Dentists per 1000 population in six OECD countries, 1990-2010
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Source: OECD, September 2012.

Notes: Data are head counts of dentists. Germany, Japan, Netherlands = practising dentists; Canada, France, United States =
professionally active dentists. Practising dentists are those who provide services directly to patients. Professionally active dentists
include practising dentists plus those who work outside of direct care.
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4.2.3 International mobility of the health-care workforce

Included in the numbers of United States health-care professionals in the
previous section are international immigrants, who add to the number of
practising health-care professionals. In contrast, health-care professionals also
emigrate from the United States, which reduces their United States number.
Whether the total numbers of health-care professionals are higher or lower
depends on the net migration. For physicians, the World Health Organization
(WHO) has found that the high-income countries, including the United
States, have experienced a positive net migration (Arah, Ogbu & Okeke,
2008). Between 23% and 28% of physicians in the United States, Canada, the
United Kingdom and Australia received their medical degrees outside the host
countries (Mullen, 2005). In 2004, 25.6% of physicians in the United States
were international medical graduates (IMGs) (Akl et al., 2007). Immigration
of nurses to the United States has tripled since 1994, and in 2005 the United
States had more nurse immigrants than any other country in the world (Aiken,
2007). Around 8% of the United States nursing workforce in 2000 consisted of
international nursing graduates (INGs) (Aiken, 2007).

Forty to seventy-five per cent of the source countries for international
medical graduates in the United States were low to middle-income countries
(Mullen, 2005; Starfield & Fryer, 2007). Eighty per cent of foreign nurses in
the United States are from lower income countries (Aiken, 2007). India, the
Philippines, the Middle East and North Africa have been key source countries
for physician and nurse immigration to the United States (Cooper, 2005; Aiken,
2007). The Philippines accounts for 30% of nursing immigrants (Aiken, 2007).
High-income countries contribute only a small percentage to the United States
physician and nurse workforce.

These source countries can least afford to lose health-care personnel.
Firstly, they have fewer economic resources to put into training health-care
professionals (Mullen, 2005; Starfield & Fryer, 2007). Secondly, they tend
to have lower physician and nurse to population ratios than other countries
(Starfield & Fryer, 2007). One study found that the countries that contribute
primary care physicians to United States have higher infant mortality rates,
lower life expectancies and lower immunization rates than countries that
contribute specialists (Starfield & Fryer, 2007). However, another study found
that the source countries with more resources and better health outcomes
contributed more physicians to the United States, Canada, Australia and the
United Kingdom than the poorest countries with the worst health outcomes
(Arah, Ogbu & Okeke, 2008).
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These international migration patterns have a number of causes. Although
countries of all income levels have faced health-care workforce shortages, the
higher income countries have had the advantage of being attractive migration
destinations and have actively recruited medical and nursing graduates from
low and middle income countries. These graduates are attracted to the United
States for the prospects of higher income and greater freedom (Hussey, 2007).

There have been few studies of the impact of international medical and
nursing graduates on the United States health-care system. Obviously,
immigrants add to the health-care workforce supply but there is no evidence
that they improve distributional issues, such as primary care specialty or
geographical maldistributions (addressed in the following section). There is no
evidence, for example, that nurse immigrants locate in areas of health-care need,
such as rural areas, in any greater proportion than native-born nurses (Aiken,
2007). It also appears that IMGs don’t work in areas of need any more than
native-born physicians (Akl et al., 2007). Furthermore, a reliance on health-care
professional immigration reduces the incentive to expand educational capacity,
increase matriculates, raise wages, improve working conditions or create
incentives to work in high need areas in the United States. As a consequence,
future workforce shortages and maldistributions could be exacerbated (Flynn &
Aiken, 2002). On the positive side, international graduates are ethnically more
diverse than native-born graduates. However, relatively small proportions of
international graduates are Black or Hispanic, which are the predominant racial
and ethnic groups in the United States (Aiken, 2007).

United States physician and nursing workforce experts have called for greater
accountability by the United States so that the country is not responsible for a
“brain drain” from other countries. It is generally recognized that supplementing
the United States health-care workforce with foreign graduates is only a
short-term solution and that factors contributing to underlying shortages in
the United States need to be addressed. Experts encourage adherence to the
WHO recommendations for recipient countries to: (1) promote temporary
stays; (2) assist lower income countries to develop measures that will motivate
their graduates to stay; (3) commit to ethical practices that consider the effects
of migration on developing countries; and (4) engage in agreements with
developing countries that will maintain immigration within acceptable limits
(Cooper, 2005; Aiken, 2007).
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4.2.4 Distribution of the health-care workforce

In addition to the net migration of the health-care workforce, the distribution of
workers must be considered when assessing workforce adequacy. This section
addresses three types of distributional issues with the health-care workforce.
The first involves the type of practice and setting. The second is geographical.
The third is racial and ethnic representation in the workforce.

Practice and setting distribution

The United States has had a disproportionate number of specialist physicians
compared to primary care physicians for many years. According to Bodenheimer
& Pham (2010), the 65% increase in physicians between 1965 and 1992 was
almost entirely in specialist areas. For reasons discussed in section 4.2.7, the
growth of specialists slowed in the 1990s but picked back up again in 2000. In
2005, even though 56% of visits to doctors’ offices were for primary care, only
37% of physicians (both medical doctors and osteopaths) were in that field
(BHPr, 2008). In 2006, less than 45% of primary care residencies were filled
and 56% of these were filled with IMGs (Friedman, 2008). A 2007 survey of
fourth-year students at several United States medical schools found that only
7% planned careers in adult primary care (Bodenheimer & Pham, 2010). Nurse
practitioners (NPs) and PAs have been filling in some of the gaps. In 2005 they
constituted around 22% and 6% of the primary care workforce respectively
(Steinwald, 2008).

There is evidence that the primary-specialty physician imbalance is
affecting access to primary care. In 2008, 28% of Medicare beneficiaries
without a primary care physician had problems getting a physician appointment,
a 17% increase from 2006, whereas only 11% had problems finding a specialist,
a 54% decrease from 2006 (MedPAC, 2009). Bodenheimer & Pham (2010)
cite other facts: in 2008, 22% of Medicare beneficiaries and 31% of privately
insured beneficiaries had unwanted delays in appointments for routine care;
only 27% of adults with a usual doctor or source of care could easily contact
their physician over the phone, receive medical advice after hours or obtain a
timely office visit.

In nursing, the biggest distributional issue with regard to area of practice is
the low number of RNs in nursing education. In 2008, the percentage of RNs
employed in nursing education was 3.8%, essentially the same as it was in 1980
(BHPr, 2006, 2010). This low number of RN faculties creates bottlenecks in the
educational process and contributes to nursing shortages. Seventy-one per cent
of schools of nursing attribute faculty shortages as a reason for not accepting
all qualified applicants into entry-level nursing programmes (AACN, 2008).
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Another distribution issue in nursing involves the practice setting.
Institutional settings, such as hospitals and nursing homes, appear to have
more nurse staffing issues than ambulatory settings such as doctors’ offices,
home care and school health. Until recently, hospitals had reported double or
high single-digit vacancy rates for many years (Buerhaus, Auerbach & Staiger,
2007). The percentage of RNs working in hospitals (in direct patient care,
supervisory, and advanced practice roles) peaked at 68% of RN supply in 1984,
declined to 56% by 2004 (BHPr, 2006), then rose to 62% in 2008 (BHPr, 2010).
Community health settings are also understaffed. Federally funded Community
Health Centers (CHCs) have had RN vacancy rates similar to those of hospitals
(WWAMI, 2006).

Geographical distribution

Physician supply varies by region and urban or rural locations. Physician to
population ratios vary between United States hospital-referral regions by more
than 50%, and the variation does not appear to be related to health-care needs
(Goodman & Fischer, 2008). Urban areas tend to have higher physician to
population ratios than rural areas, and wealthy urban areas higher ratios than
poor urban areas. In a 2008 survey, physician shortages were reported in rural
areas by 75.4% of the hospital CEOs in those areas (MacDowell et al., 2010).

Primary care physicians are especially affected by uneven geographical
distribution. States with the highest levels of primary care physicians are in the
Mid-Atlantic and Northeast, while states with the lowest are in the South and
Mountain West (Cunningham, 2011). In urban areas the ratio of primary care
physicians to population is 100 per 100 000 population, while in rural areas it
is less than half (46 per 100 000) (Bodenheimer & Pham, 2010). Poorer urban
areas also have fewer primary care physicians than wealthier urban areas. Some
areas have such a shortage of primary care professionals that they have been
designated as Primary Care Health Professional Shortage Areas (areas with
ratios of population to primary care practitioners greater than 2000 to 1).

The regional density of RNs varies two-fold across the country (BHPr, 2010).
The District of Colombia, New England states, and West North Central states
(e.g. Iowa, Nebraska, Kansas and Minnesota) have the highest employed RN
to population ratios. The West South Central (Arkansas, Louisiana, Oklahoma
and Texas), Mountain and Pacific states have the lowest. Geographical variation
in employment also occurs by employment setting (BHPr, 2010). The New
England states employ a smaller percentage of RNs in hospitals (57.1%) and
ambulatory care settings than other regions, but a higher percentage in nursing
homes than other regions. In the Pacific region RNs are more likely to be
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employed in ambulatory care settings (13.2%) than in other regions. In the West
South Central states a higher percentage of RNs are employed in home care
than in other regions.

There is not much information on whether there are differences in RN
supply between urban and rural areas. A 2007 study found that RN shortages
tend to be more acute in rural areas compared to urban areas (Zigmond, 2007).
In another study of RN supply in Nebraska, hospital shortages were much more
severe in rural areas (Cramer et al., 2006). The CHC RN shortages noted in the
section above were highest in isolated small rural areas and urban areas, and
lowest in large and less isolated rural areas (WWAMI, 2006).

Ethnic and racial disparities

Compared to their proportion in the general population, African Americans,
Latinos and American Indians are under represented in the health professions
(Grumbach & Mendoza, 2008). The only setting in which population
proportions of minorities exist in the health workforce is in public health.
Educational programmes are attempting to change this situation but progress
is slow. Between 1990 and 2005, baccalaureate nursing programmes increased
underrepresented minorities from 12% to 18%, but allopathic and osteopathic
medicine and pharmacy programmes have made no improvement (Grumbach
& Mendoza, 2008). Dentistry programmes have shown a slight improvement
in this period.

4.2.5 Adequacy of the health-care workforce

Adequacy of physicians

As evidenced by difficulties in obtaining access to physician care in certain
areas, and by the reliance on IMGs for a significant proportion of physician
services, some stakeholders such as state medical societies, hospital associations
and researchers believe that there is currently a physician shortage in the
United States (Igelhart, 2008). Furthermore, projections of the future adequacy
of physicians using several forecasting models indicate a future shortage of
physicians of 5-20% of the workforce by 2020 (Blumenthal, 2004; COGME,
2005; BHPr, 2008). Key to these forecasts of future shortages are assumptions
of continued growth in population and GNP and the ageing of the population —
all of which will stimulate greater demand for health care — and an ageing
physician workforce, in which supply will grow at too slow a rate. Health-
care reform, with its expansion of Medicaid and health insurance, will also
add to demand. However, provisions under the ACA help build physician and



Health systems in transition United States of America

nurse supply by funding training in the health professions, and scholarships and
loan repayment for those who agree to serve in designated Health Professional
Shortage Areas for two to five years (Iglehardt, 2010).

Other analysts believe that while a small increase in physicians may be
needed to meet population growth and to decrease reliance on IMGs, many
more allopathic physicians are not needed since the growth in non-physician
providers and osteopathic doctors can supplement this supply (Wilson, 2005;
Weiner, 2007). Still others contend that perceptions of a shortage of physicians
may be partially due to primary care shortages and geographical imbalances
of physicians (Wilson, 2005; Forrest, 2006; Scheffler, 2008). Better workforce
distribution, such as increasing the number of primary care physicians and
rural physician practices, could avoid the need for large increases in physicians
overall (Goodman & Grumbach, 2008).

There is also no consensus regarding the supply of primary care and specialty
physicians. While it appears that the supply of primary care practitioners for
the care of children will be adequate for the next two decades, growth of the
aged population will increase needs for adult primary care practitioners above
expected supply (Bodenheimer & Pham, 2010). One projection of primary care
supply states that even when NPs and PAs are included in the primary care
professional workforce, primary care supply is expected to fall 9% from 2005 to
2020 (Bodenheimer & Pham, 2010). However, the BHPr (2008) has a different
projection. Since the supply of primary care physicians is currently growing
faster than demand, says the agency, the shortage of primary care physicians
should be relieved somewhat. Instead, the BHPr projects a growing shortage
of specialists. Surgical specialists especially will be in short supply. It appears
that one reason why the BHPr projects an adequate supply of primary care but
a shortage of specialists is because it assumes that demand for primary care
will not grow at the same pace as the demand for specialty care.

Adequacy of nurses

The history of nursing workforce adequacy in the United States is one of
cyclical but deepening shortages in the past few decades. The most recent
shortage lasted from the late 1990s to 2008. The shortage began to ease when
the economic downturn began in 2008. Part-time and unemployed nurses
returned to full-time employment if their spouses became unemployed, while
hospital demand dropped as the number of admissions fell (Buerhaus et al.,
2006; Unruh, 2010). In general, hospital demand has been a key factor in the
shortages, as hospitals are the chief employer of nurses (62% of all nurses).
Hospital demand for nurses is observed to vary given population demand and
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reimbursement for care (Unruh, 2010). During periods of low demand and
reimbursement, such as the managed care period during the 1980s and early
1990s, hospital demand fell and shortages disappeared. During periods of
higher demand and reimbursement, such as the one initiated in the late 1990s
by the relaxing of managed care pressures, hospital demand for nurses rose
and shortages re-emerged. Nursing supply appears to respond to the ebbs and
flows in hospital demand as well as to economic factors (Unruh, 2010). Due to
educational periods of 2—4 years for an RN, there are lags in supply meeting
new upturns or downturns in demand.

Nursing workforce forecasters predict a large shortage of RNs in the
future. BHPr models for RNs predict that from 2000 to 2020 RN demand
per United States resident will grow 18%, while supply per resident will fall
11%"' (BHPr, 2002; Unruh & Fottler, 2005). Using informal methods, Buerhaus
and colleagues project that due to past growth in demand for RNs of around
2-3% per year, along with a much slower projected growth for RN supply,
the deficit of RNs will grow to 16% by 2025 (Buerhaus, Staiger & Auerbach,
2008). Factors taken into consideration in these analyses are similar to those of
physicians: growth and ageing of the population, which will increase demand,
and an ageing nursing workforce, which will slow the growth of supply. Another
factor with nursing supply is stressful work environments, which contribute
to nurses leaving bedside nursing at younger than retirement ages (Unruh &
Fottler, 2005; Buerhaus et al., 2006). A final factor for nursing supply is the
educator shortage, which creates bottlenecks in increasing supply (AACN,
2008). In the past, shortages have been ameliorated somewhat with international
immigration. Workforce analysts caution against dependency on these nursing
graduates, however, as they are a “brain drain” on the donor country and can
delay needed measures to improve supply in the host country (Aiken, 2007).
In summary, there is little debate among forecasters, that without an increase
in new graduates and better retention of younger RNs, there will be a severe
RN shortage in the future.

4.2.6 Education and training of the health-care workforce

Most health-care workers are licensed professionals who are college graduates,
or who have formal educational training beyond high school. Entry to some
of these professions, such as that of physician, advanced practice nursing,

' These projections are quite outdated. The last BHPr forecast for RNs was in 2002 and was based on 1996 demand
and 2000 supply data from the quadrennial National Sample Survey of RNs, Area Resource Files, Bureau of Labor
Statistics, Occupational Employment Statistics, American Hospital Association (AHA) Annual Survey, National
Home and Hospice Care Survey, and other sources. These numbers are calculations made by Unruh & Fottler
(2005) based on results from the BHPr.
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physician assistant and the therapies requires advanced degrees and long
educational periods. In contrast, unlicensed non-professionals usually have
only a high school education and may or may not receive additional formal
training and certificates.

This section focuses on the education and training of several of the
professional occupations categorized as “health diagnosing and treating
occupations” by the BLS: physicians, dentists, pharmacists, nurses and
PAs. All of these professional occupations require several years of college,
graduation from an accredited school in the specific occupation, and licensing
or certification by the professional’s state of practice. Periods of residency
training may also be required. All information is taken from the Occupational
Outlook Handbook, 2010-2011 edition (BLS, 2011b) (see also section 2.8.2).

Physicians

To become a physician requires the greatest amount of formal education and
training among all the health-care occupations. A physician typically completes
four years of undergraduate school, four years of medical school, and three
to eight years of internship and residency. An individual pursuing a career in
medicine may either go for a medical doctorate (MD) or doctor of osteopathy
(DO) degree. In 2008, there were 129 medical schools accredited for MD
medical education programmes and 25 schools in 31 locations accredited for
a DO degree. Following medical school, most MDs enter a residency in their
specialty. Most DOs go into a 12-month internship before entering a two to six
year residency.

All states, the District of Columbia and United States territories require that
physicians be licensed in order to practise. To be eligible to take licensing exams,
physicians must graduate from an accredited medical school. To be licensed,
MDs must pass the United States Medical Licensing Examination (USMLE)
and DOs must pass the Comprehensive Osteopathic Medical Licensing Exam
(COMLEX). The exams and licences are given at the state level. Reciprocity
is granted by most, but not all, states. IMGs can receive a licence after passing
the exam and completing a United States residency.

MDs and DOs seeking board certification in a specialty may spend up to
seven years in residency training. To be certified by the American Board of
Medical Specialists (ABMS) or the American Osteopathic Association (AOA)
they must take a certification exam. The ABMS covers 24 specialties and the
AOA covers 18 specialties. To be certified in a subspecialty, another one to two
years of residency is required.
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A medical career, along with many of the health-care professions, requires
that individuals continue their education and training throughout their lifetime
in order to keep up with medical advances and changes in the occupation. The
medical profession requires continuing education credits in order for physicians
to keep their licence. In addition to “keeping up” with changes, physicians
may advance their career by gaining expertise, developing a reputation for
excellence among colleagues and patients, teaching medical students, residents
and new physicians, and becoming supervisors or administrators.

Dentists

To become a dentist, an individual must graduate from an accredited dental
school and pass written and practical licensing examinations. Dental school is
usually four academic years. During the second half of their education, students
begin to treat patients under the supervision of licensed dentists. On completion
of studies and practicum, students will receive a degree of Doctor of Dental
Surgery (DDS) or Doctor of Dental Medicine (DMD). In 2008 there were 57
accredited dental schools in the United States

All 50 states and the District of Columbia require dentists to be licensed. In
most states the licence is awarded to students who graduated from an accredited
dental school and who passed the National Board Dental Examination and a
practical exam administered by state or regional testing agencies. Specialty
licences in nine different areas require 2—4 years of postgraduate education and
may also require the completion of a residency and a special state examination.
Most new dentists open their own practice immediately after dental school but
some work for established dentists as associates for one or two years to gain
experience and save money to equip an office of their own.

Pharmacists

To practise in the United States, a pharmacist must acquire a PharmD degree
from an accredited college or school of pharmacy. These programmes usually
take four years to complete. After graduating from a PharmD programme,
some graduates go for further training in residency programmes or fellowships,
especially if they plan to work in clinical settings, where a residency may be
required. Pharmacists may obtain a master’s degree in business administration
in order to help them run their own pharmacy.

Pharmacists must have a licence to practise. To obtain a licence, an
individual must have graduated from an accredited PharmD programme and
must pass several exams. All states require that pharmacists pass the North
American Pharmacist Licensure Exam (NAPLEX), which tests pharmacy
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skills and knowledge. Other exams are required depending on the state.
Hours of experience in a practice setting are also required. Often this can be
accomplished while in the PharmD programme.

Registered nurses

The educational requirements for RNs are complex because there are three
educational paths to becoming an RN: a diploma, an Associate Degree
in Nursing (ADN) and a Bachelor of Science Degree in Nursing (BSN). In
addition, to become an advanced practice registered nurse (APRN) — which
includes clinical nurse specialist, nurse anaesthetist, nurse-midwife and nurse
practitioner — a Master of Science in Nursing (MSN) is required, and a Doctor
of Nursing Practice (DNP) is becoming common (Cronenwet et al., 2011).

An ADN is the most common entry into the profession, followed by BSN.
ADN programmes take two to three years to complete while BSN programmes
take four years. Diploma programmes, which take three years to complete, do
not result in a degree and are conducted by hospitals. They are a remnant of
the old educational system, and few remain today. Of the three programmes,
the BSN gives the student more training in areas such as communication,
leadership and critical thinking, which are important in nursing practice today.
It also provides more clinical experience in nonhospital settings. The BSN
is usually required for administrative positions. For these reasons the BSN
offers the graduate more employment and advancement opportunities. Since
many RNs with ADNs return for a BSN, special RN-to-BSN programmes
have been designed by most schools of nursing. Accelerated programmes also
exist that allow a college graduate in another field to complete their BSN in
12-18 months. Graduates of an accredited school of nursing must also pass the
National Council Licensure Examination (NCLEX-RN) to practise. Licences
are granted on a state-by-state basis with reciprocity in most states.

RNs engage in lifelong learning. Continuing education is required by many
states. To demonstrate expertise in a specific area, RNs may choose, or their
job may require them, to be credentialled through the American Nursing
Credentialing Center, the National League for Nursing or other agencies.
Specialty areas of credentialling include ambulatory care, gerontology,
informatics, paediatrics and many others.

There are many opportunities for advancement in nursing. Most RNs
begin as staff (bedside) nurses in hospitals but many move to other settings or
are promoted to managerial, administrative or teaching positions within the
hospital. With an advanced practice degree, RNs can work independently or in
collaboration with physicians. Each state defines its requirements for advanced
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practice roles. For example, in some states APRNs may prescribe medicine but
in other states they cannot. Some RNs go on to become educators in schools of
nursing, which requires an MSN or PhD. Other RN start their own businesses
in ambulatory, home care or chronic care. Still others join insurance, managed
care or pharmaceutical companies.

Physician assistant

To become a PA an individual must graduate from an accredited programme and
pass a national certification exam. Many entering students are RNs, emergency
medical technicians (EMTs) and paramedics. The programmes, offered at
community colleges, academic medical centres, medical schools and colleges,
take at least two years full-time. The PA programme combines classroom
instruction with clinical experience. Students may have the opportunity of
internships with physicians while in training, which may lead to employment
after graduation. Upon completion of an accredited PA programme the graduate
is eligible to sit for the PA certification exam and may in addition receive an
associate, bachelor’s, or master’s degree.

To obtain a certificate to practise, graduates of accredited PA programmes
must pass the Physician Assistant National Certifying Examination,
administered by the National Commission on Certification of Physician
Assistants (NCCPA). PAs must engage in continuing education to remain
certified. Every two years they must complete 100 hours of continuing
education, and every six years they must pass a recertification examination
or complete a programme that includes a take-home exam. PAs can pursue
further education in medicine, rural primary care, emergency medicine, surgery,
paediatrics, neonatology and occupational medicine.

4.2.7 Physician and RN career paths

This section investigates some of the factors involved in the career choices
of these two professions. Major factors include levels of reimbursement,
malpractice insurance costs and working conditions.

Factors in physician career paths

Career choices among physicians include choice of specialty (primary care
versus one of several specialties), location of practice (regional and urban or
rural), and whether to stay active in the profession. The choice of specialist
over primary care careers among physicians has, for some time, led to an
imbalance in the workforce in these areas. With new patients being brought
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into primary care due to health-care reform, the future imbalance is particularly
problematic. Chief among the factors that contribute to these career choices is
physician payment.

Despite improvements in primary care physician reimbursement in the
1990s, a primary care-specialty payment gap remains. Primary care payment
improved relative to specialty care with the introduction of the RBRVS by
the CMS in 1992, and with the managed care restructuring of the physician

payment system to better reward primary care physicians in this same period.

The improvement slowed when managed care mechanisms were loosened in
the late 1990s. At that time primary care incomes declined and the income gap
between primary and specialty care grew (Bodenheimer & Pham, 2010). The
latest available official data for physician salaries indicates that in 2003 the
average annual salary of a primary care physician was $146 405, compared to
$235 820 for a specialist (Tu & Ginsburg, 2006). Among specialists, medical
practitioners earned $211 299 on average while surgical specialists earned
$271 652 in 2003. The hours-adjusted internal rate of return on the educational
investment for primary care physicians was 16% in 1997, compared with 18%
for procedure-based medicine (surgery, obstetrics, radiology, anaesthesiology
and medical subspecialties) (Weeks & Wallace, 2002). Compared with 10
other OECD countries, the United States has the next to highest specialist to
primary care physician salary ratio (the Netherlands had the highest) (Fujisawa
& Lafortune, 2008).

Practice conditions and medical and societal devaluing of primary care
also contribute to the primary care-specialty imbalance (Friedman, 2008;
Bodenheimer & Pham, 2010). Primary care practice tends to involve more
hours, on-call and night work, and rotating shifts compared to specialty
practices. Specialty care is more prestigious and the medical educational system
places a higher value on specialty practice. An example of the lower prestige
of primary care is that it is much less likely that a primary care physician
will become a medical school dean or achieve other positions of leadership
(Friedman, 2008). The culture in some medical schools works against primary
care by encouraging students to go into specialty practices (Brooks et al., 2002;
Friedman, 2008).

Several factors contribute to a physician choosing not to practise in an
underserved urban or rural area. As with primary care, rural practices involve
longer hours, less specialty support and fewer opportunities for advancement

203



204

Health systems in transition United States of America

(Brooks et al., 2002; Dussault & Francheschini, 2006). Rural locations have
less social and cultural opportunities and are more professionally isolated, with
fewer opportunities for career advancement (Dussault & Francheschini, 20006).

That being said, some medical schools are better than others at graduating
physicians who go to underserved and rural areas. Physicians graduating
from medical schools with rural curricula and rotations and a positive culture
regarding rural practice are more likely to practise in rural areas (Brooks et al.,
2002; Rabinowitz et al., 2008). Scholarships and loan-repayment programmes
tied to rural practice on graduation are also good incentives (Friedman, 2008).

There are several factors that create dissatisfaction among physicians, which
can lead to them leaving patient care practices. These factors include working
with managed care plans, malpractice insurance costs, discrepancies between
practice ideals and reality, administrative burdens and lack of time to complete
necessary tasks (Landon, Reschovsky & Blumenthal, 2003; Mechanic, 2003;
Zuger, 2004). Frustrations with managed care and insurance company billing,
policies and requirements have been the focal point of many of these issues.
Under managed care, physicians’ administrative tasks have grown over the
years, giving them less time to perform clinical work. They have had less
autonomy to refer patients to specialists, or to prescribe tests, treatments and
medications. Additional governmental quality improvement requirements, such
as P4P, have added to the administrative burden.

Factors in RN career paths

Career choices among RNs include the decision to become a nurse educator,
whether to practise in a hospital or other health-care setting, and whether to stay
in bedside nursing. Factors that are thought to contribute to the low number of
RNs going into education include: low academic salaries; more attractive jobs
in other careers for RNs with graduate degrees (partially a result of the first
factor); long periods of clinical work prior to pursuing graduate education and an
academic career; high educational costs (put that together with low salary and
the returns to educational investment are low); and insufficient governmental
funding of nursing education (Yordy, 2006). In addition, dissatisfaction among
those who have gone into nursing education contributes to nurses leaving the
field. Nursing faculties are dissatisfied with their heavy workloads and low
remuneration (Yordy, 2000).

With regard to RNs’ decisions regarding work settings, studies have
shown that the major issue with working in a hospital is the difficult working
conditions for RNs. Staffing levels, workload, the degree of autonomy, shift
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work, scheduling, overtime and professional development are several of the
factors leading to dissatisfaction with hospital bedside nursing (Buerhaus et al.,
2006; Stone et al., 20006).

RNs’ intention to leave bedside nursing is also mainly related to working
conditions. Chief among the work environment issues are: inadequate staffing,
high workload, high work pressure, high job demands, lack of time to do
adequate work, lack of supervisor support, lack of respect, disempowerment
and poor relations with physicians (Geiger-Brown et al., 2004; Dunn, Wilson
& Esterman, 2005; Khowaja, Merchant & Hirani, 2005). Salaries and benefits
can also be an issue in hospitals, nursing homes and other settings (McHugh
et al., 2011).

Influencing career path choices of physicians and nurses

Policies are needed to encourage physicians and nurses to take career paths that
are optimum for the functioning of the United States health-care system. The
difficulty is that the career choice must be an optimum one for the individual
health-care professional as well. The issues discussed above provide information
about some of the factors that need to be changed in order to accomplish
this transformation: improvement in reimbursement to primary care, work
in underserved areas and nursing education; medical and nursing education
that encourages a proper distribution of those professionals; improvements in
working conditions; and societal values that improve the prestige of currently
undervalued careers. Until changes are made in these areas and others, these
health-care professionals will continue to make personal career choices that
result in a less than optimum workforce distribution in the United States.

Some recent initiatives will be of help. The 2009 American Recovery and
Reinvestment Act (ARRA) invested $300 million in the National Health Service
Corps, which recruits the primary care workforce in underserved areas (Kaiser
Family Foundation, 2011h). Teaching health centres are receiving an additional
$230 million to start primary care residency programmes. Under the ACA, the
Medicare fee schedules provide 10% bonuses for primary care starting in 2011
(Kaiser Family Foundation, 2011h). By 2014, Medicaid primary care provider
reimbursements must be at least as much as Medicare.
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5. Provision of services

nsured individuals tend to enter the health-care system through a primary

care provider, though with some kinds of insurance (PPO) individuals may

go directly to a specialist. Uninsured individuals often do not have a regular
primary care provider, but instead visit community health centres (which
provide primary care for low-income, uninsured and minority populations)
and hospital emergency rooms for their health care, which hinders continuity
of care. Due to out-of-pocket costs they may be reluctant or unable to seek
out specialty, surgical, or inpatient care unless they need emergency care;
emergency departments in hospitals that receive payment from Medicare
(which is nearly all hospitals in the US) are required by law to provide care to
anyone needing emergency treatment until they are stable. Retail clinics (in
pharmacies or large stores) are also emerging as places to go for treatment of
minor medical conditions.

The number of acute inpatient (hospital) discharges and length of stay have
fallen over the past decades, with more acute-care services, such as surgery,
being performed on an outpatient basis. For example, in 2010 more than
three-quarters of all surgeries were provided in an outpatient setting. Mental
health services have also shifted predominantly from inpatient to outpatient,
accompanied by substantially increased use of pharmaceuticals and reduction
in provision of psychotherapy and mental health counselling. The utilization
of post-acute-care services such as rehabilitation, intermittent home care, and
sub-acute care has increased over the past decades due to the financial need
for hospitals to discharge patients not requiring acute care. Palliative care is
received mostly through hospice services, either in the patient’s home, or in a
hospital, nursing home or other institutional setting. Hospice care has increased
due to an expansion of Medicare benefits in 1983. The informal caregiver
(usually family or friends) plays an important role in United States health care;
23% of Americans provide some form of informal care.
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Pharmaceuticals are highly utilized in the United States compared to
other industrialized countries, and their use has been growing. The use of
complementary and alternative medicine (CAM) is also growing in the United
States. Although physicians initially opposed the use of CAM, their stance
has softened due to its popularity with the public and some scientific evidence
regarding the efficacy of certain therapies. Patients must pay out-of-pocket for
most forms of CAM.

Vulnerable populations in the United States include racial and ethnic
minorities, those with low income, the uninsured, the disabled, the homeless,
women, children, persons with HIV/AIDS, the mentally ill, the elderly, and
those living in rural areas. Federal, state, and private agencies have programs for
reducing disparities in health and health care for these populations. Populations
that have special access to health services include American Indians and Alaska
Natives, military personnel, veterans, and those who are institutionalized, such
as prisoners.

United States public health is decentralized, with the main locus of power
at the state level. The actual public health structures at the state level vary
significantly; in some states, public health functions are further decentralized
(e.g. to county level). At federal level, the United States Public Health Service
brings together eight federal public health agencies (including the Centers for
Disease Control and Prevention, the Food and Drug Administration, and the
National Institutes of Health). Federal, state and local public health services
have been underfunded, and tend to be driven by immediate concerns; for
example, as concerns rose over terrorist attacks in the United States, much
of the public health funding and services switched to terrorism preparedness,
leaving holes in other areas of public health.

5.1 Patient pathways

This section presents two scenarios representing the pathways for care for an
insured and an uninsured individual in the United States. A patient pathway is
the route individuals take from their first contact with the health-care system
to the completion of care. It includes their initial entry into the system, provider
visits, referrals, tests and treatments. The route may be anything from a short
visit to a primary care provider to a more complicated path through a series of
services, culminating in institutionalized care. The route may also involve only
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primary care services, only acute-care services, only long-term care services
or all of these. Two issues to note from the two sets of pathways are access to
care and coordination of services.

Fig. 5.1 presents pathways for an insured patient and Box 5.1 discusses an
example of a pathway for an insured individual. Individuals with all types of
insurance seeking preventive care, such as annual check-ups, will most probably
go to a primary care provider on a regular basis. A primary care provider will
also be the first contact with the system for individuals needing care for a
medical or surgical problem (not an emergency) who are in an HMO, even
if the individual needs to see a specialist. The primary care provider (PCP)
will evaluate the patient first and make appropriate referrals to specialists,
order imaging, testing and medications. If the PCP believes that the patient
needs immediate hospitalization, the doctor will have the patient admitted to
the hospital, obtaining a referral from the HMO if needed. If the individual
is in a PPO or has traditional FFS insurance he or she may go directly to a
specialist for medical care. Specialists may order imaging, testing, medications
and treatments, including surgery or hospitalization if needed. Surgery may
be performed on an outpatient basis (“same-day surgery”) or with the patient
admitted to the hospital (inpatient). For an acute medical condition that is life
threatening or that occurs after office hours, an individual may also enter the
health-care system through an emergency department (hospital-based) or
urgent care centre (free-standing or hospital-based). Visits to these outpatient
settings may or may not result in hospitalization.

Once a patient is hospitalized, he or she may be discharged home or may
continue in the health-care system by going into rehabilitation or some type of
subacute or long-term care, such as home care, assisted living or nursing home
care. Finally, patients may progress to palliative care, such as hospice services.
Whether a patient receives rehabilitation, long-term care or palliative services,
and the duration of those services, may depend on the individual’s insurance
coverage. Private health insurance generally does not cover long-term care.
Long-term care insurance will cover nursing home care, but the great majority
of individuals do not carry this supplemental coverage. For those with public
insurance (e.g. Medicare and Medicaid), there are limitations on the length of
care and extent of coverage. For example, Medicare only pays for long-term care
if the patient has been hospitalized first, and the post-hospitalization coverage
is limited to a certain number of visits or days along with co-payments from
the patients (see section 3.7).
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Fig. 5.1
Health-care pathways for insured patients
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Notes: the short solid arrows pointing to the services along the periphery of the figure indicate the various ways a patient may enter the
health-care system depending upon his or her condition and type of insurance. The broken lines with arrows indicate the paths that can
be taken once an individual enters the system.

Home care, nursing home care, assisted living and palliative care may also
be accessed by patients without going through primary or acute-care services.
In these cases patients will be paying out-of-pocket or will have Medicaid or

private long-term care insurance to cover the services.
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Box 5.1
Example of an insured person’s health-care pathway

A pathway over a three-year period for an insured (through Medicare) 85-year-old male patient
with COPD might be as follows: The patient uses his PCP for regular checkups. The PCP has
ordered medications for the patient’s COPD. When the patient presents at a regular visit with
increased shortness of breath and weakness, the PCP refers him to a pulmonologist and a
cardiologist. The pulmonologist performs tests and changes the patient’s COPD medications.
The cardiologist performs tests, diagnoses the patient with atrial fibrillation and orders
medication for the condition. The patient has one follow-up visit to the two specialists. Within
a year the patient passes out at home and is brought into the hospital emergency department.
His atrial fibrillation is not being controlled by the medication. The patient is hospitalized,

a pacemaker is inserted and his medications are adjusted once again. He is discharged home
under the care of his elderly wife and nearby children. Six months later he becomes dizzy
and weak and has mobility problems. He is readmitted to hospital. There, medications are
adjusted; he is stabilized and he is then transferred to a rehabilitation centre. After several
weeks in rehab he returns to his home. His mobility problems return after a few months so
his family contacts a home care agency to have a home health aide help with baths twice a
week. Eventually he becomes too much to handle at home and he is admitted to a nursing
home. While he is in the nursing home he is hospitalized several times for various illnesses,
including pneumonia. His condition does not improve and his family does not wish to pursue
more interventions so he receives palliative care prior to dying peacefully in a hospice.

Other portals of entry to the health-care system for insured individuals
include community health services (the “health-care safety-net” such as
community health centres and public hospitals), which may be used by an
insured person for services such as immunizations (e.g. flu vaccinations).
Because community health services tend to be used for discrete short-term
issues by insured patients, there tend to be no further referrals or connections
to other parts of the health-care system. Insured individuals may utilize CAM,
but this also tends not to be integrated into the medical side of the health-care
system. Individuals may seek mental health care, which their insurance may
partially cover or they may pay out-of-pocket. Supplemental insurance or OOP
payment is usually the way for individuals to receive dental and eye care. First
contact providers in those services may refer the patient to other specialists,
imaging, testing, medications or hospitalization. Patients with dental, eye or
mental problems may also first present to their primary care provider who will
refer them to the respective service.

The pathways for an uninsured patient are quite different, as can be seen in
Fig. 5.2 and Box 5.2. Fig. 5.2 indicates that there are effectively fewer options
for uninsured patients and less continuity of care. Typically, individuals who
are uninsured (who have neither private nor public insurance) will skip regular
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visits to a PCP since they will have to pay out-of-pocket for such care (Ayanian
et al., 2000; Van Loon, Borkin & Steffen, 2002; Cheong, 2007; Shi, Lebrun &
Tsai, 2010; Gulley, Rasch & Chan, 2011). Their usual source of primary care
is community health services where the services are free or patients may pay
a sliding scale fee for care (Van Loon, Borkin & Steffen, 2002; Cheong, 2007;
Wilper et al., 2008). Even here, visits may be tied to the occurrence of a health
problem rather than preventive check-ups and ongoing care (Van Loon, Borkin
& Steffen, 2002). The care patients receive at community health centres may
include testing and medication prescriptions. The centre may find the need
to refer the patient to a specialist or admit the patient to hospital but will not
fund specialist care or hospitalization. If the individual is in a true emergency
the hospital will be forced to cover costs until the patient is stable enough to
transfer (required by the Emergency Medical Treatment and Active Labor Act
(EMTALA); see section 2.8). It may be possible for an individual to receive
specialist services if admitted to hospital or if there are voluntary specialist
services in the community, such as surgeons donating their time to the indigent
(Matula et al., 2009).

Box 5.2
Example of an uninsured person’s health-care pathway

A pathway for an uninsured 60-year-old woman with breathing difficulties might be as
follows. The woman is uninsured because she is too young to receive Medicare and she has

a low-paying job that does not provide health insurance. She is as yet undiagnosed because
she does not have a regular primary care physician. As her symptoms worsen she visits a
community health centre where she receives tests and the diagnosis of COPD. The centre
provides some medications for the disease but the medications do not last and she then goes
without. Periodically, the woman returns to the centre for a check-up and more medications.
After three years the condition worsens and one evening she feels unable to breathe. She goes
to the ED, where she is found to have a serious form of pneumonia on top of the COPD. She
is hospitalized for four days, two of which are in the ICU. She is discharged from the hospital
still weak but she is not eligible for rehab or home care. If this individual remains uninsured
and we follow her health care over time we will find that it remains sporadic and incomplete.
This inconsistent and inadequate attention to health problems contributes to a greater
morbidity and mortality (Ayanian et al., 2003; McWilliams et al., 2004, 2007; Fowler-Brown
et al., 2007). If she develops other conditions, such as the ones that the insured individual
(described in Box 5.1) encountered, her situation will only worsen.
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Fig. 5.2
Health-care pathways for uninsured patients
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Notes: the short solid arrows pointing to the services along the periphery of the figure indicate the various ways a patient may enter the
health-care system depending upon his or her condition and ability to pay. The dark broken lines with arrows indicate the paths that can
be taken once an individual enters the system. The light dotted lines are possible paths if the patient can afford the care.

The uninsured may avoid necessary dental, eye and mental health care due
to the OOP costs associated with that care (Winters et al., 2008; Shi et al., 2010).
They may also miss or stop taking needed medications for the same reason
(Wilper et al., 2008; Kullgren & McLaughlin, 2010; Shi et al., 2010; Gulley,
Rasch & Chan, 2011). To alleviate the pharmaceutical access problem, state
and federal governments and private organizations have set up programmes to
make medications more affordable to those in need. Pharmaceutical companies
sponsor patient assistance programmes but little is known about how many
patients are served and the application process is cumbersome (Choudhry et al.,
2009; Felder et al., 2011). Although there is no evidence one way or the other
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whether the uninsured utilize CAM services, in an attempt to stay healthy they
may use this type of care even though it must also be paid out-of-pocket and
can be expensive.

For urgent and emergency care the uninsured tend to use urgent care centres
and emergency departments (Cheong, 2007; Wilper et al., 2008). As mentioned,
if an individual is experiencing a life-threatening emergency a hospital must
treat the individual. Therefore a common way for uninsured individuals to
receive hospital services is to present seriously ill to the emergency services.
However, the uninsured will not receive rehabilitation following hospitalization,
nor any long-term or palliative care unless they pay out of pocket.

For both the health-care pathways discussed above, a closer scrutiny brings
out additional issues. The first concerns the coordination of care. Since services
have become more specialized over time, it has been increasingly difficult to
coordinate and integrate those services. This is especially problematic in the
patient with multiple morbidities; the patient may be seeing multiple specialists
and may undergo testing and receive treatment and medications for several
conditions (Vogeli et al., 2007; Bodenheimer, 2008).

Care coordination is needed when the patient receives care from more
than one provider. Theoretically, the primary care provider coordinates care.
However, these providers tend to carry a large patient load and are pressed for
time so they find it difficult to keep track of the results of patient consultations,
referrals, treatments and institutional admissions, discharges and transfers
(Bodenheimer, 2008; Schoenberg, Leach & Edwards, 2009; Liss et al., 2011).
In addition, specialists and institutional providers may send inadequate and late
reports (Bodenheimer, 2008). At the same time, many patients, especially the
uninsured, do not have a primary care provider. In this case, it may be that no
health-care provider is attempting to coordinate the care of the patient.

Poor coordination of health-care services can lead to “wasteful duplication
of diagnostic testing, perilous polypharmacy, and confusion about conflicting
care plans” (Bodenheimer, 2008). It contributes to poorer quality of care, greater
Emergency Department (ED) use and avoidable hospitalizations (Saultz &
Lochner, 2005; Cheng, Chen & Hou, 2010). Several programmes are being
implemented to improve care coordination in the United States. These include
electronic referral systems and referral agreements between primary care
providers and specialists, disease management programmes, the use of APRN,
and improved hospital discharge planning (medication reconciliation, patient
education and post-discharge follow-up) (Bodenheimer, 2008).
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System-wide changes are needed to give primary care providers the time
and resources to be at the centre of care coordination. The concept of the
“medical home” is a recent development in this direction (Bodenheimer, 2008).
Medical homes are certified for meeting specific requirements of primary
care, including the coordination of care. The development of medical homes is
discussed in more detail in section 5.3.

The second issue with health-care pathways is how well the services respect
the individuality of the patient and include the patient and family as active
partners in care. This is termed “patient-centred care” or “patient and family
centred care”. The relationship between health-care provider and patient until
recent years was usually not “patient-centred”. Instead, physicians “knew best”,
made decisions for the patient, and told the patient what to do. This provider-
centric focus began to change following an Institute of Medicine report in 2001
that included patient-centred care as one of six key elements of high-quality
care (Committee on Quality of Health Care in America, 2001). Definitions of
patient-centred care vary but the core concept is that patients are treated “as
persons in context of their own social worlds, listened to, informed, respected,
and involved in their care — and their wishes are honored (but not mindlessly
enacted) during their health care journey” (Epstein & Street, 2011, p.100).

It is unclear to what extent care is patient-centred in the United States
today. One survey of physicians found that 33% in larger practices (50 or more
practitioners) had adopted 6 of 11 practices considered to be patient-centred but
only 14% of solo physicians reached this level (Audet, Davis & Schoenbaum,
2000).

Patient-centred approaches can be implemented in various health-care
settings without the services in those settings being coordinated. A recent
model that combines both is the “patient-centered medical home (PCMH)”, a
model developed by primary care specialty societies in 2007 and endorsed by
purchasers, payers, providers and consumers (Rittenhouse et al., 2011). PCMH
is discussed in greater detail in section 5.3.3.

5.2 Public health

Public health focuses on promoting health at the population level through
investigating and intervening in the environmental, social and behavioural
factors in health and disease. It deals with prevention and health promotion
rather than treatment of disease and recovery of health, which is the domain of

215



216

Health systems in transition United States of America

medical care. It attempts to influence social, economic, political and medical
factors that affect health and illness (Shi & Singh, 2012). The three core functions
of public health defined by the IOM are assessment, policy development and
assurance (Salinsky, 2010). The 10 essential services identified by the APHA
that correspond to these core functions are listed in Box 5.3. (Salinsky, 2010).

Box 5.3
Core public health functions and essential services

IOM core functions:  American Public Health Association essential services

Assessment: Monitor health status to identify community health problems.
Diagnose and investigate health problems and health hazards in
the community.

Policy development:  Inform, educate and empower people about health issues.

Mobilize community partnerships to identify and solve
health problems.

Develop policies and plans that support individual and community
health efforts.
Assurance: Enforce laws and regulations that protect health and ensure safety.

Link people to needed personal health services and assure the
provision of health care when otherwise unavailable.

Assure a competent public health and personal health-care workforce.

Evaluate effectiveness, accessibility and quality of personal and
population-based health services.

Research for new insights and innovative solutions to health problems.

Source: Salinsky, 2010.

5.2.1 Organization of public health services

Public health is promoted mostly through public agencies, primarily at the state
level, but some private agencies also play a role. At the federal level, public
health services are headed by the United States Public Health Service (USPHS),
a division of the HHS. The USPHS is comprised of eight agencies listed in
Box 5.4 (U.S. Department of Health and Human Services).
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Box 5.4

Federal public health agencies

Agency for Toxic Substances and Disease Registry (ATSDR)
Agency for Healthcare Research and Quality (AHRQ)
Centers for Disease Control and Prevention (CDC)

Food and Drug Administration (FDA)

Health Resources and Services Administration (HRSA)
Indian Health Service (IHS)

National Institutes of Health (NIH)

Substance Abuse and Mental Health Services Administration (SAMHSA)

The AHRQ, HRSA, NIH and Substance Abuse and Mental Health Services
Administration (SAMHSA) are the chief federal agencies for funding health-
care programmes and research. The AHRQ funds research on quality, costs
and administrative issues in health care, while the NIH funds biomedical
and clinical research primarily. Although the AHRQ and NIH are considered
to be part of the USPHS, in reality the bulk of their research is on medical,
not public health, issues. The HRSA funds programmes and research on the
indigent, uninsured, rural residents, other special need populations, and the
health-care workforce. Another major function of the HRSA is to collect data
on the health-care workforce. The HRSA’s functions have more of a public
health purpose in that they help assure adequate health-care resources, yet as
with the AHRQ and NIH most of these resources go into providing medical
care. The SAMHSA funds programmes and conducts its own studies into the
prevention and treatment of alcoholism, substance abuse and mental illness.
The SAMHSA'’s funding is delivered mostly through block grants and contracts
with state health agencies.

The Agency for Toxic Substances and Disease Registry (ATSDR) monitors
and protects against exposure to hazardous wastes, and works to minimize ill
health effects of hazardous waste emergencies 