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Foreword
This ninth edition of Health Care USA: Under-
standing Its Organization and Delivery marks 
the end of an era and the beginning of a new 
one. In the early 1990s, I was invited to create a 
series of books on epidemiology, public health, 
and health care. For the volume on health care, 
I engaged my esteemed colleague and good 
friend Professor Harry Sultz, who, in turn, 
invited Professor Kristina Young to join him 
as coauthor. Having had unique and comple-
mentary experiences, they produced the first 
edition of this book in 1996, and it became a 
best seller.

Throughout his professional career, Pro-
fessor Sultz was inspirational to his colleagues 
and students alike. He approached each new 
edition of the book with excitement. He 
always kept the reader in mind as he wrote 
clearly and succinctly. For each edition, he 
included the most up-to-date advances in 
health care with the comments and analyses 
of a seasoned researcher and author. Woven 
through the many subjects covered in the 
book, the reader can sense the special con-
tribution of Professor Sultz, an author who 
indeed has “been there.”

In 2014, after the eighth edition was pub-
lished, Professor Sultz decided to retire from 
his coauthorship of the text, but his thoughts 
and contributions will continue to be evident 
in the ninth and succeeding editions. This 

ninth edition, under the able lead authorship 
of Kristina Young and with her new, highly 
credentialed coauthor, Dr. Philip Kroth, will 
continue the tradition of being on the cutting 
edge of understanding the complex issues of 
health care and its delivery—a fitting tribute to 
Professor Harry Sultz.

Now, almost 7 years since becoming law 
in 2010, the Patient Protection and Afford-
able Care Act (ACA) has survived an unprec-
edented number of Congressional challenges. 
Although the period since its implemen-
tation is very short in historical terms of 
system change, the ACA is beginning to  
yield results.

Through the ACA, more than 20  million  
Americans have gained access to health 
insurance through state-based marketplace  
exchanges and Medicaid expansion. Value- 
based payment reforms through patient- 
centered medical homes, accountable care 
organizations, and historic physician pay-
ment reforms are beginning to reign in 
cost growth and improve healthcare qual-
ity through increased transparency and 
accountability. It is certain that experimen-
tation with new healthcare delivery models 
will continue to identify best practices as 
healthcare providers and organizations con-
tinue adapting to the ACA and marketplace 
changes.
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The ninth edition of Health Care USA 
provides a clear overview of the techni-
cal, economic, political, and social forces 
that shape the healthcare industry and the 
public health enterprise. The authors have 
meticulously screened vast amounts of new 
information to include critical updates that 
make  important contributions to students’ 

knowledge of the current healthcare delivery 
system with a  population focus.

Michel A. Ibrahim, MD, PhD
Professor of Epidemiology

Editor-in-Chief, Epidemiologic Reviews
Johns Hopkins Bloomberg School of  

Public Health

and

Dean and Professor Emeritus
School of Public Health

University of North Carolina at  
Chapel Hill
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Introduction
The prior edition of this text devoted substan-
tial material to outlining and explaining the 
new landmark Patient Protection and Afford-
able Care Act of 2010 (the ACA). At that point, 
work had just begun on enacting the ACA, and 
it had already survived U.S. Supreme Court 
challenges on the constitutionality of its core 
provisions for the “individual mandate” and 
Medicaid expansion.1 The law survived another  
major challenge in 2015 when the Supreme 
Court deliberated a lawsuit alleging that federal  
tax subsidies to help offset health insurance 
costs for individuals in certain states were 
 illegal.1 Now, more than 6 years after its pas-
sage and approximately 3 years after its  major 
provisions became effective, the impact of 
this young law is most evident by the fact that 
more than 21 million Americans have gained 
access to affordable health insurance through 
enrollment in private insurance and the public 
Medicaid program.2,3 In 2015, for the first time 
in its 50-year history of conducting  national 
 surveys, the Centers for Disease  Control 
and Prevention reported that the proportion 
of uninsured Americans had fallen below  
10 percent.4 While the historic reduction in 
the uninsured population is already well estab-
lished, the provisions of the ACA designed to 
control the rising costs of health care and im-
prove its quality are not yet fully implemented. 
To meet its cost-reduction goals, the ACA is 
now starting to make historic changes to the 
ways in which health care is delivered and how 
providers are compensated. In addition, the 
ACA embraces a population perspective on 
health and health care. This perspective shifts 
the system’s longstanding focus from the care 

of individuals to health outcomes achieved 
for population groups. Increasingly, providers’ 
compensation will be linked to quality of out-
comes in populations under their care.

As the ACA achieves its intended effects 
over the coming years, the healthcare deliv-
ery system is expected to emerge from its old 
form of fragmented, piecemeal services and 
payments and opaque quality. The new sys-
tem is expected to be one in which integrated 
systems of coordinated care reward providers 
for continuity of care and publicly disclosed 
outcomes. Along with the ACA, newer legis-
lative initiatives such as the Medicare Access 
and Children’s Health Insurance Program 
Reauthorization Act of 2015 (MACRA) will 
promote synergistic effects with the ACA and 
are discussed in detail in this new edition. In 
producing this edition, it was highly evident 
to the authors that prior lines of demarcation 
among delivery-system components are rap-
idly blurring as the population perspective 
gains traction. For example, the ACA contin-
ues experiments in which patients’ illnesses 
are treated and paid for as single “episodes of 
care” by all involved providers—primary care 
physicians, specialists, hospitals, and others, in 
a seamless continuum rather than in a series 
of disconnected encounters.5 While major 
system components remain largely intact, the 
ways in which they operate and interact with 
each other are changing dramatically. These 
are positive and challenging developments for 
healthcare providers and patients alike. They 
offer many opportunities for more efficient and 
effective use of U.S. healthcare resources and 
most importantly for the health of Americans. 
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defined services and specialists. In addition, 
even at its enormous expense, the system 
proved inept in securing even a modicum of 
universal health insurance coverage for the 
general population.

The size and complexity of health care in 
the United States has contributed to its long-
standing problems of limited access, incon-
sistent quality, and uncontrolled costs. The 
healthcare system remains challenged by dis-
parities that result in wide variations in the 
access, availability, and quality of services for 
many of its citizens. These problems have con-
cerned U.S. political and medical leaders for 
decades and motivated many legislative pro-
posals aimed at reforms. Since World War II,  
attempts at major reforms were mounted by 
President Truman in the 1940s, President 
Johnson in the 1960s, President Nixon in the 
1970s, and President Clinton in the 1990s.7 
Johnson’s efforts resulted in the 1965 passage 
of Medicare, which provided universal health 
insurance to Americans beginning at 65 years 
of age, and Medicaid, which provided health 
insurance for qualifying low-income individ-
uals of all ages. Nixon’s legislation resulted in 
the HMO Act of 1973, which laid groundwork 
for development of the managed care insur-
ance system of today. Truman’s and Clinton’s 
proposals failed. However, neither the Johnson 
nor Nixon successes resulted in comprehen-
sive reforms, costs in line with other indus-
trialized nations, or universal benefits for all 
Americans. Over years of implementation 
that will continue through 2019, the spectrum 
of the ACA provisions will vastly exceed the 
impacts of Medicare and Medicaid. Medicare 
and Medicaid affected specific populations of 
individuals qualified by program criteria; the 
ACA affects virtually all Americans.

Given the past history of failed attempts 
at comprehensive health reform, the ACA’s 
development and passage within 14 months of  
President Obama’s taking office in January 2009 
is historically unprecedented and represents an 

We hope that our treatment of the subject mat-
ter provides a foundation for comprehending 
facts to encourage curiosity about continuing 
developments and the effects of legislation as 
its implementation proceeds. We also note 
that in just the first 2 years since its passage, 
proposed rules and regulations to implement 
the ACA underwent changes and revisions. As 
with any legislation, these changes and revi-
sions can be expected to continue in what will 
be an ongoing and dynamic process.

The U.S. healthcare system remains a 
mystifying puzzle to many Americans, and 
ongoing changes will doubtless add addi-
tional complexity. Health care in the United 
States is an enormous $3 trillion industry. It 
includes thousands of independent medical 
practices, business partnerships, provider 
organizations, public and nonprofit institu-
tions, hospitals, nursing homes, the pharma-
ceutical industry, and huge health insurance 
corporations. Health care is by far the largest 
service industry in the country. In fact, U.S. 
healthcare system expenditures rank it as the 
world’s fifth largest economy, second only to 
that of the entire economy of Germany and 
larger than the entire economy of the United 
Kingdom.6

More intimidating than its size, however, 
is its complexity. Not only is health care a 
labor-intensive industry at all levels, but also 
the types and functions of its numerous per-
sonnel change periodically to adjust to new 
technology, knowledge, and ways of delivering 
services. As is frequently associated with prog-
ress, medical advances often create new prob-
lems while solving old ones. The explosion of 
medical knowledge that produced narrowly 
defined medical specialties compounded 
a longstanding shortcoming of American 
medical care. The delivery of sophisticated 
high-technology health care requires the sup-
port of a vastly complicated infrastructure that 
has resulted in disarray and allowed patients 
to fall between the cracks among its narrowly 
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domestic priority, including a commitment to 
universal coverage.8 Finally, with a new presi-
dent elected on a platform of change and Dem-
ocratic majorities in both houses of Congress, 
the “policy window of opportunity” allowed 
moving the comprehensive health reform 
agenda forward.

Over many past decades, healthcare 
reform as a market-driven, rather than a policy- 
driven, phenomenon began well in advance of 
the new healthcare reform legislation. Since  
the 1990s, in a world of accelerating consol-
idation to achieve ever-higher standards of 
effectiveness and economy, there have been 
surges of healthcare facility and service orga-
nization mergers and acquisitions, with new 
roles for individual and organizational provid-
ers. 11 In the past few years, the term “merger 
mania” describes rapid consolidations of hos-
pital systems and insurers to prepare for the 
payment and delivery reforms of the ACA and 
other legislation.12 Today, hospitals compete 
for patients and “market share,” independently 
operated clinics are springing up in unprece-
dented numbers with convenient locations and 
venues, and physician group practices are for-
going their independence to embrace hospital 
employment to join with integrated systems 
of care that leverage population-based reim-
bursement schemes of the reformed system.13 
All of these factors will continue to interplay 
in highly dynamic professional, political, and 
economic landscapes as effects of legislative 
reforms continue unfolding.

The ninth edition coalesces the unique 
and congruent perspectives of its authors. 
Ms. Young is a career health services admin-
istrator, who trained as an epidemiologist and 
taught graduate courses for two decades in 
schools of medicine, public health, manage-
ment, and law. Dr. Kroth is board-certified in 
both internal medicine and clinical informat-
ics. He is an active clinician, researcher, infor-
matics training program administrator, and 
medical school faculty member and mentor. 

unparalleled time trajectory for legislation of 
this magnitude, scope, and complexity. In fact, 
on the occasion of signing the new law, the 
President himself commented, “Our presence 
here today is remarkable and improbable.”8 
The chronicle of rancorous partisan political 
debates, passionate outcries from a misin-
formed citizenry, negotiations with interest 
groups, and intervening events, such as the 
death of Democratic Senator Edward Kennedy 
and his replacement with a Republican, fills 
volumes in the history of the ACA.

The timing of the ACA’s development, 
and ultimately its passage, represented the 
Obama administration’s rapidly seizing a “pol-
icy window of opportunity” to put compre-
hensive health reform on the Congressional 
agenda. As described by a public policy expert, 
this “policy window of opportunity” for new 
or amended legislation arises when problems 
have reached a magnitude of scope and urgency 
that allows their survival in competition from 
other issues; potentially feasible solutions can 
be identified; and sufficient political will exists 
to drive the process forward.9 In the case of the 
proposed ACA, problems included the widely 
acknowledged economic unsustainability of 
rising healthcare costs linked with the all- 
important issue of the rising federal deficit; the 
moral, social, and economic implications of 
more than 40 million uninsured citizens; and 
the system’s well-documented shortcomings 
in quality. Proposals for potential solutions  
to these problems had a very lengthy and  
evidence-based research history. Political will 
to move comprehensive health reform onto 
the legislative agenda was established early 
by the highest-profile contenders for the 2008 
Democratic party presidential nomination 
agreeing that they would support “universal 
coverage.”10 Also, in early 2008, the very pow-
erful health-reform advocate Senator Edward 
Kennedy agreed to endorse Mr. Obama’s 
candidacy with the pledge of Obama’s com-
mitment to make healthcare reform his top 
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professions. Given the centrality of those his-
torical developments in students’ educational 
preparation, the authors assumed that books 
written specifically for those purposes would 
be included in courses in those professional 
curricula. To be consistent with that assump-
tion, the authors included only those elements 
in the history of public health, medicine, and 
hospitals that had a significant impact on how 
health care is delivered.

The authors made similar difficult deci-
sions regarding the depth of information to 
include about other subjects. Topics such as 
epidemiology, the history of medicine, pro-
gram planning and evaluation, quality of care, 
and the like each have their own libraries of 
in-depth texts and, in many schools, dedicated 
courses. Thus, the authors deemed it appro-
priate in this introductory text to provide only 
enough descriptive and interpretive detail 
about each topic to place it in the context of 
the overall subject of the book.

In this ninth edition, as in each previous 
edition, the authors have included important 
additions and updates to provide a current 
perspective on the healthcare industry’s con-
tinuously evolving trends. 

The authors hope that as this book’s read-
ers plan and expand their educational horizons 
and, later, their professional experiences, they 
will have the advantage of a comprehensive 
understanding of the complex and dynami-
cally evolving system in which they practice.
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New to the Ninth Edition
The ninth edition updates all key financial, uti-
lization, and other data with the latest available 
information. In addition, it conveys important, 
ongoing, and interrelated trends in the health-
care delivery system about costs, quality, U.S. 
demographics, personnel, technology, the po-
litical climate, and other factors that affect the 
system. Based on student feedback on the eighth 
edition, we have eliminated Appendix A and 
instead included pertinent acronyms follow-
ing each chapter. Students repeatedly expressed 
that listing acronyms on a chapter-by-chapter 
basis rather than in a separate Appendix would 
be most valuable to their learning.

 ▸ Chapter 1: Overview 
of Health Care: A 
Population Perspective

 ■ Current national health expenditure data
 ■ New comparison of U.S. healthcare costs 

and health status with other developed 
countries

 ■ Introduces the Medicare access and CHIP 
Reauthorization Act of 2015 (MACRA)

 ■ Affordable Care Act tax provisions for 
insurance, pharmaceutical, and medical 
device companies.

 ■ New estimates of the annual cost of addic-
tive behaviors

 ■ New report on the extent of medical  errors
 ■ Chapter acronyms

 ▸ Chapter 2: Benchmark 
Developments in U .S . 
Health Care

 ■ Expanded discussion of the Health Insur-
ance Portability and Accountability Act of 
1996 (HIPAA) patient information priva-
cy and security rules

 ■ Discussion of discrete features of the Bal-
anced Budget Act of 1997 relative to ongo-
ing programs

 ■ Updates on states’ enactment of end-of-
life legislation

 ■ Addition of the Health Information and 
Technology for Economic and Clinical 
Health Act (HITECH) as a benchmark 
development in U.S. health care

 ■ Updates on Affordable Care Act judicial 
challenges

 ▸ Chapter 3: Health 
Information Technology

 ■ Update on the Medicare and Medicaid 
Electronic Health Record Incentive Pro-
gram also known as the Meaningful Use 
Program including new information on 
Modified Stage 2 and updated statistics on 
physician and hospital participation rates

 ■ Updated national electronic health record 
adoption statistics



xxii New to the Ninth Edition

 ■ New discussion of information blocking 
and associated Congressional action

 ■ New topic on national conversion to ICD-
10 billing codes

 ■ New key terms and chapter acronyms

 ▸ Chapter 4: Hospitals: 
Origin, Organization, 
and Performance

 ■ Added definition and the significance of 
the Triple Aim

 ■ Added definition and the significance of 
the Two-Midnight Rule

 ■ Added definition and the significance of 
the Choosing Wisely campaign

 ■ Added information on certification of 
hospitalists

 ■ Added a new section on the Medicare 
 Access & CHIP Reauthorization Act of 
2015 (MACRA) and how this will impact 
hospitals’ quality reporting and charge 
capture activities

 ■ New key terms and chapter acronyms

 ▸ Chapter 5: Ambulatory 
Care

 ■ Update of Patient Protection and Afford-
able Care Act primary care initiatives, pro-
grams, and demonstrations with latest data 
available on implementation and results, 
including federally qualified health centers 
and primary care workforce development

 ■ Increasing hospital employment of physi-
cians

 ■ Research findings and trends on imple-
mentation of the patient-centered  medical 
home and accountable care organizations

 ■ Trends in emergency department use and 
emergence of clinical observation units

 ■ Trends in increasing utilization of urgent 
care and retail clinics

 ■ Discussion of telehealth
 ■ New key terms and acronyms

 ▸ Chapter 6: Medical 
Education and the 
Changing Practice of 
Medicine

 ■ Description of the new Clinical Informat-
ics Subspecialty

 ■ Description and discussion on the Amer-
ican Board of Medical Specialty’s (ABMS) 
Maintenance of Certification (MOC) 
 Program

 ■ Delineation of training program accred-
itation and individual physician board 
 certification activities

 ■ Delineation of the typical training path-
way for U.S. physicians

 ■ Update on physician work force training is-
sues and the ratios of generalist to special-
ist physicians and the changing  demand

 ■ New description of the NIH Public Access 
Policy and discussion of the free and open 
access to the biomedical literature

 ■ New discussion on the shortage of resi- 
dency program slots relative to the  increa- 
sing number of U. S. medical school 
 graduates

 ■ Update on Physician Compare
 ■ New key terms and acronyms

 ▸ Chapter 7: The 
Healthcare Workforce

 ■ Addition of Maintenance of Certification 
(MOC) for physicians



New to the Ninth Edition xxiii

 ■ Addition of disproportionate share hospi-
tal payments in Medicaid section

 ■ Update on health insurance marketplaces
 ■ New key terms and acronyms

 ▸ Chapter 9: Long-Term 
Care

Updated:

 ■ Projections of older American population
 ■ Data on all forms of long-term care accom-

modations
 ■ Data on long-term care resident charac-

teristics, costs, and payment sources
 ■ Data on nursing home ownership
 ■ Data on number and dollar value of infor-

mal long-term caregivers
 ■ Data on continuing care retirement and 

life care communities

Reports on:

 ■ Ground-breaking 2012 National Study of 
Long-Term Care Providers (NSLTCP)

 ■ Emerging states’ initiatives to expand paid 
family medical leave

 ▸ Chapter 10: Behavioral 
Health Services

 ■ New data and figures on the prevalence 
of all mental illness and serious mental 
illness by age groups, gender, and race/
ethnicity

 ■ Updated data and figures on types of neu-
ropsychiatric disorders

 ■ New cost data for behavioral health ser-
vices

 ■ New discussion of the impact of the 
 Affordable Care Act insurance and Med-
icaid expansions on access to behavioral 
health services

 ■ Addition of a description of Medical 
 Assistants and the role they play in the 
modern healthcare system

 ■ Update on all employment statistics and 
job outlook for the various healthcare 
occupations with the most recent U.S. 
 Census data available

 ■ Update on complementary and integra-
tive health to reflect current definitions 
and terminology as well as updated com-
plementary and integrative medicine use 
statistics for adults and children

 ■ Update on the lack of Congressional 
funding for the National Health Care 
Workforce Commission in the Affordable 
Care Act

 ■ Expanded key terms for review

 ▸ Chapter 8: Financing 
Health Care

 ■ Most current national healthcare expen-
diture data with updated graphics

 ■ Update on private health insurance cover-
age and costs

 ■ Throughout the chapter, integration of 
ACA provisions in terms of system effects 
on payment and quality parameters for 
Medicare and Medicaid

 ■ Current Medicare and Medicaid enroll-
ment data

 ■ Discussion of the federal financial  impacts 
of the ACA implementation

 ■ Organization of Medicare cost contain-
ment and quality initiatives by decade

 ■ Introduction of Medicare and CHIP 
 Reauthorization Act of 2015 (MACRA) 
into Medicare and Medicaid programs

 ■ 2016 Medicaid managed care reform mod-
ernization legislation

 ■ Parameters for Medicaid quality assess-
ment of adult and children services

 ■ Discussion of ACA Medicaid expansion 
results to date



xxiv New to the Ninth Edition

 challenges and implications:  Ebola, pan-
demic influenza, Severe Acute  Respiratory 
Syndrome (SARS), and Zika virus

 ■ Additional key terms and acronyms

 ▸ Chapter 12: Research: 
How Health Care 
Advances

 ■ New and updated section on evidence- 
based medicine
•	 The hierarchy of evidence
•	 Detailed example using the Wom-

en’s Health Initiative to describe the 
differences between observational 
studies and randomized controlled 
clinical trials

•	 Definitions of systematic reviews, 
randomized controlled clinical trials, 
observational studies, case series, and 
expert opinion

•	 Discussion of the ethics of random-
ized controlled clinical trials

 ■ Clarification of the terms Big Data and Big 
Data Analytic for observational studies

 ■ Discussion of the influence of the phar-
maceutical industry over medical educa-
tion and student-led push back

 ■ Information on research ethics per the 
ACA Sunshine Act

 ■ Updated Future Challenges section
 ■ New key terms and acronyms

 ▸ Chapter 13: Future of 
Health Care

 ■ Current overview of federal policies and 
 regulations on population-based  approaches 
to medical care and associated payment  

 ■ New review of homelessness and incarcer-
ation among mentally ill persons

 ■ New discussion of behavioral health man-
power shortages and evolving personnel 
changes in delivery of behavioral health 
treatment

 ■ New discussion of the integration of 
psychiatric and primary care services 
through the evidence-based collaborative 
care model

 ▸ Chapter 11: Public 
Health and the Role of 
Government in Health 
Care

 ■ Enhanced descriptions of federal, state, 
and local roles in U.S. health care and 
public health

 ■ New figure on distribution of DHHS 
funds by program for FY 2017 budget

 ■ New 2017 information on the Depart-
ment of Health and Human Services pro-
grams and budgets

 ■ Healthy People 2020 progress report
 ■ New detailed discussion of the roles and 

responsibilities of state and local public 
health departments

 ■ New tables outlining major state and local 
health department activities

 ■ New discussion of research findings on 
state and local health department rela-
tionships

 ■ Updated report on the deployment of the 
ACA Public Health Fund

 ■ New discussions of domestic public health 
challenges: gun violence, opioid addic-
tion, lead poisoning, and chronic disease 
management

 ■ New discussion of recent and current U.S./
global public health infectious disease 
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 ■ Review of Congressional funding actions 
on ACA provisions

 ■ Updated information on the future of  
employer-sponsored health insurance and 
the adoption of high-deductible health  
insurance plans

reforms including the Medicare Access and 
CHIP Reauthorization Act of 2015

 ■ Update on healthcare technology trends 
and costs

 ■ Updates on health system mergers and 
 acquisitions and their effects
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Health care continuously captures the interest of the public, political leaders, and all forms of 
media. News of medical breakthroughs, health system deficiencies, high costs, and, most recently, 
federal healthcare reform through the Patient Protection and Affordable Care Act (ACA) attract 
high-profile attention. Consuming more than 17 percent of the nation’s gross domestic prod-
uct,1 exceeding $3 trillion in costs,1 and employing a workforce of more than 12 million,2 health 
care occupies a central position in American popular and political discourse. In large measure, 
decades-long problems with rising costs, questionable quality, and lack of healthcare system access 
for large numbers of un- or underinsured Americans prompted the development and passage of 
the ACA. If the ACA is successful in accomplishing its intended goals by 2019, it will extend health 
insurance coverage to millions of uninsured people; the remaining uninsured will be illegal immi-
grants, low-income individuals who do not enroll in Medicaid, and others who choose to pay a 
penalty rather than purchase coverage.3

Overview of Health Care: 
A Population Perspective

CHAPTER OVERVIEW

This chapter provides a broad overview of the U .S . healthcare industry—its policies, its values and 
priorities, and its responses to problems and changing conditions . It also provides a template for 
understanding the natural histories of diseases and the levels of medical intervention . Major influences 
in the advances and other changes to the health services system are described with pertinent 
references to the Patient Protection and Affordable Care Act of 2010 (ACA) and the Medicare Access 
and CHIP Reauthorization Act of 2015 (MACRA) . Conflicts of interest and ethical dilemmas resulting 
from technologic advances in medicine are also noted .
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Based on 2013 data from the Organization for Economic Cooperation and Development 
(OECD) and other sources, a 2015 Commonwealth Fund report compared the United States with 
12 other high-income OECD member countries throughout the world on healthcare spending, 
use of services, and prices. Compared with its high-income peer nations, U.S. population health 
outcomes are poor with the lowest life expectancy and the highest rates of infant mortality.4

These are startling outcomes given that the percentage of gross domestic product the 
United States devotes to health care is almost double the average of the other OECD member 
countries.4 Although the ACA will provide vastly increased access to health care for mil-
lions of Americans, there are strong reasons why policy makers focus on whether increased 
access can result in measurable improvements in Americans’ health status. “Health policy 
 researchers are increasingly aware of the dangers of overstating the link between insurance 
and health.”5 As some suggest, improvements in population health will require success in 
merging the concepts of public health into the reformed system’s approach to personal medi-
cal care.3 With the ACA’s emphasis on prevention and wellness and realigned financial incen-
tives to support these, there is even reason for optimism that “over time, prevention and 
wellness could become a dominant aspect of primary care.”3

For many, the fortunes and foibles of health care take on deeply serious meanings. There was 
a widespread sense of urgency among employers, insurers, consumer groups, and other policy 
makers about the seemingly unresolvable problems of inadequate access, rising costs, and ques-
tionable quality of care. Passionate debates about the ACA in healthcare reform focused many 
Americans on the role health care plays in their lives and about the strengths and deficiencies of 
the complex labyrinth of healthcare providers, facilities, programs, and services.

 ▸ Problems of Health Care
Although philosophical and political differences historically fueled the debates about healthcare 
policies and reforms, consensus finally emerged that the U.S. healthcare system is fraught with 
problems and dilemmas. Despite its decades-long series of impressive accomplishments, the 
healthcare system exhibits inexplicable contradictions in objectives; unwarranted variations in 
performance, effectiveness, and efficiency; and longstanding discord in its relationships with the 
public and with governments.

The strategies for addressing the problems of cost, quality and access over the eight decades 
since the passage of the Social Security Act reflected periodic changes in political philosophies. 
 Government-sponsored programs of the 1960s were designed to improve access for older adults 
and low-income populations without considering the inflationary effects on costs. These programs 
were followed by regulatory attempts to address first the availability and price of health services, then 
the organization and distribution of health care, and then its quality. In the 1990s, the ineffective 
patchwork of government-sponsored health-system reforms was superseded by the emergence of 
 market-oriented changes, competition, and privately organized managed care organizations (MCOs).

The failure of government-initiated reforms created a vacuum, which was filled quickly by 
the private sector. There is a difference, however, between goals for healthcare reform of the gov-
ernment and those of the market. Although the proposed government programs try to maintain 
some balance among costs, quality, and access, the primary goal of the market is to contain costs 
and realize profits. As a result, there remain serious concerns that market-driven reforms may not 
result in a healthcare system that equitably meets the needs of all Americans and may even drive 
up costs.6
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 ▸ Understanding Health Care
Healthcare policy usually reflects public opinion. Finding acceptable solutions to the perplexing prob-
lems of health care depends on public understanding and acceptance of both the existing circum-
stances and the benefits and risks of proposed remedies. Many communication problems regarding 
health policy stem from the public’s inadequate understanding of health care and its delivery system.

Early practitioners purposely fostered the mystique surrounding medical care as a means to 
set themselves apart from the patients they served. Endowing health care with a certain amount 
of mystery encouraged patients to maintain blind faith in the capability of their physicians even 
when the state of the science did not justify it. When advances in the understanding of the causes, 
processes, and cures of specific diseases revealed that previous therapies and methods of patient 
management were based on erroneous premises, new information remained opaque to the Amer-
ican public. Although the world’s most advanced and proficient healthcare system provides a great 
deal of excellent care, the lack of public knowledge has allowed much care to be delivered that was 
less than beneficial and some that was inherently dangerous.

Now, however, the romantic naïveté with which health care and its practitioners were viewed 
has eroded significantly. Rather than a confidential contract between the provider and the  consumer, 
the healthcare relationship now includes a voyeuristic collection of insurers, payers, managers, 
and quality assurers. Providers no longer have a monopoly on healthcare decisions and actions. 
Although the increasing scrutiny and accountability may be onerous and costly to physicians and 
other providers, it represents the concerns of those paying for health care—governments, insurers, 
employers, and patients—about the value received for their expenditures. That these questions have 
been raised reflects the prevailing opinion that those who now chafe under the scrutiny are, at least 
indirectly, responsible for generating the excesses in the system while neglecting the problems of 
limited access to health care for many.

Cynicism about the healthcare system grew with more information about the problems of 
costs, quality, and access becoming public. People who viewed medical care as a necessity pro-
vided by physicians who adhere to scientific standards based on tested and proven therapies have 
been disillusioned to learn that major knowledge gaps contribute to highly variable use rates for 
therapeutic and diagnostic procedures that have produced no measurable differences in outcomes. 
Nevertheless, as discussions about system-wide reforms demonstrated, enormously complex 
issues underlie the health industry’s problems.

Why Patients and Providers Behave the Way They Do
Throughout the evolution of the U.S. hospital system, a long tradition of physicians and other 
healthcare providers behaving in an authoritarian manner toward patients prevailed. In the past, 
hospitalized patients, removed from their usual places in society, were expected to be compliant 
and grateful to be in the hands of professionals far more learned than they. More recently, how-
ever, recognizing the benefits of more proactive roles for patients and the improved outcomes 
that result, both healthcare providers and consumers encourage patient participation in healthcare 
decisions under the rubric of “shared decision making.”7

Indexes of Health and Disease
The body of statistical data about health and disease has grown enormously since the late 1960s, 
when the government began analyzing the information obtained from Medicare and Medicaid 
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claims and computerized hospital and insurance data allowed the retrieval and exploration of 
clinical information files. In addition, there have been continuing improvements in the collection, 
analysis, and reporting of vital statistics and communicable and malignant diseases by state and 
federal governments.

Data collected over time and international comparisons reveal common trends among devel-
oped countries. Birth rates have fallen and life expectancies have lengthened so that older people 
make up an increasing proportion of total populations. The percentage of disabled or dependent 
individuals has grown as healthcare professions have improved their capacity to rescue otherwise 
moribund individuals.

Infant mortality and maternal mortality, the international indicators of social and healthcare 
improvement, have continued to decline in the United States but have not reached the more- 
commendable levels of countries with more demographically homogeneous populations. In the 
United States, disparities in infant mortality rates between inner-city neighborhoods and subur-
ban communities may be greater than those between developed and undeveloped  countries. The 
continuing inability of the healthcare system to address those discrepancies effectively reflects 
the system’s ambiguous priorities.

Natural Histories of Disease and the Levels of Prevention
For many years, epidemiologists and health-services planners have used a matrix for placing 
everything known about a particular disease or condition in the sequence of its origin and 
progression when untreated; this schema is called the natural history of disease. Many diseases, 
especially chronic diseases that may last for decades, have an irregular evolution and extend 
through a sequence of stages. When the causes and stages of a particular disease or condi-
tion are defined in its natural history, they can be matched against the healthcare interventions 
intended to prevent the condition’s occurrence or to arrest its progress after its onset. Because 
these healthcare interventions are designed to prevent the condition from advancing to the next, 
and usually more serious, level in its natural history, the interventions are classified as the “levels 
of prevention.”8 FIGURES 1-1, 1-2, and 1-3 illustrate the concept of the natural history of disease 
and levels of prevention.

The first level of prevention is the period during which the individual is at risk for the disease 
but is not yet affected. Called the “pre-pathogenesis period,” it identifies the behavioral, genetic, envi-
ronmental, and other factors that increase the individual’s likelihood of contracting the condition. 
Some risk factors, such as smoking, may be altered, whereas others, such as genetic factors, may not.

When such risk factors combine to produce a disease, the disease usually is not manifest until 
certain pathologic changes occur. This stage is a period of clinically undetectable, pre-symptomatic 
disease. Medical science is working diligently to improve its ability to diagnose disease earlier in 
this stage. Because many conditions evolve in irregular and subtle processes, it is often difficult to 
determine the point at which an individual may be designated “diseased” or “not diseased.” Thus, 
each natural history has a “clinical horizon,” defined as the point at which medical science becomes 
able to detect the presence of a particular condition.

Because the pathologic changes may become fixed and irreversible at each step in disease pro-
gression, preventing each succeeding step of the disease is therapeutically important. This concept 
emphasizes the preventive aspect of clinical interventions.

Primary prevention, or the prevention of disease occurrence, refers to measures designed to 
promote health (e.g., health education to encourage good nutrition, exercise, and genetic counsel-
ing) and specific protections (e.g., immunization and the use of seat belts).
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Secondary prevention involves early detection and prompt treatment to achieve an early cure, 
if possible, or to slow progression, prevent complications, and limit disability. Most preventive 
health care is currently focused on this level.

Tertiary prevention consists of rehabilitation and maximizing remaining functional capac-
ity when disease has occurred and left residual damage. This stage represents the most costly, 
labor-intensive aspect of medical care and depends heavily on effective teamwork by represen-
tatives of a number of healthcare disciplines.

FIGURE 1-4 illustrates the natural history and levels of prevention for the aging process. 
Although aging is not a disease, it is often accompanied by medical, mental, and functional prob-
lems that should be addressed by a range of healthcare services at each level of prevention.

The natural history of diseases and the levels of prevention are presented to illustrate two 
very important aspects of the U.S. healthcare system. First, in studying the natural history and 
levels of prevention for almost any of the common causes of disease and disability, it quickly 
becomes apparent that the focus of health care historically has been directed at the curative 
and rehabilitative side of the disease continuum. The serious attention paid to refocusing the 
system on population health and the health promotion/disease prevention side of those dis-
ease schemas is reflected by the National Prevention Strategy of the ACA.9 This attention came 
about only after decades of relentlessly rising costs of diagnostic and remedial care and the 
lack of adequate insurance coverage for millions of Americans became a public and political 
embarrassment.

The second important aspect of the natural history concept is its value in planning com-
munity services. The illustration on aging provides a good example by suggesting health 
 promotion and specific protection measures that could be applied to help maintain positive 
health status.

 ▸ Major Stakeholders in U .S . Healthcare Industry
To understand the healthcare industry, it is important to recognize the number and variety of the 
stakeholders involved. The sometimes shared and often-conflicting concerns, interests, and influ-
ences of these constituent groups cause them to shift alliances periodically to oppose or champion 
specific reform proposals or other changes in the industry.

The Public
First and foremost among healthcare stakeholders are the individuals who consume the services. 
Although all are concerned with the issues of cost and quality, those who are uninsured or under-
insured have an overriding uncertainty about access. It remains uncertain as to whether the U.S. 
public will someday wish to treat health care like other inherent rights, such as education, but the 
passage of the ACA seems to suggest that there is agreement that some basic array of healthcare 
services should be available to all U.S. citizens.

Employers
Employers constitute an increasingly influential group of stakeholders in health care because they not 
only pay for a high proportion of the costs but also take proactive roles in determining what those 
costs should be. Large private employers, coalitions of smaller private employers, and public employers 

Major Stakeholders in U.S. Healthcare Industry 9
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wield significant authority in insurance plan negotiations. In addition, employer organizations repre-
senting small and large businesses wield considerable political power in the halls of Congress.

Providers
Healthcare professionals form the core of the industry and have the most to do with the actual pro-
cess and outcomes of the service provided. Physicians, dentists, nurses, nurse practitioners, physi-
cian assistants, pharmacists, podiatrists, chiropractors, and a large array of allied health providers 
working as individuals or in group practices and staffing healthcare institutions are responsible 
for the quality and, to a large extent, the cost of the healthcare system. Recognizing the centrality 
of individual providers to system reform, the ACA and the MACRA are now offering numerous 
opportunities for the participation of physicians and other healthcare professionals in innova-
tive experimentation with integrated systems of care. The MACRA institutes performance-driven 
 systems of patient care linked to the health outcomes of population groups.10,11

Hospitals and Other Healthcare Facilities
Much of the provider activity, however, is shaped by the availability and nature of the healthcare 
institutions in which providers work. Hospitals of different types—general, specialty, teaching, 
rural, profit or not-for-profit, and independent or multi-facility systems—are central to the health-
care system. However, they are becoming but one component of more complex integrated delivery 
system networks that also include nursing homes and other levels of care and various forms of 
medical practices.

Governments
Since the advent of Medicare and Medicaid in 1965, federal and state governments, already major 
stakeholders in health care, became the dominant authorities of the system. Governments serve 
not only as payers but also as regulators and providers through public hospitals, state and local 
health departments, veterans’ affairs medical centers, and other facilities. In addition, of course, 
governments are the taxing authorities that generate the funds to support the system.

Complementary and Alternative Therapists
Unconventional health therapies—those not usually taught in established medical and other health 
professional schools—contribute significantly to the amount, frequency, and cost of health care. In 
spite of the scientific logic and documented effectiveness of traditional, academically based health 
care, it is estimated that one in three adults uses complementary forms of health interventions each 
year.12 Complementary medicine consists of using modalities such as nutritional supplements, 
yoga, acupuncture, or meditation in conjunction with mainstream medical care.13 Because of their 
popularity, state Medicaid programs, Medicare, and private health insurance plans provide bene-
fits for some complementary therapies.14 Alternative medicine uses non-mainstream treatments 
in place of conventional medicine. 13

It is estimated that more than $9 billion per year is spent on complementary and alternative 
forms of health care such as Rolfing, yoga, spiritual healing, relaxation techniques, herbal rem-
edies, energy healing, megavitamin therapy, chiropractic care, and a host of other mind–body 
healing techniques.14
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The public’s willingness to spend so much time and money on unconventional therapies 
suggests a substantial level of dissatisfaction with traditional scientific medicine. Thus, as a 
somewhat paradoxical development, some of the most ancient concepts of alternative health 
care are gaining broader recognition and acceptance in an era of the most innovative and 
advanced high-technology medicine. The National Institutes of Health operates a National 
Center for Complementary and Integrative Health (NCCIH) to fund studies on the efficacy of 
such therapies.

In recent years, a number of hospitals began offering forms of complementary and alter-
native medicine. According to an American Hospital Association survey, by 2000 more than 
15 percent of U.S. hospitals had opened complementary or alternative medicine centers.15 With 
a market estimated to be $34 billion and patients willing to pay cash for treatments, hospitals 
are willing to rationalize the provision of medically unproven services in response to patient 
demand.16

Health Insurers
The insurance industry has long been a major stakeholder in the healthcare industry. Today, 
MCO insurance plans are the predominant form of U.S. health insurance. MCOs may be owned 
by insurance companies, or they may be owned by hospitals, physicians, or consumer coopera-
tives. MCOs and the economic pressures they can apply through the negotiation of prepaid fees 
for healthcare services have produced much of the change occurring in the healthcare system 
during the past three decades. The insurance industry played a major role in the development 
of the ACA.17 Under the ACA, between 2014 and 2018, the insurance industry will contribute 
annual fees to the federal government totaling $47.5 billion as a percent of premiums to help 
offset the ACA costs.18 In subsequent years, the industry will pay fees based upon rates of 
premium increase.18 This fee levy recognizes that the ACA will add millions of new insurance 
company customers.

Long-Term Care Industry
The aging of the U.S. population poses a formidable challenge to the country’s systems of acute and 
long-term care. Nursing homes, home-care services, other adult-care facilities, and rehabilitation 
facilities will become increasingly important components of the nation’s healthcare system. The 
ACA’s creation of seamless systems of integrated care that permit patients to move back and forth 
among ambulatory care offices, acute care hospitals, home care, and nursing homes within a single 
network of facilities and services will provide a continuum of services required for the complex 
care of aging patients.

Voluntary Facilities and Agencies
Voluntary not-for-profit facilities and agencies, so called because they are governed by volunteer 
boards of directors, provide significant amounts of health counseling, health care, and research 
support and should be considered major stakeholders in the healthcare system. Although the vol-
untary sector traditionally has not received the recognition it deserves for its contribution to the 
nation’s health care, it is often now viewed as the safety net to replace the services of government 
or other organizations eliminated by budgetary reductions.
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Health Professions Education and Training Institutions
Schools of medicine, public health, nursing, dentistry, pharmacy, optometry, allied health, and 
other healthcare professions have a significant impact on the nature, quality, and costs of health 
care. As they prepare each generation of competent healthcare providers, these schools also incul-
cate the values, attitudes, and ethics that govern the practices and behaviors of those providers as 
they function in the healthcare system.

Professional Associations
National, state, and regional organizations representing healthcare professionals or institutions 
have considerable influence over legislative proposals, regulation, quality issues, and other politi-
cal matters. The lobbying effectiveness of the American Medical Association, for example, is leg-
endary. The national influence of the American Hospital Association and the regional power of 
its state and local affiliates are also impressive. Other organizations of healthcare professionals, 
such as the American Public Health Association, America’s Health Insurance Plans, the American 
Nurses Association, and the American Dental Association, play significant roles in health pol-
icy decisions. The American insurance industry lobbyists from organizations such as America’s 
Health Insurance Plans had major influences on the provisions of the ACA.

Other Health Industry Organizations
The size and complexity of the healthcare industry encourage the involvement of a great number 
of commercial entities. Several, such as the insurance industry noted above and the pharmaceuti-
cal and medical-device industries, have significant influence on the healthcare delivery enterprise. 
The ACA imposed annual fees on the pharmaceutical industry beginning in 2012 that will total 
$13.9 billion by 2018 and continue at $2.8 billion per year thereafter.18 As with insurance compa-
nies, these fees acknowledged that the ACA would bring in much new business to the pharmaceu-
tical industry from newly insured individuals. Medical supplies and equipment businesses and the 
various consulting, information, and management-system suppliers also are important players. 
Again recognizing that medical-device manufacturers would experience increased business from 
the ACA’s newly insured, the law imposed a 2.3 percent excise tax on sales of taxable medical 
devices beginning in 2013.18 Due to intense lobbying efforts, in late 2012 the ACA medical-device 
tax was suspended through the end of 2017.19

Research Communities
It is difficult to separate much of healthcare research from the educational institutions that pro-
vide for its implementation. Nevertheless, the national research enterprise must be included 
in any enumeration of stakeholders in the healthcare industry. Government entities, such as 
the National Institutes of Health and the Agency for Healthcare Research and Quality, and 
not-for-profit foundations, such as the Robert Wood Johnson Foundation, the Commonwealth 
Fund, the Henry J. Kaiser Family Foundation, and the Pew Charitable Trusts, exert tremendous 
influence over healthcare research, policy development, and practice by conducting research 
and widely disseminating findings and supporting and encouraging investigations that inform 
policy decision making.
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 ▸ Rural Health Networks
Rural health systems often struggle with shortages of various services. Federal and state programs 
have addressed this situation by promoting rural health network development.20

Rural health networks may be formally organized as not-for-profit corporations or infor-
mally linked for a defined set of mutually beneficial purposes. Typically, they advocate at local 
and state levels on rural healthcare issues, cooperate in joint community outreach activities, and 
seek opportunities to negotiate with MCOs to provide services to enrolled populations. Most of 
these networks strive to provide local access to primary, acute, and emergency care and to provide 
efficient links to more distant regional specialists and tertiary care services. Ideally, rural health 
networks assemble and coordinate a comprehensive array of services that include dental, mental 
health, long-term care, and other health and human services.

With costs increasing and populations declining in many rural communities, it has been diffi-
cult for rural hospitals to continue their acute inpatient care services. Nevertheless, rural hospitals 
often are critically important to their communities. Because a hospital is usually one of the few 
major employers in rural communities, its closure has economic and healthcare consequences. 
Communities lacking alternative sources of health care within reasonable travel distance not only 
lose payroll and related business but also lose physicians, nurses, and other health personnel and 
suffer higher morbidity and mortality rates among those most vulnerable, such as infants and 
older adults.21

Some rural hospitals have remained viable by participating in some form of multi-institutional 
arrangement that permits them to benefit from the personnel, services, purchasing power, and finan-
cial stability of larger facilities. Many rural hospitals, however, have found it necessary to shift from 
inpatient to outpatient or ambulatory care. In many rural communities, the survival of a hospital 
has depended on how quickly and effectively it could replace its inpatient services with a productive 
constellation of ambulatory care, and sometimes long-term care, services.

Rural hospital initiatives have been supported by federal legislation since 1991.21 Legislation 
provided funding to promote the essential access community hospital and the rural primary care 
hospital. Both were limited-service hospital models developed as alternatives for hospitals that 
were too small and geographically isolated to be full-service acute-care facilities. Regulations 
regarding staffing and other service requirements were relaxed in keeping with the rural settings21 
and included allowing physician’s assistants, nurse practitioners, and clinical nurse specialists to 
provide primary or inpatient care without a physician in the facility if medical consultation is 
available by phone.

The Balanced Budget Act of 1997 included a Rural Hospital Flexibility Program that replaced 
the essential access community hospital/rural primary care hospital model with a critical access 
hospital (CAH) model.22 Any state with at least one CAH may qualify for the program, which 
exempts CAHs from strict regulation and allows them the flexibility to meet small, rural commu-
nity needs by developing criteria for establishing network relationships. Although the new pro-
gram maintained many of the same features and requirements as its predecessor, it added more 
flexibility by increasing the number of allowed occupied inpatient beds and the maximum length 
of stay before required discharge or transfer. The new program also allowed a swing bed program 
to provide flexibility in their use. The goal of the CAH program is to enable small rural hospitals to 
maximize reimbursement and meet community needs with responsiveness and flexibility.

The Balanced Budget Act also served rural hospitals by providing Medicare reimbursement 
for telemedicine and other arrangements that link isolated facilities with clinical specialists at large 

14 Chapter 1 Overview of Health Care: A Population Perspective



hospitals. Telemedicine technology makes it possible for a specialist to be in direct visual and voice 
contact with a patient and provider at a remote location. The ACA contains significant support 
for the continued expansion of telemedicine programs that began with prior Medicare-supported 
pilot projects.23

 ▸ Priorities of Health Care
The historical priorities of America’s healthcare system, which emphasize dramatic tertiary care 
and costly and intensive efforts to fend off the death of terminal patients for a few more days or 
weeks, have contributed to the obvious mismatch between the costs of health care and the failure 
to improve the measures of health status in the United States.

If health care were to be governed by rational policies, the benefits to society of investing in 
primary prevention that is unquestionably cost-effective would be compared with both the human 
and economic costs of salvaging individuals from preventable adverse outcomes. Unfortunately, 
priorities have favored heroic medicine over the more mundane and far less costly preventive care 
that results in measurable human and economic benefits. As noted previously, major tenets of the 
ACA are designed to shift the focus from curative to preventive priorities through the implemen-
tation of the National Prevention Strategy.9

 ▸ Tyranny of Technology
In many respects, as noted many times throughout this text, the healthcare system has accomplished 
remarkable work and continues to do so. Important advances have been made in medical science, 
bringing measurable improvements in the length and quality of life. The paradox is, however, that 
as technology grows in sophistication and costs, increasing numbers of people are deprived of its 
benefits. Healthcare providers can be so mesmerized by their own technologic ingenuity that things 
assume greater value than people. For example, hospital administrators and medical personnel 
commonly dedicate their most-competent practitioners and most-sophisticated technology to the 
care of terminal patients while allocating far fewer resources to primary and preventive services 
for ambulatory clinic patients and other community populations in need of basic medical services.

Some hospitals recognize this disparity by conducting outreach and education programs for 
the medically underserved. Now with the ACA aligning reimbursement with prevention and well-
ness efforts, more institutions likely will find it beneficial to initiate and maintain prevention ini-
tiatives and allocate more resources to the potentially more productive care of discharged patients 
and ambulatory clinic populations.

The recurring theme among health-services researchers assessing the value of technologic 
advances is a series of generally unanswered questions:

1. How does the new technology benefit the patient?
2. Is it worth the cost?
3. Are the new methods better than previous methods, and can they replace them?
4. Is treatment planning enhanced?
5. Is the outcome from disease better, or is the mortality rate improved?

Although many of the latest advances have gained great popularity and widespread accep-
tance, rigorous assessments that address these basic questions remain sorely needed.
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Much of the philosophy underlying the values and priorities of the healthcare system today 
can be attributed to the unique culture of U.S. medicine. That philosophy owes much to the aggres-
sive “can do” spirit of the frontier. Diseases are likened to enemies to be conquered. Physicians 
expect their patients to be aggressive, too. Those who undergo drastic treatments to “beat” cancer 
are held in higher regard than patients who resign themselves to the disease. Some physicians and 
nurses feel demoralized when dying patients refuse resuscitation or limit interventions to pallia-
tive care.

The treatment-oriented rather than prevention-oriented healthcare philosophy has been 
encouraged by an insurance system that, before managed care’s prevention orientation and efforts 
to curb unnecessary interventions, rarely paid for any disease prevention other than immuni-
zations. It also is understandable in a system prizing high-technology medicine and rewarding 
volume regardless of value that there has been much more satisfaction and remuneration from 
saving the lives of the injured and diseased than in preventing those occurrences from happening 
in the first place.

 ▸ Social Choices of Health Care
The American emphasis on cure over prevention disinclined the healthcare professions to address 
those situations over which they have had little control. Behavioral issues such as acquired depen-
dence on tobacco, alcohol, and drugs must be counted among the significant causes of impaired 
health in the U.S. population with staggering human and economic costs. In 2014, the National 
Institute on Drug Abuse reported an estimated combined annual cost of $700 billion related to 
crime, lost work productivity, and health care due to these addictions.24

Nevertheless, outside of the public health disciplines, the considerable influence and prestige 
of the healthcare professions have been noticeably absent in steering public opinion and govern-
mental action toward an emphasis on behavioral health. Similarly, in comparison with resources 
expended on treatment after illness occurs, relatively little attention had been given to changing 
high-risk behaviors even when the consequences are virtually certain and nearly always extreme.

 ▸ Aging Population
The aging of the U.S. population will have wide-ranging implications for the country. As the 
United States ages over the next several decades, its older population will become more racially 
and ethnically diverse. Projecting the size and structure in terms of age, sex, race, and ethnic origin 
of the older population is important to public and private interests, both socially and economically. 
Current estimates place the population 65 years of age and older at 44.7 million, 14.1 percent of 
the population, or about one in every seven Americans.25 The number of persons aged 65 years or 
older is expected to grow to 21.7 percent of the population by 2040, totaling 82.3 million. A cur-
rent U.S. Census projection estimates that the population 65 years or older will more than double 
in number between 2013 and 2060 reaching 98.2 million by year 2060.25

As medical advances find more ways to maintain life, the duration of chronic illness and the 
number of chronically ill individuals will increase with a concomitant increase in the need for per-
sonal support. The intensity of care required by frail older adults also has the potential of affecting 
worker productivity, as it is common for family members to leave the workforce or to work part 
time to care for frail relatives.

16 Chapter 1 Overview of Health Care: A Population Perspective



The increased number of older persons with chronic physical ailments and cognitive dis-
orders raises significant questions about the capability and capacity of U.S. healthcare system. 
Healthcare professionals are just beginning to respond to the need to focus health care for older 
adults away from medications or other quick-fix remedies. The system is slowly acknowledging 
that the traditional medical service model is inappropriate to the care of those with multiple 
chronic conditions.

The growing number of older adults face serious gaps in financial coverage for long-term 
care needs. Unlike the broad Medicare program coverage for the acute healthcare problems of 
older Americans, the long-term care services needed to cope with the chronic disability and 
functional limitations of aging are largely unaddressed by either Medicare or private insurance 
plans. With the exception of the relatively small number of individuals with personal long-term 
care insurance, the costs of long-term care services are borne by individual older adults and 
their caregivers.

As a last resort, the Medicaid program became the major public source of financing for nurs-
ing home care. Medicaid eligibility, however, requires that persons “spend down” their personal 
resources to meet financial eligibility criteria. For those disabled older adults who seek care in the 
community outside of nursing homes, Medicaid offers very limited assistance. Provisions of the 
ACA make some progress in addressing these issues. The reform plan, called “Medicaid Money 
Follows the Person” (MFP), sets demonstration projects in motion by providing grants to states 
for additional federal matching funds for Medicaid beneficiaries making the transition from an 
institution back to their homes or to other community settings.26 Grants enable state Medicaid 
programs to fund home- and community-based services for individuals’ needs, such as personal 
care assistance to enable their safe residency in the community. Other long-term care provisions 
under the ACA include the “Community First Choice Option in Medicaid,” which provides states 
with an increased federal Medicaid matching rate to support community-based attendant services 
for individuals who require an institutional level of care,27 and a “State Balancing Incentive Pro-
gram,” which enhances federal matching funds to states to increase the proportion of Medicaid 
long-term services and support dollars allocated toward home- and community-based services.28 
It is hoped that these demonstrations will yield results that may be expanded to address the serious 
gaps that exist in services between home- and community-based and institutional care available 
for older Americans.

 ▸ Access to Health Care
Much attention has been paid to the economic problems of health care, and considerable invest-
ments of research funds have been made to address the issues of healthcare quality. However, the 
third major problem—that of limited access to health care among the uninsured or underinsured 
Americans—continues to confound decision makers and has evolved into both a moral and eco-
nomic issue.

Polarized positions have been taken by those who have addressed the question of whether 
society in general or governments in particular have an obligation to ensure that everyone has the 
right to health care and whether the healthcare system has a corresponding obligation to make 
such care available. Consider these opposing viewpoints by P. H. Elias and R. M. Sade, respectively:

Physicians who limit their office practice to insured and paying patients declare them-
selves openly to be merchants rather than professionals….
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Physicians who value their professionalism should treat office patients on the basis of 
need, not remuneration.29

The concept of medical care as the patient’s right is immoral because it denies the 
most fundamental of all rights, that of a man to his own life and the freedom of action to 
support it. Medical care is neither a right nor a privilege: it is a service that is provided by 
doctors to others who wish to purchase it.30

Although healthcare providers debate their individual and personal obligations to provide 
uncompensated care, the system itself finessed the problem for many years by shifting the costs of 
care from the uninsured to the insured. This unofficial but practical approach to indigent care was 
ethically tolerable as long as the reimbursement system for paying patients was so open ended that 
the cost of treating the uninsured could easily be passed on to paying patients. The cost shifting 
that worked under old reimbursement systems that paid for virtually everything after the fact was 
not feasible under pre-payment designs that began in the 1980s and vigorously continue today. 
Evolving insurance and reimbursement mechanisms recognize that a transparent approach to pro-
viding insurance coverage for low-income persons will help address the long-standing inequities 
in a cryptic system previously required to manage uncompensated care. In this regard, the ACA’s 
health insurance provisions are a pointed example of the need for government intervention on 
behalf of its citizenry when markets are unable or unwilling to respond.

Ideally, U.S. health policy makers would have preferred to assure the public that the health-
care system would provide all citizens with comparable access to health care and to assure phy-
sicians and other healthcare providers that they would be free of government interference in 
decisions about service production and delivery. However, a very long history of failed attempts 
at free-market approaches has resulted in the indisputable conclusion that government interven-
tion is needed to improve the access problem.

 ▸ Quality of Care
Another problem area in the delivery of health care is variations in the quality and appropriateness 
of medical care. The uncertainty that pervades current clinical practice is far greater than most 
people realize. Problems in the quality and appropriateness of many diagnostic and therapeutic 
procedures impact heavily on costs.

A 1999 report of the Institute of Medicine estimated that medical errors take from 44,000 to 
98,000 lives per year, and it was widely acknowledged that the complexity of the healthcare system, 
the dangers inherent in surgical procedures, and the potential for error in the many information 
transfers that occur during hospital care combine to put patients at serious risk.31 However, solu-
tions have remained elusive. A 2016 British Medical Journal report aggregated research from sev-
eral sources to conclude: “If medical error was a disease, it would rank as the third leading cause of 
death in the U.S.”32 In addition, while much attention is focused on the risk of errors in hospitals, 
serious concerns also exist in ambulatory care where treatment is episodic and there is significant 
discontinuity in communication among patients, physicians, and support service providers.33

 ▸ Conflicts of Interest
One of the greatest advantages of U.S. high-technology healthcare systems is the ability of physi-
cians and patients to benefit from referrals to a broad range of highly specialized clinical, labora-
tory, rehabilitation, and other services.
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In recent years, however, increasing numbers of physicians have begun to invest in laborato-
ries, imaging centers, medical supply companies, and other healthcare businesses. In many cases, 
these are joint ventures with other institutions that conceal the identity of the investors. When 
healthcare providers refer patients for tests or other services to healthcare businesses that they 
own or in which they have a financial stake, there is a serious potential for conflicts of interest. For 
the last several years both federal and state governments and the American Medical Association 
have conducted studies confirming that physician-owned laboratories, for example, perform more 
tests per patient at higher charges than those in which physicians have no investment.34 These 
conflicts of interest undermine the traditional professional role of physicians and significantly 
increase healthcare expenditures. In another dimension of conflicts of interest, the ACA includes 
“Sunshine” provisions that arose from activities related to enforcement of the federal kickback 
statute pertaining to financial relationships between health industry (pharmaceutical, biologics, 
and medical device companies) and healthcare providers.35

The ACA “requires reporting of all financial transactions and transfers of value between man-
ufacturers of pharmaceutical/biologic products or medical devices and physicians, hospitals, and 
other covered recipients that are reimbursed by U.S. federal government.”35 In addition, the ACA 
requires the Centers for Medicare & Medicaid Services to establish a website to post information 
pertinent to these transactions in a searchable, downloadable database.35 Fines for manufacturer 
noncompliance with reporting requirements can reach up to $1 million per reporting year.35

 ▸ Health Care’s Ethical Dilemmas
Once almost an exclusive province of physicians and other healthcare providers, moral and ethical 
issues underlying provider–patient relationships are now in the domains of law, politics, jour-
nalism, health institution administrations, and the public. During the last few decades, the list 
of ethical issues has expanded as advances in areas such as genetic identification and engineer-
ing, a mounting armamentarium of highly specialized diagnostic and therapeutic interventions, 
and other technological advances have allowed the lives of otherwise terminal individuals to be 
prolonged. In addition, an energized healthcare consumer movement advocating more personal 
control over healthcare decisions, economic realities, and issues of appropriate use of limited 
resources are just some of the topics propelling values and ethics onto the healthcare agenda. 
There is a social dimension to health care that never existed before and that the health profes-
sions, their educational institutions, their organizations, and their philosophical leadership are 
now beginning to address.

Clearly, the rapid pace of change in health care and the resulting issues have outpaced U.S. 
society’s ability to reform the thinking, values, and expectations that were more appropriate to a 
bygone era. Legislative initiatives are, correctly or not, attempting to fill the voids.

New York State’s 1990 passage of healthcare proxy legislation that allows competent adults to 
appoint agents to make healthcare decisions on their behalf if they become incapacitated is one 
example. The 1997 decision of the U.S. 9th Circuit Court of Appeals permitting physician-assisted 
suicide for competent, terminally ill adults in the state of Oregon is another. And in 2016, Califor-
nia became the fourth state to enact physician-assisted suicide legislation.36

Issue by issue, the country is trying to come to grips with the ethical dilemmas that modern 
medicine has created. The pluralistic nature of this society, however, and the Judeo-Christian con-
cepts about caring for the sick and disabled that served so well for so long, make sweeping refor-
mation of the ethical precepts on which health care has been based very challenging.
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 ▸ Continuing Challenges
As the United States pushes forward with the implementation of the ACA and other legislative ini-
tiatives, its experimentation to test strategies to reduce costs, improve quality, and increase access 
will likely be joined by other emerging concerns. How to improve Americans’ health behaviors, 
how to involve consumers more effectively in healthcare decisions, and how to balance responsi-
bilities and accountability between the government and private sectors remain among the looming 
challenges of this continuing era of health reform.
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From its earliest history, medical care was dominated by physicians and the hospitals they oper-
ated. In the 1800s and early 1900s, participation in U.S. medicine was generally limited to two 
parties—patients and physicians. Diagnosis, treatment, and fees for services were considered 
confidential between patients and physicians. Medical practice was relatively simple and usually 
involved longstanding relationships among physicians, patients, and their families. Physicians set 
and often adjusted their charges to estimates of patients’ ability to pay and collect their own bills. 
This was an intimate physician–patient relationship that the profession held sacred.

Free from outside scrutiny or interference, individual physicians had complete control over 
where, when, what, and how they practiced. In 1934, the American Medical Association (AMA) 
published this statement: “No third party must be permitted to come between the patient and his 
physician in any medical matter.”1 The AMA was concerned about such issues as non-physician- 
controlled voluntary health insurance, compulsory health insurance, and the few prepaid con-
tracts for medical services negotiated by remote lumber or mining companies and a few workers’ 
guilds. For decades, organized medicine repeatedly battled against these and other outside influ-
ences that altered “the old relations of perfect freedom between physicians and patients, with sep-
arate compensation for each separate service.”1

Benchmark Developments  
in U .S . Health Care

CHAPTER OVERVIEW

This chapter describes important legislative, political, economic, organizational, and professional 
influences that transformed health care in the United States from a relatively simple professional 
service to a huge, complex, corporation-dominated industry . The effects of medical education, 
scientific advances, rising costs, and American values along with assumptions regarding health care 
are discussed . The chapter concludes with a brief discussion of the enactment of the Patient Protection 
and Affordable Care Act of 2010 (the ACA) and summaries of its major provisions .
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As early as the 1800s, some Americans carried insurance against sickness through an employer, 
fraternal order, guild, trade union, or commercial insurance company. Most of the plans were simply 
designed to compensate for lost income during sickness or injury by providing a fixed cash payment.1 
Sickness insurance, as it was originally called, was the beginning of social insurance programs that 
mitigated the risks of income interruption by accident, sickness, or disability. Initially such insurance 
was provided only to wage earners. Later, it was extended to workers’ dependents.2

About 1915, the drive for compulsory health insurance began to build in the United States, 
after most European countries had initiated either compulsory programs or subsidies for volun-
tary programs. The underlying concern was to protect workers against a loss of income resulting 
from industrial accidents that were common at the time. Families with only one wage earner, often 
already at the edge of poverty, could be devastated by loss of income caused by sickness or injury, 
even without the additional costs of medical care.

At the time, life insurance companies sold “industrial” policies that provided lump-sum pay-
ments at death, which amounted to $50 or $100 to pay for final medical expenses and funerals. Both 
Metropolitan Life and the Prudential Insurance Company rose to the top of the insurance industry by 
successfully marketing industrial policies that required premium payments of 10–25 cents per week.2

In 1917, World War I interrupted the campaign for compulsory health insurance in the 
United States. In 1919, the American Medical Association (AMA) House of Delegates officially 
condemned compulsory health insurance with the following resolution:3

The American Medical Association declares its opposition to the institution of any plan 
embodying the system of compulsory contributory insurance against illness or any other 
plan of compulsory insurance which provides for medical service to be rendered to con-
tributors or their dependents, provided, controlled, or regulated by any state or the fed-
eral government.

Most physician opposition to compulsory health insurance was attributed to an unfounded 
concern that insurance would decrease, rather than increase, physician incomes and to their nega-
tive experience with accident insurance that paid physicians according to arbitrary fee schedules.1

 ▸ The Great Depression and the Birth of Blue Cross
As the Depression of 1929 shook the nation, it also threatened the financial security of both phy-
sicians and hospitals. Physician incomes and hospital admission rates dropped precipitously as 
individuals were unable to pay out of pocket for medical care, and hospitals began experimenting 
with insurance plans. The Baylor University Hospital plan was not the first, but it became the most 
influential of those insurance experiments. By enrolling 1,250 public school teachers at 50 cents a 
month for a guaranteed 21 days of hospital care, Baylor created the model for, and is credited with 
the genesis of, Blue Cross hospital insurance. Baylor started a trend that developed into multihos-
pital plans that included all hospitals in a given area. By 1937, there were 26 plans with more than 
600,000 members, and the American Hospital Association began approving the plans.4 Physicians 
were pleased with the increased availability of hospital care and the cooperative manner in which 
their bills were paid. The AMA, however, was hostile and called the plans “economically unsound, 
unethical, and inimical to the public interest.”5

The AMA contended that urging people “to save for sickness” could solve the problem of 
financing health care.2 Organized medicine’s consistently antagonistic reaction to the concept of 
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health insurance, whether compulsory or voluntary, is well illustrated by medicine’s response to 
the 1932 report of the Committee on the Costs of Medical Care. The committee’s establishment 
represented a shift from concern about lost wages to concern about medical expenses. Chaired by 
a former president of the AMA and financed by several philanthropic organizations, a group of 
prominent Americans from the medical, public health, and social science fields worked for five 
years to address the problem of financing medical care. After an exhaustive study, a moderate 
majority recommended adoption of group practice and voluntary health insurance as the best way 
of solving the nation’s healthcare problems. However, even this relatively modest recommenda-
tion was rejected by some commission members who in a minority report denounced voluntary 
health insurance as more objectionable than compulsory insurance. Health insurance, predicted 
the minority, would lead to “destructive competition among professional groups, inferior medi-
cal service, loss of personal relationship of patient and physician, and demoralization of the pro-
fession.”6 In 1933, the AMA’s House of Delegates again reiterated its longstanding opposition to 
health insurance of any kind by declaring that the minority report represented “the collective 
opinion of the medical profession.”7 The dissenting physicians did, however, favor government 
intervention to alleviate physicians’ financial burden, resulting from their obligation to provide 
free care to low-income populations.

From the early 1900s to the present, there have been many efforts to enact various forms of 
compulsory health insurance. When the proponents of government-sponsored insurance limited 
their efforts to older adults and low-income populations, they finally were able to succeed in 
passing Medicaid and Medicare legislation in 1965. Voluntary insurance against hospital care 
costs became the predominant health insurance in the United States during those decades. The 
advocates of government-sponsored health insurance had little success in improving patient 
access to medical care, but the Blue Cross plans effectively improved hospitals’ access to patients.

Following World War II, the federal government boosted the private health insurance indus-
try by excluding health insurance benefits from wage and price controls and by excluding workers’ 
contributions to health insurance from taxable income. The effect was to enable employees to 
take wage increases in the form of health insurance fringe benefits rather than cash. Also follow-
ing World War II, the federal government began subsidizing the healthcare industry’s expansion 
heavily through hospital construction and medical research, with physician compensation as an 
overriding policy objective.

Because insurance companies simply raised their premiums rather than exerting pressure on 
physicians and hospitals to contain costs, the post-World War II private health insurance system 
pumped an ever-increasing proportion of the national income into health care. There was little 
regard for cost growth, with attention focused on avoiding any infringement on physicians’ or 
hospitals’ prerogatives to set prices and costs. Medicare and Medicaid followed the same pattern.

 ▸ Dominant Influence of Government
Although the health insurance industry contributed significantly to the spiraling costs of health 
care in the decades after World War II, it was only one of several influences. The federal gov-
ernment’s coverage of health care for special populations also played a prominent role. Over the 
years, the U.S. government developed, revised, and otherwise adjusted a host of categorical or 
disease-specific programs designed to address needs not otherwise met by state or local adminis-
trations or the private sector. Today, federally sponsored programs account for about 43 percent 
of U.S. personal healthcare expenditures.8
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In the evolution of the U.S. healthcare delivery system, the policy implications of certain fed-
eral initiatives are very important. The government increased its support for biomedical research 
by establishing the National Institutes of Health in 1930 to support categorical programs that 
addressed heart disease, cancer, stroke, mental illness, mental retardation, maternal and infant 
care, and many other conditions. In 1935, by granting federal aid to the states for public health 
and welfare assistance, maternal and child health, and children with disabilities services, the Social 
Security Act became the most significant social policy ever passed by any Congress. The Social 
Security Act was the legislative foundation for many significant health and welfare programs, 
including the Medicare and Medicaid programs.

Programs such as direct aid to schools of medicine, dentistry, pharmacy, nursing, and other pro-
fessions and their students along with support of health planning, healthcare regulation, and consumer 
protections, were all part of the Kennedy–Johnson presidential policy era called “Creative Federalism.” 
The aggregate annual investment in those programs made the U.S. government the major player and 
payer in the healthcare field. Between 1964 and 1968, total grant awards to states excluding Social 
Security and Medicare nearly doubled, rising from $10.1 billion in 1964 to $18.6 billion in 1968.9

Several programs in addition to Medicare and Medicaid began during the Johnson adminis-
tration to address mental illness and to support the healthcare professionals’ role. The Health Pro-
fessions Educational Assistance Act of 1963 provided direct federal aid to medical, dental, nursing, 
pharmacy, and other professional schools, as well as to their students. The Nurse Training Act sup-
ported special federal efforts for training professional nursing personnel. During the same period, 
the Maternal and Child Health and Mental Retardation Planning Amendments initiated compre-
hensive maternal and child health projects and centers to serve people with mental retardation. 
The Economic Opportunity Act supported the development of neighborhood health centers to 
serve low-income populations.10

In 1970, in a direction labeled “New Federalism,” President Nixon expressed his intent to 
rescind the federal government’s direct administration of several healthcare programs and shift 
revenues to state and local governments through block grants. Block grants are consolidated 
grants of federal funds, formerly allocated for specific programs, that a state or local government 
may use at its discretion. In the meantime, with no effective controls over expenditures, federal 
and state governments underwrote skyrocketing costs of Medicare and Medicaid. The planners of 
the Medicare legislation had made several misjudgments. They underestimated the growing num-
ber of U.S. older adults, the scope and burgeoning costs of new technology, and the public’s rising 
expectations for use of advanced diagnostic and treatment modalities.

The Medicare and Medicaid programs provided access to many desperately needed healthcare 
services for older Americans, people with disabilities, and low-income populations. Because rising 
Medicare reimbursement rates set the standards for most insurance companies, however, their 
inflationary effect was momentous. In the mid-1960s, when Medicare and Medicaid were passed, 
the United States was spending about $42 billion on health care, or approximately 8.4 percent of 
the gross domestic product. The costs of U.S. health care now exceed $3 trillion and consume more 
than 17 percent of the gross domestic product.11

 ▸ Three Major Health Care Concerns
The three major healthcare concerns of cost, quality, and access have comprised a generations-long 
conundrum of the U.S. healthcare delivery system. Virtually, all attempts to control one or two of 
these concerns exacerbated the one or two remaining. The federal government’s improvements 

26 Chapter 2 Benchmark Developments in U.S. Health Care 



in access to care by measures such as post-World War II hospital expansions and Medicare and 
Medicaid legislation were accompanied by skyrocketing expenditures and quality issues. These 
measures resulted in the healthcare system’s expansions beyond actual need and, while virtually 
unchecked, funding improved access to competent and appropriate medical care for many; they 
also resulted in untold numbers of clinical interventions of questionable necessity.

Almost all the federal health legislation since the passage of Medicare and Medicaid and the 
Balanced Budget Act of 1997 was targeted at reducing costs but with little focus on the reciprocal 
effects of attenuating access and quality of healthcare issues. The ACA changed this trend by pro-
moting and requiring value-based, rather than volume-based reimbursement.12

 ▸ Efforts at Planning and Quality Control
The federal government did not ignore the issues of cost and quality, but efforts to address those 
concerns were doomed to be ineffectual by their designs. Powerful medical and hospital lobbies 
exerted great influence over any legislation that might alter the existing constellation of healthcare 
services or that would scrutinize the quality of clinical practice. Bowing to powerful lobbyists, 
federal legislation required allowing physicians, hospital administrators, and other health profes-
sionals to maintain control over how the legislation was interpreted and enforced.

Two initiatives of the 1960s typified circumstances surrounding federal legislative efforts to 
address cost, quality, and access concerns. In 1965, the Public Health Service Act was amended 
to establish the Regional Medical Program initiative, a nationwide network of medical programs 
in designated geographic areas to address the leading causes of death: heart disease, cancer, and 
stroke.13 Through regional medical programs, physicians, nurses, and other health professionals 
deliberated innovative ways to bring the latest in clinical services to patients. However, represen-
tatives of each constituency focused on advocating for funding in their respective disciplines. As 
a consequence, the regional medical programs added educational and clinical resources but did 
not materially improve prevention or cost reductions in the treatment of the target conditions. 
A parallel program, the Comprehensive Health Planning Act, was passed in 1966 to promote 
comprehensive planning for rational systems of healthcare personnel and facilities in designated 
regions. The legislation required federal, state, and local partnerships and also required a majority 
of consumers on every decision-making body.14

Almost all the Regional Medical Programs and Comprehensive Health Planning Act pro-
grams were dominated by medical and hospital leaders in their regions. Many productive out-
comes resulted from the two programs, but conflicts of interest regarding the allocation of research 
and development funds were common. There was general agreement that the programs were inef-
fective in achieving their goals.

The Johnson-era programs of 1966–1969, especially Medicare and Medicaid, entrenched the 
federal government in the business of financing health care. President Johnson’s ambitious creative 
federalism enriched the country’s healthcare system and improved the access of many citizens, but 
it also fueled a persistent inflationary spiral of healthcare costs.

The National Health Planning and Resources Development Act of 1974 combined the 
Regional Medical Health Program and Comprehensive Health Planning Act programs with 
political rather than objective assessments. Congress apparently assumed that combining two 
ineffective programs would result in one successful program. Nevertheless, the legislation estab-
lished new local organizations, Health Systems Agencies (HSAs), which required representation 
of healthcare providers and consumers on governing boards and committees to deliberate and 
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recommend healthcare resource allocations to federal and state authorities.15 HSAs were largely 
ineffective for many of the same reasons as their predecessor organizations and failed to develop 
meaningful strategies to address cost, quality, and access concerns. The ineffectiveness of HSAs in 
their regions was acknowledged by withdrawal of federal support.15

 ▸ Managed Care Organizations
In 1973, the Health Maintenance Organization Act supported the development of health mainte-
nance organizations (HMOs) through grants for federal demonstration projects. An HMO is an 
organization responsible for the financing and delivery of comprehensive health services to an 
enrolled population for a prepaid, fixed fee. HMOs were expected to hold down costs by changing 
the profit incentive from fee-for-service to promoting health and preventing illness.

The concept was widely accepted, and between 1992 and 1999, HMOs and other types of 
managed care organizations experienced phenomenal growth, accounting for the majority of all 
privately insured persons. Subsequently, the fortunes of managed care organizations changed as 
both healthcare costs and consumer complaints increased. By the 1990s, a consumer and pro-
vider backlash resulted in all 50 states enacting protections against managed care access and cost 
restrictions.16

Beginning in 2001, a derivative of managed care organizations, preferred provider organiza-
tions (PPOs), gained in popularity. Although PPOs encompass important managed care charac-
teristics, they were organized by physicians and hospitals to meet the needs of private, third-party, 
and self-insured firms. By 2002, PPOs had captured 52 percent of covered employees.17 Today, 
PPOs remain the most popular form of employer-sponsored health insurance.18

 ▸ The Reagan Administration: Cost Containment  
and Prospective Hospital Reimbursement

The Reagan administration of the 1980s continued efforts to shrink federally supported programs 
begun in the 1960s and 1970s. One effort was decentralization of program responsibility to the 
states through block grants. Block grants consolidate grants of federal funds, formerly allocated 
for specific programs, so that states may use funding at their discretion and presumably more effi-
ciently than the federal government.

One of the most significant health policy changes of the past decades occurred with the 
 Reagan administration’s implementation of the Medicare prospective payment system in 
 hospitals. Based on diagnosis-related groups (DRGs), the system shifted hospital reimburse-
ment from a fee-for-service retrospective mode to a pre-paid prospective mode based on patient 
diagnosis. Designed to encourage efficient use of resources, the DRG system put hospitals at 
financial risk for charges that exceeded per-case DRG limits. It also created an opportunity for 
hospitals to retain, if any, the portion of the unexpended predetermined case payment.19 This 
unprecedented effort to contain healthcare costs was widely adopted as a standard by the health 
insurance industry.19

In an effort to reign in spiraling physician Medicare charges, the administration also created 
a new payment method, the resource-based relative value scale (RBRVS) to make physician pay-
ments equitable across various types of service, specialties, and geographic locations.20
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 ▸ Biomedical Advances: Evolution of High-Technology 
Medicine

Health care in the United States dramatically improved during the 1900s. In the first half of the 
century, the greatest advances led to the prevention or cure of many infectious diseases. The 
development of vaccines to prevent a wide range of communicable diseases, from yellow fever 
to measles, and the discovery of antibiotics saved vast numbers of Americans from early death or 
disability.

In the second half of the century many technologic advances that characterize today’s health 
care were developed, and the pace of technologic development accelerated rapidly. The following 
are a few of the seminal medical advances that took place during the 1960s:

 ■ The Sabin and Salk vaccines ended annual epidemics of poliomyelitis.
 ■ The tranquilizers Librium and Valium were introduced and widely prescribed, leading Amer-

icans to turn to medicine to cure their emotional as well as physical ills.
 ■ The birth control pill was first prescribed and became the most widely used and effective 

contraceptive method.
 ■ The heart–lung machine and major improvements in the efficacy and safety of general anes-

thesia techniques made possible the first successful heart bypass operation in 1964.

In addition, in 1972, computed tomography was invented. Computed tomography (CT), 
which unlike x-rays can distinguish one soft tissue from another, is installed widely in U.S. hos-
pitals and ambulatory centers. This valuable and profitable diagnostic imaging device started an 
extravagant competition among hospitals to develop lucrative patient services through major cap-
ital investments in high-technology equipment. Noting the convenience and profit associated with 
diagnostic devices such as CT, and a few years later, magnetic resonance imaging (MRI), medical 
groups purchased the devices and placed them in their own facilities. The profit-driven compe-
tition and resulting redundant capacity continued to drive up utilization and costs for hospitals, 
insurers, and the public. Competition continued unabated with the introduction of even more 
sophisticated and expensive technology over succeeding years.21

New technology, new drugs, and new and creative surgical procedures have made possible a 
wide variety of life-enhancing and life-extending medical accomplishments. Operations that once 
were complex and hazardous, requiring hospitalization and intense follow-up care, have become 
common ambulatory surgical procedures. For example, the use of intraocular lens implants after 
the removal of cataracts has become one of the most popular surgical procedures. Previously 
requiring hospitalization, these implants are performed in outpatient settings on more than 3.6 
million Americans annually.22 The procedure takes less than one hour.

Technical Advances Bring New Problems
Almost every medical or technologic advance seems to be accompanied by new and vexing finan-
cial and ethical dilemmas. The increased ability to extend life raises questions about the quality of 
life and the right to die. New capabilities to use costly and limited resources to improve the quality 
of life for some and not others create other ethical problems.

Both the AMA and the federal government developed programs to explore these issues and to 
provide needed information for decision makers. The AMA established three programs to assess 
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the ramifications of medical advancements: the Diagnostic and Therapeutic Technology Assess-
ment Program, the Council on Scientific Affairs, and the AMA Drug Evaluations.23

In the Technology Assessment Act of 1972, Congress recognized that “it is essential that, to 
the fullest extent possible, the consequences of technologic applications be anticipated, under-
stood, and considered in determination of public policy on existing and emerging national prob-
lems.”24 To address this goal, Congress created the Office of Technology Assessment (OTA), a 
nonpartisan support agency that worked directly with and for congressional committees. The 
OTA relied on the technical and professional resources of the private sector, including univer-
sities, research organizations, industry, and public interest groups, to produce their assessments 
and provide congressional committees with analyses of highly technical issues. Established by a 
Congress controlled by Democrats out of a distrust of the Nixon administration, it was intended 
to help officials sort out increasingly complex scientific information without advocating particular 
policies or actions. The OTA was shut down in 1995 as a result of political controversies adverse to 
the then  Republican-controlled Congress.25

The Agency for Health Care Policy and Research, created by Congress in 1989 and now called 
the Agency for Healthcare Research and Quality, supports research to better understand the out-
comes of health care at both clinical and systems levels. It has a challenging mission as technologic 
and scientific advances make it difficult to sort out the complexities of health care and determine 
what works, for whom, when, and at what cost.

 ▸ Roles of Medical Education and Specialization
Medical schools and teaching hospitals in the United States are the essential components of all 
academic health centers and are the principal architects of the medical care system. In addition to 
their research contributions to advancements in health care and their roles as major providers of 
health services, they are the principal places where physicians and other professional personnel 
are educated and trained.

From post-World War II to the mid-1970s, there were numerous projections of an impending 
shortage of physicians. The response at federal and state levels was to double the capacity of med-
ical schools and to encourage the entry of foreign-trained physicians.26

The explosion of scientific knowledge in medicine and the technologic advances in diagnos-
tic and treatment modalities encouraged specialization. In addition, the enhanced prestige and 
income of specialty practice attracted most medical school graduates to specialty residencies. It 
became evident that specialists were being produced in numbers that would lead to an oversupply. 
Also, because they wished to be close to their referring doctors and to associate with major hos-
pitals, graduates tended to concentrate in urban areas. At the same time, the shortage of primary 
care physicians among rural and inner-city populations grew.

In response, medical schools and hospitals developed new physician workforce policies to 
maintain or increase their training capacities.27 Schools erroneously assumed that producing 
more physicians would result in larger numbers of primary care physicians to work in under-
served rural and inner-city areas. Unfortunately, this trickle-down workforce policy did little to 
change supply distribution problems and only added to the swelling ranks of specialists. Hos-
pitals added to the problem by developing residencies that met their own service needs with-
out regard for oversupply. Supplemental Medicare payments for teaching hospitals and indirect 
medical education adjustments for hospital-based residents were and still are strong incentives 
for specialty medicine.28
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The rapid growth of managed care plans in the 1990s with their emphasis on prevention and 
primary care was expected to produce profound changes in the use of the physician workforce 
and cause a significant oversupply of specialists by the year 2000. To stave off the surplus, many 
medical schools and their teaching hospitals endeavored to produce equal numbers of primary 
care and specialist physicians instead of the one-third to two-thirds ratio that had existed for years. 
However, as soon as the effort produced a sizable increase in the number of primary care physi-
cians, new medical workforce projections refuted the prior predictions and forecasted a shortage, 
rather than a surplus, of specialists. Clearly, estimating a future physician shortage or surplus is a 
tenuous endeavor.

 ▸ Influence of Interest Groups
Many problems associated with U.S. health care result from a system shared among federal and 
state governments and the private healthcare industry. The development of fully or partially tax-
funded health service proposals initiated waves of lobbying efforts by interest groups for or against 
the initiatives. Federal and state executives and legislators receive intense pressure from supporters 
and opponents of healthcare system changes.29 Lobbying efforts from special interest groups have 
become increasingly sophisticated and well financed. It is common for former congressional staff-
ers to appear on the payrolls of private interest groups, and former lobbyists assume positions on 
Capitol Hill. This strong connection between politicians and healthcare lobbyists is evidenced by 
the record number of dollars spent to defeat the Clinton Health Security Act of 1993 and both “for” 
and “against” President Obama’s healthcare reform plans.

Five major groups have played key roles in debates on tax-funded health services: providers, 
insurers, consumers, business, and labor. Historically, physicians, the group most directly affected 
by reforms, developed the most powerful lobbies. Although the physician lobby still is among the 
best financed and most effective, it is recognized as not representing the values of large numbers 
of physicians detached from the AMA. In fact, several different medical lobbies exist as a result of 
political differences among physicians.

The American Medical Association
The American Medical Association (AMA), founded in 1847, is the largest medical lobby, with 
a membership of 224,503 individuals, yet it represents only 25.6 percent of physicians and 
medical students.30 At the height of its power from the 1940s to the 1970s, the AMA opposed 
 government-provided insurance plans proposed by every president from Truman through Carter.
Compromises gained in the final Medicare bill still affect today’s program.

In 1989, the AMA changed its relationship with Congress. Initially locked out of White House 
discussions on the Clinton plan, the AMA was later included and supported, at least publicly, by 
the Obama plan for expanding healthcare access to all Americans. At the height of its power from 
the 1940s to the 1970s, the AMA opposed government provided insurance plans proposed by 
every President from Truman through Carter.31

Insurance Companies
Even more than physicians, nurses, or hospitals, insurers’ political efforts have been viewed as 
self-serving. The efforts of insurance companies to eliminate high-risk consumers from the insurance 
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pools and their frequent premium rate increases contributed significantly to the focus on cost 
 containment and the plight of the uninsured and underinsured in the debate on healthcare reform.

Insurance companies played a strong role in the debates about President Obama’s healthcare 
reform effort by appearing to support the general idea while vigorously opposing the idea of a pub-
lic option that would severely limit their profits. The amount of dollars spent in lobbying efforts by 
insurers and others with vested interests in the status quo and in misinforming the public to raise 
unwarranted fears about the proposed healthcare reform legislation hit a new high in deception 
and a new low in political machinations.32

Consumer Groups
Although provider and insurance groups have been most effective in influencing healthcare legis-
lation, the historically weak consumer movement gained strength. Much of the impetus for health-
care reform on the national scene was linked to pressure on politicians from consumers concerned 
about rising costs and lack of security in healthcare coverage. Despite widespread disagreement 
among groups about the extent to which government involvement was needed, all were concerned 
about the questions of cost, quality and access in the current healthcare system.

Better educated and more assertive citizens have become more cynical about the motives 
of leaders in both the political and the health arenas and have become more effective in influ-
encing legislative decisions. A prominent example is the American Association of Retired Per-
sons (AARP). Founded in 1958, the AARP is one of the most influential consumer groups in the 
healthcare reform movement. Because of its size and research capability, it wields considerable 
clout among legislators who are very aware that the AARP’s 38 million older citizens are among 
the most determined voters.33

Business and Labor
The National Federation of Independent Businesses, founded in 1943, has 350,000 individual members 
and is the largest representative of small firms.34 The National Association of Manufacturers founded 
in 1895 represents the interests of large employers and has a current membership of 11,000.35 The U.S. 
Chamber of Commerce was founded in 1912 and represents 3 million businesses of all sizes.36

Whenever business groups are involved in an issue, and especially one of the magnitude of 
health reform, labor unions will have a strong presence to represent their members’ interests. 
The American Federation of Labor and Congress of Industrial Organization (AFL-CIO), with  
12.5  million members,37 has had a tremendous influence on national health policy. Closely  connected 
with the AFL-CIO is the Service Employees International Union, founded in 1921. It is the  largest 
union representing healthcare workers, with a membership of 1.1 million.38 During the  mid-1940s, 
labor unions demanded and received healthcare benefits as an alternative to wage increases 
 prohibited by postwar wage and price controls. The two major national unions, the AFL and the CIO, 
 consolidated their power by merging in 1955. During the late 1960s, they were able to address the 
issues of occupational safety and health and achieved passage of the Occupational Safety and Health 
Act of 1970. Today, occupational safety and health hold prominent places on the national agenda.

Pharmaceutical Industry
In recent years, the highly profitable pharmaceutical industry increased its spending on lobby-
ing tactics and campaign contributions to unprecedented levels. With prescription drug prices 
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and pharmaceutical company profits at record highs, the industry correctly anticipated pub-
lic and congressional pressure to legislate controls on drug prices and drug coverage for older 
adults on Medicare.

In 2003, as lawmakers moved to add a prescription drug benefit to Medicare that would 
include price controls, the pharmaceutical industry deployed more than 1,000 lobbyists.39 The 
pharmaceutical industry played a major role in crafting the 2003 Medicare Part D prescription 
drug benefit plan. As a result, the final plan prohibited Medicare and the federal government from 
using its enormous purchasing power to negotiate prices with drug companies.39

Public Health Focus on Prevention
Although the groups discussed in the previous section are primarily concerned with the diag-
nostic and treatment services that constitute more than 95 percent of the U.S. healthcare system, 
there is an important public health lobby that speaks for health promotion and disease preven-
tion. Often overlooked because of this country’s historical emphasis on curative medicine, public 
health organizations have had to overcome several negative perceptions. Many health providers, 
politicians, and others associate public health with governmental bureaucracy or link the care of 
low-income populations with socialism. Nevertheless, the American Public Health Association, 
founded in 1872 and having an aggregate membership of approximately 25,000, has substantial 
influence on the national scene through its organized advocacy and educational efforts at the 
federal, state, and local levels.40

 ▸ Health Insurance Portability and Accountability Act
The Health Insurance Portability and Accountability Act (HIPAA) was enacted under the Clinton 
administration in 1996. It had two primary purposes. The first was to help ensure that workers 
could maintain uninterrupted health insurance coverage if they lost or changed jobs by enabling 
them to continue coverage through their prior employer’s group health plan.41 Employees using 
this provision reimburse their former employer directly without company subsidy for their pre-
mium costs. The law mandated the renewal of insurance coverage except for specific reasons, such 
as the nonpayment of premiums. The Act also regulated circumstances in which an insurance 
plan may limit benefits due to preexisting conditions and offered special enrollment periods for 
individuals who experience certain changes in family composition, such as divorce or the addition 
of a dependent.41

HIPAA’s second primary purpose concerned the privacy of personal health information. Prior 
to HIPAA, no generally accepted set of security standards or general requirements for protecting 
health information existed in the healthcare industry. At the same time, new technologies were 
evolving, and the healthcare industry began to shift from paper processes to the use of electronic 
information systems to pay claims, answer eligibility questions, provide health information, and 
conduct many other administrative and clinically based functions.42

Known as the “Administrative Simplification” provisions of the law, they mandated the 
Department of Health and Human Services (DHHS) to establish national standards for regula-
tions protecting the privacy and security of certain health information. To fulfill the mandate, 
DHHS published national standards known as the “Privacy Rule” and “Security Rule” applicable 
to virtually all organizations and providers with access to individuals’ personal health information. 
The Security Rule particularly applies to certain health information that is held or transferred in 
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electronic form.42 In 2013 DHHS issued final rules under a 2009 law that significantly extended 
HIPAA’s Privacy and Security provisions beyond healthcare organizations and providers to their 
subcontractors and other business entities which handle electronic patient information.43 The 
DHHS Office of Civil Rights has responsibility for enforcing the Privacy and Security Rules with 
voluntary compliance activities and civil money penalties.42

 ▸ The Balanced Budget Act of 1997
The federal budget negotiations for 1997 reflected pressures to produce a balanced budget 
and to respond meaningfully to national health issues from consumer and cost-containment 
 perspectives. The resulting Balanced Budget Act (BBA) created sweeping new policy directions 
for Medicare. The BBA proposed to reduce growth in Medicare spending through savings of 
$115 billion over five years and targeted hospitals for more than one-third of the savings.44 The 
act increased cost sharing among Medicare beneficiaries and extended the prospective payment 
system introduced with DRGs to hospital outpatient services, home health agencies, skilled 
nursing facilities, and inpatient rehabilitation facilities.45 The BBA also opened the Medicare 
program to private insurers through the Medicare + Choice Program (later renamed Medicare 
Advantage).

Declines in Medicare spending growth between 1998 and 2002 demonstrated the immedi-
ate impact of the BBA. After growing at an average annual rate of 11.1 percent for 15 years, the 
average annual rate of Medicare spending growth between 1998 and 2000 dropped to 1.7 per-
cent, resulting in approximately $68 billion in savings.46 Finally, the BBA included an initiative, 
the “State Children’s Health Insurance Program” that complemented the Medicaid program by 
targeting uninsured children whose family income was too high to qualify for Medicaid and too 
low to afford private health insurance.47 Subsequently renamed the “Children’s Health Insurance 
Program” (CHIP) and with the goal of enrolling 10 million children, it was the largest expan-
sion of health insurance coverage for children in the United States since Medicaid began. The 
CHIP has been continuously funded since inception and currently serves more than 8 million 
children.45,48

 ▸ Oregon Death with Dignity Act and Other  
End-of-Life Legislation

November 8, 1994, was a pivotal date in U.S. social legislation when Oregon voters approved the 
Oregon Death with Dignity Act.49 The Act legalized physician-assisted suicide by allowing “an 
adult resident of Oregon, who is terminally ill to voluntarily request a prescription for medica-
tion to take his or her life.”50 The person must have “an incurable and irreversible disease that 
will, within reasonable medical judgment, produce death within six months.”50 The Death with 
Dignity Act was a response to the growing concern among medical professionals and the public 
about the extended, painful, and demeaning nature of terminal medical care for patients with 
certain conditions. An additional consideration was the worry that the extraordinary costs asso-
ciated with lengthy and futile medical care would exhaust their estates and leave their families 
with substantial debts.
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A survey of Oregon physicians showed that two-thirds of those responding believed that 
 physician-assisted suicide is ethical in appropriate cases. Also, almost half of the responding  physi- 
cians (46 percent) said they might assist in a suicide if the patient met the criteria outlined in the Act.51

The issue of euthanasia and physician-assisted suicide has been debated for years in other 
countries. Although among Westernized countries only Northern Australia has legalized 
 physician-assisted suicide, the Netherlands has a long history of allowing euthanasia within the 
medical community.52

Oregon physicians must meet multiple requirements before they can write a prescription for 
a lethal combination of medications. The physician must ensure that the patient is fully informed 
about the diagnosis, the prognosis, the risks, and likely result of the medications and alternatives 
including comfort care, pain control, and hospice care. A consulting physician must then confirm 
that the patient’s judgment is not impaired and that the decision is fully informed and voluntary. 
The patient is then asked to notify next of kin, although family notification is not mandatory. After 
a 15-day waiting period, the patient must again repeat the request. If the patient does so, the phy-
sician is then permitted to write the fatal prescription. Although it varies from year to year, not all 
patients requesting physician prescriptions opt to use them.53 In Oregon as in other states which 
subsequently passed similar statutes, state departments of health are charged with tracking and 
reporting applications of the right-to-die laws.

In November 2008, the State of Washington initiated a Death with Dignity Act similar to 
Oregon’s.54 Effective in 2010, the Supreme Court of the State of Montana ruled to maintain the 
state law that protects doctors from prosecution for helping terminally ill patients die.55 In 2013, 
Vermont enacted a “Patient Choice and Control at End-of-Life Act.”56 In June 2016, California 
became the fifth state to enact a death-with-dignity statute, the “End-of-Life Option Act.57 In 2016, 
the New Mexico Supreme Court continued deliberations on a right-to-die statute.58

With the burgeoning aged U.S. population and this population group’s increasing political 
strength in numbers, consumer pressure for more states to enact “right-to-die” legislation will be 
a subject of increasing interest. “Right-to-die” legislation does not only concern older Americans. 
In 2014, the case of a 29-year-old woman with terminal brain cancer brought national attention 
to this subject. A resident of California, the woman moved to Oregon to be able to control her 
end-of-life decisions.59 As she intended, publicity surrounding her situation sparked much media 
attention and influenced passage of California’s law in 2016.

 ▸ Health Information Technology for Economic and 
Clinical Health Act

The federal government took the most significant step in the history of health information tech-
nology on April 27, 2004, when President Bush created the Office of the National Coordinator for 
Health Information Technology (ONCHIT or “the ONC”) by Executive Order.60 The ONC was 
legislatively mandated in the American Recovery and Reinvestment Act (ARRA) when signed by 
President Obama on February 17, 2009.61 Part of ARRA is the Health Information Technology 
for Economic and Clinical Health Act (HITECH) that designated $36.5 billion to promote the 
development of a nationwide network of electronic health records (EHRs). A law enacted in 2015 
concerning providers’ use of EHRs is presently in the federal rule-making process that may signifi-
cantly alter the HITECH parameters for provider use of EHRs.
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 ▸ The Internet and Health Care
Because data collection and information transfer are critical elements of the healthcare system, 
the Internet has become a major influence in U.S. health care. A 2012 Pew Foundation survey 
report noted that “one in three U.S. adults has gone online to diagnose a condition and about 
half consulted a medical professional about what they found.”62 The Internet provides consum-
ers with access to vast resources of health and wellness information, the ability to communicate 
with others sharing similar health problems, and the ability to gain valuable data about medical 
institutions and providers that permit well-informed choices about services and procedures. 
Internet users are becoming more educated and participatory in clinical decision making, chal-
lenging physicians and other providers to participate with a more knowledgeable and involved 
patient population.

Physicians and other healthcare providers also are entering the online world of healthcare 
communication. After a slow start, provider-sponsored websites are proliferating at a rapid pace. 
In addition to information for consumers about providers’ training, competencies, and experi-
ence, many encourage email exchanges that invite queries and provide opportunities to respond to 
consumers’ informational needs.

A wide variety of other web-based entrepreneurial ventures have also begun to take advan-
tage of the huge and growing market of smartphone users with apps that “give consumers access 
to health information wherever and whenever they need it.”62 Both professionally reliable and 
questionable entrepreneurs offer consumers opportunities to shop online for pharmaceuticals, 
insurance plans, medical supplies and equipment, physician services, and other health-related 
commodities, making the public well advised in exercising caution.

 ▸ The Patient Protection and Affordable Care  
Act of 2010

“The first promise Obama made as a presidential candidate was to enact a universal healthcare 
plan by the end of his first term.”63 Many months prior to his inauguration, senate Democrats—led 
by Senator Max Baucus, chair of the powerful Senate Finance Committee, and Senator Edward 
Kennedy—were collaborating with a diverse group of stakeholders to craft a plan.63 Some in the 
new administration opposed advancing the cause of universal coverage at a time when the Pres-
ident also had to advance his pledges for an economic stimulus package, education reform, and 
bailouts for banks and the auto industry.64 Nevertheless, believing “that rising medical costs were 
crippling average families, cutting into corporate profits, and consuming more and more of the 
federal budget,”64 President Obama moved the healthcare agenda forward through a tortuous 
and rancorous maze of political machinations and public reactions.65 Decades-long analyses and 
assessments by the most prestigious academic research and industry experts overwhelming noted 
that U.S. healthcare system focused on providing excellent care for the individuals with acute con-
ditions, but virtually ignored the more basic health service needs of larger populations who could 
benefit from primary preventive care. The system continued to reward providers for the volume of 
services delivered with piecemeal reimbursement rather than with financial incentives to maintain 
or improve health status among populations of service recipients.

Given that a succession of federal administrations beginning in 1945 with President Truman 
had proposed and failed at enacting some form of universal healthcare coverage, the ACA was an 
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achievement of historic proportion. The groundbreaking nature of the ACA resides in its address-
ing what were historically intractable systemic problems of cost, quality, and access.

The ACA intends to reverse incentives that drive up costs; to enact requirements that increase 
both accountability for, and transparency of, quality; and by 2019, to increase access by expanding 
health insurance coverage to several million Americans.66,67 The ACA also adds consumer protec-
tions and enhances access to needed services for the nation’s most vulnerable populations.68

Judicial Challenges to the Affordable Care Act
On the day the ACA was signed into law, the state of Florida filed a federal district court lawsuit 
challenging the constitutionality of the law’s requirement for individual coverage and its expansion 
of the Medicaid program. Twenty-five additional states, the National Federation of Independent 
Businesses, and other plaintiffs also filed suit in Florida.69 The Virginia state attorney general filed a 
separate lawsuit challenging the federal requirement for individuals to purchase health insurance.70 
The primary issues of contention were whether Congress had the authority to impose the individ-
ual coverage mandate with personal financial penalties for noncompliance under either its author-
ity to regulate interstate commerce or its taxing power; and whether Congress had the authority to 
make all of a state’s existing Medicaid funding contingent on compliance with the ACA’s Medicaid 
 expansion provisions.69 The U.S. Supreme Court agreed to decide the two issues and heard oral 
arguments from proponents and detractors of the ACA provisions during the spring of 2012. On 
June 28, 2012, in a 5 to 4 decision, the Court upheld the constitutionality of the individual  mandate 
with Chief Justice Roberts writing, “The mandate is not a legal command to buy insurance. Rather, 
it just makes going without insurance just another thing the government taxes.”71 The Court deter-
mined that the Medicaid expansion as described in the ACA was unconstitutionally coercive of 
states but remedied this violation of states’ rights by prohibiting the federal government from 
 making states’ existing Medicaid funding contingent on participation in the expansion. The Court’s 
decisions made no changes to the preexisting Medicaid law and the federal government’s authority 
to require states’ compliance with existing Medicaid program rules.69 In 2015 the ACA survived 
another challenge when the Supreme Court negated a lawsuit alleging that federal tax subsidies to 
help offset health insurance costs for individuals in certain states were illegal.72

 ▸ The Affordable Care Act Implementation Provisions
The ACA is more than 900-pages long and written under 10 titles.73 It is organized under four 
broad goals:

 ■ Providing new consumer protections
 ■ Improving quality and lowering costs
 ■ Increasing access to affordable care
 ■ Holding Insurance Companies Accountable

Following is a brief summary of the law’s major provisions excerpted and edited from 
DHHS websites and categorized by the ACA’s major goals listed above.74,75 In addition, the Kaiser 
 Family Foundation lists ACA implementation activities year-by-year with the status of the law’s 
 provisions.76 For more detailed information, readers are encouraged to use this chapter’s references 
and Internet links. The law’s provisions are being implemented sequentially with all provisions 
expected to be in effect by 2019.
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New Consumer Protections
 ■ Establishes a website on which consumers can compare health insurance coverage options 

and choose their preference.
 ■ Prohibits insurance companies from denying coverage of children based on preexisting 

conditions.
 ■ Prohibits insurance companies from refusing to sell coverage or renew policies for adults 

because of preexisting conditions and prohibits insurance companies from charging higher 
rates because of gender or health status.

 ■ Prohibits insurance companies from denying payments for a subscriber’s illness because of 
technical or other errors discovered in a subscriber’s original insurance application.

 ■ Prohibits insurance companies from imposing lifetime dollar limits on essential benefits, such 
as hospital stays.

 ■ Prohibits insurance companies’ use of annual dollar limits on the amount of insurance cover-
age a patient may receive under new health plans in the individual market and all group plans.

 ■ Provides consumers with a way to appeal coverage determinations or claims to their insur-
ance company and establishes an external review process.

 ■ Provides federal grants to states to establish or expand independent offices to help consumers 
navigate the private health insurance system.

 ■ Prohibits insurers from dropping or limiting coverage because an individual chooses to par-
ticipate in a clinical trial; applies to all clinical trials that treat cancer or other life-threatening 
diseases.

Improving Quality and Lowering Costs
 ■ Provides small business health insurance tax credits to offset costs of employers’ contribution 

to employees’ health insurance premiums.
 ■ Provides relief for older Americans’ prescription drug costs.
 ■ Requires that all new health plans cover certain preventive services, such as mammograms 

and colonoscopies without charging a deductible, co-pay, or coinsurance.
 ■ Establishes a new $15 billion Prevention and Public Health Fund to invest in proven preven-

tion and public health programs.
 ■ Invests new resources and requires new screening procedures for healthcare providers to 

boost federal antifraud and waste initiatives in Medicare, Medicaid, and Children’s Health 
Insurance Program.

 ■ Provides certain free preventive services, such as annual wellness visits and personalized pre-
vention plans for Medicare beneficiaries.

 ■ Establishes a Center for Medicare & Medicaid Innovation to test new ways of delivering care 
to patients to improve the quality of care and reduce the rate of growth in costs for Medicare, 
Medicaid, and the Children’s Health Insurance Program.

 ■ Establishes a Community Care Transitions Program to help high-risk Medicare beneficiaries 
avoid unnecessary hospital readmissions by coordinating care and connecting patients to ser-
vices in their communities.

 ■ Establishes a new Independent Payment Advisory Board to develop and submit proposals to 
Congress and the President focused on ways to target waste in the system, recommend ways 
to reduce costs, improve health outcomes for patients, and expand access to high-quality care.
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 ■ Establishes a hospital Value-Based Purchasing program in traditional Medicare, offering 
financial incentives to hospitals to improve the quality of care; requires hospitals to publicly 
report performance for certain diagnoses and patients’ perceptions of care.

 ■ Provides incentives for physicians and hospitals to join together to form “Accountable Care 
Organizations” to better coordinate Medicare beneficiary patient care and improve the qual-
ity, help prevent disease and illness, and reduce unnecessary hospital admissions.

 ■ Institutes a series of changes to standardize billing and requires health plans to begin adopting 
and implementing rules for the secure, confidential, electronic exchange of health information.

 ■ Requires any ongoing or new federal health program to collect and report racial, ethnic, and 
language data to help identify and reduce disparities.

 ■ Provides new funding to state Medicaid programs that choose to cover preventive services 
for patients at little or no cost to expand the number of Americans receiving preventive care.

 ■ Establishes a national pilot program, Bundled Payments for Care Improvement (BPCI), to 
encourage hospitals, doctors, and other providers to work together to improve the coordi-
nation and quality of patient care by paying a flat rate for a total episode of care rather than 
billing Medicare for individual services.

 ■ Pays physicians based on value not volume through a provision tying physician payments to 
the quality of care provided.

 ■ Imposes an excise tax on high-cost insurance plans to limit the costs of health insurance 
plans to a tax-free amount with the intent to generate revenue to help pay for covering the 
uninsured.

Increasing Access to Affordable Care
 ■ Provides a preexisting condition insurance plan with new coverage options for individuals 

who have been uninsured for at least six months because of a preexisting condition.
 ■ Extends coverage for young adults who will be allowed to stay on their parents’ plan until they 

turn 26 years of age.
 ■ Expands coverage for early retirees through a $5 billion program to provide financial help 

for employment-based plans to continue providing health insurance coverage to people who 
retire between the ages of 55 and 65, as well as their spouses and dependents.

 ■ Rebuilds the primary care workforce through new incentives to expand the number of pri-
mary care doctors, nurses, and physician assistants through scholarships and loan repayments 
for primary care doctors and nurses working in underserved areas.

 ■ Provides eligibility for $250 million in new grants to states that have or will implement mea-
sures requiring insurance companies to justify premium increases; also may bar insurance 
companies with excessive or unjustified premium levels from participation in the new health 
insurance exchanges.

 ■ Provides federal matching funds for states covering some additional low-income individuals 
and families under Medicaid for whom federal funds were not previously available.

 ■ Provides increased payments to rural healthcare providers to help them attract and retain 
providers.

 ■ Provides new funding to support the construction of and expand services at community health 
centers, allowing these centers to serve some 20 million new patients across the country.

 ■ Allows states to offer home and community-based services to disabled individuals through Medic-
aid rather than institutional care in nursing homes through the Community First Choice Option.
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 ■ Requires states to pay primary care physicians no less than 100 percent of Medicare payment 
rates in 2013 and 2014 for primary care services, with full federal funding of the increase.

 ■ Provides states with two additional years of CHIP funding to continue coverage for children 
not eligible for Medicaid.

 ■ Makes tax credits available for middle-class individuals with incomes between 100 percent 
and 400 percent of the federal poverty level who are not eligible for other affordable coverage.

 ■ Enables individuals to purchase health insurance directly in the health insurance marketplace 
if their employers do not offer health insurance.

 ■ Enables Americans who earn less than 133 percent of the federal poverty level eligible to 
enroll in Medicaid; provides states with 100 percent federal funding for the first three years to 
support this expanded coverage, phasing to 90 percent federal funding in subsequent years.

 ■ Requires most individuals who can afford it to obtain basic health insurance coverage or pay 
a fee to help offset the costs of caring for uninsured Americans; if affordable coverage is not 
available to an individual, he or she will be eligible for an exemption.

 ■ Creates Health Care Choice Compacts that allow selling health insurance across state lines to 
increase competition among plans and give consumers more choices.

Holding Insurance Companies Accountable
 ■ Ensures that premium dollars are spent primarily on health care by generally requiring that at 

least 85 percent of all premium dollars collected by insurance companies for large employer 
plans are spent on healthcare services and healthcare quality improvement; for plans sold to 
individuals and small employers, at least 80 percent of the premium must be spent on bene-
fits and quality improvement; failing to meet these goals, insurance companies must provide 
rebates to subscribers.

 ■ Eliminates additional Medicare costs from Medicare managed care plans (Medicare Advantage) 
and provides bonus payments to Medicare Advantage plans that provide high-quality care.

As noted above, all provisions of the ACA will become fully effective by 2019 and some have already 
undergone change as the implementation process has proceeded. However, centerpieces of the law 
such as the new availability of affordable insurance plans and the Medicaid expansion are yielding 
material results. At only six full years since its enactment, it remains early to speculate on the ACA’s 
success in achieving its overall intended changes in the organization, delivery, efficiency, and effective-
ness of a monstrously complex industry. Outcomes will unfold over the next several years. Regulatory 
and legal changes enacted by the ACA are indeed only two components of the equation. A multitude 
of other factors such as the nation’s economy, the political environment, and provider and consumer 
reactions and behaviors, to name only a few, will determine the outcomes of this landmark legislation.

KEY TERMS FOR REVIEW

Block Grants
Diagnosis-Related Group (DRG)
Health Information Technology 

for Economic and Clinical 
Health Act of 2009 (HITECH)

Health Insurance Portability 
and Accountability Act of 
1996 (HIPAA)

Health Maintenance 
Organization Act of 1973

Medicaid
Medicare
Oregon Death with Dignity 

Act of 1994
Social Security Act of 1935
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 ▸ Historical Overview
The concept of using modern health information technology (HIT) to improve the quality and 
reduce the costs of health care is not new. In fact, the U.S. federal government has a half-century 
history of many HIT initiatives. One of the earliest is traceable back to the Kennedy Administra-
tion in the early 1960s. A report from the President’s Science Advisory Committee, “Some New 
Technologies and their Promise for the Life Sciences,” was optimistic about the benefits HIT would 
bring to biomedical research and the healthcare system.1 Ironically, the report written more than a 
half century ago is still relevant to the HIT of today:

The application of computer technology to the recording, storage, and analysis of data 
collected in the course of observing and treating large numbers of ill people promises 
to advance our understanding of the cause, course, and control of disease. The need for 
a general-purpose health information technology stems in large part from increasingly 
rapid changes in the pattern of illness in the United States and from equally significant 
changes in the way medicine is practiced. The acute infectious diseases from which the 
patient either recovered or died have largely given place to chronic disorders which run an 
extremely variable course dependent on many factors both in the environment and within 
the patient himself. . . . Within any sizable community there are numerous administrative 
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This chapter outlines major historical developments in the evolution of health information technology 
and discusses government initiatives to support its implementation . It highlights both benefits and 
challenges of using this technology and the progress of its implementation to date .
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organizations charged with providing health services. It is not uncommon for a single 
patient to be cared for by a large number of agencies in a single city, and workers in any 
one agency usually cannot find out about the activities of others; sometimes they even 
fail to learn that other agencies are active at all. . . . Modern data-processing techniques 
make it possible to assemble all the necessary information about all the patients in a given 
geographical or administrative area in one place with rapid access for all authorized health 
and welfare agencies. Such a system would produce an immediate and highly significant 
improvement in medical care with a simultaneous reduction in direct dollar costs of man-
ual record processing and an even greater economy in professional time now wasted in 
duplicating tests and procedures.1

The federal government took the most significant step in the history of HIT on April 27, 
2004, when President Bush created the Office of the National Coordinator for Health Information 
Technology (ONCHIT or “the ONC”) by Executive Order.2 It was then legislatively mandated 
in the American Recovery and Reinvestment Act (ARRA) when signed by President Obama on 
February 17, 2009.3 Part of the ARRA is the Health Information Technology for Economic and 
Clinical Health Act (HITECH) that designated $36.5 billion to promote the development of a 
nationwide network of electronic health records (EHRs). EHRs are computerized patient records 
that are essentially replacing paper charts.

Surprisingly, despite this sizable investment and more than a half century of government 
incentives and technological advancements, the best scientific evidence today indicates that the 
benefits of HIT on the quality and cost of health care are, at best, mixed.4 This chapter will explore 
the history of how HIT has evolved and the imprint HIT has made on the current healthcare sys-
tem, and speculate on how HIT will likely influence the future healthcare system and health care 
in general.

 ▸ Historical Challenges in Implementing Health 
Information Technology

Using computers to improve health care in many ways parallels the development of the informa-
tion technology industry. The late 1960s and early 1970s saw several pioneering efforts at a small 
number of universities to apply HIT to various aspects of the healthcare delivery process. Early 
systems were not the ubiquitous, web-based, interactive systems of today but were usually a hybrid 
of computer and paper integrated into a clinical work process.

One early example from the 1970s at Indiana University is where a small army of data entry 
clerks manually entered data into a computer on key parts of patients’ medical records. The night 
before a patient’s clinic appointment, a one-page, paper encounter form was printed for the next day’s 
appointment listing the patients’ name, record number, medical problem list (i.e., the known diagno-
ses and medical problems), medication list, medication allergies, and suggestions based on an analysis 
of the data in the computer system. “Suggestions” were calculated based on what patient information 
the computer had at the point in time the encounter form was printed the night before the patient’s 
visit (e.g., laboratory results, prescription data, diagnoses, vital signs). The software detected any of 
290 agreed-upon patient-care protocols or conditions defined by the biomedical literature and best 
medical practice. When a physician saw the patient in the clinic, they would handwrite notes on the 
paper encounter form and manually annotate the computer-printed problem list, medication list, 
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and other items. Later, a team of data entry clerks would review the annotated encounter forms and 
update the computer system to reflect the physician’s orders and updates to the patient’s condition. 
The encounter form would then be filed to the patient’s paper chart. The Indiana group conducted a 
study demonstrating a 29 percent improvement in adherence to agreed-upon treatment protocols in 
the group of physicians who received the computer “suggestions” for recommended treatments on 
the encounter forms versus those who did not.5 Similar systems were designed and built during the 
same time period at a number of other U.S. universities, including The University of Pittsburgh,6 The 
University of Utah,7,8 Vanderbilt University,9,10 Duke University,11 and Harvard University/Massachu-
setts General Hospital.12 These pioneering systems were custom designed, built, and maintained by 
in-house teams of computer programmers and systems engineers. Because of the custom designs, 
their great expense, and the fact they did not comprehensively implement the entire patient record, 
they were not practical for widespread use. Despite these limitations, the pioneering work done with 
these early systems laid the foundation for modern EHR design.

It was not until the 1990s that commercially produced EHR systems were mass marketed and 
sold to healthcare institutions in high volume. These commercially produced systems allowed hos-
pitals to implement comprehensive EHRs without the prohibitive costs of designing and building 
custom systems. Instead, hospitals could buy an “off-the-shelf ” system that although not com-
pletely customized to institutional work flows, could be configured to meet most of their per-
ceived institutional needs. The “off the shelf,” commercially produced EHRs of today still require 
extensive configuration to accommodate a hospital’s unique and varying work processes. Also, 
commercial systems were not capable of easily exchanging patients’ health information between 
systems and institutions. In fact, the configuration differences between institutions are often so 
significant that even institutions with the same commercial EHR systems cannot electronically 
exchange patients’ records without customized software.

As the installed base of commercial systems expanded, many researchers at universities that 
pioneered early, customized systems began to study issues with implementation of new HIT in the 
healthcare setting.13,14 Researchers learned there is a great deal more than just selecting the “right 
system” to insure a successful HIT implementation. FIGURE 3-1 illustrates the three essential com-
ponents required for successful HIT implementation.

The first essential component is the technology. However, organizations often focus solely on 
this first component with the mistaken belief that merely selecting the “right” technology or the 
“right EHR” is the most important aspect of HIT implementation.

The second component of successful implementation, work policies and procedures, makes 
implementing HIT systems in the clinical environment extremely challenging due to wide variations 

Policies and
procedures

Culture

Technology

FIGURE 3-1 The Three Essential Components of a Successful HIT Implementation
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in work policies and procedures among different organizations and institutions. An organization’s 
policies and procedures describe and define the processes through which work is carried out. The 
process component is complex, because it requires HIT system implementers to understand fully all 
existing work processes. Many such processes are not written or formalized, having evolved over the 
years to accommodate the unique characteristics of a particular organization. Further, actual work 
processes may significantly differ from those officially documented or assumed to be in place, while 
many critical work processes are not documented at all. When a HIT system is implemented, it is 
common for many of the undocumented processes to become apparent for the first time.15 Undocu-
mented or unknown work processes have been the root cause for many HIT implementation failures.16

The third component is the most significant—the institutional and organizational culture—
what people are willing to do.14 This is the most critical, least studied, and least understood of the 
HIT implementation components.17 Ash and Bates summarized the importance of organizational 
culture with regard to EHR adoption:13

The organizational culture must be ready to support adoption by the individuals within 
it. There has been a period when clinicians have not experienced a sense of collabora-
tion and trust between them and hospital administration. Consequently, if clinicians 
believe the administration wants to force them to use Computerized Physician Order 
Entry (CPOE), for example, they may dig in their heels. They may be more resistant to 
arguments based on safety and patient care benefit if the level of trust is not there. On 
the other hand, if the impetus comes from the clinical staff, other clinicians may be more 
apt to adopt sooner, and readiness will be at a higher level. One gauge of readiness is the 
extent to which certain categories of people hold positions within the organization. In 
particular, administrators at the highest level must offer both moral and financial sup-
port and demonstrate that they really believe in the patient care benefits of the systems. 
There must be clinical leaders, including a chief medical information officer if at all pos-
sible, who understand the fine points of implementation strategies, and opinion lead-
ers among the clinical staff members. In addition, there need to be sufficiently skilled 
implementation, training, and support coordinators who understand both clinical and 
technical issues.*

There is a significant publication bias in the biomedical literature against revealing HIT 
implementation failures. Because of the human tendency to avoid publicizing an individual’s mis-
takes, the body of literature is strongly skewed toward successful implementations and studies. 
This has made it more difficult to study and understand causes of HIT implementation failures. 
A significant advance for the HIT industry as a whole would be a shift in its culture toward not 
only reporting HIT failures, but also viewing them as valuable learning opportunities to be high-
lighted rather than embarrassing events to be downplayed and forgotten.

One major example of a HIT implementation failure occurred at the prestigious Cedars-Sinai 
Hospital in Los Angeles, California, in 2002. Three months after implementing a new $34 million 
HIT system, several hundred physicians refused to use it. Cedars-Sinai attempted to implement 
a new electronic medical record that changed the way physicians ordered patient treatments and 

*Reproduced from Ash JS, Bates DW. Factors and forces affecting EHR system adoption: report of 
a 2004 ACMI discussion. J Am Med Inform Assoc. 2005;12:8-12. © 2005, with permission from BMJ 
 Publishing Group Ltd.

48 Chapter 3 Health Information Technology



tests in the hospital. Prior to implementing the new system, physicians wrote their orders on paper 
forms in the patients’ paper charts. After new patient orders were written, physicians gave the chart 
to nurses or ward clerks to read and implement the orders. The new system required physicians to 
type orders directly into a computer workstation, where the software provided the physician with 
immediate feedback if they attempted to enter an order that the computer either did not understand 
or interpreted as a mistake. An article in the Washington Post reported:18

A veteran physician at the prestigious Cedars-Sinai Medical Center here had been mixing 
up a certain drug dosage for decades. Every time he wrote the prescription for 10 times 
the proper amount, a nurse simply corrected it, recalled Paul Hackmeyer. The computers 
arrived—and when the doctor typed in his medication order, the machine barked at him 
and he barked back. . . . “What we discovered was that for 20 years he was writing the 
wrong dose.”

This failure illustrates the three principal HIT implementation components described above:

 ■ Technology: With physicians required to enter orders directly to the computer system, time 
required to enter orders became dependent on the computer’s ordering input format and sys-
tem response time.

 ■ Process: Many undocumented processes in the old system were not carried to the new system. 
In this example, the nurse’s automatic correction of an obvious dosage error was a critical, 
undocumented, process—a nursing check on the orders’ accuracy. Although the new system 
caught the error, the physician user in this case could no longer rely on the nurse’s checking 
and correcting his orders.

 ■ Culture: The new system required physicians to interact with a computer, which took more 
time than writing orders on paper forms. The new system required physicians to change the 
way they practiced medicine in the hospital and as is common, people dislike change. This 
was a significant change in physicians’ work culture in which nurses had routinely checked 
and corrected physician orders without communicating the corrections. Physicians also had 
to deal with a barrage of system alerts when they were imprecise or inaccurate in entering their 
orders. While potentially enhancing patient safety, responding to the system alerts increased 
the time (and physician irritation) required for physicians to place orders.

Another historical barrier to broad implementation of HIT is the gap between those who bear 
the costs of the technology and those who receive its benefits. The purchase and operation of an 
EHR system represents a major investment for large healthcare organizations and especially for 
small private physician groups. Not only must physician groups bear the costs of the hardware and 
software, but they also must support ongoing IT maintenance, staff training, and software upgrade 
costs. Because small practice groups often have no experience or expertise with IT issues, they also 
experience anxiety about making decisions necessary to convert from paper to electronic charting. 
While economies of scale make the marginal costs of adopting EHR technology somewhat lower 
for large healthcare organizations, these organizations often do not realize the costs savings from 
their investment. A good example of this is a healthcare system participating in a health informa-
tion exchange (HIE). HIE systems share patient information across institutions and multiple EHR 
platforms. This allows patients and physicians access to a patient’s comprehensive health record 
from multiple institutions, regardless of where the patient was seen. HIEs often reduce the number 
of duplicate laboratory and imaging tests, saving the patient and the payer significant expense. 
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However, the healthcare system may lose money by not receiving revenue for the duplicate tests 
not performed and for the expense they bear supporting the HIE. As with large healthcare sys-
tems, small practices that invest in EHR technology may not directly benefit from the technology. 
Patients may receive more age-appropriate screening19,20 and preventive care21, along with reduced 
duplicate testing, because physicians have access to HIEs and patient records from outside the 
practice group or health system.22 However, from a practice’s financial perspective, these factors 
actually may produce a significant disincentive for adopting EHRs.

 ▸ The Federal Government’s Response to Health 
Information Technology Implementation Challenges

As mentioned previously, the U.S. government has sought ways to incentivize adoption of HIT 
for more than half a century. The largest incentive program to date has been the $36 billion in the 
HITECH Act that created the Medicare and Medicaid Electronic Health Record Incentive Program.23 
The Center for Medicare & Medicaid Services (CMS) used these funds to incentivize Eligible Pro-
fessionals (individual physicians in solo or multi-physician practice groups) and Eligible Hospitals 
as they adopt, implement, upgrade, or demonstrate meaningful use of certified EHR technology to 
improve patient care. There were three progressive stages to the “Meaningful Use Program” with 
deadlines; the highest financial incentives were awarded to Eligible Professional or Eligible Hospi-
tals for the earliest compliance with standards in each stage.24 This program was in part an effort to 
address a portion of the gap between those that bear the costs of HIT implementation (physicians and 
hospitals) and those who receive most of its benefits (patients, public health agencies, and payers).

Eligible Professionals could receive up to $44,000 through the Medicare EHR Incentive 
Program and up to $63,750 through the Medicaid EHR Incentive Program. Eligible Profession-
als could participate in either the Medicare or Medicaid EHR Incentive Programs but not both. 
Eligible Hospitals could participate in both the Medicare and Medicaid incentive programs.25 
Each hospital incentive included a base payment of $2 million plus an additional amount deter-
mined by a formula based on the number of discharges per year.26–28 TABLE 3-1 compares the 
Medicare and Medicaid adoption incentive programs for Eligible Professionals and Eligible 
Hospitals.23–25,29–35

In 2009, the ONC was designated “the principal federal entity charged with coordination of 
nationwide efforts to implement and use the most advanced health information technology and 
the electronic exchange of health information.”36 In short, CMS provided the financial incentives 
for the meaningful use program and the ONC set the requirements. The ONC’s mission, noted 
in its 2016 budget justification to Congress, is to “improve health, health care, and reduce costs 
through the use of information and technology.”37 FIGURE 3-2 depicts the ONC’s current organiza-
tional structure. The ONC had a budget of $60 million in fiscal year 2015.38 The HITECH Act also 
created a HIT Policy Committee and the HIT Standards Committee under the auspices of the Fed-
eral Advisory Committee Act.39 Both committees have multiple workgroups with representatives 
from payers, academia, and the healthcare industry. They address a variety of HIT-related issues 
including certification/adoption, governance, HIE, meaningful use, privacy and security, quality 
measures, implementation, and a HIT vocabulary standards committee.39

The Health IT Policy Committee makes recommendations to the National Coordina-
tor for Health IT on a policy framework for the development and adoption of a nationwide 
health  information infrastructure, including standards for the exchange of patient medical 
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TABLE 3-1 Comparison of Medicare and Medicaid Adoption Incentive Programs for Eligible 
Professionals (Individual Physicians in Solo and Group Practices) and Eligible Hospitals 
(Including Critical Access Hospitals)

Data from the Centers for Medicare & Medicaid Services and the Office of the National Coordinator for Health Information Technology.

Medicare Program Medicaid Program

Eligible  
Professionals

 ■ Administered by CMS
 ■ $44,000 Maximum per 

physician (over 5-year period)
 ■ 90% or more of practice must 

be outpatient based
 ■ Cannot participate in 

Medicaid Program if enrolled 
in Medicare Program

 ■ Must apply for Stage 1 
Meaningful Use by 2012 
to obtain the maximum 
incentive

 ■ Medicare imposes payment 
penalty on those failing to 
demonstrate meaningful use 
beginning 2015

 ■ Administered by State Medicaid Agency
 ■ $63,750 Maximum per physician 

Participate (over 5 years)
 ■ Must have ≤ 30% Medicaid patient 

volume or ≤ 20% Medicaid patient 
volume and be a pediatrician or practice 
predominantly in a Federally Qualified 
Health Center or Rural Health Clinic and 
have ≤ 30% patient volume attributable 
to needy individuals

 ■ ≤ 90% of practice must be outpatient 
based

 ■ Cannot participate in Medicare Program 
if enrolled in Medicaid Program

 ■ Can begin to certify for Meaningful Use 
by 2016 and still receive full incentive

 ■ Non-participants exempt from Medicaid 
payment reductions

Hospitals 
(Including 
Critical 
Access 
Hospitals)

 ■ Administered by CMS
 ■ Can begin receiving incentive 

FY 2011 to FY 2015, but 
payments will decrease for 
hospitals that start receiving 
payments in FY 2014 and later

 ■ Medicare and Medicaid 
Program eligible

 ■ Must apply for Stage 1 
Meaningful Use by FY 2013 to 
receive maximum incentive

 ■ Hospitals that do not 
successfully demonstrate 
meaningful use will be 
subject to Medicare payment 
penalties beginning in 
FY 2015

 ■ Incentive payments are based 
on several factors, beginning 
with a $2 million base 
payment

 ■ Administered by State Medicaid Agency
 ■ Acute care hospitals (including critical 

access and cancer hospitals) with at 
least 10% Medicaid patient volume are 
eligible

 ■ Children’s hospitals are eligible 
regardless of their Medicaid volume

 ■ Can apply for both Medicare and 
Medicaid Programs

 ■ Incentive payments are based on a 
number of factors, beginning with a 
$2 million base payment .
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information. The American Recovery and Reinvestment Act of 2009 (ARRA) provides that 
the Health IT Policy Committee shall at least make recommendations on the areas in which 
standards, implementation specifications, and certification criteria are needed in eight specific 
areas.

The Health IT Standards Committee is charged with making recommendations to the 
National Coordinator for Health IT on standards, implementation specifications, and certification 
criteria for the electronic exchange and use of health information.

The meaningful use requirements were developed by these committees and the ONC. The 
evidence for the majority of meaningful use objectives was only at the expert opinion level. The 
science of HIT awaits rigorous research studies to validate the choices and designs of the mean-
ingful use criteria.

To receive the maximum incentive payment under the meaningful use program, Eligible Pro-
fessionals who chose to participate in the Medicare Program had to achieve stage 1 of Meaningful 
Use by 2012 or by 2014 for a reduced amount.32 Eligible Professionals who chose to participate in 
the Medicaid Program had to achieve stage 1 by 2016 to receive the maximum payment.40 Those 
eligible professionals who begin to certify under the Medicare Program in 2015 or later or under 
the Medicaid Program after 2016 will receive no incentive payments.

By the end of November 2014, only 25.2 percent of Eligible Professionals and 43.1 percent 
of Eligible Hospitals had met stage 2 requirements.41,42 Many physicians and hospitals com-
plained about the difficulty and complexity of the reporting requirements as well as the lack of 
HIT tools readiness to support these requirements from HIT vendors. On October 6, 2015, CMS 
published a fact sheet titled “EHR Incentive Programs in 2015 and Beyond” to communicate 

Office of the chief
privacy officer

Office of the chief
operating officer

Office of the chief
scientist

Office of standards and
technology

Office of care
Transformation

Office of clinical quality
and safety

Office of policy

Office of programs

Office of planning
evaluation and analysis

Office of public affairs
and communications

Office of the National
Coordinator

FIGURE 3-2 Office of the National Coordinator for Health Information Technology Organizational 
Structure

Modified from the Office of the National Coordinator of Health Information Technology: https://www.healthit.gov/newsroom/about-onc.
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a simplification of the meaningful use requirements.43 The criteria for Eligible Professional 
“modified stage 2” were simplified to 10 objectives, including one consolidated public health 
reporting objective. Previously, stage 2 required Eligible Professionals to meet 17 core objectives 
plus 3 of 6 menu objectives and to report electronically 9 out of 64 approved Clinical Quality 
Measures (CQM).44 (These are standardized measures for healthcare providers and institutions 
to report on various aspects of the quality of care they provide.) For Eligible Hospitals, modified 
stage 2  objectives were reduced to 9, including one consolidated public health reporting objec-
tive. Previously, stage 2 required Eligible Hospitals to report on 16 core objectives plus 3 out of 
6 menu objectives and to electronically report 16 out of 29 CQMs.45 Under the same announce-
ment, CMS finalized the requirements for stage 3 for 2017 and subsequent years. These included 
8 objectives for Eligible Professionals and Eligible Hospitals, more requirements for interopera-
bility, and improved quality reporting alignment with CMS quality reporting programs.43

Detailed information on the meaningful use requirements for modified stage 2 is available for 
Eligible Professionals46 and Eligible Hospitals.47 Some examples of meaningful use requirements 
for modified stage 2 for Eligible Professionals include:

 ■ Performing a security risk analysis one time per year
 ■ Using clinical decision support to improve performance on high-priority health conditions.
 ■ Using Computerized Physician Order Entry (CPOE)
 ■ Using an e-prescribing system for at least 50 percent of prescriptions
 ■ Providing a summary care record when transferring patients from facility to facility
 ■ Providing patient education with HIT
 ■ Performing medication reconciliation at appropriate times
 ■ Providing the capability for patients to view their electronic health information securely 

online or by downloading or transmitting it directly to a third party
 ■ Using secure electronic messaging (email) to communicate with patients
 ■ Transmitting required public health information electronically to the appropriate agencies

As noted previously, the ONC also has funded several programs to facilitate the adoption of 
EHRs. Examples include training programs to increase the number of professionals with IT skills 
required in the healthcare domain. Other programs fund the development of HIE standards across 
multiple EHR vendor platforms. The ONC also funds annual surveys to track HIT adoption and 
more recently HIT “developer contests” that incentivize innovation in ONC-targeted areas with 
monetary prizes.

 ▸ HIT Opportunities: Improving Healthcare Delivery 
Quality, Effectiveness, and Efficiency

With mediocre evidence to date for HIT goals to improve healthcare quality and reduce costs, the 
question looms: What is the driving force behind the United States’ quest to implement HIT? The 
answer resides in understanding the limitations of the human brain and limited attention span. 
A healthy human’s performance begins to measurably decrease in about 40 minutes while moni-
toring a continuous process.48 These limitations explain regulations for work-time breaks for air 
traffic controllers and anesthesiologists, work-hour limitations for airplane pilots and commer-
cial truck drivers, and more recently work-hour limitations for medical students and residents.49 
These regulations recognize that human performance is limited by innate biology and physiology 

HIT Opportunities: Improving Healthcare Delivery Quality, Effectiveness, and Efficiency 53



and that fatigue degrades performance; no amount of training or willpower can overcome these 
biological and physiological limitations. These acknowledgements apply to healthcare delivery 
where a physician in a busy outpatient clinic or inpatient ward is much like an air traffic controller 
monitoring a continuous process. Patients are tightly scheduled with additional patients often 
“doubled-booked” at the last minute because of acute illness. Every patient must be seen and vol-
umes of data accessed, processed, and synthesized to formulate a diagnosis and a plan of care. At 
the same time, the physician must document the encounter in detail, complete all required forms 
and insurance paperwork, respond to electronic pages and phone calls, speak with consultants, 
manage correspondence, and in many cases, also supervise midlevel providers, nurses, and office 
staff. Stead and Hammond have shown that the amount of data accessed and used by clinicians per 
medical decision is increasing exponentially despite the fact that physicians’ ability to cope with 
the higher information load remains constant.50 The driving concept behind EHRs’ potential to 
improve the quality and reduce the cost of health care is represented in FIGURE 3-3.51

The ultimate goal is to combine the intuitive strengths of humans with the limitless data 
retention and recall speed of computers to create a hybrid system that is intuitive with a tireless 
data-processing capability. The physician’s medical experience and communication and intuition 
abilities combine with the computer’s ability to never tire or forget information. In other words, 
the computer provides the physician with a computerized decision support system (CDSS). The 
computer does not supplant the physician’s role but enhances it by providing and managing the 
deluge of patient information to optimize the physician’s performance beyond the brain’s biolog-
ical capability. However for CDSS to work, “the [computerized] interventions must deliver the 
right information, to the right person, in the right format, through the right channel, at the right 
point in workflow.”52 If any of these five requirements are missing, the system will tend to fail. With 
EHRs, the right place and the right point in the workflow often are when the physician is entering 
patient orders at a computer workstation, a process termed CPOE. At this place and time, the phy-
sician’s mind is focused on the patient just seen or the patient they are currently thinking about. 
This also is the place and time at which it is easiest for the physician to take action, such as writing 
new orders that result in timely follow through for a patient’s care.

For example, when a physician has completed a patient interview and examination and is 
using an EHR to enter e-prescriptions that will be sent securely over the Internet to the patient’s 
pharmacy, the computer can present the physician with a pop-up “reminder” that the patient is 
allergic to the medication being prescribed. It can also indicate that the prescribed medication 
requires at least annual kidney function monitoring and that the last record of kidney function 
laboratory work is more than a year old. In this event, the system can present the physician with 
an option to order the appropriate laboratory work or to ignore the warning with a keystroke or 
mouse click. Most decision support is designed with these “soft stops” or interventions that allow 
the physician to heed or ignore the warning as he or she believes to be most appropriate. CDSS 
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FIGURE 3-3 Why EHRs Have Potential to Improve Quality and Reduce Costs
Adapted from Friedman CP. What informatics is and isn’t. J Am Med Inform Assoc. 2012; 0: 1-3. Computer: © iStockphoto/Thinkstock. Head: © Lightspring/Shutterstock, Inc.
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“hard stops” do not allow physician options to ignore a warning. An example of a “hard stop” 
could be the use of a very expensive, broad spectrum antibiotic that by hospital policy can only be 
ordered by an infectious disease specialist. In this case, the CDSS would not allow the physician 
to order the medication but would inform them that an infectious disease consult is required to 
order the drug and would make ordering that consult a mouse click away. A nonmedical example 
of a “hard stop” is the automobile design preventing the shift of an automatic transmission out 
of park and into drive unless the brake petal is depressed. This was implemented after reports of 
multiple accidental injuries and deaths attributed to unanticipated automobile movements. In this, 
like the medical example, the decision support system prevents the operator from making an error 
with high probability of significant adverse consequences. Because the computer never fatigues, 
the reminders compensate for physicians’ biological limitations and the human–computer hybrid 
system outperforms what either could accomplish on its own.

There are hundreds of studies and randomized controlled trials published in the peer- 
reviewed, biomedical literature that have demonstrated how CDSS holds the potential to improve 
physician performance in myriad different healthcare venues. CDSS similarly designed to produce 
pop-up warnings and recommendations to physicians have been shown to improve ordering of 
age-appropriate screening tests,19,20 appropriate antibiotic prescribing for inpatients,53 appropriate 
advance directive discussions with patients,54 use of preventative care for hospitalized patients,19 
appropriate weaning of patients from mechanical ventilators, appropriate reductions of inpatient 
resource utilization,55 reduction in prevalence of Methicillin-Resistant Staph Aureus (MRSA) in a 
community,56 isolation rates of patients admitted to the hospital with drug-resistant infections,57 
screening for sexually transmitted diseases in hospital emergency departments,58 accurate capture 
and recording of patient temperatures by nurses in the inpatient setting,59 and many other situa-
tions. Until recently, most of these studies were performed at major university healthcare centers 
that had custom-designed EHR software systems maintained by local IT departments with rela-
tively large IT support budgets (compared with the smaller budgets of community hospitals).17 In 
2006, Chaudhry et al. published a systematic review of 257 CDSS studies published up to 2005 that 
concluded 25 percent of the studies were from four major academic institutions that all had cus-
tom designed systems and “. . . only 9 studies evaluated multifunctional, commercially developed 
systems.”17 Therefore, while there are hundreds of studies demonstrating the potential for CDSS to 
improve the quality of care and/or reduce its costs, the appropriate application of this research to 
typical healthcare settings in other than large academic institutions is largely unknown.

The Agency for Healthcare Research and Quality commissioned the most systematic, 
 rigorous, and comprehensive review of CDSS studies to date and published the results in 2012.60 
The systematic review analyzed 311 studies in the peer-reviewed, biomedical literature and 
found moderately strong evidence confirming three previously reported factors associated with 
successful CDSS implementation:

1. Automatic provision of decision support as part of clinician workflow
2. Provision of decision support at time and location of decision making
3. Provision of a recommendation, not just an assessment

The study also identified six additional factors that were correlated with the successful implemen-
tation of CDSS:

1. Integration with charting or order entry system to support workflow integration
2. No need for additional clinician data entry
3. Promotion of action rather than inaction
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4. Justification of decision support via provision of research evidence
5. Local user involvement in the CDSS development process
6. Provision of decision support results to patients as well as providers

The study found a high strength of evidence for CDSS to improve the ordering and complet-
ing of preventive care and ordering and prescribing recommended treatments “across academic, 
VA, and community inpatient and ambulatory settings that had both locally and commercially 
developed CDSS systems.”60

There was a moderate strength of evidence that CDSS improves appropriate ordering of 
clinical studies, reduces patient morbidity and cost of care, and increases healthcare provider 
satisfaction.

Studies demonstrated a low strength of evidence for CDSS impact on efficiency of the user, 
length of hospital stay, mortality, health-related quality of life, and “adverse events” or medical 
errors.

The study also pointed out some significant voids in the current biomedical literature. None 
of the studies addressed the impact of CDSS on healthcare delivery organization changes, on the 
number of patients seen per unit of time, on user knowledge, on system cost-effectiveness, or on 
physician workload.

In summary, the current cumulative evidence for the benefits of EHRs with CPOE and CDSS 
is mixed. Even in areas where there is a high strength of evidence such as improvement in the 
ordering and completing of preventive care, the effective magnitude of the improvement is small, 
even though statistically significant.60

 ▸ Health Information Exchanges
Virtually none of the commercially available EHR systems available in today’s market or the 
 custom-designed systems at large academic institutions can easily exchange patients’ health infor-
mation with care providers outside of their institutions. Despite more than 50 years of efforts, 
patients’ health information remains “siloed” and “it is not uncommon for a single patient to be 
cared for by a large number of agencies in a single city, and workers in any one agency usually 
cannot find out about the activities of others; sometimes they even fail to learn that other  agencies 
are active at all.”1 Barriers to interoperability of EHRs or the sharing of patient information across 
multiple institutions, providers, and EHR systems often become immediately apparent when a 
patient with a significant illness sees a number of different specialty physicians and attempts to 
coordinate the flow of information among them. Unlike other industries such as air transporta-
tion, that has cooperated to create a standardized ticketing system, the healthcare system has been 
marginally successful in designing a common platform or standard to allow a patient’s records 
to be compatible with multiple vendor systems. In addition, health domain data are orders of 
magnitude larger and more complex than data for ticketing in the airline industry. In addition, 
the Health Insurance Portability and Accountability Act (HIPAA) regulations have had a chilling 
effect on healthcare institutions’ willingness to share data with other institutions because they are 
responsible for patient privacy and the security of patient data.

Another reason patients’ health information is not easily transmitted between various insti-
tutions with different EHR systems is that some EHR vendors actively block information transfer. 
Allegations of information blocking reached a sufficient level that on April 10, 2015, the ONC 
delivered a “Report to Congress on Health Information Blocking.”61 According to the report, 
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“The full extent of the information blocking problem is difficult to assess, primarily because 
health IT developers impose contractual restrictions that prohibit customers from reporting or 
even discussing costs, restrictions, and other relevant details. Still, from the evidence available, it 
is readily apparent that some providers and developers are engaging in information blocking.”62 
The ONC has taken several actions to address this problem, including proposing new certifica-
tion requirements for EHR systems.

These and other factors led to development of HIEs with their corresponding administer-
ing organizations, regional health information organizations (RHIOs). RHIOs attempt to create 
systems, agreements, processes, and technology to manage these factors in order to facilitate the 
appropriate exchange of healthcare information between institutions and across different ven-
dor platforms. While most states and regions of the United States have RHIOs, the actual state 
of implementation and real data exchange varies widely. For example, some states have active 
RHIOs that are in the planning stages of establishing relationships with all key stakeholders, 
creating administration agreements, creating governance structures, securing funding, attempt-
ing to develop business models for sustained funding of the organization, etc. Other RHIOs 
have functioning HIEs where medical data are being exchanged between institutions and across 
disparate software EHR platforms. The ONC has funded many RHIOS to develop and test their 
national standards for HIE with the ultimate goal of creating the “Nationwide Health Informa-
tion Network” that would be a network of regional networks across the whole country. Despite 
the testing and demonstration projects to date, actively functioning HIEs exist only at regional 
levels.

Each vendor’s building toward one common standard would significantly reduce the technical 
complexity of data exchange. Unfortunately, vendors’ products are still not being built toward one 
national standard to facilitate electronic HIE. Despite these limitations, there have been significant 
accomplishments in implementing the data and IT standards necessary to facilitate the exchange 
of health information among multiple EHR platforms. Today, most institutions participating in 
HIEs must build or configure “interface engines” that convert an institution’s data format to the 
form used by the HIE. This is a major challenge as no single standard provides sufficient specifi-
cation of data formats and communication protocols. Rather, a number of standards address var-
ious domains of data management. In addition, the voluminous scope of modern health care and 
continuous advancements in knowledge and technology make managing data in the healthcare 
domain extremely dynamic and complex.

As an example of this complexity, the Logical Observations Indexes Names and Codes 
(LOINC) standard was developed in the 1990s to solve a problem with an older health informa-
tion communication protocol that specified how clinical data should be identified for transmis-
sion between computer systems. LOINC uniquely defines codes for information, such as blood 
chemistry laboratory tests, and clinical observations, such as patient blood pressure that can be 
recorded in many different formats. There are currently more than 70,000 LOINC-defined codes 
for uniquely reporting laboratory tests and clinical observations.63 For example, there are 419 dif-
ferent codes for reporting blood pressure. With its unique codes for laboratory tests and clinical 
observations, LOINC enables computer systems receiving the data to generate exact interpreta-
tions. This is called semantic interoperability. Semantic interoperability is essential for patient 
record transmission from one EHR system to another so that the meaning of the critical data 
contained within the records is not at risk of erroneous interpretation.

Because new laboratory tests are constantly being developed and existing assays are being 
improved, LOINC creates and disseminates new codes so that semantic interoperability can be 
maintained. Old codes are not deleted from the system, ensuring that researchers using prior 
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 clinical databases can retrieve prior results comparable with new codes. LOINC is supported by 
the National Library of Medicine (NLM), one of the National Institutes of Health. The LOINC 
Committee publishes quarterly updates and holds twice-annual, national meetings to discuss 
proposed new clinical observations and laboratory tests for the assignment of new LOINC codes.

For an HIE to transfer information accurately, each EHR system must map its own inter-
nal code for each datum to a standard code to ensure that information passed from one EHR 
to another in the exchange is interpreted exactly the same by the receiver as by the sender’s sys-
tem. LOINC is one of the many HIT-related standards. The Systematic Nomenclature of Medicine 
(SNOMED) was originally developed by the College of American Pathologists (CAP) to specify 
tissue pathologic diagnoses. The same group also developed a standard for clinical observations 
called SNOMED Clinical Terms (SNOMED-CT). LOINC and SNOMED-CT domain standards 
somewhat overlap, but their design characteristics are valuable in different situations; for example, 
exchanging laboratory results (where LOINC works better) versus coding patient problem lists 
within EHRs (where SNOMED-CT works better). Similar to LOINC, CAP also provides periodic 
updates to SNOMED-CT codes.

To keep track of the many coding standards and the terms within, the NLM built and main-
tains the Unified Medical Language System (UMLS), which houses a massive “metathesaurus” 
and a variety of tools for mapping between and discovery of more than 200 biomedically related 
terminology standards.64 Because LOINC, SNOMED-CT, and the 200 or so other standards are 
periodically updated, the UMLS also is updated regularly to keep the interstandard terminology 
mapping current and accurate.

Using HIEs, designated member groups of healthcare institutions exchange data in a stan-
dardized format using a combination of the previously described standards. This cooperation 
enables the access to a comprehensive clinical data set on individual patients across multiple insti-
tutions and multiple EHR vendor platforms.

There are two kinds of HIE architectures: “monolithic” and “federated.” With the monolithic 
architecture design, all member institutions periodically send copies of their clinical data to one 
central repository where all the data reside together in one format. The advantage of this approach 
is that a patient’s comprehensive data can be maintained in one place and in one format. However, 
this approach has several disadvantages. First, the frequency with which members contribute and 
update copies of institutional data can vary, making the comprehensive HIE medical record poten-
tially out of date. Second, aggregating data from multiple institutions creates administrative com-
plexity with regard to HIPAA regulations. HIPAA requires each healthcare institution to maintain 
security of its patients’ data. If an institution’s data are “mixed” in the HIE database with data from 
other institutions, the responsibility of ensuring patient privacy and data security reverts to all HIE 
member institutions. HIPAA requirements make fulfilling healthcare organization obligations to 
insure patient privacy more difficult and complex. Third, when data are aggregated by a third 
party or HIE, the ability of the source institution to assert control over data contributed to the col-
lective HIE is limited. If, for example, an institution desires to stop participating in an HIE because 
of concern for patient privacy and data security, it may be technically difficult and time consuming 
to selectively delete all data from one institution from the HIE database. The monolithic model of 
health-information exchange is depicted in FIGURE 3-4.

The federated model of health information exchange is the most widely used, allowing 
contributing institutions to maintain control over data for which they are responsible under 
HIPAA. In this model, institutional data resides within each institution’s system. The HIE data-
base is small, containing only a master patient index (MPI) housing the identifiers for each 
patient in the form of each institution’s unique patient record numbers along with patient 
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demographic data sufficient to facilitate accurate identification of individual patients with the 
same or similar names. This information is mapped to all of the institutional-specific patient 
identifiers in the exchange. FIGURE 3-5 depicts the federated model.

With the federated model, a patient who has medical records at more than one institution 
in the HIE would have all medical record numbers from the various institutions that store 
their clinical data linked together in the common MPI, along with basic demographics such 
as address, date of birth, and social security number. This allows for fast and accurate iden-
tification of patients named “John Smith” because the MPI maintains sufficient identifying 
information to ensure selection of the correct patient among all institutions in the exchange. 
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FIGURE 3-4 HIE Monolithic Model
Institutions periodically send copies of their clinical data to one central repository . Individual trans-institutional 
patient records are maintained in the central database where they can be accessed by authorized users .

FIGURE 3-5 HIE Federated Model
Institutions maintain copies of their own data at their site in the format used by the HIE . Individual trans-
institutional patient records are assembled in real time by searching all institutions’ databases only when 
needed/requested by authorized users . Individual institutions can “opt-out” of the HIE at any time by 
disabling access to their database .
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“John Smith” would be identified from others with the same name by parameters such as date 
of birth or social security number. No clinical data are stored in the MPI. Clinical data usually 
are maintained in the proprietary format of the particular EHR system used by each institu-
tion. Each institution also maintains a copy of the same data in the HIE standardized form. For 
example, all HIE members could agree to code all laboratory test results using the LOINC stan-
dard described earlier. Each institution would create and maintain a database of all patients’ 
laboratory results coded with LOINC. When a user requests a comprehensive record from the 
HIE, the system would query all of its institutional members in real time to send all the data 
available on a particular patient as identified using the MPI. In this way, when an HIE receives 
a records request on a particular patient, each institution sends data on the requested patient 
from the database where all clinical data are in the HIE format. This process ensures that 
the data are collected securely, assembled into a comprehensive record, and made available to 
authorized users in real time. This comprehensive record is only accessible on a patient-by-
patient basis for immediate patient care purposes; it is not copied to any institution’s system. 
When the user logs out of the HIE, the comprehensive record assembled for that episode of 
patient care is deleted.

The federated model has several advantages over the monolithic model. With the feder-
ated model, each institution maintains complete control over its data, simplifying compliance 
with HIPAA regulations. If, for example, a data breach occurs in the database of an HIE 
that uses the monolithic model, responsibility for the data breach is not always clear. Data 
breaches in a federated system usually are attributable to a particular institution and not the 
HIE (unless there is a data breach of the MPI). Another benefit of the federated system is that 
trans-institutional data can be up-to-the-minute accurate because each time a user requests 
access, the clinical data from all institutions are assembled in real time. Institutional HIT 
administrators typically favor the federated model because they have the option of withdraw-
ing from the HIE at any time in order to maintain control of patient privacy and data security 
under HIPAA guidelines.

While communities with HIEs generally appreciate the benefits of interoperability, the current 
reality is that most of the operating HIEs are heavily subsidized with federal research grant fund-
ing to keep them afloat. The RHIOs that administer the HIEs and seek funding have not developed 
a business model that can be used in all communities in order to sustain their HIEs independent 
of federal funding. Some HIEs require each participating institution to pay an annual amount 
based on their institution’s size, the number of physicians, etc. Some have developed services for 
payers, charging them for access to the comprehensive records available in the HIE. These services 
allow payers to increase their claims-processing efficiency. Other HIEs have developed services 
to generate comprehensive quality reports to sell to payers desiring to track physician and health 
plan outcomes or to help them meet the meaningful use requirements for CMS financial eligibility 
incentives. Some communities are resistant to allowing payer access to a data resource they believe 
should be solely dedicated to improving patient care and quality.65 An excellent example of this is 
the State of Vermont’s 2006 law that prevented data miners from selling physicians’ prescribing 
data to pharmaceutical companies who wanted the information to inform their marketing prac-
tices. In 2011, the law was struck down by the U.S. Supreme Court on a First Amendment basis.66 
Physicians may feel uncomfortable participating in an exchange they know government, payers, 
or pharmaceutical companies may use for monitoring individual practice outcomes and patterns. 
While the benefits of HIEs are documented and desirable, solving the cultural and business-model 
issues will be essential to obtaining the national goal of a network of regional exchanges that will 
span the entire country.

60 Chapter 3 Health Information Technology



Another challenge to developing interoperability is the fact that many institutions’ HIT 
resources are dedicated to keeping up with current quality reporting requirements, meaningful 
use adoption, and other mandated HIT issues. One recent example is the CMS-mandated con-
version from using the International Classification of Disease Version 9 billing codes (ICD-9) to 
ICD-10. Originally designed to identify diagnoses for billing purposes only, ICD-9 codes have 
become valuable in performing automated chart reviews for quality control and research pur-
poses. However, because of several deficiencies with ICD-9, the new ICD-10 standards have been 
mandated. A full discussion of the key differences between ICD-9 and ICD-10 is well beyond the 
scope of this book. A focus on just one issue illustrates the magnitude of the change—the impact 
on the complexity of physician documentation.

There are approximately 13,000 ICD-9 codes and more than 65,000 ICD-10 codes. The greater 
number of ICD-10 codes is due to the higher specificity of ICD-10. For example, ICD-9 codes did 
not include laterality (i.e., right and left side of body). ICD-9 has a grand total of two possible 
codes for a thumb fracture:

815.01 Closed Fracture of the Base of the Thumb (First) Metacarpal

815.11 Open Fracture of Base of Thumb (First) Metacarpal

Some of the codes for the same injury in ICD-10 include:

S62.511B Displaced fracture of proximal phalanx of right thumb, initial encounter 
for open fracture

S62.511D Displaced fracture of proximal phalanx of right thumb, subsequent 
 encounter for fracture with routine healing

S62.511G Displaced fracture of proximal phalanx of right thumb, subsequent 
 encounter for fracture with delayed healing

S62.511K Displaced fracture of proximal phalanx of right thumb, subsequent 
 encounter for fracture with nonunion

S62.511P Displaced fracture of proximal phalanx of right thumb, subsequent 
 encounter for fracture with malunion

S62.511S Displaced fracture of proximal phalanx of right thumb, sequela

In addition to the six ICD-10 codes listed above, there are 99 additional choices to account 
for various combinations of displaced/nondisplaced, open/closed, proximal/distal location, right/
left, union/nonunion/mal-union of fracture, routine/delayed healing, initial/subsequent encounter, 
and so on. For decades, physicians have been writing their narratives in patient records support-
ing the billing process for the simpler ICD-9 code set. With ICD-10, the narrative in this example 
requires sufficient documentation to support the selection of the exact ICD-10 billing code; in other 
words, the narrative must include mention of displaced/nondisplaced, open/closed,  proximal/distal 
 phalanx location, right/left, etc. Failure to do so could result in not being reimbursed or even being 
fined if a CMS chart audit was performed. This requirement for added specificity has been the most 
significant change to the way in which physicians’ document diagnoses in decades.
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 ▸ The Veterans Administration Health Information 
System

No discussion of HIT, EHRs, and HIEs would be complete without noting the HIT system used by 
the Veterans Administration (VA). The VA is a model representing a single-payer healthcare system 
in the United States. Unlike other components of the healthcare delivery system, the VA HIT system 
supports only one payer, one pharmaceutical formulary, one provider group, and one supplier of 
laboratory testing. All VA physicians are employees of the same organization, so new policies and 
practices can be communicated, implemented, and monitored much more easily and efficiently than 
in the U.S. multi-payer, multi-formulary, siloed systems. Also, the VA has one universal EHR system 
with CPOE and CDSS. The VA EHR is able to code all data in one format that allows veterans who 
move from state to state to have their entire VA medical record seamlessly follow them. All these 
factors have allowed the VA to offer high-quality care at a relatively reasonable cost. Until the United 
States creates a single-payer system and uses the same EHR universally, the larger system will suffer 
from the enormous complexity and costs of developing and maintaining multiple data standards to 
support the exchange of health information among institutions and across vendor platforms.

 ▸ Electronic Health Record Adoption Progress 
in the United States

The National Center for Health Statistics (NCHS) has tracked the use of EHRs in the outpatient 
setting since 2006. The NCHS specifically defines two levels of adoption as “any” and “basic.” This 
distinction is important because many other surveys report EHR adoption rates but do not define in 
any detail what “EHR adoption” actually means. This survey uses an exacting definition of “any” and 
“basic” EHR adoption that produces results that are much more valid than surveys where “adoption” 
is not well defined. FIGURE 3-6, “Percentage of office-based physicians with EHR systems: United 
States, 2001–2013,”67 illustrates the adoption trends for the outpatient setting. This report indicated:

In 2013, the National Ambulatory Medical Care EHR Survey showed that about 78 per-
cent of office-based physicians used any EHR system. Since 2006 (first year for which 
data are available), the percentage of physicians who reported having an EHR system that 
met the criteria for a basic system increased 336 percent—from 11 percent in 2006 to 48 
percent in 2013. Adoption of a basic EHR system varied greatly by state. Adoption ranged 
from 21 percent in New Jersey to 83 percent in North Dakota.

The ONC has been tracking hospitals’ adoption of EHRs since 2008 using standard defini-
tions of “Certified” and “Basic” EHR systems. FIGURE 3-7, “Percent of non-federal acute care hos-
pitals with adoption of at least a Basic EHR with notes system and possession of a certified EHR: 
2008–2014” illustrates the hospital EHR adoption rates.68 This report states:

In 2008, hospital adoption of at least a Basic EHR system was above 20% in only 2 states 
(Connecticut and New Mexico). Three years later, hospital adoption of at least a Basic 
EHR system was above 20% in 32 states and above 40% in 7 states. In 2014, hospital adop-
tion of at least a Basic EHR system was above 60% in all but 2 states (Hawaii and West 
Virginia), and above 80% in 17 states.68
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FIGURE 3-6 EHR Adoption Among U.S. Office-Based Physicians, 2001–2013
Reproduced from CDC/NCHS, National Ambulatory Medical Care Survey and National Ambulatory Medical Care Survey, Electronic Health Records Survey NCHS Data Brief No 143, http://www.cdc.gov/nchs/data/
databriefs/db143.htm.

Note that EHR adoption rates are typically published every two to three years by the NCHS 
and the ONC. At the time of this printing, the most recent surveys published by NCHS and ONC 
were through 2013 and 2014, respectively.

FIGURE 3-7 Percent of Non-federal Acute Care Hospitals with Adoption of at Least a Basic EHR with 
Notes System and Possession of a Certified EHR: 2008–2014
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As part of the Medicare and Medicaid EHR Incentive or “meaningful use” programs,  Eligible Pro-
viders had to use their EHRs to meet several program objectives, including  e-prescribing. In addition, 
the Medicare Improvements for Patients and Providers Act, or the “eRx incentive”  program, began in 
2008, offering financial incentives for providers to facilitate the use of e-prescribing.69  FIGURE 3-8 is a 
graph from an ONC Data Brief illustrating the e-prescribing rates in relation to the meaningful use 
and eRx incentive programs. From the data brief:69

The growth in e-prescribing has not been limited to physicians. In the same period, the 
percent of community pharmacies enabled to accept e-prescriptions grew from 76% to 
96%. Nearly all community pharmacies are enabled to accept e-prescriptions in Delaware 
(99%) and Maine (99%). The growth of physicians and pharmacies e-prescribing has 
corresponded with a thirteen-fold increase in the growth of new and renewal prescrip-
tions sent electronically. In 2008, only 4% of new and renewal prescriptions were sent 
electronically. In 2013, 57% of new and renewal prescriptions were sent electronically. 
Minnesota (89%), Wisconsin (83%), and Massachusetts (77%) had the highest rate of 
new and renewals sent electronically.
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 ▸ Future Challenges
Although there is mounting evidence supporting the value of EHRs with CPOE and CDSS in sev-
eral well-defined areas such as improving preventive care delivery, extensive meta-analyses report 
combined average results. There have been several inconclusive and negative studies, and some 
have actually shown patient harm associated with the installation of CPOE. In one of the most 
extensively reported, the mortality rate in a neonatal intensive care unit more than doubled after 
a CPOE system was installed at the University of Pittsburgh.70 Much has been written about the 
reasons for this negative result and despite the finger pointing, there is virtually universal agree-
ment that HIT can be very disruptive to work processes and work cultures resulting in significant 
harm to patients.71 Some have called for more HIT standards and regulation to prevent these neg-
ative consequences in the same way as the U.S. Food and Drug Administration regulates medical 
devices.72,73

Due to the administrative and technical difficulties of achieving the Nationwide Health 
Information Network, proprietary entities have offered alternate approaches to develop 
 personal health records (PHRs) through which patients create their own records in a standard-
ized format. In these approaches, patients may physically carry records or make them available 
to caregivers via the Internet. Microsoft, Google, and many other corporate entities have built 
such systems but with little marketing success. Google Health announced its shutdown on June 
24, 2011, after only three years of operation. Google joins other lesser-known firms that have 
decided to close down PHR services.74 Design of existing PHRs requires patients to have a high 
level of health literacy and computer savvy. A major reason analysts believed Google Health 
failed was the newness of the concept and the facts that PHRs are difficult to use and many 
people find the data-entry work necessary to complete their record too laborious.75 One survey 
of patients found that only 7 percent had tried using a PHR and only about 3 percent continued 
to use them in 2011.75 Other barriers to patient adoption include lack of personal health man-
agement tools, the difficulty in achieving semantic interoperability such that personal health 
management tools could be useful, problems vetting the identity of PHR users, patient privacy 
concerns, and perhaps, most importantly, the lack of a business model to support the long-
term operation of PHRs.74

In addition to physicians and patients affected by development and implementation of HIT, 
there are many other healthcare professionals and venues affected by significant complexities 
and characteristics that make HIT implementation challenging. Many of the same issues pre-
viously discussed in this chapter apply to these venues, such as standardized data formats to 
facilitate data portability, work culture barriers, system costs, training issues, and other matters. 
For example, some emergency medical services (EMS) providers have begun to use a variety 
of portable EHRs to collect data at the scenes of patient incidents with systems designed to 
transmit data to receiving hospitals. The same issues that complicate the ease of universal HIE 
between healthcare institutions apply to the data exchange between EMS and hospital systems 
and will not be resolved easily.

To achieve the HIT goals of improving healthcare quality and reducing costs, extensive and 
rigorous work remains in the research and implementation arenas. After 50 years of efforts, most 
notably in the past five years, government, industry, and academia are only now recognizing the 
critically important and interdependent roles that standardization, administrative processes, and 
work cultures play in the achievement of HIT-desired outcomes.
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KEY TERMS FOR REVIEW

Computerized Decision 
Support System (CDSS)

Computerized Physician Order 
Entry (CPOE)

Electronic Health Record (EHR)
Federated Model of Health 

Information Exchange
Health Information  

Exchange (HIE)

Health Information 
Technology for Economic 
and Clinical Health  
Act (HITECH Act)

Information Blocking
Meaningful Use
Monolithic Model of   

Health-Information 
Exchange

Office of the National 
Coordinator for Health 
Information Technology 
(ONCHIT or “the ONC”)

Personal Health Record  
(PHR)

Regional Health Information 
Organization (RHIO)

CHAPTER ACRONYMS

ARRA American Recovery and  
Reinvestment Act

CAP College of American Pathologists
CDSS Computerized Decision Support  

System
CMS Centers for Medicare & Medicaid  

Services
CPOE Computerized Physician Order Entry
CQM Clinical Quality Measures
EHR Electronic health record
EMS Emergency medical services
HIE Health information exchange
HIPAA Health Insurance Portability and 

Accountability Act
HIT Health information technology
HITECH Health Information Technology for 

Economic and Clinical Health Act

LOINC Logical Observations Indexes Names 
and Codes

MPI Master patient index
NCHS National Center for Health Statistics
NLM National Library of Medicine
ONC Office of the National Coordinator (short 

for ONCHIT)
ONCHIT Office of the National Coordinator for 

Health Information Technology
PHR Personal health record
RHIO Regional Health Information 

Organizations
SNOMED Systematic Nomenclature  

of Medicine
SNOMED-CT Systematic Nomenclature  

of Medicine – Clinical Terms
UMLS Unified Medical Language System
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Of all the institutions in U.S. society, the hospital is likely the most appreciated, most maligned, and least 
understood. In addition to serving as a place for the treatment of the sick and injured, it may function 
as a research laboratory, an educational institution, and a major employer within the  community. In 
the era of healthcare reform, these core functions can be expected to remain intact. However,  virtually 
everything about the way in which hospitals have operated—from their  ownership structures and 
financing to their relationships with physicians, other healthcare providers, and their  communities—
will continue to undergo significant change. Hospitals are focal points in market reforms and for 
changes required by the Patient Protection and Affordable Care Act (ACA) and most recently the 
Medicare Access & CHIP Reauthorization Act of 2015 (MACRA). This chapter also  discusses the 
significant challenges and opportunities created by reforms and efforts to improve the quality of care, 
increase patient satisfaction, improve the health of populations, and reduce costs.

Hospitals: Origin, 
Organization, and 
Performance

CHAPTER OVERVIEW

This chapter’s overview of the genesis of U .S . hospitals provides a basis for understanding their 
characteristics, organization, and major private and governmental insurance initiatives that contributed 
to their growth and centrality in the healthcare system . The chapter discusses the diverse functions 
of hospitals and their staff and management structures, along with important aspects of quality of 
care and the relationship between staff and patients . The chapter reviews and summarizes hospital 
marketplace activities in response to health reform and pertinent major elements of the Medicare 
Access & CHIP Reauthorization Act of 2015 (MACRA) as they directly affect hospitals .
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 ▸ Historical Perspective
The often-strained relationship between patients and hospital personnel dates back to the earliest 
history of health care in the United States. The indifference to patients’ needs for information, 
comfort, and humane contact that is a common complaint about hospital care is rooted not only 
in the overall history of medical care but also—and especially—in the history of hospitals.

Hospitals in early America were founded to shelter older adults, the dying, orphans, and vagrants 
as well as to protect the community from the contagiously sick and the dangerously mentally ill.

During the 1700s, Boston was the largest city in the new democracy, with a population of 
about 7,000. Philadelphia and New York each had a population of about 4,000. Medical care in 
those days was provided in the home. It sometimes was necessary in these and other seaport towns 
to provide refuge for sailors and other shipboard victims of contagious diseases who often were 
unceremoniously left ashore when the ships departed. The town responded by organizing pest 
houses, quarantine stations, or isolation hospitals to segregate the sick from the town inhabitants 
and to prevent the spread of communicable disease. Because these facilities were not intended to 
be used by the local citizenry, they were usually located well outside the city limits.

As populations grew, mental illness became a more significant problem. Individuals whose 
behavior offended or frightened the community came to the attention of the town board. It was 
common in those days for the town board to order relatives or friends to build a small strong house, 
or cell, on their property to contain a person with mental illness. If the individual had no relatives or 
friends, the town might lease him or her at an auction to the lowest bidder, who would take respon-
sibility for confining that individual for one year, usually in exchange for his or her labor.

The existence of pest houses, or isolation hospitals, also provided the towns with a solution 
for dealing with other individuals whose presence posed a risk to or offended its inhabitants. Over 
time, people with mental illness or those in poor health, the homeless, and the petty criminal 
joined the contagious ill that occupied those facilities.

Bellevue Hospital was originally the Poor House of New York City, established in 1736 to 
house the “poor, aged, insane, and disreputable.” In 1789, the Public Hospital of Baltimore was 
established for low-income populations, people with mental or physical illness, and the seafaring 
of Maryland. One hundred years later, in 1889, it became the now-prestigious Johns Hopkins Hos-
pital. Eventually, almost every city of any size in early America had a pest house to isolate patients 
during epidemics. Most cities also had an almshouse for low-income populations, sometimes with 
an added infirmary. Many of today’s county or municipal hospitals were originally combinations 
of almshouses and infirmaries.

By the 1800s, hospitals began to reflect the early American concept of charity and public 
responsibility. This required that provision be made for low-income populations, people with 
physical or mental illness, vagrants, and criminals. Institutions originally classified as almshouses 
provided refuge for all of them. Physicians realized the value of separating the sick population 
from the rest of the needy and putting them in facilities more properly called hospitals. Despite 
this evolution in thinking, most hospitals that housed the sick and injured were still dirty, unventi-
lated, and contaminated with infections. These early hospitals still focused on isolating the sick and 
mentally ill from the population at large as much as they focused on effectively treating patients. 
They were overcrowded, and the only nurses available were former prison inmates or women who 
could get no other work. The public knew little of these conditions because visiting was restricted. 
Patients were effectively cut off from the outside world. Persons with family or the means to obtain 
home medical or nursing care shunned hospitals.
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Also during the 1800s, certain religious orders began to see the hospitals’ clients as so helpless, 
so miserable with incurable disease, or so maimed by accident that they presented an opportunity 
for spiritual outlet for those seeking salvation through good works. So began the close relation-
ships of the Protestant and Catholic religions with hospitals and hospital nursing. Catholic reli-
gious orders were the first groups responsible for kind and humane nursing performed by fairly 
well-educated, sincere, and devoted “sisters.” The American branch of St. Vincent de Paul Sisters of 
Charity, founded by Mother Elizabeth Seton in 1809, established hospitals that still stand in cities 
across the United States. The Protestant nursing movement began in Germany and was brought 
to Pennsylvania in 1850. It was based on the formal training of nurses in religion, nursing, and 
nursing education. The nurse teachers were called deaconesses. The Protestant church hospital, or 
deaconess movement, had an important influence on nursing.

Ironically, it was the Civil War in the 1860s that brought about public appreciation of the work 
of women in nursing. When sick or wounded soldiers were returned to their hometowns attended 
by obviously dedicated and capable nurses, relatives of those soldiers encountered women as 
nurses for the first time. Nursing gained a much more positive image and came to be viewed as a 
respectable career option for women.

 ▸ Effects of Insurance on the Hospital Industry
Health Insurance
The transformation of hospitals from simple, charitable institutions to complex, technical organizations 
was accompanied by a parallel growth of private hospital insurance. In 1940, only 9 percent of U.S. 
population had hospital insurance. By the 1960s, billions of dollars were flowing into hospitals from 
insurance companies, such as Blue Cross/Blue Shield, medical society plans, and other plans sponsored 
by unions, industry, physicians, and cooperatives. The availability of hospital insurance removed an 
important cost constraint from hospital charges. The ability of insurers to cope with ever-rising hospital 
costs by distributing relatively small premium increases over large numbers of subscribers opened the 
floodgates to hospital admissions. Expanding hospital services and relatively unrestrained reimburse-
ment rates created a rapid growth in hospital revenue that was to persist for decades.

In addition, technical and medical advances as well as medical specialization encouraged 
hospitalization, and the hospital industry expanded to meet the demand. After World War II, 
the American Hospital Association (AHA) convinced Senators Lister Hill and Harold Burton to 
sponsor legislation that provided federal monies to the states to survey hospitals and other health-
care facilities and to plan and assist construction of additional facilities. The Hill–Burton Hospital 
Construction Act was signed as Public Law 79–75 in 1946 and became a major influence in the 
expansion of the hospital industry.1 More than 4,600 projects to expand existing facilities or con-
struct new ones were initiated within 20 years after its passage. That federal support of hospital 
construction was critically important to the location of hospitals in underserved rural areas.

Medicare and Medicaid
In 1966, Congress passed and the President signed into law Medicare, Title XVIII of the Social 
Security Act. This legislation provided the growing population of Americans over age 65 with 
significant hospital and medical benefits. With Medicare’s creation, the large population of older 

Effects of Insurance on the Hospital Industry 73



Americans, the group most likely to need hospitalization, was ensured hospital care and the hos-
pitals were assured reimbursement on the basis of “reasonable costs.”

The companion program, Medicaid, Title XIX of the Social Security Act, was established at 
the same time to support medical and hospital care for persons classified as medically indigent. 
Unlike Medicare, Medicaid required the states to establish joint federal–state programs that cov-
ered persons receiving public assistance and, if they wished, others of low income. Because the 
states had broad discretion over eligibility, benefits, and reimbursement rates, the programs that 
developed among the 50 states differed widely.

Medicare, and to a lesser extent Medicaid, had enormous impact on hospitalization rates in 
the United States. In a little more than 10 years after the implementation of Medicare, persons 
ages 65 years and older were spending more than twice as many days in the hospital as those 
ages 45–64.1

The Medicare and Medicaid programs also had another effect. Because these programs pro-
vided government funding for the hospital care of older adults and low-income populations, they 
altered the longstanding nature or mission of hospitals by diminishing the traditional charitable 
or social role of those voluntary institutions. Not long after the implementation of those pro-
grams, hospitals became increasingly focused on profit, maximizing the more lucrative activi-
ties and closing or reducing services that operated at a loss. In the 1980s, hospitals, along with 
most of the U.S. healthcare industry, became market oriented and aggressively enterprising. The 
monetary incentives built into the Medicare system favored entrepreneurial, short-term financial 
interests.

Rosemary Stevens, author of In Sickness and in Wealth: American Hospitals in the Twentieth 
Century, wrote, “One effect was to bring hospitals into prominence as enterprises motivated by 
organizational self-interest, by the excitement of the game, by greed.”1 She concluded with this 
statement:

Medicare and Medicaid, supposedly designed to promote egalitarianism, fostered sharp 
inequities in the health-care system while disarming criticism from low-paid American 
workers and the poverty population. The stage was set for today’s struggles to rethink, 
once again, the American health-care system—and to redefine the relative roles of volun-
tarism, government, and business for the last few years of the twentieth century.1

 ▸ Growth and Decline in Numbers of Hospitals
The number of hospitals in the United States increased from 178 in 1873 to 4,300 in 1909. In 1946, 
when the Hill–Burton Act was passed, there were 6,000 American hospitals, with 3.2 beds avail-
able for every 1,000 persons. The goal with the Act was to fund expansion of the hospital system 
to achieve the goal of 4.5 beds per 1,000 persons.2 The system grew thereafter to reach a high of 
approximately 7,200 acute care hospitals.

During the 1980s, medical advances and cost-containment measures moved many proce-
dures that once required inpatient hospitalization to outpatient settings. Outpatient hospital visits 
increased by 40 percent with a resultant decrease in hospital admissions. Fewer admissions and 
shortened lengths of stay for patients resulted in a significant reduction in the number of hospitals 
and hospital beds. Healthcare reform efforts and the emergence of managed care as the major form 
of insurance for U.S. health care resulted in hospital closings and mergers that reduced the number 
of governmental and community-based hospitals in the United States to approximately 5,700.
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 ▸ Types of Hospitals
Acute care hospitals are distinguished from long-term care facilities such as nursing homes, reha-
bilitation centers, and psychiatric hospitals by the fact that the average length of stay for patients 
is less than 30 days. The following list indicates the types of hospital sponsorships and the number 
of each type as of January 2016.3

1. Nongovernment Not-for-Profit Community Hospitals (2,870)
2. Investor-Owned (For-Profit) Community Hospitals (1,053)
3. State and Local Government Community Hospitals (1,003)
4. Federal Government Hospitals or VA Hospitals (213)
5. Nonfederal Psychiatric Hospitals (403)
6. Other (e.g., prison hospitals, college infirmaries) (85)

Hospitals also may be classified as teaching and nonteaching hospitals. Approximately 7 per-
cent of all 5,627 U.S. hospitals (about 400 hospitals) are teaching facilities affiliated with one or 
more of the allopathic or osteopathic medical schools in the United States.3,4 Teaching hospitals 
provide clinical education for medical students and medical and dental residents. They, and many 
hospitals not affiliated with medical schools, also provide clinical education for nurses, allied 
health personnel, and a wide variety of technical specialists. Most teaching hospitals are volun-
tary, nongovernment, not-for-profit or government-sponsored public hospitals. Teaching hospi-
tals provide 37 percent of all hospital charity care, 24 percent of all Medicaid hospitalizations, 
and 59 percent of all pediatric Intensive Care Unit beds.4 The presence of medical school faculty 
with strong research interests and the availability of medical residents to assist in the collection of 
clinical data put teaching hospitals in the forefront of clinical research on medical conditions and 
treatments.

Public hospitals in many localities deliver the fiscally problematic, but essential, community 
services that other hospitals are reluctant to provide. These high-cost, low-fiscal-return services 
include sophisticated trauma centers, psychiatric emergency services, alcohol detoxification ser-
vices, other substance abuse treatment, and burn treatment.

Investor-owned, for-profit hospitals grew from a few physician-owned facilities before the 
1965 Medicare and Medicaid legislation to 1,053 in 2016.4 Most for-profit hospitals belong to one 
of the large hospital management companies that dominate the for-profit hospital network. An 
increasing number, however, are physician-owned specialty hospitals. Such hospitals usually limit 
their services to treatments in one of three major specialty categories: orthopedics, surgery, or 
cardiology.

Although these new specialty hospitals are typically upscale facilities with many patient 
amenities, they usually operate with greater efficiency and provide excellent care because of the 
homogeneity of medical foci. Nevertheless, they have raised a series of concerns about their per-
formance and their effect on community hospitals.

First, it is clear that specialty hospitals treat the less complex, more profitable cases, leaving 
the more difficult, less profitable, or uninsured patients to be served by community hospitals. 
Second, because physician-owners of specialty hospitals profit directly by the value of services 
provided by their hospitals, there are concerns that clinical decisions may be influenced by finan-
cial incentives.5

Supporters of physician-owned specialty hospitals point out that the physician-owners take 
great pride in the quality of care provided in their hospitals, that they also work in community hos-
pitals, and that their facilities enhance their communities by paying taxes as for-profit companies.6
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The number of beds in not-for-profit, state and local government, and federal hospitals 
decreased in the last decade, whereas the much smaller number of beds in for-profit facilities 
increased slightly. The most recent annual survey by the AHA counted 902,202 staffed beds among 
all U.S. registered hospitals in the United States.3

 ▸ Financial Condition of Hospitals
In the wake of pressures from managed care market penetration beginning in the 1990s, thou-
sands of hospitals were involved in mergers, acquisitions, and other multihospital restructurings 
in an effort to capture and solidify market shares and gain economies of scale.

Hospitals’ economic problems resulted from a combination of factors over which the hospi-
tals had little control. The Balanced Budget Act of 1997, which reduced payments for Medicare 
patients below the costs of treating them, wreaked havoc on U.S. hospitals. At the same time, hos-
pital charges were held in check by hard-bargaining managed care organizations. In this period, in 
contrast to the restraints on revenues, costs were rising at an unprecedented pace. Costly new tech-
nology, pharmaceuticals, and services, as well as inflation, combined with declining occupancy to 
significantly reduce operating margins. According to a survey by the AHA published in 2000, 90 
percent of the responding hospitals reported serious financial problems that required cost-cutting 
measures, and many had reduced staff.7 The development of private specialty hospitals and diag-
nostic centers owned by physicians, which compete with community hospitals only for their most 
profitable services, added to the continuing losses of community hospitals.

Market reforms of the 2000s and impacts of the ACA continue to press hospitals forward into 
altered patterns of ownership, operation, and reimbursement.

 ▸ Academic Health Centers, Medical Education,  
and Specialization

Medical, dental, nursing, pharmacy, and allied health schools and their teaching hospitals are the 
principal sources of education and training for most healthcare providers. An academic health 
center is an accredited, degree-granting institution that consists of a medical school, one or more 
other professional schools, or programs such as dentistry, nursing, pharmacy, public health, and 
allied health sciences that has an owned or affiliated relationship with a teaching hospital, health 
system, or other organized care provider.

Much of the basic and clinical research in medicine and other healthcare disciplines is con-
ducted in these health centers and their related hospitals. The teaching hospitals usually provide 
the most technologically advanced care in their communities and also offer inpatient and ambu-
latory care for economically disadvantaged populations. Thus, the three objectives of academic 
health centers—education, research, and service—are fulfilled most adequately by teaching 
hospitals.

The influence of the academic health centers on health care during the last few decades has 
been extraordinary. The advances that occurred in the medical sciences and technology that 
resulted in the introduction of life-saving drugs, anesthetics, surgical procedures, and other thera-
pies increased both the use and the costs of hospital services. This increased intervention resulted 
in increases in both the life expectancy of most Americans and the proportion of the gross national 
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product devoted to health care. These advances also significantly expanded the knowledge base 
and performance skills required of physicians to practice up-to-date clinical medicine.

Academic health centers responded to advances in medical science and technology by 
increasing the number of physicians with in-depth expertise in increasingly narrow fields of clin-
ical practice. Specialization and subspecialization grew, subdivided, and grew more. More and 
more physicians limited their activities to narrower and narrower fields of practice. In doing so, 
they greatly increased the overall technologic sophistication of hospital practice along with the 
number of costly consultations that take place among specialist hospital physicians. Specialists 
and subspecialists also drove increases in the amount of expensive equipment, supplies, and space 
maintained by hospitals to serve their needs and, in general, the complexity of patient care. The 
contributions of highly specialized clinical practice to the quality of hospital care have been both 
extraordinarily beneficial and regrettably negative. Although the superspecialists of U.S. medicine 
have given the profession its justified reputation for heroic medical and surgical achievements, 
specialization also has fragmented and depersonalized patient care and produced a plethora of 
often-questionable tests, procedures, and clinical interventions.

The addition of more subspecialists also created a communication problem between the 
increasing number of physicians and other healthcare professionals involved in the care of indi-
vidual patients. As anyone with a complicated medical condition who tries to navigate through 
the system of multiple specialists knows, the easy and reliable transfer of patient records and 
test results between multiple specialists often is extremely problematic. Ironically, in an age with 
unprecedented communications and health information technology capabilities, communication 
of patient information still is a significant challenge for most patients. There is an extensive dis-
cussion on attempts to solve this important problem by creating health information exchanges in 
Chapter 3 of this book, “Health Information Technology.”

While academic health centers have contributed admirably to the advancement of medicine, 
especially hospital-delivered medical and surgical care, they have not brought their impressive 
expertise to bear on solving health services delivery problems that have plagued their industry. 
Rather, the commitments of academic medicine to high-technology research and patient care 
and its adherence to traditional organizational structures and professional roles have prevented 
it from taking the lead in correcting healthcare system problems that emanate from fragmented 
and piecemeal approaches to care delivery. As vast reforms with a population health focus begin 
to take shape, academic medicine is faced with numerous challenges to prepare for ongoing 
changes.8

 ▸ Hospital System of the Department of Veterans 
Affairs

The tax-supported, centrally directed Veterans Health Administration (VHA) is a component of 
the United States Department of Veterans Affairs (VA). The VHA is the country’s largest health-
care system and also is a significant component of America’s medical education system. The 
VA owns and operates 150 hospitals, most of which are affiliated with medical schools and 819 
 community-based outpatient clinics throughout the United States. The VA serves approximately 
22 million veterans with an annual budget of more than $182.3 billion proposed by the President 
for 2017.9 Thirty-eight percent of the total proposed VA budget, or $69.3 billion, is dedicated to 
veterans’ health services. Despite its large budget and large number of hospitals and other facilities 
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with more than 12,000 full-time salaried physicians, more than 900 dentists, and 33,000 nurses, 
broad bipartisan political support for the VA generally has been unwavering.

However, in 2014 a major scandal broke at the VA Hospital in Phoenix, Arizona, where it was 
learned that hospital officials maintained a secret list of veterans waiting for appointments in order 
to deliberately falsify reports sent to Washington regarding appointment waiting times.10 Subse-
quently in 2015, the VA Office of Inspector General released a scathing report entitled Review of 
Alleged Mismanagement at the Health Eligibility Center11 that confirmed as of September 30, 2014, 
the VA had a system-wide backlog of 867,000 pending applications for initial care and entry into 
its system. The report estimated that approximately 47,000 veterans died while their healthcare 
applications were in a pending status during this backlog. The report had to estimate this num-
ber because the investigation also discovered the VA’s “data system limitations” did not make it 
possible to accurately calculate the number who died while waiting. Many other problems found 
resulted in the resignation of the Secretary of Veteran’s Affairs and the resignations or firing of 
several high level VA officials. Given the popularity of the VA among veterans and voters alike, 
the VA likely will go through several reorganizations in the wake of this scandal and continue on 
unabated.

 ▸ Structure and Organization of Hospitals
In addition to being a caring, people-oriented institution, a hospital also is a many-faceted, high-
tech business. It operates just like any other large business, with a hierarchy of personnel, channels 
of authority and responsibility, constant concern about its bottom line, and a complex organiza-
tional structure. The people who work in hospitals exhibit the same range of human characteristics 
as their counterparts in other businesses. Patients and their families trying to obtain the best pos-
sible results from the services of a hospital should base their approach on the same principles they 
use in dealing with other service organizations. Hospital care consumers need to determine who 
is in charge, what services to expect from whom and when, with what results, and at what cost.

The following description of hospital structure and organization uses the voluntary not-for-
profit community hospital as the example, because this type of institution historically has provided 
the model for hospital organization. The direction, control, and governance of the hospital are 
divided among three influential entities: the medical staff, the administration, and the board of 
directors or trustees. The major operating divisions of a hospital represent areas of the hospital’s 
functions. Although they may use different names, typical divisions are medical, nursing, patient 
therapy, diagnosis, fiscal, human resources, hotel services, and community relations.

Medical Division
The medical staff is a formally organized unit within the larger hospital organization. The presi-
dent or chief of staff is the liaison between the hospital administration and members of the medical 
staff. Typically, the medical staff consists primarily of medical physicians, but it also may include 
other doctoral-level professionals, such as dentists and psychologists and sometimes midlevel pro-
viders (e.g., nurse midwifes, physicians’ assistants, nurse practitioners).

A major role of the medical staff organization is to recommend to the hospital board of direc-
tors the appointment of physicians to the medical staff. The board of directors approves and grants 
various levels of hospital privileges to physicians. Such privileges commonly include the right to 
admit patients to the hospital, to perform surgery, and to provide consultation to other physicians 
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on the hospital staff. Another medical staff function is to provide oversight and peer review of the 
quality of medical care in the hospital. It performs this function through a number of medical staff 
committees, which coordinate their efforts closely with the hospital’s administration and commit-
tees of the hospital’s board of directors.

Members of the medical staff who have completed their training and are in practice are 
referred to as attending physicians. In addition, the hospital usually has a house staff of physicians 
who are engaged in residency training programs under the close supervision of attending physi-
cians. These members of the house staff or residents rotate shifts to provide 24-hour coverage for 
the attending physicians’ patients to which they are assigned.

There is no universal rule as to how a hospital’s medical departments or divisions should 
be organized. Most often, the types of practice of the hospital’s medical staff determine the spe-
cialty components within the medical division. Medicine, surgery, obstetrics and gynecology, and 
pediatrics usually are major departments. In larger hospitals and in most teaching hospitals, the 
subspecialty areas of medical practice are represented by departments or divisions of departments. 
In the internal medicine specialty, subspecialty divisions might include cardiology or cardiac care, 
nephrology, oncology, gastroenterology, pulmonary medicine, endocrinology, critical care, and a 
variety of others. In the surgical area, surgical divisions or departments might include orthopedics, 
thoracic, neurosurgery, cardiac surgery, and plastic and reconstructive surgery. Each department 
is headed by a physician department head or chairman and divisions are headed by a chief. These 
leaders are charged with overseeing the practice and quality of medical services delivered in their 
department or division. In a teaching hospital, an attending physician usually is appointed as a 
program director to coordinate the required educational experiences of medical students and resi-
dents in their department or division. Program directors also are responsible for maintaining their 
training program’s accreditation, usually with the American College of Graduate Medical Edu-
cation (ACGME). Training programs have to maintain extensive records documenting all train-
ees and their educational activities. They also undergo a formalized and periodic reaccreditation 
evaluation.

Nursing Division
The nursing division usually comprises the single-largest component of the hospital’s organization. 
It is subdivided by the type of patient care delivered in the various medical specialties. Nursing 
units are composed of a number of patient beds grouped within a certain area to allow centraliza-
tion of the special facilities, supplies, equipment, and personnel pertinent to the needs of patients 
with particular conditions. For example, the kinds of equipment and skills and the level of patient 
care needs vary considerably between an orthopedic unit and a medical intensive-care unit.

A head nurse, often with the title of “nurse manager,” and who is usually a registered nurse, 
has overall responsibility for all nursing care in his or her unit. Such care includes carrying out the 
attending physician’s and house staff physician’s orders for medications, diet, and various types 
of therapy. In addition, the nurse manager supervises the unit’s staff, which may include nurses’ 
aides and orderlies. The nurse manager also is responsible for coordinating all aspects of patient 
care, which may include services provided by other hospital units, such as the dietary depart-
ment, physical therapy department, pharmacy, and laboratories. The nurse manager also has the 
responsibility of coordinating the services of departments such as social work, discharge planning, 
and pastoral care for the patients in the unit. Increasingly, nurse managers are often extensively 
involved in compliance activities of the hospital as well, ensuring that all safety processes are fol-
lowed and all exceptions to these processes are documented as required.
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Because nursing services are required in the hospital at all times, staff usually is employed in 
three 8-hour shifts or two 12-hour shifts. Normally, the nurse manager of a unit works during the 
day shift, and two other members of the nursing staff assume what is referred to as “charge duty” 
on the other two shifts of the day. Charge nurses report to the nurse manager and take the leader-
ship role when the nurse manager is not present on the unit.

A nurse manager may have responsibility for a number of nursing units and report to a mem-
ber of the hospital’s administration, who is usually a vice president for nursing, an assistant admin-
istrator, or the Chief Nursing Officer. It is also common to find an individual with the title of ward 
clerk or unit secretary on each nursing unit. The ward clerk acts as the nurse manager’s adminis-
trative assistant and helps to schedule and coordinate the other hospital services related to patient 
care and administrative issues.

Allied Health Professionals
Not as well-known as the physicians and nurses who are central to the care and treatment of 
patients in hospitals is the wide array of personnel who provide other hospital services that sup-
port the work of the physicians and nurses and others who operate behind the scenes to make the 
facility run smoothly.

Staff members in an increasingly diverse array of healthcare disciplines are classified as allied 
health personnel. These professionals support, complement, or supplement the functions of phy-
sicians, dentists, nurses, and other professionals in delivering care to patients. They contribute to 
environmental management, health promotion, and disease prevention.

Allied health occupations encompass as many as 200 types of health careers within 80 dif-
ferent allied health professions. Advancing medical technology is likely to create the need for 
even more personnel with highly specialized training and relatively unique skills. Those who are 
responsible for highly specialized or technical services that have a significant impact on health care 
are prepared for practice through a wide variety of educational programs offered at colleges and 
universities. The range of allied health professions may be best understood by classifying them by 
the functions they serve in the delivery of health care. Some disciplines may serve more than one 
of these functions:

1. Laboratory technologists and technicians
2. Allied health practitioners of the therapeutic sciences
3. Behavioral scientists
4. Specialist support service personnel

Diagnostic Services
Every hospital either maintains or contracts with laboratories to perform a wide array of tests to 
help physicians diagnose illness or injury and monitor the progress of treatment. One such labo-
ratory is the pathology laboratory, which examines and analyzes specimens of body tissues, fluids, 
and excretions to aid in diagnosis and treatment. These laboratories usually are supervised by the 
hospital’s pathologist, who is a physician specialist.

Grouped under the rubric “diagnostic imaging services,” in addition to basic radiographic 
images (x-rays), a wide array of more sophisticated imaging equipment that incorporates com-
puter technology is found in these departments, including ultrasonography, computed tomogra-
phy (CT), magnetic resonance imaging (MRI), and positron emission tomography (PET). Unlike 
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radiograph technology, which is limited to providing images of the body’s anatomic structures, 
these imaging advances have unique abilities to visualize structures in several planes and, with 
PET, even quantify complex physiologic processes occurring in the human body.

A variety of other diagnostic services also may be available through specific medical spe-
cialty or subspecialty departments, such as cardiology and neurology. For example, a noninvasive 
cardiac laboratory administers cardiac stress testing to assess a patient’s heart function during 
exercise. Obstetricians commonly use an imaging capability called ultrasonography to visualize 
the unborn fetus.

Rehabilitation Services
Rehabilitation or patient-support departments provide specialized care to assist patients in achiev-
ing optimal physical, mental, and social functioning after resolution of an illness or injury. One 
such department is physical medicine, where diagnosis and treatment of patients with physical 
injuries or disabilities are conducted. This department is headed by a specialist physician called 
a physiatrist who usually works with a team of physical therapists, occupational therapists, and 
speech therapists. Other health-related specialists, such as social workers, may provide additional 
services to support the rehabilitation of patients with complex problems.

Other Patient Support Services
The hospital pharmacy purchases and dispenses all drugs used to treat hospitalized patients. The 
department is headed by a licensed pharmacist, who also is responsible for pharmacy technicians 
and others who work under his or her supervision.

Among other functions, the social services department helps patients about to be discharged 
to arrange financial support and coordinate needed community-based services. Generally, the 
social services department assists patients and their families to achieve the best possible social and 
domestic environment for the patients’ care and recovery. Such services are available to all hospital 
patients and their families.

Discharge planning services (discussed in more detail later in this chapter) may or may 
not be a part of the social services department. Frequently, staffing includes both nurses and 
social workers who are responsible for planning post-hospital patient care in conjunction with 
the patients and their families. The discharge planning department becomes involved when the 
patient requires referral for one or more community services or placement in a special care facil-
ity after discharge.

Nutritional Services
The nutritional services department includes food-preparation facilities and personnel for the 
provision of inpatient meals, food storage, and purchasing and catering for hospital events. More 
than just a kitchen, the nutritional services department must be able to provide numerous spe-
cial diets ordered for patients as part of their overall care in the hospital. Some examples include 
diabetic diets, soft diets, liquid diets, and a variety of others. In addition, the department must 
insure that all patients’ meals are prepared taking into account patients’ known food allergies. 
The department also may operate a cafeteria for employees and, in larger hospitals, may sponsor 
educational programs for student dietitians. An important function of this department’s staff is 
educating patients on dietary needs and restrictions. This department usually is headed by a chief 
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dietitian who has a degree in nutritional science, and it may be staffed by any number of other 
dietitians and clinical nutrition specialists with specific expertise in dietary assessment and food 
preparation.

Administrative Departments
Hospitals contain other professional units that provide a wide variety of nonmedical services essen-
tial to the management of the hospital’s physical plant and business services. Patients are certainly 
aware of two of them: the admissions department, through which a hospital stay is initiated, and 
the business office, through which a hospital stay is terminated and patients’ bills are generated. 
These units are two of the many components of the hospital’s complex management structure.

The general administrative services of the hospital are headed by a chief executive officer 
(CEO) or president who has the day-to-day responsibility for managing all hospital business. He 
or she is the highest ranking administrative officer and oversees an array of administrative depart-
ments concerned with financial operations, public relations, and personnel. Larger hospitals have 
a chief operating officer (COO), who oversees the operation of specific departments, and a chief 
financial officer (CFO), who directs the many and varied fiscal activities of the hospital. Those key 
administrative officers are commonly positioned as corporate vice presidents. The large number 
of employees and the wide array of individual skills required to staff a hospital competently call for 
a personnel or human resources department with highly specialized labor expertise. That depart-
ment usually is headed by a vice president for human resources. Because nursing is such a large 
component of the hospital’s service operations, larger facilities also maintain a chief nursing offi-
cer (CNO) at the vice presidential level. Because of the increasing importance of health informa-
tion technology (HIT) and electronic health records (EHRs) to hospital operations and business 
functions, chief information officers (CIOs) and chief medical information officers (CMIOs) are 
becoming more common in hospitals’ management structures. CIOs are charged with the man-
agement of hospital IT infrastructure. CMIOs, who usually are physicians with background in 
clinical informatics, manage the functionality of the hospital’s electronic health records system 
from the physicians’ perspective.

Hotel Services
Hotel services include building maintenance, security, laundry, television, and telephone services.

 ▸ Information Technology’s Impact on Hospitals
Hospitals typically adopted IT earlier than physicians because larger organizations could afford 
its high cost and benefit from the economies of scale of very large systems where the cost per user 
was low. Early on, hospitals used IT primarily for accounting and billing purposes. As technology 
advanced, again because of economies of scale, it was more feasible for larger hospitals to adopt 
EHRs before smaller hospitals, physician groups, and small practices. EHRs began to develop in 
hospitals in the 1970s and 1980s, but these were mostly at a handful of major academic health cen-
ters with research budgets sufficient to fund custom-tailored systems. Commercial EHRs began to 
appear in the 1990s. Because of the promise of better quality of care and lower costs and multiple 
federal incentive programs for both hospitals and smaller physician groups, adoption by smaller 
physician practices came about fairly rapidly in the last few years.12 See Figure 3-7, Percent of 
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Non-federal Acute Care Hospitals with Adoption of at Least a Basic EHR, in Chapter 3 for the 
trend of hospital EHR adoption rates over the past several years. As the functionality of EHRs con-
tinued to advance, most of the early, pioneering academic health centers replaced their customized 
systems with commercial systems that are typically lower in maintenance costs. With EHR adop-
tion basically a given, most hospital organizations now have their own IT departments headed by a 
CIO and/or a CMIO who works with one or more health information technology vendors to keep 
their systems functional and up to date.

 ▸ Complexity of the System
According to the Bureau of Labor Statistics, in January 2016 there were slightly more than 5 mil-
lion hospital employees in the United States.13 Major hospital systems may have thousands of 
employees and an accompanying maze of communication challenges. The newer diagnostic and 
therapeutic methods that are increasingly effective also are increasingly complex. Even this very 
limited description of the hospital’s complex structure and organization should make it clear that 
with so many different kinds of employees and so many interrelated systems, functions, and regu-
lations, it is a small wonder that hospitals function as well as they do. With the multitude of tasks 
performed every day by the hundreds of employees in a busy hospital, misunderstandings and 
information breakdowns in patient care are inevitable. In acknowledgment of this fact, the major-
ity of this country’s hospitals have patient representatives, sometimes called patient advocates, to 
serve as ombudspersons for the patients. They are prepared to intervene on behalf of the patients 
in a wide variety of situations. Contact information for those patient representatives usually is 
provided to patients in materials at admission or left conspicuously in patients’ rooms.

 ▸ Types and Roles of Patients
In the early development of hospitals, the patient was considered an unavoidable burden to soci-
ety. In its mercy, society provided the hospital as a refuge. Patients receiving this charity were 
expected to be grateful for the shelter and nursing care and even for the opportunity to lend their 
bodies and illnesses for medical students’ instruction and practice.

By 1900 more advanced training in nursing, effective anesthetic agents, modern methods 
of antisepsis and sterilization, and other medical advances had revolutionized hospital practices. 
Hospitals changed from merely supplying food, shelter, and meager medical care to the unfor-
tunate needy and contagious to providing skilled medical, surgical, and nursing care to every-
one. However, the belief persisted that patients in the hospital, removed from their usual social 
environment, were in a dependent relationship with charitable authorities. Remnants of the idea 
that these professionals have the knowledge and authority to decide what is best for grateful and 
uncomplaining patients have persisted to this day, regardless of the expense to the patient or the 
merit of the services.

Unfortunately, the behavior of many patients and their families has been conditioned to rein-
force this philosophy. While hospitalized, otherwise assertive, independent individuals tend to 
assume a passive and dependent “sick role.” Numerous sociologic studies of patients’ behavior 
have concluded that patients who behave in the traditional submissive sick role help to preserve 
the authoritarian attitude of healthcare providers that most healthcare consumers now consider 
patronizing and inappropriate.14
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Rights and Responsibilities of Hospitalized Patients
Patients in hospitals have individual rights, many of which are protected by state statutes and 
regulations. The United States Constitution and, in particular, its Bill of Rights, is not suspended 
when a citizen enters a hospital. In fact, since 1972 and then revised in 1992, the AHA has pub-
lished a “Statement on a Patient’s Bill of Rights.15 In 2003, the AHA replaced the Patient’s Bill of 
Rights with brochure titled The Patient Care Partnership.16 The brochure is free to all hospitals, 
published in eight languages, and made available to hospitals in paper form for a minor cost. The 
brochure contains six sections and is designed to explain a patient’s rights and responsibilities in 
simple language:

 ■ High quality hospital care
 ■ A clean and safe environment
 ■ Involvement in your care
 ■ Protection of your privacy
 ■ Help when leaving the hospital
 ■ Help with your billing claims

In addition, hospitals are required by their accrediting body to make this information 
known to every patient admitted. Even though replaced by The Patient Care Partnership bro-
chure, many hospitals continue to post and provide all patients with a copy or locally modified 
version of the AHA Patient’s Bill of Rights. The Partnership brochure is an attempt to empha-
size that although the ultimate responsibility for everything that happens within the hospital, 
including the medical care provided, lies with the hospital institution and its board of directors, 
patients also have an important and active role to play in their care. The Partnership brochure 
explains that patients are obligated to act responsibly toward physicians and hospitals by coop-
erating with all reasonable requests for personal and family information. It is to patients’ benefit 
to inform medical or hospital personnel if they do not understand or do not wish to follow 
instructions. Patients are encouraged to identify to the physician and the hospital a family mem-
ber or other advocate they wish to be involved in treatment decisions, and to provide contact 
information.

Patients also need to recognize that hospitals are highly stressful institutional settings and that 
other patients, as well as the hospital personnel, deserve consideration and respect. In no other 
institutional setting are individual rights at greater risk of being compromised than in a hospital. 
However, the risks do not arise from a purposeful disregard for patients by physicians or the hos-
pital staff. The personal integrity of patients may be unintentionally violated as a result of certain 
institutional circumstances and factors unique to the hospital setting. These institutional circum-
stances arise from the fact that the hospital, like most complex organizations, has a life of its own, 
which pulses with an infinite array of daily scheduled events that pervade every aspect of its func-
tioning. There are schedules for changing beds, bathing patients, serving meals, administering 
medications, obtaining specimens, providing therapy, checking vital signs, performing surgery, 
housekeeping, admitting, discharging, conducting patient rounds, receiving visitors, performing 
examinations, and, finally, preparing patients for the night.

The pressure of the daily schedule often makes it difficult for hospital personnel to pay atten-
tion to the special needs of individual patients. Even though a patient’s particular schedule of tests, 
procedures, treatments, and examinations is uniquely related to his or her condition and the phy-
sician’s orders, it also is influenced by the needs of fellow patients and the schedules of physicians 
and numerous others involved directly or indirectly in the patient’s care.
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A patient’s treatment also may be modified by the schedule of institutional events unrelated to 
their care. Such institutional events may include inspections, safety drills, grand rounds, physician 
and nurse in-service training, unplanned staffing shortages, and an array of technical problems 
with any of the hundreds of the pieces of medical equipment required in a modern hospital.

A second reason why patient rights may be in jeopardy in the hospital setting is that physicians 
are likely to spend only a few minutes a day with each patient. This means that patients depend 
heavily on the nursing staff and other support personnel for medical and personal care. Ideally, 
nurses are able to continuously monitor each patient’s condition and alert the physician to any 
change in a patient’s status. However, the number of patients for whom a nurse is responsible and 
the number of tasks the nurse is required to perform during a single work shift make it extremely 
difficult, or sometimes impossible, to fulfill that obligation. In addition, the increasing number 
of caregivers involved with each patient provides additional opportunities for failures of commu-
nication and subsequent mistakes in the treatment programs for individual patients. Although 
hospitals continuously strive to develop fail-safe systems to protect patients against the possibility 
of human error in the delivery of their care, mistakes can and do happen. Medication errors, lost 
laboratory test results, and failures to implement physician orders are only a few examples.

As noted above, the “Patient Care Partnership” encourages patients to recognize their vulner-
ability during hospitalization and urges them or their family members to function as active par-
ticipants in, rather than passive recipients or observers of, hospital care. In addition, state health 
departments, which license hospitals, ensure the right of patients to make complaints about hospi-
tal care and services. Hospitals are required by law to investigate patient complaints and respond 
to them. In fact, a hospital must provide a written response if a patient so requests.

Informed Consent and Second Opinions
No description of the structure and processes of hospitals is complete without mention of the 
very important personal decisions regarding medical care that patients are asked to make, often 
under stressful and intimidating circumstances. A cornerstone of the personal rights of hospital-
ized patients is the right to know:

 ■ What is being done to them and why
 ■ What the procedure entails
 ■ How the procedure can be expected to benefit them
 ■ What risks or consequences are associated with a procedure
 ■ What is the probability of risks and consequences

In short, in almost all cases the doctrine of informed consent ensures that patients have 
ultimate control over their own bodies. This doctrine, first recognized legally in 1914, has been 
reaffirmed repeatedly over the years. It is now generally recognized to encompass not only the 
information mentioned above, but also the right to receive information about alternative forms of 
treatment to the one recommended.17

A physician has no legal right to substitute his or her judgment for the patient’s in matters 
of consent. This principle means that the patient has the absolute right to reject or question a 
physician’s recommendation. For these reasons, it is considered appropriate for patients to obtain 
second opinions to satisfy concerns about the necessity for various tests and other procedures. 
Many insurers now require a confirming second opinion before agreeing to pay for certain surgical 
or other procedures. Medicare and many private health plans cover most of the costs of second 
opinions.18,19
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 ▸ Diagnosis-Related Group Hospital Reimbursement 
System

Until 1983, a patient stayed in the hospital until the physician decided that he or she was well 
enough for discharge. Each hospital monitored its own situation through a utilization review com-
mittee composed of physicians and administrators who reviewed the lengths of stay of hospital-
ized patients to ensure that neither the quality of care nor the efficiency of the hospital was being 
compromised by physicians’ decisions.

During the 1970s and early 1980s, however, the cost of hospital care rose so fast that health 
insurance companies and corporations that paid huge insurance premiums to cover the hospital-
ization costs of their workers increased the pressure on federal agencies to find a way to stem the 
rising tide of hospital expenses. Two factors made change imperative.

First, hospitals were paid a set amount for each day that a patient stayed in the facility. That 
amount was determined retrospectively by determining the cost per day per bed to operate the 
hospital the year before. Under that arrangement, the hospital had no incentive to keep costs 
down. In fact, if it did, it would receive a smaller daily reimbursement rate the next year than 
if it spent freely. Furthermore, it became clear to the government and the insurance companies 
that they were paying not only for uncontrolled costs per hospital day but also for hospital days 
that were not necessary. On a national scale, hundreds of thousands of hospital days that did not 
benefit the patients, at a cost of several hundred dollars per day, amounted to a huge and value-
less financial burden. Hospital costs were forcing the Medicare program to exceed all financial 
projections.

Second, payers recognized that not only were unnecessarily long hospital stays expensive, but 
they also could be dangerous to patients’ health. Patients are exposed to infections in hospitals that 
they would not face at home. In addition, many older patients are at extreme risk of delirium and 
rapidly losing the ability to perform basic activities of daily living such as dressing, feeding, or toi-
leting themselves during a long stay in a hospital. Patients’ risk of falls and deadly hip fractures also 
is a significant concern. Often, older patients emerge from the hospital less able to function than 
when admitted. Shortened stays in hospitals, especially for older patients, often can be beneficial 
as well as less expensive.

In 1983, the federal government radically changed the way hospitals would be reimbursed for 
the costs of treating Medicare patients. The new payment system, referred to as diagnosis-related 
groups (DRGs), and discussed in more detail in Chapter 8, was designed to provide hospitals with 
a financial incentive to discharge patients as soon as possible. As a prospective payment system, 
the patient’s diagnosis predetermines how much the hospital will be paid, and the hospital knows 
that amount in advance. The payment is a set amount based on the average cost of treating a 
particular illness at a certain level of severity. If the patient requires less care or fewer days in the 
hospital than the DRG average, the hospital is paid the average cost regardless, and the hospital 
makes money. If the patient requires a longer stay or more care than the DRG average, the hospital 
loses money.

This carrot-and-stick system was adopted quickly by almost all states and insurance com-
panies and became the standard for insurance reimbursement of hospital costs. It quickly 
changed hospital behavior. In addition, medical staff became more conservative about order-
ing tests and procedures of marginal value in diagnosis and treatment. In most cases, the incen-
tive to discharge patients as soon as safely possible did not result in negative consequences for 
patients.20
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 ▸ Discharge Planning
As noted earlier in this chapter, hospitals are responsible for discharge planning functions to help 
patients arrange for safe and appropriate care after a hospital stay. Using information provided 
by the patient or the patient’s family, a discharge planner must assure that the patient who needs 
follow-up services obtains them. The planner must then help make the necessary specific arrange-
ments. If the patient requires a transfer to another level of institutional care, such as a nursing 
home, the discharge planner must arrange that transfer before the patient can be discharged from 
the hospital.

In implementing the DRG system, Medicare recognized that hospitals’ financial incentives to 
discharge patients as soon as possible should never cause patients to be discharged before they are 
medically ready and before arrangements have been made to ensure they will receive the necessary 
post-hospital care. Medicare patients who believe that either of these two conditions will not be 
met by their discharge date have the right to appeal. A hospital’s discharge notice must include 
instructions on how a Medicare-covered patient can have the hospital’s decision reviewed by a 
Medicare quality improvement organization (QIO). A QIO’s function under contract with the fed-
eral government is to ensure that hospitals and physicians follow Medicare rules. Every geographic 
area in the United States is covered by a federally designated QIO. A QIO may reverse a decision 
to discharge and require Medicare to cover the costs of additional hospital days with evidence that 
the patient is in need of continuing hospital care. Medicare also provides a mechanism to appeal 
the QIO’s decision.21

 ▸ Post-Diagnosis-Related Group and Managed Care
Early Market Reforms
With consumers, employers, government, and commercial payers intensifying their demands for 
lower costs, higher quality, better access, and more information about outcomes, in the 1990s 
most hospitals undertook a series of competitive efforts to improve their market positions. Many 
engaged in mergers and consolidations intended to effect economies of scale and acquire stronger 
positions to negotiate with managed care organizations and other payers. Others, in communities 
with excess hospital capacity, either closed or converted to other uses, such as ambulatory or long-
term care facilities.

Between the inception of DRGs in the mid-1980s and 2000s, approximately 2,000 U.S. hos-
pitals closed, hospital inpatient days declined by one-third, and many hospitals consolidated into 
local, regional, or national multihospital systems. By 2001, more than half of U.S. hospitals oper-
ated as part of merged multihospital systems in contrast to 31 percent functioning within such 
multihospital systems in 1979.22 Research on the effects of this early wave of mergers suggested 
that they resulted in cost and price reductions that varied across markets.23

One of the consequences of high-technology hospital care was the industrialization of patient care 
activities. Rather than being patient oriented, the care became task oriented, with every chore identi-
fied and delegated to the person at the lowest skill level who was capable of carrying it out. The result 
for patients was a succession of relatively anonymous caregivers, none of whom had a knowledgeable 
or holistic relationship with individual patients. Responsibility and accountability for the total care 
of patients became increasingly diffuse. Opportunities for patients to fall into the cracks between the 
many caregivers increased, and more midlevel managers were necessary to oversee operations.
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Patient satisfaction studies reflected an increase in patient complaints about the loss 
of identity, dignity, and respect for individual needs. For most, the lack of communication 
between hospital staff, including physicians, patients, and their families was the most irritat-
ing aspect of the hospital experience. After an extensive survey of more than 6,000 hospital 
patients and 2,000 individuals who accompanied patients during their hospital stays, as well 
as research drawn from field visits and focus groups, the Picker/Commonwealth Program for 
Patient-Centered Care, established in 1987, was able to identify a series of patient care failings 
common among hospitals.24 One devastating research finding was that as many as 20 percent of 
patients concluded that no one was in charge of their hospital care.25 Clearly, advances in med-
ical care and the industrialization of many, if not most, hospitals caused the medical system to 
lose touch with its essential constituency—its patients—and its essential mission to serve their 
needs.26

The trend has moved away from the industrial model of hospital care that eroded public trust 
and confidence in hospital care and toward small team responsibility for the quality of patient 
services. To attract patients who now have more options, hospitals focus on friendlier staff, better 
food, and more amenities. Many hospitals have eliminated visiting-hour restrictions and invite 
patients’ visitors to stay as long as they like. Hospitals even accommodate visitors who stay the 
night with reclining chairs and breakfast.27

Horizontal Integration
Under the general business definition, horizontally integrated organizations are aggregations that 
produce the same goods or services. They may be separately or jointly owned and governed, oper-
ated as subsidiary corporations of a parent organization, or exist in a variety of other legal or 
 quasi-legal relationships. According to Roger Kropf:28

In the hospital industry, horizontal integration was viewed as potentially advantageous 
because it could benefit from economies of scale. Large groups of hospitals merged into 
one organization can purchase supplies and services at a volume discount, hire special-
ized staff at the corporate level to increase expertise, raise capital less expensively, and 
market hospital services under a single brand name in a number of communities.

In the 1980s, the horizontal integration strategy spawned large numbers of hospital mergers 
and acquisitions and significant growth in the number of multihospital systems. Both for-profit 
and not-for-profit hospitals engaged in horizontal integration in an effort to meet the economic 
imperatives of the changing industry climate. As the trend in inpatient utilization and lengths of 
stay continued to decline throughout the 1980s, managed care organizations and other large pur-
chasers of health care increased demands for the availability of comprehensive, continuous care 
housed within discrete, accountable systems. For this and other reasons, horizontal integration as 
a primary strategic initiative declined in favor.

The initial wave of hospital consolidations crested in the mid-1990s, and a period of rela-
tive calm ensued over the next decade.29 However, anticipating effects of new healthcare reform 
measures, the pace of both mergers and acquisitions has quickened rapidly since 2002.29 As is 
discussed later in this chapter, in communities across the United States, consolidations of facilities, 
staff, and other resources of previously separate organizations are viewed as critical to survival in 
the reformed system.
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Vertical Integration
Organizations that have vertical integration operate a variety of business entities, each of which 
is related to the other. In health care, a vertically integrated system includes several service com-
ponents, each of which addresses some dimension of a population’s healthcare needs. The system 
may be fully comprehensive, with a complete continuum of services ranging from prenatal to end-
of-life care. Other systems may contain some, but not all, of the services required by a population. 
A fully vertically integrated system in its ideal form includes all facilities, personnel, and tech-
nologic resources to render the complete continuum of care, which comprises (1) all outpatient 
primary care and specialty diagnostic and therapeutic services, (2) inpatient medical and surgical 
services, (3) short- and long-term rehabilitative services, (4) long-term chronic institutional and 
in-home care, and (5) terminal care. Such a system also includes all required support services 
such as social work and health education. In theory, vertically integrated systems offer attractive 
benefits (“one-stop shopping”) to their sponsoring organizations, patients, physicians, and other 
providers, as well as payers.

Vertically integrated organizations also gain the advantage of an increased market share 
across a mixture of high-profit, loss-generating, and break-even revenue sources. They benefit 
from an increased likelihood of retaining patients for many or all their service needs. In addition, 
they are advantageously positioned to negotiate with managed care organizations by ensuring the 
availability of comprehensive, continuous care for an insured population at competitive prices. 
For patients, the most obvious benefit is continuity of care throughout the various system compo-
nents and improved case management. Physicians and other providers benefit from both greater 
certainty about the flow of patients to their practices and improved ease of referrals. Managed care 
organizations and other large purchasers view integrated organizations favorably because of the 
relative ease of negotiating pricing with one organization instead of several. In addition, quality 
monitoring, patient case management, and physician and other provider activity can be managed 
and monitored more efficiently when they are all part of the same organization. Vertical integra-
tion is a cornerstone of the seamless process of patient care sought in the reformed healthcare 
system.30

 ▸ Quality of Hospital Care
Hazards of Hospitalization
Medical errors have been a serious problem in hospitals for decades, but improving patient safety 
did not become a serious national concern until the late 1990s. Although those in the health pro-
fessions and knowledgeable members of the public have long been aware of the error-prone nature 
of hospital care, it was not until the November 1999 release of a report of the prestigious National 
Academy of Science’s Institute of Medicine (IOM) on medical mistakes that the magnitude of hos-
pitalized patient risks gained public knowledge.

By extrapolating the findings of several well-conducted studies of adverse events occurring in 
hospitals to the 33.5 million hospital admissions in the United States during 1997, the IOM report 
concluded that at least 44,000 and as many as 98,000 deaths occur annually because of medical 
errors.31 The report put the magnitude of the problem in the context of comparable concerns by 
noting that more people die from medical errors each year than motor vehicle accidents or breast 
cancer and that medication errors alone kill more people each year than workplace injuries.
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Errors are defined as “the failure to complete a planned action as intended or the use of a 
wrong to achieve an aim.”31 Errors may be attributed to failures in diagnostic, treatment, or sur-
gical procedures; selection or doses of medication; delays in diagnosis or treatment; and a host of 
other procedural lapses, including communication or equipment failures. There is general agree-
ment that system deficiencies are the most important factor in the problem and not incompe-
tent or negligent healthcare providers. As noted above, miscommunication among overstressed 
employees is common in busy hospitals. With so many steps and so many people involved in the 
care of hospital patients, the potential for error grows with every patient day, and small lapses 
develop into large tragedies.31

The 1999 IOM report presented recommendations to improve the quality of care over a 
10-year period with a comprehensive strategy for reducing medical errors through a  combination 
of  technologic, policy, regulatory, and financial strategies intended to make health care safer. Better 
use of health information technology that included decision support, avoidance of  similar-sounding 
and look-alike names and packages of medications, and standardization of treatment policies and 
protocols were suggested to help to avoid confusion and reliance on memory and handwritten 
communications. The most controversial of the recommendations was the call for a nationwide 
mandatory reporting system that would require states to report all “adverse events that result in 
death or serious harm.”31 The impact of the IOM report has been mixed.32 According to one study 
published in 2013, the number of errors may actually be much higher than they were when the 
IOM report first came out with between 210,000 and 440,000 hospital-based medical errors annu-
ally.33 Another more recent study published in 2015 showed that the number of hospital acquired 
conditions dropped 17 percent over three years and drug errors dropped by 19 percent.34 No doubt 
medical errors is a topic that will garner continued study and controversy.

The healthcare system and its medical professionals need to make radical changes in cultural 
attitudes and individual prerogatives before the necessary system changes and reporting require-
ments can be institutionalized. The 1999 IOM report, which moved awareness of the magnitude of 
medical errors from the anonymity of hospitals to the nation’s media and subsequently to the halls 
of Congress, produced vociferous debate over issues of mandatory or voluntary reporting. Ques-
tions of liability, confidentiality, and avoidance of punishment must be settled before any manda-
tory reporting legislation can be passed. In the meantime, other recommendations for more focus 
on patient safety by professional groups, medical societies, healthcare licensing organizations, and 
hospital administrations could be followed with more immediate benefits.

Historically, it has always been easier to evaluate the quality of the medical care provided in 
hospitals than that provided in medical offices or other delivery sites because of the availability of 
comprehensive medical records and other sources of clinical information, systematically collected 
and stored for later recovery. The definition of quality, however, is extremely complex as it derives 
from both operational factors and the measures or indicators of quality selected and the value 
judgments attached to them. For many years, quality was defined as “the degree of conformity with 
preset standards” and encompassed all the elements, procedures, and consequences of individual 
patient–provider encounters. Most often, however, the standards against which care was judged 
were implicit rather than explicit and existed only in the minds of peer evaluators.

The peer review technique commonly used in hospitals until the 1970s had both benefits and 
failings with the quality assurance process using chart audits. Periodically, an audit committee 
composed of several physicians appointed by the hospital medical staff would review a small sam-
ple of patient records and make judgments about the quality of care provided. Such audits were 
ineffective for several reasons. First, the evaluators used internalized or implicit standards to make 
qualitative judgments. Second, there was no rational basis for chart selection that would permit 
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the evaluators to extrapolate the sample findings to the broader patient population. Third, when 
deficiencies were identified, physician auditors were reluctant to take corrective action because 
their deficient colleagues might be on the next audit committee reviewing their patient care.

Avedis Donabedian of the University of Michigan made a benchmark contribution to 
 quality-of-care studies by defining the three basic components of medical care—structure, 
 process, and outcome. He defined structural components as the qualifications of the providers, 
the  physical facility, equipment, and other resources, and the characteristics of the organization 
and its  financing.35 Until the 1960s, the contribution of structure to quality was the primary, if 
not the only, quality assurance mechanism in health care. Traditionally, the healthcare system 
primarily relied on credentialing mechanisms, such as licensure, registration, and certification by 
professional societies and specialty boards, to ensure the quality of clinical care.

The past focus on structural criteria assumed erroneously that enough was known about the 
relationship of the structural aspects of health care to its processes and outcomes to identify the 
critical or appropriate structural indicators. Reviews for accreditation by The Joint Commission 
(TJC), the primary U.S. hospital accrediting body, were based almost exclusively on structural cri-
teria. Judgments were made about physical facilities, the equipment, the ratios of professional staff 
to patients, and the qualifications of various personnel. The underlying assumption of structural 
quality reviews was that the better the facilities and the qualifications of the providers, the better 
the quality of the care rendered. It was much later that TJC hospital accreditation included process 
criteria and outcomes.

The process components identified by Donabedian are what occur during encounters between 
patients and providers. Process judgments include what was done, how appropriate it was, and 
how well performed, as well as what was omitted that should have been done. The assumption 
underlying the use of process criteria is that the quality of the actions taken during patient encoun-
ters determines or influences the outcomes.

The outcomes of care identified by Donabedian are all the activities that do or do not happen 
as a result of the medical intervention.

Only recently has hospital quality assurance and TJC criteria focused on the relationships 
among structure, process, and outcomes. In the past, providers always argued that so many differ-
ent variables influence the outcomes of medical care that it is inappropriate and unfair to attribute 
patient outcomes solely to medical interventions. That argument was dismissed, and analytical 
techniques that collect and analyze data on most or all of potential intervening influences allow the 
findings to be adjusted for patient differences. Now, quality-of-care data are routinely standard-
ized to account for age, gender, illness severity, accompanying conditions, and other variables that 
might influence outcomes.

Another quality framework for examining hospitals and the healthcare system is the Triple Aim 
Initiative developed by the Institute for Healthcare Improvement (IHI).36 The premise of the IHI is that 
in order to optimize the healthcare system, three objectives must be addressed simultaneously:36

1. Improving the patient experience of care (including quality and satisfaction)
2. Improving the health of populations
3. Reducing the per capita cost of health care

The IHI believes that in the current structure of the U.S. healthcare system, no one entity is 
responsible for all three objectives. IHI contends that without such a structure, real reform is not 
likely possible. A complete description of the Triple Aim Initiative, its history, and implications is 
well beyond the scope of this text. Readers are directed to the IHI website on this topic as a starting 
place for more in-depth research.36
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Variations in Medical Care
In 1973 two researchers, John Wennberg and Alan Gittlesohn, published the first of a series of 
papers documenting the variations in the amounts and types of medical care provided to patients 
with the same diagnoses living in different geographic areas.37 Those publications emphasized that 
the utilization and costs of hospital treatment in a community had more to do with the number, 
physician specialties, and individual preferences of the physicians than the medical conditions of 
the patients.

With persistent concerns about improving the quality of hospital care and containing soaring 
costs, various groups formed to survey and report on the quality of hospital care. Chief among 
them has been the Leapfrog Group that was founded in 2000 by the Business Roundtable with sup-
port from the Robert Wood Johnson Foundation. Members include more than 160 Fortune 500 
corporations and other large private and public sector health benefits purchasers who represent 
more than 36 million health insurance enrollees.

The Leapfrog Group fields the Leapfrog Hospital Quality and Safety Survey, a  voluntary 
online survey that tracks hospitals’ progress toward implementing all 30 of the safety  practices 
endorsed by the National Quality Forum. Leapfrog’s website displays each hospital’s results 
and is updated each month with data from additional hospitals; anyone can review the 
results at no charge. Leapfrog also has compiled the first free online database of programs 
across the country that offer financial or nonfinancial rewards and incentives for improved 
performance.38

Nurse Shortage Staffing Crisis
Over the past two decades, three factors combined to drive a hospital nursing shortage to crisis 
proportions. First, increasing dissatisfaction with staffing reductions, overwork, and inadequate 
time to maintain the quality of patient care drove nurses out of hospitals into early retirement or 
into home or ambulatory care. Second, with the heavy work responsibilities of nursing as a career 
and many other more attractive options, fewer young people were entering the nursing field. Last, 
aging of the nurse workforce accelerated staffing losses. Because one-third of the employed nurses 
are over 50 years of age, only an increasing pool of new nurses entering the pipeline can rescue 
hospital nursing from this critical shortage.39

The consequences are serious. There is increasing evidence that nurse staffing is related to 
patient outcomes in both medical and surgical cases. Studies indicate a direct link between the 
number of registered nurses and the time they spend with patients and the number of serious 
complications and patient deaths. Low nurse staffing increases the likelihood that some patients 
will suffer pneumonia, shock and cardiac arrest, and gastrointestinal bleeding, and some patients 
will die as a result.40

The situation in nurse shortages has improved. In the last few years pay increases, relatively 
high national unemployment rates, along with private initiatives aimed at encouraging men and 
women to become nurses, have resulted in an increase in the supply of employable registered 
nurses. The period between 2002 and 2009 saw the number of full-time equivalent registered 
nurses increase by 62 percent.41 In 2012, the Health Resources and Services Administration pro-
jected that by 2025, the number of nurses will have increased by 33 percent while the demand will 
have only increased by 21 percent.42 Other analysts believe that variables such as the shortage of 
primary care physicians and the impact of the ACA will confound accurate predictions of whether 
future supply will be sufficient to meet future demand.41,43
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Research Efforts in Quality Improvement
After the TJC recognized the development of multi-institutional hospital networks, it produced a 
new and quantitatively measurable definition of quality with a focus on results. The new definition 
characterizes the quality of a provider’s care as the degree to which the care delivered increases the 
likelihood of desired patient outcomes and reduces the likelihood of undesired outcomes, given 
the current state of medical knowledge.

This objective and quantitative definition of quality contrasted sharply with the previous sub-
jective, qualitative definition that required estimates of adherence to somewhat nebulous perfor-
mance standards. It also left room for nonclinical outcomes, such as accessibility (the ease with 
which patients can avail themselves of services) and acceptability (the degree to which health care 
satisfies patients).

Hospitals now conduct regular patient satisfaction studies to obtain patients’ views about 
the services they receive. Such studies encompass several aspects of care, including access, 
convenience, information received, financial coverage, and perceived quality. Patient satisfac-
tion studies add a new dimension to the definition of quality. “Quality” becomes what the 
patient receives as judged by the patient rather than what the facility provides as judged by the 
providers.

Closely related to the cost and quality dilemma associated with high technology was the prob-
lem that some patients received too many procedures, tests, and/or medications that were inap-
propriate, useless, or even harmful. A large number of studies have examined the appropriateness 
of the use of various medical tests and procedures. Using similar methods, researchers compared 
medical records against well-established criteria for performing specific medical procedures. 
Those procedures were then rated as performed for “appropriate,” “inappropriate,” or “equivo-
cal” reasons. The RAND Corporation summarized the findings of a number of RAND-supported 
research studies, as shown in FIGURE 4-1.44

In 2012, the Choosing Wisely Campaign was launched “with a goal of advancing a national 
 dialogue on avoiding wasteful or unnecessary medical tests, treatments, and procedures.”45 
This  campaign was started by the American Board of Internal Medicine (ABIM)  Foundation 
in  partnership with Consumer Reports and more than 70 professional medical societies. The 
 campaign tries to “ … promote conversations between clinicians and patients by helping patients 
choose care that is: supported by evidence, not duplicative of other tests or procedures already 
received, free from harm, and truly necessary.”45 The Choosing Wisely website maintains 
 searchable  evidence-based lists of recommendations for both patients and physicians that are 
shown by the evidence not to be of significant value. Some examples include recommendations 
to give the flu shot to most all patients even to those with allergy to eggs, to NOT get screened for 
cancer using whole body CT scanning, and to NOT get screened for cervical cancer with a Pap 
smear  post-hysterectomy where the cervix was removed.45

Overall, it appears that a significant proportion of hospital procedures are performed for 
inappropriate reasons. The proportion of all procedures judged to be questionable or equivocal 
also shows wide-ranging variation. “On average, it appears that one-third or more of all proce-
dures performed in the United States are of questionable benefit.”31

Responsibility of Governing Boards for Quality of Care
Although medical staffs and other professional patient care providers in hospitals make the deci-
sions and carry out the procedures that lead to the patient care outcomes, hospital governing 
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boards ultimately are responsible for the quality of the care provided. The board is responsible 
for the hospital’s quality assurance and risk management programs, all quality improvement pro-
grams, and the oversight of the medical staff. The latter responsibility is discharged primarily 
through its oversight of and final decisions regarding appointments and privilege delineations of 
medical staff members. Otherwise, oversight of the medical staff is delegated to the various com-
mittees of the medical staff organization.

The board oversees the hospital’s quality assurance programs and related functions by 
 monitoring specific information regarding program effectiveness in the identification and 
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FIGURE 4-1 Proportion of Procedures Judged Either  “Clinically Inappropriate” or  “Of Equivocal 
Value”: Summary of Selected Studies
Reprinted with permission from: RAND Health Research Highlights, "Assessing the Appropriateness of Care: How Much Is Too Much?" RB-4522, RAND.
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resolution of patient care problems and medical staff in quality assurance procedures. Some of the 
indicators that hospital boards regularly review are:

 ■ Mortality rates by department or service
 ■ Hospital-acquired infections
 ■ Patient complaints
 ■ Patient falls
 ■ Adverse drug reactions
 ■ Unplanned returns to surgery
 ■ Hospital-incurred traumas

Needless to say, only the most diligent and dedicated lay board members are capable of inter-
preting these data and then formulating clear and understandable explanations for their occur-
rence. Healthcare reforms will refocus hospitals’ quality-assessment criteria and as such can be 
expected to require a reorientation of hospital boards of directors’ roles in what has been a histori-
cally important set of functions. Details of these changes for boards’ quality-monitoring functions 
will await many future stages of healthcare reform implementation.

 ▸ Hospitalists
Physicians called hospitalists are rapidly taking over the care of inpatients in U.S. hospitals. Usu-
ally internists or family physicians by training, hospitalists assume responsibility for the care of 
inpatients from admission to discharge. They substitute for the patient’s primary physician for 
the period of the hospital stay and provide and/or coordinate all patient care by staff and spe-
cialists. Hospitalists reduce the inherent costs of primary care physicians changing venues from 
the outpatient to the inpatient setting and back again by eliminating the need for daily primary 
care physician visits to inpatients. In addition, primary care physicians are less able to rush to a 
patient’s bedside during emergencies, while hospitalists are available in house to attend to patients’ 
emergent needs 24/7. Although hospitalists increase continuity of care for patients within the hos-
pital setting, arguably, continuity of the inpatient care is lost when patients transition back to the 
outpatient setting and the primary care physician is less familiar with what transpired during the 
patient’s hospital stay.

Because it is generally accepted that the presence of hospitalists shortens lengths of stay, 
improves the continuity and quality of hospital care, and has economic advantages to hospitals, 
hospitalist medicine is rapidly becoming the preferred model of inpatient care.46

While there is not yet a specific and distinct board certification available for hospitalists, in 
the early 1990s the ABIM created the Focused Practice in Hospital Medicine (FPHM) as part of its 
Maintenance of Certification (MOC) program for its Internal Medicine Board Certification. MOC 
is the program where board-certified physicians continue to maintain their board certification 
with required, yearly, documented educational activities. “While the FPHM MOC program is not 
a subspecialty, it is a variation of Internal Medicine [Board] certification. Diplomates cannot par-
ticipate in both the FPHM and Internal Medicine MOC programs simultaneously. Completion of 
the program identifies diplomates as ABIM Board Certified in Internal Medicine with a Focused 
Practice in Hospital Medicine.”47 The American Board of Family Medicine soon followed with a 
focused Practice in Hospital Medicine for family medicine.48 “Hospital Focused Practice Commu-
nities” in Orthopedics, Surgery/Post-Acute Surgery, Psychiatry, Oncology, OB/GYN and Neuro-
surgery have formally emerged in the Society of Hospital Medicine.49 More recently in February 

Hospitalists 95



of 2016, the Center for Medicare & Medicaid Services (CMS) created a set of dedicated billing 
codes for hospitalists.50 Given that hospital medicine is the fastest growing medical specialty in 
the United States with more than 48,000 practitioners identifying as hospitalists,50 the hospitalist 
“movement” will likely continue to evolve rapidly.

 ▸ Forces of Reform
The two most recent and major forces of reform are the implementation of the ACA and the soon-
to-be-implemented MACRA. The provisions of these initiatives are or will soon radically alter 
virtually all dimensions of hospitals’ institutional perceptions of themselves and their relationships 
with providers, payers, and patients. Details of the ACA and MACRA are provided in other chap-
ters of this text. The following sections touch on the major components of both in general and 
explain the major impacts these initiatives have on hospitals.

The Affordable Care Act
The ACA was signed into law by President Obama on March 23, 2010. Many aspects of the ACA 
went into effect almost immediately, including the ability of parents to keep their young adult chil-
dren on their insurance until the age of 26 and the regulation that prevents insurance plans from 
discriminating against patients with pre-existing conditions. Other aspects required more time to 
implement such as health insurance exchanges (2014) and penalties levied on individuals who do 
not have health insurance—also known as the individual mandate (2015). As originally planned, all 
ACA provisions will not take effect until 2018 and the five years since its passage are inadequate to 
assess the full impact of the program. Many aspects of the law’s effects will take long-term studies 
to evaluate. However, the following sections review major elements of the ACA and provide some 
preliminary data on how the ACA is affecting health care in general and hospitals in particular.

The ACA addresses four foundational elements: (1) population focus, (2) market 
 consolidations through mergers and acquisitions, (3) accountable care organizations (ACOs), and  
(4) reimbursement and payment revisions. For purposes of explanation, these elements are 
 discussed separately. However, they are in fact interdependent and closely linked by the reformed 
system’s overall goals of increasing the quality of care by encouraging improved coordination and 
better continuity of care that will result in reduced costs.

Population Focus
Perhaps the most enveloping changes of health reform for hospitals result from the new focus on out-
comes rather than the number of patients served. Historically, medicine and public health have been 
two separate and distinct entities at most universities,51 and “population health” was not embraced by 
hospitals or individual providers as they were both reimbursed on a piecemeal,  procedure-by-procedure 
basis, with no accountability for the overall health status of the populations they treated. Health  system 
reforms now require a population focus in which groups composed of many levels of healthcare 
 providers including hospitals take responsibility for managing the total health spectrum of a group of 
patients “to achieve the best possible quality at minimum necessary cost.”51,52 This population focus is 
understandably foreign to hospitals accustomed to accountability for individual patient outcomes only 
within their institutions. As Modern Health Care noted in its January 21, 2013, edition, “Hospitals can 
no longer live in a four-walls, brick and mortar world. Community-based care will be the future metric 
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against which providers will be measured. That is, their reimbursement will be based on performance 
of care rendered in multiple provider sites by various types of caregivers, including in-home settings.”53

An example of how the new population focus manifests in the ACA is that hospitals now 
receive significant financial penalties if they incur higher-than-anticipated, 30-day Medicare read-
mission rates. Thirty-day readmissions were targeted because they are associated with high Medi-
care costs and usually poorer patient outcomes. Since this element of the ACA was enacted in 
2012, the national 30-day readmission rate has declined from 19 to 18 percent, representing an 
approximate national reduction of 150,000 30-day readmissions per year.54 Further discussion of 
this program appears in the Readmissions Reduction Program section later in this chapter.

Market Consolidations: Hospital Mergers and Acquisitions
In the past several years, both before and after the ACA, unprecedented numbers of hospitals joined 
with each other and with physician groups. This created new and larger integrated systems of care 
as the providers for larger population groups with expanded market share and more negotiating 
power with payers and suppliers.55,56 Hospital merger and acquisition transactions increased by 18 
percent in 2012 over 2011 with 109 deals affecting 352 facilities.56 In 2014, the trend continued 
where “deal volume for the healthcare services sectors rose 18 percent, to 752 transactions ver-
sus 637 in 2013”57. Data from 2015 show the upward trend continues.58 Between 2000 and 2010 
the number of physicians employed directly by hospitals grew by 34 percent.59 These transactions 
included one deal in which 10 not-for-profit hospitals agreed to change the ownership of 160 hos-
pitals.56 In 2014, Standard and Poor’s Rating Service published the fact that 39 percent of its not-for-
profit hospital financial ratings upgrades were due to merger and acquisition activity.60 In certain 
markets, insurers are purchasing hospitals and physician practices with the goals of wielding greater 
control over the costs of care.61 All these developments underscore that previously accepted tenets 
of competition and collaboration between providers and payers are changing significantly. As mod-
els of integrated care delivery continue gaining traction to align with reimbursement incentives for 
population-based health outcomes, forging of new and different relationships between and among 
components of the delivery and reimbursement systems can be expected to continue.

Accountable Care Organizations
The ACA provided financial incentives for healthcare providers to form new groups or organi-
zations that leverage the integration and coordination of all aspects of health care to improve the 
quality and reduce the cost. These new organizations are called Accountable Care Organizations 
(ACOs). ACOs are intended to address the well-acknowledged fragmentation of the healthcare 
system by ensuring care coordination across multiple providers for the entire spectrum of needs so 
that all patients receive timely and appropriate care, avoiding unnecessary duplication of services, 
medical emergencies, and hospitalizations.62 The intent under the ACA was to create a variety of 
ACO organizations with different incentive models to track and then to identify the models or 
organizational structures that worked best.

Under the ACA, ACOs are administered through Medicare and can be structured in several 
different ways:62

 ■ Medicare Shared Savings Program (MSSP): A program that helps Medicare fee-for-service 
program providers join together to become an ACO. Essentially Medicare provides financial 
incentives based on documented savings to Medicare.63 A more expanded description of this 
program follows later in this chapter.
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 ■ Advance Payment ACO Model: A supplementary incentive program designed for 
 physician-based and rural providers who have come together voluntarily to provide 
 coordinated high-quality care to the Medicare patients they serve. Through the Advance 
 Payment ACO Model, selected participants will receive upfront and monthly payments, 
which they can use to make important investments in their care coordination infrastructure.64 
This provision was added to the law in response to protests from rural hospitals.65

 ■ Pioneer ACO Model: A program designed for early adopters of coordinated care where the 
member providers share the risk as well as the savings. This model is no longer accepting 
applications.66

Each ACO must be a legally constituted entity within its state and include healthcare providers, 
suppliers, and Medicare beneficiaries on its governing board. Each one must take responsibility for at 
least 5,000 Medicare beneficiaries for a period of three years.67 To qualify for support under the ACA, 
ACOs also must meet Medicare-established quality measures of care appropriateness, coordination, 
timeliness, and safety.67 Providers’ participation in an ACO is voluntary, and Medicare recipients 
participating in ACOs are not restricted from using physicians outside of their ACO.67

In 2016, a total of 447 ACOs participated in the MSSP, serving more than 8.9 million ben-
eficiaries since the MSSP and Pioneer ACO models began in 2012.68 MSSP ACOs are evaluated 
on 33 quality indicators. In a study comparing patients’ reports about timely access to care and 
their primary physicians being informed about specialty care, there were some improvements as 
reported by ACO Medicare beneficiaries as compared with Medicare patients who were not part 
of an ACO.69 CMS reported an estimated $700 million in savings compared to the non-ACO con-
trols over the study period. CMS also estimated a $385 million savings from the Pioneer Programs 
during the first two years of their operation, 2012 and 2013.70 However, after paying bonuses, the 
program resulted in a net loss of $2.6 million.65 Despite the net loss, Health and Human Services 
Secretary Sylvia Burwell has set a goal of tying 50 percent of all traditional Medicare payments to 
quality or value by 2018 through new payment models, including ACOs.65

Reimbursement and Payment Revisions
Various ACA provisions that affect hospitals use a combination of payment reforms to support the 
intentions of improving patient care quality, decreasing costs, and improving population health. 
This section summarizes major provisions.

Accountable Care Organizations
As mentioned previously, the ACA enables ACOs to share in the savings to the federal  government 
based on ACO performance in improving quality and reducing healthcare costs.65  Medicare 
 provider participation in this program is voluntary, but if selected, participation requires a 
 three-year commitment.71 The basis for the shared savings incentive is an ACO’s performance in 
reducing per-capita Medicare expenditures below a benchmark determined by the type of ACO as 
 specified by CMS. Shared-savings payments equal the difference between the estimated per-capita 
Medicare expenditures and the benchmark.72 Participating ACOs continue to receive the same 
 fee-for-service payments as in the past, but they also can earn additional shared-savings amounts 
based on their quality performance.

The kind of ACO determines the level of financial risk (directly correlated with poten-
tial financial reward) it wishes to assume. The program offers providers a financially risk-free, 
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“one-sided risk” option—the MSSP type ACO—that can earn a maximum of 50 percent of sav-
ings realized each year but not be penalized if losses should occur. The “two-sided risk” option—
the Pioneer ACO Program—is one in which participants are at financial risk for shared losses 
for each of the three-year contract period but can earn up to 60 percent of savings realized each 
year.71

“ACOs may sound a lot like health maintenance organizations. But there are some critical 
differences—notably, an ACO patient is not required to stay in the network.”65 “In addition, unlike 
HMOs, the ACOs must meet a long list of quality measures to ensure they are not saving money 
by stinting on necessary care.”65

Hospital Value-Based Purchasing Program
CMS began implementing pilot projects for the Value-Based Purchasing (VBP) Program in 2003. 
This model has been replicated by private insurers as well, structured to provide incentives to 
discourage inappropriate, unnecessary, and costly care.73 Now mandated by the ACA, the VBP 
Program applies to more than 3,500 U.S. hospitals, enabling them to earn incentive payments 
based on clinical outcomes and patient satisfaction. “Participating hospitals are paid for inpatient 
acute care services based on the quality of care, not just quantity of the services they provide.”74 
Hospitals with low case volumes and ones that offer only specific specialties such as psychiatry, 
long-term treatment, rehabilitation, and cancer treatment are exempted.75 Quality is measured 
based on a hospital’s Total Performance Score (TPS), which is based on how well they meet a 
number of specific patient care and outcome objectives. These objectives change from year to year 
as older objectives “top out” or when most hospitals are meeting them. New objectives are cycled 
in to address known cost or quality problems identified by CMS. The program is funded by an 
annual 1.75 percent (1.50 percent in FY 2015) reduction in the standard DRG reimbursement that 
Medicare pays all hospitals.76

In FY 2016 1,800 more hospitals will have a net positive change in their DRG payments than 
will have a net negative change. This is 600 more hospitals with a positive change than in FY 2015 
(meaning more hospitals are exceeding the quality goals in the program.) The highest-performing 
hospital in FY 2016 will receive a net change in payments of slightly more than 3 percent while the 
worst-performing hospital will see the maximum net reduction of 1.75 percent.76

Readmissions Reduction Program
In 2009 prior to ACA enactment, 20 percent of all Medicare fee-for-service payments ($17 billion 
annually) were for unplanned readmissions.77 Because of this substantial cost, the ACA instituted 
the Readmissions Reduction Program beginning with discharges on October 1, 2012. This pro-
gram requires CMS to reduce payments to hospitals for the readmission of patients with specified 
diagnoses within 30 days of discharge from a prior hospitalization. The ACA also requires that 
readmission information be made public on the CMS “Hospital Compare” website.78

The intent of the program is to encourage hospitals to improve the quality and continuity of 
care beyond the acute episode that resulted in the initial hospitalization. Penalty determinations 
are based on three prior years’ hospital discharge data.78 Payment reductions were originally based 
on a CMS formula that assigned each hospital a benchmark for excess readmissions for heart 
attack, heart failure, and pneumonia. For FY 2014, diagnoses of acute exacerbation of chronic 
obstructive pulmonary disease, elective total hip replacement, and total knee replacement were 
added to the list of benchmarked conditions. In FY 2015, patients admitted for coronary artery 

Forces of Reform 99



bypass grafting and in FY 2016, patients admitted for certain types of pneumonia were also added 
to the list of conditions whose related 30-day readmissions would increase hospital penalties.

A recent analysis published in 2016 by the Department of Health and Human Services and 
Harvard Medical School reviewed admission rates before and after the Hospital  Readmission 
Reduction Program went into effect. The study found that “from 2007 to 2015, readmission 
rates for targeted conditions declined from 21.5 to 17.8 percent, and rates for nontargeted 
 conditions declined from 15.3 to 13.1 percent.”79 The reduction in the readmission rates for 
nontargeted conditions suggests that the measure hospitals are putting into place to avoid the 
CMS penalties for targeted conditions also is reducing the readmission rates for nontargeted 
conditions. See FIGURE 4-2.80

The study also reviewed readmission rates to clinical observation units (COUs) under the 
hypothesis that hospitals trying to avoid the CMS penalties for readmissions within the 30-day 
window would try to readmit these patients to COUs. (Discussed in Chapter 5, COUs are dedi-
cated locations adjacent to hospital emergency departments or beds located in other areas of the 
hospital that use a period of 6–24 hours to triage, diagnose, treat, and monitor patient responses 
while common complaints are assessed and decisions whether to admit or discharge are made.) 
Although admissions to COUs increased from 2.6 to 4.7 percent during the study period, the 
authors concluded there was insufficient evidence to suggest that changes in COU stays accounted 
for the noted decrease in readmissions.79 Based on the success of this program in reducing costly 
Medicare 30-day readmissions, CMS likely will continue to add more targeted conditions to the 
program or eventually include all readmissions.

FIGURE 4-2 Hospital Readmissions Rates Before and After the Readmissions Reduction Program
Modified from Centers for Medicare and Medicaid Services. New data shows affordable care act reforms are leading to lower hospital readmission rates for Medicare beneficiaries. December 6, 2013; available from 
https://blog.cms.gov/2013/12/06/new-data-shows-affordable-care-act-reforms-are-leading-to-lower-hospital-readmission-rates-for-medicare-beneficiaries/. Accessed March 21, 2016.
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Bundled Payments for Care Improvement Initiative
The Bundled Payments for Care Improvement Initiative (BPCI) was developed by the CMS Center 
for Medicare & Medicaid Innovation (CMMI) that was created by the ACA. The BPCI recognizes 
that separate Medicare fee-for-service payments for individual services provided during a bene-
ficiary’s single illness often result in fragmented care with minimal coordination across providers 
and settings and results in rewarding service quantity rather than quality. The BPCI is designed 
to test whether, as prior research has shown, bundled payments can align incentives for hospitals, 
post-acute care providers, physicians, and other healthcare personnel to work closely together 
across many settings to achieve improved patient outcomes at lower cost.81 Approval for participa-
tion in the BPCI is determined through an application process administered by the CMMI. ACOs 
and other collaboratives of hospitals, physicians, and community-based providers are eligible to 
apply. The BPCI offers four broadly defined models of care linking payments for multiple ser-
vices delivered to beneficiaries during an episode of care.81 Model 1 defines an episode of care as 
an inpatient stay in an acute care hospital. In this model, Medicare pays the hospital an amount 
discounted from standard Medicare reimbursement and continues to pay physicians their usual 
fee-for-service amounts. Under defined circumstances, hospitals and physicians are permitted 
to share in Medicare savings that result from their redesigned care strategies.81 In Models 2, 3, 
and 4, participants may select among 48 different clinically defined episodes of care. Models 2 
and 3 use a retrospective bundled payment arrangement where expenditures are settled against 
a Medicare-determined discounted target price based on a participant’s historical fee-for-service 
payments for the selected episode of care. Any reduction in expenditures beyond the discount 
reflected in the target price is paid to participants. Under Model 4, CMS makes a prospectively 
determined, single lump-sum payment to a hospital that encompasses all services furnished 
during an inpatient stay. Physicians and other practitioners are reimbursed by the hospital from 
the bundled, lump-sum payment.81

As of January 1, 2016, there were a total of 1,574 participants comprised of 337 BPCI 
“Awardees” (entities that assume financial liability for episodes of spending) and 1,237 “Episode 
Initiators” (healthcare providers that trigger BPCI episodes of care—they do not bear risk directly 
but participate in the model through an agreement with a BPCI Awardee).81 An episode of care 
is defined by CMS and includes such diagnoses as “acute myocardial infarction” and “fractures of 
femur and hip/pelvis.”81 In February of 2015, the Lewin Group, a CMS contractor, conducted the 
first annual analysis of the CMS BPCI. The report stipulates that the amount of data available for 
analysis only allowed a quantitative analysis of Model 2 and only during the first quarter the BPCI 
was under operation. As a result, there were no significant conclusions the report could make on 
the program’s effectiveness. The report states “As a result, this first Annual Report may be better 
thought of as the outline for future analyses as more participants enter BPCI and gain greater 
experience under the initiative.”82

The foregoing descriptions of how the ACA affects hospital performance provide only a snap-
shot of initiatives. For more in-depth information, readers are strongly encouraged to access the 
websites included in the references to this chapter.

Two-Midnight Rule
Medicare reimburses hospitals for both inpatient and outpatient care. Inpatient care is paid under 
the Hospital Inpatient Prospective Payment System (IPPS) under the Medicare Part A Program. 
Outpatient care is paid under the Hospital Outpatient Prospective Payment System (OPPS) under 
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the Medicare Part B Program.83 The payment rate under these two very different programs usually 
are much higher for inpatient care than for outpatient care. Prior to 2013, CMS provided very 
little guidance on how to determine whether a particular patient should be treated on an inpa-
tient or outpatient basis. In 2013, responding to audit findings indicating billing errors for inpa-
tient services and an upsurge in COU use resulting in increased hospital billing for stays less than 
two-midnights long under Medicare Part A that could be appropriately managed in the outpatient 
setting, CMS announced the so-called Two-Midnight Rule.83 This clarified when CMS expected a 
patient to be designated as an inpatient or outpatient. In other words, CMS thought hospitals were 
billing Medicare for Medicare Part A, inpatient care that should be billed under Medicare Part B, 
outpatient care, in order to increase the amount hospitals collected for outpatient services.

Hospitals’ response to the new rule was robust and critical.84 In response to the criticism, CMS 
released its finalized new rule to update the Two-Midnight Rule in October 2015. Under the new rule, 
CMS considers hospital stays of less than two-midnight’s duration as outpatient visits, with a possible 
exception only on a case-by-case basis per the judgment of the admitting attending physician along 
with the appropriate supporting documentation. The new rule also changed CMS’s auditing proce-
dures. Hospital audits will now first be performed by Quality Improvement Organizations, indepen-
dent organizations that work under the direction of CMS but that do not work on a contingency fee 
based on the funds recovered for CMS as a result of its audit. Previously, these reviews were conducted 
by Recovery Audit Contractors who were paid similar to “bounty hunters” on a contingency based on 
the amount of Medicare funds recovered by their audits.85 Despite the clarifications in the new rule, 
more than 100 hospitals are participating in at least four lawsuits against CMS fighting against the 
decreased payment they are receiving under the Two-Midnight Rule.86 Time will tell if the lawsuits are 
successful and whether CMS will have to update its new rule accordingly.

Medicare Access & CHIP Reauthorization Act of 2015
On April 16, 2015, President Obama signed into law the MACRA. The law contains several fac-
ets on payment reform including extending funding for Medicaid’s Children’s Health Insurance 
Program (CHIP) for four years and implementing the “Doc fix” to establish a schedule that pre-
dictably specifies the inflation rate for Medicare physician reimbursements rather than having 
Congress extend increases on a year-by-year basis.87 Notably, MACRA contains two elements that 
are designed to help move the healthcare system toward paying more for value and better quality 
of care rather than quantity. Also, these elements will streamline the way physicians participate in 
quality reporting and various quality incentive programs.87 These are:

 ■ The Merit-Based Incentive Payment System (MIPS)
 ■ The Alternative Payment Models (APMs)

Physicians will have the option to choose which of the two payment systems to participate in.

Option One: Merit-Based Incentive Payment System
Under the MACRA, three previous quality-reporting programs will be combined into one report-
ing system, scoring eligible professionals (EPs) on:

 ■ Quality (30 percent of score)
 ■ Resource Use (30 percent of score)
 ■ Clinical Practice Improvement Activities (15 percent of score)
 ■ Meaningful Use of Certified EHR Technology (25 percent of score)
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The composite performance score will determine whether an EP will receive an upward, 
downward, or no payment adjustment.88 Information about physicians’ performance will be made 
available on Physician Compare.89

Option Two:  Alternative Payment Models
Those who choose to participate in the APM program will not be subject to MIPS adjustments. 
Rather, those EPs will receive an annual lump sum payment based on 5 percent of the previous 
year’s estimated aggregate expenditures under the fee schedule. The 5 percent incentive payment is 
available from 2019 to 2024, but beginning in 2026, the fee schedule growth rate will be higher for 
qualifying APM participants than for other practitioners.88 Accountable Care Organizations (ACOs), 
Patient Centered Medical Homes, and bundled payment models are some examples of APMs.87

 ▸ Continuing Change
U.S. hospitals will retain their core roles as the purveyors of the most technologically  sophisticated 
care in the world, the educational practice platforms of physicians and other health  professionals, 
and the sites of clinical research. In the frenetic environment of health  system reforms,  hospitals 
now assume yet another role as one component of an integrated  system and continuum of 
 community-based care.

Debates and analyses will continue regarding hospitals’ roles in the reformed system and 
healthcare marketplace. Results of government and private entity experiments with the recon-
figured roles of hospitals in a new population-focused, value-driven delivery system will yield 
numerous opportunities for continued refinements that affect both the quality and costs of care. 
There are reasons for optimism in the prospect of ACOs, with hospitals as major participants, 
providing excellent patient-centered coordination of care that successfully addresses the nega-
tive hallmarks of the healthcare delivery system—fragmentation, duplication, medical errors, and 
excessive costs. Observers are expressing concern, however, that the newly established ACOs are 
combining healthcare organizations that otherwise would compete with each other, thus creating 
networks with dangerous market power.90 Healthcare market analysts also have pointed out that 
the newly merged hospitals actually may increase the amounts they bill payers and the amounts 
they charge patients.59

Critical to the success of hospitals in the new era of reform will be a strong national health 
information infrastructure. This will require systems that not only will collect and store patients’ 
health information, but also make that information available in many different ways, across tradi-
tional institutional and administrative boundaries, to enable the cost savings and quality improve-
ment as part of the reform initiatives. The promise of the Health Information Technology for 
Economic and Clinical Health (HITECH) Act succeeded in getting hospitals to install EHRs—
from 9.4 percent in 2008 to 75.5 percent in 2014. However, it failed to prioritize interoperability 
between EHR systems and vendors. In fact, some vendors, such as Epic, have been accused of 
actively making interoperability more difficult and expensive for its customers who want to con-
nect with other vendors’ systems so patient’s health information can transfer seamlessly when 
appropriate.91 Congressional hearings are now being held to determine why HITECH has not 
saved the promised $12.5 billion for Medicare through 2019.91 There is also emerging concern that 
the current design of EHRs is inadequate to the task of providing the data needed to drive a variety 
of complex quality incentive programs as well as public health functions.92,93
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Recent evidence bears out that there will be great variation in the capability of America’s 
thousands of hospitals to adjust to radical reversals of form and function required by the ACA and 
other reforms. It is likely that the Darwinian law of nature—survival of the fittest—will determine 
which hospitals remain to serve the American public in the future.

KEY TERMS FOR REVIEW

Academic Health Center
Accountable Care 

Organization (ACO)
Alternative Payment Model 

(APM)
Bundled Payments for Care 

Improvement Initiative 
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Diagnosis-Related Group 
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Health Information Technology 
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Merit-Based Incentive Payment 
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Population Health Focus
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Program
Teaching Hospital
Two-Midnight Rule
Value-Based Purchasing (VBP)
Vertical Integration

CHAPTER ACRONYMS

ABIM American Board of Internal Medicine
ACA Affordable Care Act
ACO Accountable Care Organization
AHA American Hospital Association
APM Alternative Payment Models
BPCI Bundled Payments for Care Improvement 

Initiative
CEO Chief executive officer
CFO Chief financial officer
CHIP Children’s Health Insurance Program
CIO Chief information officer
CMIO Chief medical information officer
CMS Centers for Medicare & Medicaid Services
CNO Chief nursing officer
CT Computed tomography
DRG Diagnosis-related group
EHR Electronic health record

EP Eligible professionals
FPHM Focused Practice in Hospital Medicine
HITECH Act Health Information Technology for 

Economic and Clinical Health Act
IHI Institute for Healthcare Improvement
IT Information technology
MACRA Medicare Access & CHIP 

Reauthorization Act of 2015
MIPS Merit-Based Incentive Payment System
MOC Maintenance of Certification
MRI Magnetic resonance imaging
MSSP Medicare Shared Savings Program
PET Positron emission tomography
QIO Quality improvement organization
VA United States Department of Veterans Affairs
VBP Value-based purchasing
VHA Veterans Health Administration
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 ▸ Overview and Trends
Ambulatory care comprises healthcare services that do not require overnight hospitalization. Once 
largely consisting of visits to private physicians’ offices and hospital outpatient clinics and emer-
gency departments, ambulatory care today encompasses a broad and expanding array of services.

New technological advancements allow medical and diagnostic procedures previously requir-
ing hospitalization to be performed on an outpatient basis. Surgical procedures that previously 
required a hospital stay are now routinely performed on a same-day, ambulatory basis.

In addition to new diagnostic and treatment tools available in the outpatient setting and the 
advanced technology that made outpatient treatment safe and effective, financial mandates also drove 
services into the ambulatory arena. In the late 1980s, prospective hospital reimbursement replaced ret-
rospective payment on a national scale through Medicare’s initiation of the diagnosis-related group 
(DRG) payment system. The new payment system provided financial incentives to decrease the dura-
tion of inpatient stays and to increase service delivery efficiency. Hospitals responded to the new pay-
ment system by shifting services amenable to outpatient delivery from the more expensive inpatient 
environment to less expensive and more efficient ambulatory delivery settings.

Ambulatory Care

CHAPTER OVERVIEW

This chapter reviews the major elements of ambulatory (outpatient) care and discusses developments 
associated with the American Reinvestment and Recovery Act (ARRA) and the Patient Protection 
and Affordable Care Act (ACA) . Ambulatory care encompasses a diverse and growing sector of the 
healthcare delivery system . Physician services are the chief component; however, hospital outpatient 
and emergency departments, community health centers, departments of health, and voluntary 
agencies also contribute important services, particularly for underserved and vulnerable populations . 
Ambulatory surgery is a continuously expanding component of ambulatory care as new technology 
allows more procedures to be performed safely and efficiently . Finally, telehealth is discussed as an 
expanding field affecting the evolving delivery system .
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Both DRGs and pressures from healthcare insurers and purchasers to control costs contrib-
uted to the rapid expansion of managed care. With the goal of providing services in the least 
expensive, most effective manner possible, managed care organizations exerted a powerful influ-
ence that compelled a shift toward the use of ambulatory services to replace more expensive inpa-
tient care.

Ambulatory care capacity has undergone exponential increases in both the hospital-based 
and non-hospital-based, or “freestanding,” settings. Historically, hospitals operated virtually all 
ambulatory or outpatient clinics within their main facilities or in contiguous facilities on the hos-
pital campuses. Many hospitals still operate ambulatory clinics on-site, and many have retained 
ambulatory surgical services within their main facilities. For some hospitals, converting underused 
inpatient units to ambulatory surgical facilities within the hospital provided a cost-effective means 
to accommodate the shift in site of care.

Beginning in the 1980s, hospitals expanded their service networks to include geographi-
cally distributed freestanding ambulatory care facilities throughout their service areas, both for 
routine diagnosis and treatment and for surgical services. Two factors influenced this trend for 
hospitals. First, the 1980s and 1990s saw increased consumer demand for conveniently located, 
easily accessible facilities and services. Second, with the growing concerns of inner-city hospi-
tals about competition with other institutions for market share of profitable outpatient services 
and referrals for inpatient care, hospitals recognized the need to expand their service distri-
bution network by establishing conveniently located facilities. Hospitals also recognized that 
ambulatory surgical services could be operated more efficiently off-site, removed from com-
plexities such as operating room scheduling that required accommodation to a vast array of 
physician and inpatient needs.

Independent of hospital organizations, for-profit corporations’ freestanding facilities provid-
ing ambulatory, primary, specialty, and surgical services proliferated. In addition to profitability 
and cost-control features attractive to insurers, responsiveness to consumer preferences also was a 
primary driver in these developments.

The decade of the 1990s saw a rapid upward trend in the number of ambulatory care facili-
ties owned and operated by hospitals, physicians, and independent chains. Services provided by 
these facilities are diverse and represent a response to population demographics in their respective 
service areas as well as reimbursement opportunities. A partial listing of the array of ambulatory 
care facilities includes cancer treatment, diagnostic imaging of many different types, renal dialysis, 
pain management, physical therapy, cardiac and other types of rehabilitation, outpatient surgery, 
occupational health, women’s health, and wound care.

A significant corollary to developments in ambulatory care delivery for hospital-operated and 
independent organizations has been physicians’ entry into the business of outpatient diagnostic, 
treatment, and surgical services previously available to their practices in only the hospital setting. 
The same factors operative in the larger industry—technological advances making the purchase, 
maintenance, and operation of required equipment feasible and cost effective in freestanding facil-
ities; consumer demand for convenient, user-friendly environments; and profitability—continued 
driving this development.

Physician involvement in this arena paralleled that of hospitals in practice areas, such as oph-
thalmologic surgery for lens replacement and laser therapy, certain types of gynecologic surgery, 
fiber-optic gastrointestinal diagnosis, chemotherapy, renal dialysis, computed tomography, mag-
netic resonance imaging, and more. The implications of this trend for hospitals’ business volume 
and revenue were significant as physicians and hospitals emerged as competitors engaged in the 
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same lines of business. These developments significantly altered the long-standing relationships 
between physicians and their affiliated hospitals.1

The ambulatory care delivery system is changing and growing as its various organization mod-
els evolve, including new efforts to measure quality relative to costs. The service constellation also 
is growing and becoming more diverse with many service delivery hybrids. With the implementa-
tion of the Patient Protection and Affordable Care Act (ACA) and accompanying proliferation of 
new care delivery models such as patient-centered medical homes (PCMHs) and accountable care 
organizations (ACOs) that emphasize population health, the roles of both primary and specialty 
ambulatory services are evolving along with their respective reimbursement systems. This chapter 
provides a framework for understanding the origins, development, and future direction of this 
important sector of the healthcare delivery system that continues on the growth trajectory shown 
by FIGURE 5-1.2 The data presented is the most recent available from the National Center for Health 
Statistics (NCHS).

 ▸ Private Medical Office Practice
Private physician office practices constitute the predominant mode of ambulatory care in the 
United States. In 2012, the most recent year for which data are available, the NCHS estimated that 
patients made 929 million visits to physician offices. Approximately 56 percent of visits were made 
to physicians in the fields of general and family practice, pediatrics, internal medicine, and obstet-
rics and gynecology, and 17 percent were made to physicians in the fields of orthopedic surgery, 
ophthalmology, dermatology, and psychiatry. The remaining 27 percent encompassed visits to an 
array of other specialist physicians. FIGURE 5-2 provides a snapshot of the distribution of physician 
office visits by specialty.3

The way physicians organize and operate their private practices has evolved from a variety of 
factors. Physician group practice can be traced to the Mayo Clinic in the late 1800s, and generated 

FIGURE 5-1 Annual Number of Ambulatory Care Visits in Millions, United States, 1995–2010
Data from CDC/NCHS, Health, United States, 2014.
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considerable controversy among physicians at the time. A 1932 report by a New York private foun-
dation’s Committee on the Costs of Medical Care endorsed organized group practices and the 
use of insurance payments. The American Medical Association (AMA) had long opposed the 
group practice model and condemned the report, declaring that salaried physicians practicing in 
groups were unethical. The controversy erupted into a legal battle when Group Health Insurance 
was organized in Washington, DC, in 1937. The AMA expelled all Group Health Insurance— 
salaried physicians. Hospitals received lists of so-called reputable physicians who were not part of 
group practices. The Washington, DC, Medical Society and the AMA were subsequently indicted, 
found guilty, and fined for having conspired to monopolize medical practice.4 For the next few 
decades negative confrontations occurred as physicians sought participation in developing group 
health plans. Participating physicians were socially ostracized and denied hospital privileges. By 
the 1950s, due to effective legal challenges against organized medicine and a physician shortage, 
opposition to group practice subsided.

Before 1960, most physicians operated solo practices. Over ensuing years, specialization, 
changing economics, and the desire for more control over their lifestyles caused physicians to 
group together, either in single fields, such as primary care, or into multispecialty groups.

The old solo-practice model made the physician responsible for his or her entire patient case-
load 24 hours a day, every day of the year. Before the proliferation of specialties, these physicians 
provided all medical care for their patients, with the exception of surgery or occasional consul-
tation. The demands on their time and stamina were enormous. Aside from occasional cover-
age arrangements with a colleague to allow for brief time off, their schedules were relentless and 
unpredictable.

Beginning in the 1960s, many factors influenced a shift from the solo mode of private practice 
to group practice. Social movements in the United States yielded heightened awareness of lifestyle 
adaptations that allowed accommodation for personal growth and balance between professional 
and personal responsibilities. In the same period, medical specialization burgeoned as the growth 

FIGURE 5-2 Percent Distribution of Office Visits by Physician Specialty: United States, 2012
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in medical knowledge and technologic advances increased exponentially. Rapidly advancing knowl-
edge in every field of medicine and the resulting specialization created new challenges for the solo 
generalist and the specialist. Most obvious were increasing demands on physicians to maintain a 
command of an exponentially growing body of diagnostic and therapeutic knowledge in their fields.

The introduction of Medicare reimbursement in 1966 dramatically altered the private med-
ical office and its administrative processes. Before this development, physician reimbursement 
came from largely two sources—personal patient payments or third-party private insurance. Bill-
ing and collection were relatively simple. When Medicare began providing coverage for everyone 
at the age of 65 years, private physicians’ offices found themselves dealing with a vast array of 
new government regulations and fee schedules. In addition, many Medicare recipients also car-
ried supplemental private insurance contracts. Government regulation, complexity, and volume 
of billing requirements burgeoned. Solo-practice office administration, once the province of the 
physicians themselves, with possibly a receptionist and bookkeeper, now required an increased 
level of sophistication and a great deal more time and attention.

Other factors also influenced the shift to group practice. Inflation fueled office lease and 
rental expenses. The need for more sophisticated administrative support services increased with 
advancing technology and more complex billing and record-keeping. As technology advanced 
and diagnostic equipment became available for in-office use, groups could benefit from sharing 
equipment acquisition costs and ensuring the patient volume necessary to justify ongoing staffing 
and maintenance. Group practice could provide other economies of scale through shared admin-
istrative overhead.

Group practice evolved in two forms. One consisted of groups of physicians in the same disci-
pline, usually primary care, surgery, obstetrics, or pediatrics. The other form was multidisciplinary 
specialty practices, usually including primary care physicians in collaboration with specialists or 
subspecialists. There were important features that both generalist and specialist physicians found 
more attractive in group practice than solo practice. Although typically each physician carried his 
or her own caseload of patients, physicians could arrange a routine, preplanned schedule of after-
hours and weekend and vacation coverage.

With the continuing growth of medical knowledge required to maintain state-of-the-art com-
petencies and an ever-expanding range of diagnostic and therapeutic alternatives, group practice 
enabled physicians to access each other’s knowledge and experience in an informal consultative 
environment. This interchange of information provided professional support and introduced an 
informal system of peer review to each physician’s practice, which, in theory, could contribute to 
the quality of care.

Multispecialty group practices evolved for many of the same reasons as single-specialty groups. 
For specialists, a major benefit was that group membership reduced reliance on patient referrals 
from other community physicians because economic incentives made keeping the business inside 
the group beneficial to all members. Patients also benefited by having diagnosis, treatment, and 
consultation services available at one location. Surgical group practices evolved similarly to those 
in the general and other specialty medical fields for similar reasons; however, surgeons tend to 
avoid multispecialty grouping. Instead, most are either general surgeons or specialists in such 
areas as colorectal, cardiothoracic, vascular, or orthopedic surgery.

In 2012, almost two-thirds of physicians were working in group practices, ranging in size 
from 2 to 11 physicians per group.3 Today an increasing number of physicians are choosing 
employment by hospitals over private practice. The American Hospital Association reported in 
2012 that the number of physicians employed by hospitals grew 32 percent since 2000.5 A 2014 
survey reported that 21 percent of all physicians in all specialties are employed by a hospital.6 
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From physicians’ perspectives, hospital employment has become attractive due to factors such as 
flat reimbursement rates, complex insurance and health information technology requirements, 
high malpractice premiums, and the desire for greater work–life balance. For hospitals, employ-
ing physicians provides opportunities to gain market share for admissions, the use of diagnostic 
testing and other outpatient services, and referrals to high-revenue specialty services.7

In the 1990s, many hospitals acquired physician practices with the goals of capturing new 
market share, ensuring inpatient admissions, bringing new volume to ancillary departments such 
as laboratory and radiology, and improving service delivery efficiency to meet the demands of 
managed care. In succeeding years, hospitals divested from these arrangements due to financial 
losses resulting from low physician productivity and high overhead expense.8 However, in the past 
decade, hospital acquisitions of physician practices accelerated rapidly as hospitals prepared for 
health reform by creating physician networks that are well-positioned to negotiate with health 
plans, manage coordination of care, monitor quality, and contain costs. There is strong indica-
tion that hospital leaders will continue active physician recruitment in the foreseeable future.8 
In the past, hospitals targeted primary care physicians for employment but now are also seeking 
employment from specialists in anticipation of creating “closed integrated healthcare delivery sys-
tems.”8 In addition to physicians, staff of hospital-owned physician practices may include nurses, 
nurse practitioners, physician assistants, medical office assistants, laboratory personnel, clerical 
staff, information technology personnel, and case management staff. Given the dynamics of health 
reform, acquiring physician practices is preparing hospitals to cope with a spectrum of scenar-
ios that range from continuing fee-for-service payment to population health management and 
 financial risk-based reimbursement.8

 ▸ Integrated Ambulatory Care Models
Traditional ambulatory care models reimbursed providers for services on a piecework basis, with-
out requirements for coordinating services between or among providers. This piecework reim-
bursement promoted using a high volume of interventions, offered providers no compensation for 
effort to efficiently coordinate services on behalf of patient needs, and lacked methods to aggregate 
information on patient outcomes.9 Historically, these models have been service focused rather than 
patient focused and, as a result, highly fragmented and inefficient. ACA system reforms include 
healthcare delivery and reimbursement principles that make patient health outcomes, rather than 
delivery of discrete services, the primary focus. In addition, reforms place new emphasis on pro-
viders’ responsibilities for the overall health outcomes of their total population of patients, not just 
individuals. This emphasis requires integration and coordination of care across the spectrum of 
patient needs and among multiple providers in all sectors of the health and human services deliv-
ery system. The ACA provides resources to support the development and testing of two service 
delivery and reimbursement models, PCMHs and ACOs. The overarching goals of these models 
are to make medical care more effective and efficient and thereby to improve the health of pop-
ulations and reduce costs, while increasing both patient and provider satisfaction. The timely, 
coordinated, and efficient delivery of ambulatory primary care and specialty services is central to 
both of these models.

To achieve the goals of these programs requires an information system to undergird multiple 
providers, institutions, payers, and regulators with sufficient sophistication to support all of their 
needs that go well beyond just supporting good patient care. Commenting on a study conducted 
with the Rand Corporation regarding physician discontent with EHRs, AMA President Dr. Steven 
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J. Stack noted, “Now is the time to recognize that requiring electronic health records to be all things 
to all people—regulators, payers, auditors and lawyers—diminishes the ability of the technology 
to perform the most critical function—helping physicians care for their patients.”10 Dr. Stack and 
others believe that the current siloed health IT infrastructure is not yet capable of providing the 
necessary IT functions to meet all these needs.

Patient-Centered Medical Homes
The Patient-Centered Medical Home (PCMH), described as the “main policy vehicle to rein-
vigorate U.S. primary care,”11 is a “team-based model of care led by a personal physician who 
provides continuous and coordinated care throughout a patient’s lifetime to maximize health 
outcomes.”12 The PCMH is responsible for providing all of a patient’s healthcare needs or appro-
priately arranging a patient’s care with other qualified professionals. This includes the provision 
of preventive services, treatment of acute and chronic illness, and assistance with end-of-life 
issues. The PCMH applies to all ages of patients with a distinctive orientation toward individual 
patients’ partnership with the provider team, in all aspects of their care. The model recognizes 
that the current reimbursement system fails to meaningfully address multiple patient needs 
and provider demands for a comprehensive, coordinated, and integrated approach to manag-
ing all aspects of an individual’s health. As such, the PCMH embodies recommendations for 
major reimbursement reforms that compensate physicians for the time required to provide and 
arrange for the holistic care necessary to meet the full spectrum of patient needs, not only for 
in-office, face-to-face encounters.9 As described by the Agency for Healthcare Research and 
Quality (AHRQ), the PCMH model embodies a philosophy of advanced primary care (APC) 
based on the five core principles summarized below, which address the Institute for Healthcare 
Improvement “Triple Aim” of improved population health, improved patient experience of care, 
and reductions in per-capita costs:13,14

1. The PCMH supports patients learning to manage and organize their care based upon 
preferences and ensures that patients, families, and caregivers are included in the devel-
opment of care plans. It encourages patients to participate in quality-improvement 
research, and health policy efforts.

2. Comprehensive: The PCMH offers holistic care from a team of providers that is 
accountable for the patient’s physical and behavioral health needs, including preven-
tion and wellness, acute, and chronic care.

3. Coordinated: The PCMH ensures that care is organized across all elements of the 
broader healthcare system, including specialty care, hospitals, home health care, com-
munity services, and long-term care supports. (Elements of the broader healthcare sys-
tem are referred to as the “medical neighborhood.”)

4. Accessible: The PCMH delivers accessible service with shorter waiting times, enhanced 
in-person hours, 24/7 electronic or telephone access, and alternative methods of com-
munication through health information technology.

5. Committed to Quality and Safety: The PCMH demonstrates commitment to quality 
improvement and the use of data and health information technology and other tools to 
assist patients and families making informed decisions about their health.

The PCMH model is not new; it was described in 1967 by the American Academy of Pedi-
atrics and in 2004 by the American College of Physicians and the American Academy of Fam-
ily Physicians (AAFP).15 With increasing recognition of the healthcare delivery systems’ stark 
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inadequacies of care continuity, safety, and quality, and increasing pressures to reduce costs 
and waste, the model gained widespread support. In 2006, the Patient-Centered Primary Care 
Collaborative (PCPCC) was created to advocate for improvement in the primary care delivery 
model. By 2012, the PCPCC consisted of more than 1,000 member organizations, including 
patient advocate groups, several large national employers, most of the nation’s primary care phy-
sician associations, health benefits companies, trade associations, academic health centers, and 
healthcare quality improvement associations.16 The 2016 PCPCC report, “The Patient-Centered 
Medical Home’s Impact on Cost and Quality, Annual Review of Evidence 2014–2015,” notes 
that 30 publications indicate “a clear trend showing that the medical home drives reductions 
in healthcare costs and/or unnecessary utilization such as ED visits, inpatient hospitalizations 
and hospital readmissions.”13 The 30 publications released between 2014 and 2015 included 
17 peer-reviewed studies, 4 state government evaluations, 6 industry reports, and 3 indepen-
dent evaluations of federal initiatives.13 Twenty-one of 23 studies that reported on cost mea-
sures found reductions in one or more measures, and 23 of 25 studies reporting on utilization 
found reductions in one or more measures.13 However, an AAFP report on these findings, while 
citing that the “medical home shows promise,” noted the absence of research on “health out-
comes, patient experience, and physician satisfaction,” elements considered crucial to evaluating 
the new care delivery model.17 Currently, more than 90 commercial and not-for-profit health 
plans are leading PCMH or patient-centered primary care initiatives. Many employers offer 
advanced primary care and PCMH benefits to thousands of employees and millions of patients 
are attributed to PCMHs in private practices, community health centers, hospital ambulatory 
care networks, and independent physician associations. In the public sector, millions are receiv-
ing patient-centered primary care through 44 state Medicaid programs, the federal employee 
health plan and the U.S. military and Veterans Administration.18

The ACA included many provisions to support primary care and development of the PCMH 
model. These provisions may be categorized under the broad headings of expanded Medicaid 
coverage eligibility, new Medicaid and Medicare payment enhancements, primary care payment 
reforms initiatives, and workforce development.19 Five years following its implementation, there 
are notable developments in primary care funded by the ACA, examples of which are outlined 
below.

First, the 31 states and District of Columbia, which expanded Medicaid eligibility under the 
ACA, succeeded in enrolling more than 6 million previously uninsured individuals, thereby cre-
ating new access to services.20

Second, the ACA required, and provided full funding for, all state Medicaid programs to pay 
primary care physicians and certain other physicians providing primary care services at Medicare 
rates (an average 73 percent increase) for the years 2013 and 2014.21 A study in 10 states reported 
that “available primary care appointments rose by nearly 8 percent among providers already 
accepting Medicaid patients, as compared with an increase of only approximately 1 percent among 
privately insured patients.”22 Fifteen states opted to continue the payment increase with state funds 
in 2015; 23 states and the District of Columbia opted to revert to pre-ACA rates; and 12 states 
did not decide.22 Future study and comparisons of results from states’ decisions about payment 
increases will be needed to inform federal and state policymaking.

Third, through the Primary Care Incentive Payment Program, the ACA provided a 10 percent 
Medicare payment bonus from 2011 to 2015 for physicians, nurse practitioners, clinical nurse spe-
cialists, and physician assistants for whom primary care services account for at least 60 percent of 
their Medicare charges.23,24 The Medicare Payment Advisory Commission recommended continu-
ation of additional payments to primary care physicians for 2016 in the form of a per-beneficiary 
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payment to encourage continued movement away from the fee-for-service, volume-driven pay-
ment system.25 The recommendation awaits Congressional action.

Fourth, other initiatives using alternative payment models (APMs) with incentives as the cen-
terpiece increased from 26 in 2009 (prior to ACA passage) to 114 in 2013; patients covered by ini-
tiatives increased from almost 5 million to nearly 21 million in the same period.26 The Center for 
Medicare and Medicaid Innovation (CMMI) is engaged in projects to test innovative payment and 
service delivery models to reduce expenditures and enhance quality of care.27 One such CMMI 
project is the Multi-payer Advanced Primary Care Practice Demonstration (MAPCP) launched in 
2011 as a state-led multi-payer collaboration to help primary care practices transform into medical 
homes. Through MAPCP, Medicare participates in eight existing state multi-payer health reform 
initiatives that include both Medicaid and private payers. The program pays a monthly care man-
agement fee for beneficiaries served by advanced primary care practices to cover costs of care 
coordination, improved access, patient education, and other services that support chronically ill 
patients. By the end of the demonstration program in 2015, approximately 1,200 PCMHs serving 
more than 900,000 Medicare beneficiaries were expected to be participating.28 Another CMMI 
project is the Comprehensive Primary Care (CPC) Initiative, a multi-payer initiative begun in 
2012 to foster collaboration between public and private healthcare payers to strengthen primary 
care.29 Under the CPC’s State Innovation Models (SIM) Initiative, the Centers for Medicare and 
Medicaid Services (CMS) awarded nearly $300 million to 25 states to design or test innovative 
healthcare payment and service delivery models.30

The CPC identified five comprehensive primary care functions aligned with ACA goals to 
reward value and care coordination rather than volume and to offer population-based care man-
agement fees and shared savings opportunities to participating primary care practices:

1. Risk-stratified case management to customize care plans according to level of patient 
needs

2. Access and continuity of care
3. Planned care for chronic conditions and preventive care
4. Patient and caregiver engagement
5. Coordination of care across the medical neighborhood31

To help participating practices achieve these functions, CPC offers three main supports: 
enhanced payment, data feedback, and learning activities and technical assistance.31 By 2015, 
the CPC had engaged 38 public and private payers and almost 2,200 providers serving approx-
imately 2.7 million patients, including an estimated 410,000 Medicare and Medicaid benefi-
ciaries at 474 practice sites.32 In its second, four-year round of funding commencing in 2014, 
the CMS awarded more than $660 million for 28 states, three territories, and the District of 
Columbia to continue designing and testing healthcare payment and service delivery models 
that improve healthcare system performance.33 Though requiring time and effort to implement, 
preliminary evaluations of multi-payer arrangements including the MAPCP demonstration 
and the CPC initiative indicate the healthcare providers and payers are finding participation 
worthwhile.13

Fifth, in the realm of primary care workforce development, the ACA has succeeded in the 
early stages of implementing ACA budget-authorized primary care objectives. President Obama’s 
2016 fiscal year budget invests $14.6 billion through three initiatives.34 The first allocates $4 billion 
for the National Health Service Corps in fiscal years 2015–2020 to support 15,000 providers with 
scholarships and loan repayments in exchange for commitment to work in medically underserved 
areas. The second targets the Graduate Medical Education (GME) program with $5.2 billion to 
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support training for 13,000 medical residents over 10 years. The third initiative provides $5.4 bil-
lion for increased reimbursements for Medicaid primary care.34

Recognizing that 55 percent of all medical office visits are for primary care and that only 
4–7 percent of healthcare dollars are spent on primary care, experts agree that to success-
fully promote adoption and sustainability of the PCMH model, the fee-for-service payment 
model must be changed and new payment models must provide support for required practice 
infrastructure enhancements as well as incentives for PCMH participation.13 In addition to 
providing financial support, initiatives and demonstrations have major goals of reducing the 
administrative burdens of performance and quality monitoring and reporting for primary care 
practices which are widely viewed as significant barriers to PCMH implementation.13 The need 
to consolidate reporting requirements is identified by many research studies and highlighted 
by a study of 23 health plans covering 121 million commercial enrollees which identified 546 
distinct performance measures among plans and widespread variations in both public and 
private programs.35

Catalyzed by the ACA’s directions toward implementing a value-driven system, and recogniz-
ing the vast, unaligned and burdensome array of quality measurement and reporting required by 
the fractured payment and delivery systems, the Core Quality Measures Collaborative was estab-
lished in 2015. Comprised of the CMS, America’s Health Plans, the National Quality Forum, and 
a select group of health professionals, its purpose is “to build the kind of quality measurement 
that includes manageable reporting requirements for providers, alignment by reporting entities, 
and a focus on health outcomes that are more meaningful to consumers, providers, and payers 
than many process-based measures.”36 In 2016, CMS released seven core measure sets for use 
across commercial and government payers to reduce the quality measures reporting burden for 
physician practices and offer consumers information that can be used in decision-making.37 Also 
in 2015, the Medicare Access and CHIP (Children’s Health Insurance Program) Reauthorization 
Act (MACRA) was signed into law. In addition to major additional reforms for Medicare and 
Medicaid payment that are outlined in other chapters of this text, the MACRA will have critical 
impacts on primary care. Beginning in 2015, the MACRA shifts Medicare clinical reimbursement 
to  value-based payments over the period until 2019 and beyond, with two innovative  payment 
pathways for PCMHs, the Merit-Based Incentive Payment System (MIPS) and APMs.38 The 
new payment pathways streamline previously separate multiple and disparate quality-reporting 
requirements into a single program and provide new financial incentives to reward healthcare 
providers for achieving higher quality in patient outcomes.39

There is much still to be learned about the challenges of PCMHs achieving intended 
reductions in cost and improvements in quality. Continuing research abounds on various 
dimensions of PCMHs, with mixed results.40,41 A growing body of scientific evidence is demon-
strating that PCMHs are saving resources by reducing hospital and emergency department 
visits, attenuating health disparities and improving patient outcomes.13,42 However, research 
findings also point out continuing challenges. For example, patient engagement in qual-
ity improvement is a critical component of the PCMH. A survey of 112 PCMH practices in 
22  states reported that fewer than one-third of PCMH practices actually engage patients in 
quality improvement efforts.40 Also, experts studying the transition of primary care practices 
to the PCMH model report many inherent challenges, in addition to implementing supportive 
payment reforms.41 The National Committee for Quality Assurance (NCQA), which provides 
the most widely adopted educational programs for transforming primary care practices into 
PCMHs and grants formal recognition to almost 7,000 PCMHs and 35,000 clinicians, notes 
that providers attempting transformation to the PCMH model may experience steep learning 
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curves or may not have the capabilities, commitment, and resources to sustain transforma-
tion.43,44 The NCQA further notes that, “practices may face technological or legal challenges 
with electronic access privacy and liability” and challenges in building the required coordi-
nation with an array of other community-based resources.43 A Commonwealth Fund report 
notes, “To become a PCMH, most practice organizations must undergo wrenching cultural and 
system changes.”45 Researchers reporting on a nation-wide survey of PCMH initiatives find, 
“it is likely that changing practice behavior and culture will take substantial effort and time.”26 
Regarding the future of the PCMH, authors of a report on 14 AHRQ grants on primary care 
practice transformation observed, “Looking toward the future, transformation is not optional. 
The transformation of primary care is essential to achieving the triple aim of better outcomes, 
better value, and better experience of care.”41

Accountable Care Organizations
The ACA adopted the ACO model, which is a group of providers and suppliers involved in 
patient care that work together to coordinate care for the patients they serve under the traditional 
 Medicare fee-for-service program.46 Primary care is considered the cornerstone of the ACO model 
and ideally, PCMHs will be the primary care component of ACOs for the Medicare population. 
Like PCMHs, ACOs are designed to ensure care coordination so that all patients receive timely 
and appropriate care and avoid unnecessary duplication of services, medical emergencies, and 
hospitalizations. An ACO may include the following types of provider groups and suppliers of 
 Medicare-covered services:46

 ■ ACO professionals, including physicians and hospitals in group practice arrangements
 ■ Networks of individual practices of ACO professionals
 ■ Partnerships or joint venture arrangements between hospitals and ACO professionals or hos-

pitals employing ACO professionals
 ■ Other Medicare providers and suppliers as approved by U.S. Department of Health and 

Human Services

Each ACO must be a legally constituted entity within its state with a governing board that 
includes service providers, suppliers, and Medicare beneficiaries. Each one must take responsibil-
ity for at least 5,000 Medicare beneficiaries for a period of three years.46 To qualify for participation, 
ACOs must meet Medicare-established quality measures of care appropriateness, coordination, 
timeliness, and safety.46 Provider participation in an ACO is voluntary, and Medicare recipients 
participating in ACOs are not restricted from using physicians outside their ACO.46

The ACA provides a payment structure for ACOs that combines fee-for-service payments 
with shared savings and bonus payments linked with specific quality performance standards 
for which all providers in an ACO are accountable.47 Like the payment structure for PCMHs, 
the ACOs shift fee-for-service interventions toward financial rewards for maintaining patients’ 
health. In 2016, CMS reported that 477 shared savings ACOs were serving 8.9 million Medicare 
fee-for-service beneficiaries.48 In 2016 CMS also launched a new ACO model, the “Next Gen-
eration ACO” (NGACO), which includes 21 organizations experienced with care coordination 
through current and prior ACO initiatives and whose providers are prepared to assume greater 
financial risks in exchange for higher financial rewards.48 In launching the NGACO, CMS noted 
that the new model is in accordance with the goal of tying 30 percent of fee-for-service Medicare 
payments to APMs such as ACOs by the end of 2016, and tying 50 percent of such payments to 
these models by the end of 2018.48
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 ▸ Other Ambulatory Care Practitioners
In addition to physicians, a number of other licensed healthcare professionals conduct prac-
tices in ambulatory settings. Among the most common are dentists, podiatrists, social workers, 
 psychologists, physical therapists, and optometrists. Like physicians, they may practice singly or 
in single-specialty or multi-specialty groups. For example, there are general solo-practice dentists 
and multi-specialty dental groups that provide general preventive and curative services, as well as 
services in specialties such as periodontics and orthodontics. Likewise, psychologists in a group 
may include both generalists and specialists in forensic, child, and other types of psychological 
interventions.

 ▸ Ambulatory Care Services of Hospitals:  
History and Trends

Acute-care not-for-profit hospitals have operated outpatient clinics since the 1800s. The early 
ones were located predominantly in urban centers whose indigent populations lacked access to 
private medical care. At that time, the provision of outpatient services was largely a function 
of government-sponsored public hospitals. With the proliferation of the not-for-profit hospitals 
beginning in the early 1900s, outpatient clinics provided a means for those hospitals to fulfill 
part of their charitable mission by serving low-income populations who had little, if any, access 
to private physicians. Hospital outpatient clinics also provided a teaching setting for university- 
affiliated hospitals, which trained physicians as part of their community mission. Because hospi-
tal outpatient clinics served needy populations, they were a low-status component of the hospital 
and were characterized as the “stepchild of the institution.”49 Often, medical students and hos-
pital-affiliated physicians of lowest rank agreed to staff the clinics in return for earning hospital 
admitting privileges.

Today, hospital outpatient clinics still function as community safety nets for needy popula-
tions; however, the status of those clinics is vastly different from their historical predecessors. Far 
from the “stepchild” image, hospitals now view outpatient clinical services as providing a channel 
for inpatient admissions and major revenue sources from the use of hospital ancillary services.

Today’s hospital outpatient clinics are organized along the lines of private physician group 
practices and are aesthetically pleasant, well equipped, and customer oriented. Trends in treatment 
in the hospital outpatient setting as contrasted with inpatient care are clear. With respect to the 
hospitals’ financial picture, in 1990 outpatient services revenue constituted 23 percent of total U.S. 
voluntary hospital revenues.50 This figure has continued to rise over succeeding decades, with the 
outpatient share of total hospital revenue reaching 45 percent in 2013.51 Hospital admissions began 
declining in 2005 with a steady decline noted through 2013 and projected to continue in 2014.52,53 
In contrast, during the period 2005–2012, hospital outpatient visits, including visits to the emer-
gency department, rose steadily, increasing by 15 percent.52

Because hospital outpatient services were designed to provide teaching and research oppor-
tunities, they have been organized along the lines of human organ systems and the diseases affect-
ing them. For example, medical clinics, in addition to general medicine, might include clinics 
for dermatology (skin), cardiology (heart), gastroenterology (digestive tract), rheumatology 
(bone and connective tissue), and other specialties. In addition to general surgery, surgical clinics 
might include specialties such as orthopedics, obstetrics and gynecology, and others. This type of 
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organizational structure allowed focus on particular patient complaints and illnesses. Beyond this 
benefit, however, the complex interactions among physicians and patients inherent in this ana-
tomic organization of services have both positive and negative implications for both.

For patients, specialty clinics provide a focused approach to diagnosis and treatment by physi-
cians with special training in their particular conditions. Also, medical teaching responsibilities in 
clinics often result in thorough patient examination, diagnostic work-ups and case review for the 
healthcare students’ benefit, which might not otherwise occur in a nonteaching setting.

Hospital-based specialty clinics also have drawbacks for patients. Often, specialty clinics 
treat patients only on certain days each week or month. Patients with multiple conditions may 
have to visit several specialty clinics, necessitating return visits during which a number of differ-
ent physicians examine them. Because communication among physicians in different specialty 
clinics can be problematic, patients may receive conflicting advice or instruction, may be medi-
cated inappropriately with drugs prescribed by several different specialists, or may “fall through 
the cracks” when a complaint arises that does not fit the specialty area of one of their provid-
ers. Similarly for the physician, this type of categorical treatment environment requires a high 
degree of initiative to maintain accurate, current information on patients treated by multiple 
specialists. Such communication challenges among clinical settings are ripe for the implemen-
tation of PCMHs.

Beginning in the early 1980s, several influences began to have an impact on how hospital 
outpatient clinic services were organized and delivered. One major influence was the adoption 
of prospective hospital reimbursement, which emphasized decreased lengths of stay and reduced 
inpatient revenues. Another major factor was the influence of managed care and its emphasis on 
the role of primary medical care.

Facing declining inpatient revenue, increasing fiscal pressures, and emphasis on primary 
medicine, hospitals reorganized and expanded outpatient services that focused heavily on primary 
care. Teaching hospitals planned jointly with their affiliated medical schools, and nonteaching 
facilities followed suit to expand the array of outpatient services with primary care as the core. 
Teaching hospitals also created primary care centers under the direction of paid, full-time faculty 
department heads with administrative, clinical, and teaching responsibilities. Primary care physi-
cian employees were organized into group models along the lines of private group practices. This 
primary care model provided a rational structure for the general medical care of clinic patients and 
helped ensure appropriate referrals and coordination of patient care within and among outpatient 
clinic specialty units.

The group model of primary care also supported hospitals’ teaching mission by alleviating 
reliance on voluntary physician staffing of clinic sessions and student supervision responsibil-
ities. Medical students and medical residents were provided a more supportive and consistent 
learning environment by continuously interacting with members of the practice group instead 
of interacting with different mentors over the course of their rotations. Patients benefited from 
improved coordination of their care and the opportunity to develop relationships with attending 
physicians. Developments in the organization of primary care in hospital-based clinics have made 
a major contribution to the coordination and appropriate delivery of health care to consumers of 
 hospital-based outpatient clinic services.

Trends in the volume of hospital outpatient clinic caseloads and payment sources will be sub-
jects of great interest as hospital markets continue consolidating and the ACA continues imple-
mentation over the next years. Now, more than 20 percent of hospitals are participating in PCMH 
projects.53 Outcomes of these PCMH projects and the experience gained likely will contribute to 
future policy decisions regarding costs and improvements in the quality of care.
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 ▸ Hospital Emergency Services
In 2011, U.S. hospitals operated 4,461 hospital emergency departments (EDs), 189 fewer than 
in 2000.54 However, during the same period, annual emergency department visits increased 
26.2 percent, from 108 million to 136.3 million.55 The increase in ED visits is attributed to over-
all population growth, increase in illness-related diagnoses, and lack of private health insur-
ance. The uninsured and Medicaid patients demonstrated the greatest increase in rates of ED 
use as compared with privately insured patients.56

According to the 2011 National Ambulatory Medical Care Survey, 15.7 percent of patients 
arrived at the ED via ambulance and 16.2 million ED visits, or 11.9 percent, resulted in hospital-
ization.57,58 In 2011, more than five times as many individuals who visited the ED were discharged 
as were admitted to the same hospital.59 Infants under 1 year of age and adults aged 85 years and 
older had the highest rates of ED visits. The older adults were far more likely to be admitted to the 
same hospital in which they visited the ED.59

Of expected sources of payment for ED visits in 2011, private insurance accounted for 34.9 per-
cent, Medicaid or Children’s Health Insurance Program for 31.8 percent, and Medicare for 18.4 percent. 
Uninsured patients accounted for 16 percent. (This combined total exceeds 100 percent because more 
than one source of payment may be reported per visit.60) EDs are the primary portal of entry for hospi-
tal admission for uninsured and publicly insured patients.59

In the past, like other teaching hospital outpatient clinics, the ED was a place of indenture for 
medical students or medical residents who were required to provide coverage as a component of 
their training. Often, to earn extra income, medical residents would contract to “moonlight” extra 
hours for their assigned hospital or for other hospital EDs. Nonteaching hospitals also often hired 
medical residents on a contracted basis to cover the ED or required attending staff to provide rotat-
ing coverage. These staffing configurations were less than ideal. Physicians working in EDs often 
had little training or experience with the illnesses and injuries encountered there and this haphaz-
ard ED staffing was abandoned by the mid-1980s. Expanded knowledge, techniques, and equip-
ment available for the care of critically ill and injured patients and concerns about liability resulted 
in dramatic changes in how EDs are staffed and organized. Since 1979, emergency medicine has 
been recognized as a medical specialty with accompanying requirements for extended specialty 
training and experience to attain board certification, as in the other medical specialty fields.61 Now, 
EDs are staffed by physicians qualified by training and experience in emergency medicine. Many 
corporations employ groups of board-qualified or board-certified emergency medicine physicians 
and contract their services to hospitals. Medical schools with accredited training programs in 
emergency medicine may staff their affiliated hospitals’ EDs as a faculty practice group, providing 
clinical training for emergency department medical residents.

ED staff includes nurses with advanced education and training in the triage and care of crit-
ically ill or injured patients. It also includes an array of other personnel who provide medical 
and nursing assistance and clerical support. Depending on the needs of the population served by 
the hospital, ED staff also may include mental health professionals and social workers. On-call 
arrangements with hospital medical staff of other departments or with contracted professionals 
assist ED staff to meet patient needs.

Although designed to care for life-threatening illness or injury, the public looks to EDs for 
medical care that ranges from critically urgent to routine and reasons for ED visits encompass 
a broad spectrum. Because state and federal regulations require that hospitals turn no one away 
from an ED without an appropriate medical assessment, patients have learned that EDs are a 

122 Chapter 5 Ambulatory Care



guaranteed source of care regardless of their ability to pay or the nature of their complaint. EDs 
use a standardized system for evaluating patient condition upon ED arrival to determine the time 
frame in which patients require intervention. This Emergency Severity Index (ESI) includes five 
levels: (1) immediate, (2) emergent (1–14 minutes), (3) urgent (15–60 minutes), (4) semi-urgent 
(1–2 hours), (5) non-urgent (2–24 hours).62 In 2011, 8 percent of ED visits, equating to more 
than 10 million visits, were deemed to be non-urgent, and therefore not requiring emergency 
intervention63 (see FIGURE 5-3).

One contributing factor to inappropriate ED use is patients’ self-interpretation of symptoms. 
Also, when physicians receive calls regarding potentially serious complaints, and it is neither prac-
tical nor appropriate for the patient to be evaluated in the private office, physicians may direct 
patients to the ED for immediate care. Physicians also may use the EDs to perform certain tests or 
examinations requiring equipment not available in their offices.

EDs are organized to treat episodes of serious illness and injury and therefore are not a 
good choice for routine care. First, care is much more expensive than in an appropriate ambu-
latory setting because it consumes the time of specialist personnel for conditions in which that 
level of personnel is unnecessary. Second, waiting times are often long because life-threatening 
cases appropriately have priority. Third, the ED, by its nature, is not organized or staffed to 
provide follow-up care. To facilitate follow-up care, ED staff often refers patients to ambulatory 
care services.

Increased ED use coupled with ED closures has resulted in a phenomenon called “ED 
crowding.” Decades-long reports have cited the ongoing need to divert ambulances to alterna-
tive EDs because of immediate lack of capacity.64,65 A solution to crowding has gained traction 
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FIGURE 5-3 Triage Status of Emergency Department Visits, United States, 2011
Data from CDC/NCHS National Hospital Ambulatory Medical Care Survey: 2011.
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among hospital EDs in the form of clinical observation units (COUs). Established as dedicated 
locations adjacent to hospital EDs or as beds located in other areas of the hospital, COUs use 
a period of 6–24 hours to triage, diagnose, treat, and monitor patient responses while com-
mon complaints such as chest pain, abdominal pain, cardiac arrhythmias, and congestive heart 
 failure are assessed.66 After the assessment period, a determination is made whether to discharge 
or admit the patient to the hospital.67 COUs enable ED staff to move patients out of the immedi-
ate ED triage queue, thus decreasing ED stress.66 The use of COUs is endorsed by the  American 
College of Emergency Physicians, the Society of Hospital Medicine, and other professional 
 organizations as a means to prevent unnecessary hospitalization, increase hospital revenue, and 
promote patient safety, among other benefits.67

Despite the well-documented recognition that inappropriate ED use drives up costs and lacks 
continuity of care, individuals without resources or who may be unaware of other sources of care 
find the ED their most accessible choice. Even for individuals with a usual source of primary 
care, lack of provider availability outside normal business hours contributes to ED use for non- 
urgent conditions.68 In accordance with the ACA goal of improving access to primary care, recent 
research evidence suggests that extended-hours access such as that required in the PCMH model 
can help to reduce unnecessary ED use and hospitalizations.68,69 Such findings are adding strength 
to the rationale for continued robust support for primary care practices’ pivotal role in meeting 
the population’s basic needs.

 ▸ Non-hospital-Based (Freestanding) Facilities
Non-hospital-based or freestanding ambulatory care facilities may be owned and operated by 
 hospitals, hospital systems or physician groups, or independent for-profit or not-for-profit  single 
entities or corporate chains. Many hospital systems, independent entities, and chains operate mul-
tiple ambulatory care facilities that provide a wide array of services, including ambulatory  surgery, 
occupational health services, physical rehabilitation, substance abuse treatment, renal dialysis, 
cancer treatment, diagnostic imaging, cardiovascular diagnosis, sports medicine, and urgent/
emergent care. Technology advances, entrepreneurial business opportunities, cost-reduction 
initiatives, and consumer preferences for convenient services continue to advance freestanding 
 services as major components of the healthcare delivery system.

The following provides an overview of the major types of freestanding facilities that play roles 
in the rapid expansion of ambulatory care services.

Urgent Care Centers
The first urgent care centers opened in the 1970s. The Urgent Care Association of America 
(UCAOA) describes urgent care as “health care provided on a walk-in, no-appointment basis 
for acute illness or injury that is not life or limb threatening, and is either beyond the scope or 
availability of the typical primary care practice or retail clinic.”70 Some urgent care centers also 
provide other health services such as occupational medicine, travel medicine, and sports and 
school physicals.70 In most states, urgent care centers do not require licensure separate from that 
of a typical physician office that operates under the physician’s license.71

A UCAOA 2015 survey estimates that there are more than 7,100 U.S. urgent care centers, 
providing an average of nearly 14,000 annual visits per center.72,73 As FIGURE 5-4 depicts, ownership 
is diverse, including hospitals, physician groups, corporate entities, and others.73
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Operating with extended hours including evenings, weekends, and holidays, and accepting 
patients on a walk-in basis, urgent care centers are filling gaps in the delivery system created by the 
inflexibility of private physician appointment scheduling and unavailability during nonbusiness 
hours. This convenience factor is highlighted by the report that two-thirds of urgent care patients 
have a regular primary care physician.73 Urgent care centers provide user-friendly alternatives to 
the chaotic environment and long waiting times of hospital EDs. In the UCAOA 2015 survey 
noted above, 90 percent of patients experienced a waiting time of 30 minutes or less, with their 
entire care episode completed in 60 minutes or less.73 Typically located in highly visible facilities 
such as storefronts in commercial areas, urgent care centers offer convenience and ease of acces-
sibility to their consumers, and their numbers are increasing.73 Because they are a less-expensive 
alternative to the hospital ED, health plans usually fully reimburse members’ use of urgent care 
facilities when their physicians are not available. Costs for patients and insurers are also a major 
factor in urgent care center popularity. The 2015 UCAOA survey places the average cost of an 
urgent care visit at $150 versus the average cost of an ED visit at $1,354.74 The cost differential 
is significant as increasing numbers of Americans subscribe to high-deductible health plans in 
which they pay out-of-pocket charges until an annual spending threshold is met.

Most urgent care centers emphasize that they do not provide ongoing care for chronic condi-
tions, although they may be the site where a chronic condition such as diabetes or hypertension 
is initially diagnosed. If patients lack a routine source of care, staff may encourage patients to 
establish a relationship with a primary doctor and may provide information about physicians or 
primary care centers that are accepting new patients to encourage continuity.

Urgent care physicians are typically specialists in internal, family, or emergency medicine. 
Established in 1997, the American Board of Urgent Care Medicine offers certification in the field 
of urgent care medicine to qualified candidates who have successfully completed an Accredita-
tion Council for Graduate Medical Education residency in emergency medicine, family practice, 
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FIGURE 5-4 Ownership of Urgent Care Centers
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general surgery, internal medicine, obstetrics and gynecology, or pediatrics; meet several other 
requirements for experience in the field and continuing medical education; and pass a certifica-
tion examination.75 Individual urgent care centers may be granted certification by the UCAOA 
upon meeting specific criteria for staffing models, facility equipment, hours of operation, and 
other requirements.76

In addition to physicians, urgent care centers may employ registered nurses, nurse practi-
tioners, physician assistants, and may provide radiology and basic laboratory services. Acceptable 
payment typically includes all forms of insurance, cash, and credit cards.

The emergence of urgent care centers is a clear indication that patients perceive them as a pos-
itive alternative to the hospital ED, and for individuals without a primary physician’s availability, 
meet nonemergency needs in a convenient and consumer-friendly manner.

Retail Clinics
Retail clinics, operated at retail sites such as pharmacies and supermarkets, are a growing form 
of ambulatory care. The first retail clinics opened in 2000 in the Minneapolis–St. Paul area in 
grocery stores.77 Expanding from approximately 300 retail clinic sites in 2007, current projections 
estimate that the number of retail clinic sites will grow to 2,400 in 2016, with a 14 percent growth 
annually through 2017.78 Total annual patient visits to retail clinics have reached 10.5 million.79 
Clinics operate in 41 states and the District of Columbia,80 and typically are located in brand name 
retailers such as pharmacies, grocery and “big box” stores79 such as CVS pharmacies, Walgreens, 
Wal-Mart, and Target stores. Most retail clinics are owned by pharmacies and big box retailers.79 
Known by consumer-friendly names, such as “MinuteClinic” and “TakeCare,” the clinics  represent 
an entrepreneurial response to patient demand for fast, affordable treatment of easy-to-diagnose 
conditions. Staffed by nurse practitioners or physician assistants, a physician is not required 
on-site, although many clinics have physician consultation available by phone. Most clinics accept 
Medicare, Medicaid, private insurance, and Worker’s Compensation insurance.79 In 2015, 80 per-
cent of visits to clinics within CVS and Walgreens were covered by insurance.81 There is no federal 
regulation of retail clinics, and pertinent state legislation has been very limited, affecting clinics in 
fewer than 10 states.80,82

In the reforming healthcare delivery system, proliferation of these clinics has captured the 
attention of both health systems and payers. First, the cost of care initiated at retail clinics is sig-
nificantly lower than physician offices, urgent care centers, and EDs. Second, the wide geographic 
coverage of retail sites and convenient hours of operation have made retail clinics attractive to 
health systems. For health systems, retail clinic locations expand market reach into new areas, 
expand the primary care network to new populations, and reduce unnecessary ED visits.79 More 
than 100 partnerships between retail clinics and health systems have been established.79 Payers are 
integrating retail clinics into their networks to reduce costs. For example, Blue Cross Blue Shield 
of Minnesota has developed an “aligned incentive” ACO that now accounts for 40 percent of its 
network spending. This ACO-like product developed with Allina Health Network “wraps” the 
health network with other providers, including retail clinics.79

Reactions to retail clinics from the organized medical community vary from acceptance as 
a patient choice to opposition. Primary care physicians have many concerns about quality and 
continuity of care and competition. The AAFP has the retail clinic phenomenon under continuing 
study. In 2013 it issued a policy affirming its belief that the PCMH is best suited to improving the 
quality of care. In this policy, the AAFP opposed expansion of retail clinic services beyond minor 
acute illness and chronic medical conditions and agreed that retail clinics can be a component of 
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patient-centered care while coordinating with primary care physicians to avoid fragmentation.83 
In a 2015 position paper, the American College of Physicians issued recommendations addressing 
retail clinic expansion noting that, “retail health clinics should serve as an episodic alternative to 
care from an established primary care practice for relatively healthy patients without complex 
medical histories.”84 Upon release of the recommendations, the ACP President acknowledged, 
“Health care delivery models are changing and our patients are embracing and exploring alterna-
tives to the traditional office practice.”84

As retail clinics continue proliferating, more research is required to learn about how these 
entities will fit into the reformed delivery system. This growing ambulatory care enterprise is 
under close observation by employers, insurers, retailers, investors, and the medical and consumer 
communities. It is clear that retail clinics are established in the mainstream of primary healthcare 
delivery and will likely continue to be an important component of future primary care delivery 
systems.

Ambulatory Surgery Centers
The NCHS defines ambulatory surgery as “surgical and nonsurgical procedures performed on 
an ambulatory (outpatient) basis in a hospital or freestanding center’s general operating rooms, 
dedicated ambulatory surgery rooms, and other specialized rooms such as endoscopy units and 
cardiac catheterization labs.”85 Federal tracking and reporting on ambulatory surgery through the 
National Survey of Ambulatory Surgery was first conducted from 1994 to 1996, but discontinued 
due to lack of resources. After a 10-year hiatus, it was conducted again in 2006, with plans reported 
in 2015 to include this survey in the National Hospital Ambulatory Medical Care Survey in the 
future.86 Therefore, where applicable, ambulatory surgery data is gleaned from other most-recent 
available sources.

Ambulatory or outpatient surgery accounted for more than 64.5 percent of all surgeries 
performed in hospitals in 2012.87 Since the 1990s the total number of ambulatory surgery cen-
ters (ASCs) including hospital and non-hospital based, has more than doubled.88 Now, there are 
more than 6,000 ASCs operating in the United States, of which 5,344 are Medicare-certified.89 
Between 2000 and 2007 the number of Medicare-certified ASCs increased at an average annual 
rate of 7.3 percent.90 Since 2007 the growth rate has slowed to an annual average of 2.6 percent.89 
Ninety-seven percent of ASCs operate as for-profit entities and 91 percent are located in urban 
settings.89 Approximately 22.3 percent of ASCs are owned or managed by an ASC management 
and development company.89 Physicians have ownership interest in 90 percent of ASCs, hospitals 
have ownership interest in 21 percent, and 3 percent are owned entirely by hospitals.91

In the 1970s, physicians led the development of ASCs because they saw opportunities to estab-
lish high-quality and cost-effective alternatives to inpatient surgery. ASCs were physicians’ solu-
tions to frustration with hospital bureaucracy, operating room schedule difficulties, and patient 
inconvenience. ASCs provided physicians with a high degree of professional autonomy in proce-
dure scheduling and in selecting staff, equipment, and facilities best suited to their specialties and 
patient needs and preferences.91

Advancements in medical technology and changes in reimbursement criteria were the two 
primary drivers for ambulatory surgical procedures as alternatives to inpatient surgery. One of 
the most significant factors was advancements in anesthesia that resolved safely and quickly.91 
Advancements in surgical equipment and techniques reduced or eliminated the invasiveness of 
many procedures and their complications and risks. With these and other technological advances 
making outpatient surgery safe, mounting financial pressures resulted in Medicare and private 
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insurers requiring that certain procedures be performed in the less costly ambulatory setting unless 
physicians were able to document the necessity of hospitalization. The initial years of the shift 
from inpatient to ambulatory surgery provided opportunities for hospitals to convert underused 
inpatient space into efficient, cost-effective care delivery areas, encouraging the development of 
separate surgical management systems for ambulatory and complicated cases. At the same time 
well-managed ASCs quickly became profitable.

Hospitals responded to the demand for ambulatory surgery as they faced competition from 
newly formed physician-directed freestanding facilities and insurer demands for lower costs. In 
1982, Medicare expanded coverage to include ambulatory surgical procedures and between 1982 
and 1992, outpatient surgeries in community hospitals increased by more than 200 percent, while 
inpatient surgical procedures declined by more than 32 percent.88,92

ASCs are among the most highly regulated healthcare entities. Forty-three states and the 
District of Columbia require licensure of ASCs; the remaining seven states have some form of 
regulatory requirement.91 All ASCs qualifying for Medicare reimbursement must undergo a pro-
cess entailing compliance with federal standards on staff qualifications, safety, equipment, and 
management.91 Many ASCs also voluntarily submit to accreditation reviews by The Joint Com-
mission, the Accreditation Association for Ambulatory Health Care, the American Association for 
the Accreditation of Ambulatory Surgery Facilities, or the American Osteopathic Association.91 
Beginning in 2015, ASCs serving Medicare beneficiaries will participate in a new CMS ASC Qual-
ity Reporting Program. ASCs failing to submit required data or to meet established quality criteria 
may receive a 2 percent reduction in subsequent years’ payment update.93

Quality and the patient care experience have benefited significantly from improved tech-
nology applied in the ambulatory setting. Patients experience fewer complications, much faster 
recovery, and less disruption to normal activity than from inpatient surgery. Continuing advances 
in surgical procedures and anesthetic agents, postoperative management, and other evolving 
technology provide future opportunities to move even more types of inpatient surgery into the 
ambulatory setting. Patients view ASC facilities as user friendly and responsive to their needs 
with 92 percent reporting a high degree of satisfaction.91

Federally Qualified Health Centers
Federally qualified health centers (FQHCs) originated during Lyndon Johnson’s presidency in 
the mid-1960s and represented a facet of that administration’s social reform movement labeled 
the “war on poverty.” Originally authorized by the Office of Economic Opportunity, the Public 
Health Service assumed coordinating responsibility in the mid-1970s. Funded under Section 330 
of the Public Health Service Act, these centers were established in urban and rural communities 
with common characteristics rooted in federal funding requirements, including focus on needs 
of the underserved, comprehensive primary care, professional staffing, community involvement, 
and partnerships between the public and private sectors.94 Subsequent amendments to Section 
330 established specialized primary care programs for migrant farm workers, the homeless, and 
residents of public housing.94

FQHCs may be organized under the aegis of local health departments (LHDs) as part of 
larger not-for-profit human service organizations or as stand-alone, not-for-profit corporations. 
All FQHCs must comply with federal requirements to:94

 ■ Serve a medically underserved population
 ■ Provide appropriate and necessary services with fees adjusted on patients’ ability to pay
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 ■ Demonstrate sound clinical and financial management
 ■ Be governed by a board, a majority of which includes health center patients

The FQHC model emphasizes coordinated and comprehensive care and reductions in 
health disparities for low income individuals, racial and ethnic minorities, rural communities, 
and other underserved populations.95 Reflecting these emphases, FQHCs are staffed by multi-
disciplinary teams that include physicians, nurse practitioners, physician assistants, nurses, den-
tal providers, midwives, behavioral healthcare providers, social workers, health educators, and 
many  others.95 This team approach assists patients to overcome geographic, cultural, linguistic, 
and other  barriers and assists patients in linking with other supportive programs and services.95 
FQHCs are required to provide a full range of primary care and preventive services in the fields of 
family medicine, internal medicine, pediatrics, obstetrics and gynecology, and dentistry includ-
ing screenings,  laboratory testing, and radiology, and where appropriate, pharmacy services.96 
As population needs dictate, centers also may provide transportation, language translation, 
and health education services. Currently, 98 percent of FQHCs use electronic health records, a 
51 percent growth in the use of electronic health records since 2010.97 Two-thirds of FQHCs have 
earned designation as PCMHs.98

FQHC grants are administered by the Health Resources and Services Administration (HRSA) 
of the U.S. Department of Health and Human Services. Fees for services are based on income, and 
services are offered without charge for the neediest patients; no patient may be denied services 
due to inability to pay.98 The FQHC program has grown substantially over the years, and in 2014 
nearly 1,300 centers operate 9,000 delivery sites providing care to nearly 22.8 million patients in 
every state, the District of Columbia, Puerto Rico, U.S. Virgin Islands, and the Pacific Basin.95 Fifty 
 percent of patients are members of ethnic and minority groups; 28 percent lack health insurance; 
47 percent depend on Medicaid; and 31 percent are children.95,99 FIGURE 5-5 illustrates the insur-
ance status of FQHC patients.100

Since 2009, FQHCs have increased the number of patients served by nearly 6 million and now 
1 out of every 14 U.S. citizens relies on a HRSA-funded clinic for primary care.95

Uninsured, 
27.9%

Medicaid/chip,
47.3%

Medicare, 8.6%

Other third
Party, 16.3%

FIGURE 5-5 Health Center Patients by Insurance Status, 2014
Data from Health Resources & Services Administration. Retrieved from: bpch.hrsa.gov./uds/datacenter.aspx
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The pivotal role of FQHCs in meeting healthcare needs of America’s most vulnerable and 
underserved citizens received significant support during President Obama’s administration. In 
2009 the administration earmarked $600 million in the ARRA to support major construction and 
renovation projects at 85 FQHCs in 30 states and to support their adoption of electronic health 
records and other health information technology systems.101

In 2010, the ACA established the Community Health Center Fund providing $11 billion over 
a five-year period that included:95

 ■ $9.5 billion to:
•	 Support ongoing health center operations
•	 Create new health center sites in medically underserved areas
•	 Expand preventive and primary healthcare services, including oral health, behavioral 

health, pharmacy, and/or enabling services, at existing health center sites
 ■ $1.5 billion to support major expansion, renovation, and construction of new FQHC sites

In 2015 through the ACA, the HRSA Health Center Program awarded the following:95

 ■ $271 million to establish approximately 430 new FQHC sites
 ■ $36.3 million to 1,113 FQHCs to recognize quality-improvement activities
 ■ $51.3 million to support 210 FQHCs to establish or expand behavioral health services
 ■ $6.4 million to hire outreach and eligibility assistance workers to assist people with enroll-

ment for affordable health coverage
 ■ $100 million commencing in 2016 to support 310 health centers to improve and expand delivery 

of substance abuse services

In 2011 under a provision of the ACA, CMS launched a three-year pilot program to test 
the development of the PCMH model for FQHC Medicare beneficiaries.102,103 Conducted at 
434 FQHCs, the demonstration project provided financial incentives to support the FQHCs in 
adopting care coordination practices recognized by the NCQA.103 The demonstration project 
concluded in 2014. Issued in 2015, the second of three evaluation reports on this demonstra-
tion project noted, “In fact, despite substantial growth in the number of practices pursuing 
APC attributes and the support being offered to them, evidence supporting the effectiveness 
of PCMH transformation in improving both quality and cost/utilization outcomes has been 
mixed.”104 The evaluation report cited the need for more data analysis and application of addi-
tional methods to identify elements of the demonstration that are associated with process and 
outcomes improvements.104

Public Health Ambulatory Services
The delivery of ambulatory health services by state, county, or municipally supported governmen-
tal entities has its roots in the early American ethic of community responsibility for the care of 
needy residents. Since the colonial period, altruistic citizens sought the charity of the community 
to provide for the less fortunate by supporting the development of almshouses to care for the 
needy and for orphaned children. Many of these institutions became the precursors of community 
hospitals.

With the evolution of state and local governments’ roles in providing welfare services, and the 
development of the public health discipline in the late 1800s and early 1900s,  tax-supported state 
and LHDs began providing ambulatory personal health services. The public health community’s 
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successful campaigns in controlling childhood and other communicable diseases were rapidly 
followed by the recognition of the emergence of chronic disease by the medical-care community. 
This recognition resulted in major shifts of resources toward specialized medical care, to the 
detriment of public health’s preventive agenda.105 In addition to maintaining its basic mission to 
promote and protect the public’s health and safety, the public health community was expected 
to mount new initiatives to promote healthy lifestyles, provide safety-net services to needy 
 populations, and expand regulatory oversight to accommodate the rapidly expanding medical 
care industry.105

Ambulatory health services that became the domain of health departments included the 
administration of preventive public health measures such as cancer and chronic disease screening, 
immunization, high-risk maternal and infant care, family planning, tobacco control, and tuber-
culosis and sexually transmitted disease screening and treatment. Some LHDs also established 
FQHCs or other types of community health centers to provide a range of primary care services to 
needy individuals of all ages.

Today the scope of ambulatory care services delivered by public health departments ranges 
across a wide spectrum from prevention-oriented programs, such as immunizations, well-baby 
care, smoking cessation, and cancer and chronic disease screening and education, to a full range of 
personal health services offered through ambulatory care centers. Historically, support for ambu-
latory public health services has included combinations of city, county, and state funding, plus 
federal and state disease-specific or block grant funds.

Public health ambulatory services staff may include physicians, nurses, aides, social workers, 
public health educators, community health workers, and clerical and administrative staff, who 
function under the overall administrative direction of a local health officer. This health officer 
may or may not be a physician, depending on the population size of the jurisdiction and individual 
state or municipal requirements. Depending on the geographic area, the governmental aegis may 
be state, county, or city.

Findings of the National Association of County & City Health Officials (NACCHO) 2013 
National Profile of Local Health Departments reveal the extent to which LHDs are providing 
ambulatory services.106 The following data is gleaned from the profile. With responses from 
2,000 LHDs of 2,532 surveyed, the report reveals that a significant proportion of local public 
health agencies continues to provide directly an array of ambulatory services. As examples of 
the services most frequently provided, adult and child immunizations top the list at 90 percent 
of respondents. Eighty-three percent of LHDs reported services to screen for tuberculosis and 
76  percent provided tuberculosis treatment. Sexually transmitted disease screening and treat-
ment were offered by 64 percent and 60 percent of LHDs, respectively. Fifty-five percent of 
respondents reported providing family planning services. Few LHDs provide direct clinical ser-
vices to mothers and children, such as obstetrical care (8 percent), prenatal care (27 percent), and 
well-child clinics (32 percent).

In 2015, NACCHO released results from another report, Findings from the 2015 Forces 
of Change Survey, which highlights changes in LHD’s service constellations resulting from 
 economics and the reforming healthcare delivery system.107 The survey findings note that 
some LHDs have decreased clinical services and that more than one-third of LHDs are  serving 
fewer patients in clinics compared with the prior year. Examples of changes include 14 per-
cent reductions in immunizations, maternal and child health services, and diabetes screen-
ings. Possible reasons cited for service reductions and decreased clinic volume include newly 
insured patients’ options due to the ACA, the growing availability of alternative providers 
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such as urgent care clinics, and LHD staffing constraints. Noting concomitant increases in 
population-oriented services such as obesity prevention (24 percent) and tobacco, alcohol, 
and other drug prevention (23 percent), the report suggests that the ACA’s population empha-
sis is influencing LHDs’ decisions about use of resources in population-based, rather than 
individual service directions.

Ambulatory services of public health agencies are facing many challenges including con-
strained resources and the need to adapt to changes in the healthcare delivery system. LHDs rec-
ognize their roles in sustaining essential public health services in their communities and continue 
seeking additional revenue streams, including billing for some clinical services, in order to remain 
as important resources for their communities’ most vulnerable citizens.

Not-for-Profit Agency Ambulatory Services
Not-for-profit agencies operate a variety of ambulatory healthcare services throughout the United 
States. Not-for-profit ambulatory services have evolved from many sources, often cause-related, to 
address needs of population groups afflicted by specific diseases or types of conditions. Asthma, 
diabetes, multiple sclerosis, and cerebral palsy are a few of the conditions addressed. As not-
for-profit organizations, many are chartered by states as charitable organizations and maintain 
tax-exempt status with the Internal Revenue Service. These designations allow them to solicit 
charitable contributions for which their donors may receive tax deductions. Governed by boards 
of directors who receive no compensation for their services, these organizations may be operated 
by an all-volunteer staff or employ numerous paid professionals and have annual operating bud-
gets of several million dollars.

Voluntary ambulatory healthcare agencies often were established through the advocacy of 
special interest groups that desired to address the healthcare or health-related needs of a popu-
lation group whose needs were not being adequately met by existing community services. Some 
operate as single entities, and others as independent affiliated agencies of national organizations. 
Planned Parenthood Federation of America is an example of one such organization. Its clinics 
provide preventive care, education, gynecologic care, and contraception methods in numerous 
locations throughout the United States. Another example is the Alzheimer’s Association, which 
provides or assists affected individuals and their caregivers with specialized education and social 
support and promotes research into causes of and treatment for the disease. Frequently, legislative 
advocacy related to the organization’s interests at the federal, state, and local levels is a major com-
ponent of not-for-profit organization activity.

Financial support for voluntary ambulatory healthcare agencies is diverse. Sources may 
include charitable contributions, private payment, third-party insurance reimbursement (includ-
ing Medicare and Medicaid), and federal, state, or local government grants. In many agencies, a 
large proportion of clients is uninsured or underinsured and lacks personal resources, making 
financial subsidies crucial to continued viability. Agencies with missions to serve the neediest 
members of the community continue meeting challenges posed by the ebb and flow of gov-
ernment grant dollars and community economic conditions that affect philanthropic support 
through efficient business practices and a variety of private fundraising activities.108 Although 
voluntary agencies provide only a small fraction of the ambulatory care services, as compared 
with hospitals and other ambulatory care organizations, they are important as repositories of 
community values, as symbols of community charity and volunteerism, and as advocates for 
populations with special needs.
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 ▸ Telehealth
Though not exclusively in the province of ambulatory care, telehealth (sometimes referred to as 
telemedicine) is a rapidly expanding field that is increasingly recognized as having a significant 
impact on the evolving delivery system in general, and on ambulatory medicine in particular. 
There are definite benefits to telehealth from a population health perspective, such as providing 
care in locations where none exists, i.e. rural areas, or connecting home-bound patients to physi-
cian consultations. Telehealth bridges patient contact with physicians at their offices or institutions 
or even at a patient’s residence. The Center for Connected Health Policy defines telehealth as, “A 
collection of means or methods for enhancing health care, public health, and health education 
delivery and support using telecommunications technologies.” Telehealth uses four modalities:109

1. Live video (synchronous): Real-time interaction substituting for an in-person encoun-
ter using audiovisual telecommunications technology.

2. Store and forward (asynchronous): Transmission of recorded health history that may 
include digital image results of diagnostic procedures transmitted to a provider (usu-
ally a specialist) who uses the information to evaluate a case.

3. Remote patient monitoring (RPM): Personal health and medical data collection from a 
patient via electronic communication technologies, transmitted to a provider.

4. Mobile health: Mobile communications devices such as cell phones, tablets, and per-
sonal digital assistants that send messages ranging from promoting healthy behaviors 
to alerts about public health threats.

While the benefits of telehealth in terms of cost-containment and physician and patient con-
venience may seem obvious, insurers have been slow in adopting reimbursement for these ser-
vices. Slow adoption has been attributed principally to the lack of an exact definition of services for 
billing purposes and accompanying fears that telehealth services will actually add charges rather 
than substitute for in-person patient encounters.110 Medicare has remained highly reluctant to 
participate and restricts payment to only rural residents and specific clinical sites. Medicaid reim-
bursement is much more flexible.110 Now, payers’ attitudes are changing with the recognition that 
burgeoning numbers of older Americans who will require monitoring for chronic diseases face 
transportation challenges in both urban and rural areas, and that patients have increasing expec-
tations for convenient services.110 Today, 29 states and the District of Columbia require that private 
insurers cover telehealth the same as they cover in-person services, and in 2016, Congress initiated 
action on Medicare to relax some restrictions.110 With opportunities for improving access, reduc-
ing costs, and responding to patient demands, the utilization of telehealth can be expected to grow.

 ▸ Continued Future Expansion and Experimentation
The focus of the healthcare delivery system in the United States has shifted from hospitals to 
expanded use of ambulatory care services. Continuing advances in medical technology, cost- 
reduction initiatives, and patient demands for convenient, accessible services will drive future 
ambulatory care growth in all settings. As healthcare marketplace reforms continue, the PCMH 
and ACO models will continue to be subjects of intense study. Analyses will provide fertile oppor-
tunities for health services research to inform practitioners and policymakers about these models’ 
effectiveness in achieving the goals of higher quality care, reduced costs, and patient satisfaction.
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 ▸ Medical Education: Colonial America to the 1800s
There were no medical schools in colonial America. Women treated the sick at home with the help 
of medicinal herbs, the advice of friends, and self-help publications of questionable credibility. 
Only a few of the university-trained physicians in Europe came to the colonies. Those European 
physicians trained other physicians in an apprentice relationship. Because there was no formal 
method of testing or licensing new physicians after they concluded their apprenticeship, they were 
free to practice with no regulation.

Medical Education and the 
Changing Practice of Medicine

CHAPTER OVERVIEW

This chapter provides an overview of the evolution in medical education from the colonial 
apprentice system to today’s high-technology, specialty-oriented instruction in the basic sciences 
and clinical fields. It includes discussions of the Health Information Technology for Economic and 
Clinical Health (HITECH) Act, the Affordable Care Act (ACA), and resulting impacts on medical 
education and practice. Updates are provided on evidence-based clinical practice guidelines, 
specialty physicians called hospitalists, physician report cards, and health information technology 
(HIT). New information is presented on open access to the biomedical literature and new ethical 
issues are reviewed. The chapter concludes with a discussion of the future direction of medical 
education and healthcare reform.
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The first medical school in America was established in 1756 at the College of  Philadelphia 
(later the University of Pennsylvania). In 1768, a second was founded at King’s College (later 
Columbia University). Both schools graduated only a small number of students each year.

Training under a single physician remained the most common method of physician 
 education until the founding of hospitals in the mid-1700s. Physicians brought their own 
apprentices to the hospital, and they encouraged other students to observe patient  treatment. 
This practice became so popular that the Philadelphia Hospital began charging a fee to 
 students who were not apprenticed to physicians on the staff. By 1773, the hospital felt it 
had become necessary to regulate this training system and initiated a program whereby 
an  aspiring  physician would pay a fee to the hospital and be formally apprenticed to the 
institution  for five  years.1 Physicians were granted a certificate on the completion of their 
apprenticeship.

By 1800, only four new U.S. medical schools had been added. Harvard University established 
a medical school in 1783 and Dartmouth College, in 1797. The schools were small, with three or 
four faculty members teaching all courses, and there were still very few restrictions on who could 
practice medicine. The first law concerning medicine in the colonies was enacted in Virginia in 1639 
to control physician fees.2 Various states attempted to enact medical licensing legislation during the 
1700s and early 1800s, but “by the time of the Civil War, not a single state had a medical licensure 
act in effect.”2 As the number of medical schools grew, their diplomas came to be viewed as licenses 
to practice.

In 1821, Georgia became the first state to restrict medical licenses to graduates of medical 
schools. Opposition was strong, especially from the apprentice-trained physicians. However, 
as physicians from medical schools began to outnumber those from the apprentice system, the 
 Doctor of Medicine (MD) degree became the standard of competence.

The endorsement of formal medical education over apprenticeship training encouraged an 
increase in the number of medical schools. Many of the new medical schools had weak programs 
and no hospital affiliations. In 1892, Harvard became the first medical school to require four years 
of training. In 1893, Johns Hopkins initiated a four-year curriculum as part of a pioneering effort 
to improve medical education. The Johns Hopkins model became the standard for the subsequent 
reform of all medical education.

Many medical schools during this period operated without strict admission requirements, a 
well-trained faculty, or a place for clinical observation and practice. Consequently, the quality of a 
medical degree varied greatly from school to school. Medical societies were organized to improve the 
quality of education and practice. The first such society was the Medical Society of Boston, organized 
in 1736.2

By the mid-1800s, most states had medical societies. In 1847, most of the state societies 
were affiliated with the newly formed American Medical Association (AMA). The goal of the 
AMA at the time was to improve medical education. The AMA’s early attempts to reform or 
close some of the weaker medical schools often were ineffective; many AMA members were 
professionally associated with weaker schools and had a vested interest in keeping them open.1 
As a result, attempts to establish a national standard for medical teaching floundered for a few 
decades.
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The Association of American Medical Colleges (AAMC), founded in 1876 by 22 medical 
schools, supported a four-year curriculum such as the one introduced by the medical schools 
of Harvard and Johns Hopkins. However, it lacked the influence at that time to accomplish the 
desired medical education reforms.

 ▸ Flexner Report and Medical School Reforms
In 1904, the AMA created a new Council on Medical Education and began the Journal of the 
 American Medical Association. The AMA used the journal to publish medical school failure 
statistics on state board licensing examinations and to group schools in categories by their 
failure rates.

The most important educational reform accomplishment of the AMA began in 1905 when 
it enlisted the Carnegie Foundation to investigate and rate medical schools. Abraham Flexner 
of the Foundation led a study of the medical schools in the United States and Canada. He pro-
posed to examine the entrance requirements at each institution, the size and training of the faculty, 
endowment fees, the quality of laboratories, and the relationship between the medical schools and 
hospitals.

Flexner started his educational survey of all 155 medical schools in the United States and 
Canada in 1909. He visited each school, interviewing the dean and faculty members and inspect-
ing laboratories and equipment. He summarized the observations he made during each visit and 
mailed his summary to the dean for verification. The deans and faculty of each school cooperated 
happily with Flexner in the mistaken belief that Carnegie was contemplating a contribution to 
their school.

Flexner’s full report, “Medical Education in the United States and Canada,” was published 
by the Carnegie Foundation in 1910. The report was an accurate description of the assets 
and liabilities of each medical program and its teaching facilities. Overall, the report was a 
searing indictment of most medical schools of the time. Some were referred to as a  “disgrace” 
and a “plague spot.” The report recommended corrective measures. In the aftermath of this 
criticism, some schools closed while others consolidated. Soon after, some attempted to make 
improvements based on the report’s recommendations. Flexner had proposed that the num-
ber of schools be reduced from 155  to 31, but a decade later the number had only been 
reduced to 85.1

Not all observations in Flexner’s report were negative. Dartmouth, Yale, and Columbia were 
able to make alterations that improved the quality of their programs. Schools that received praise 
for excellent performance in the United States and Canada included Harvard, Western Reserve, 
McGill, the University of Toronto, and especially Johns Hopkins, which was described as a “model 
for medical education.”

Formulated by an independent body, the Flexner Report gave increased leverage to 
 medical reformers. Licensing legislation was pursued more vigorously, and new require-
ments for the length of medical training and for the quality of laboratories and other facilities 
were established. The AMA and the AAMC accelerated their efforts at reform and, in 1942, 
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established the Liaison Committee on Medical Education to serve as the official accrediting 
body of medical schools.

One of the most important outcomes of Flexner’s report was its stimulation of financial sup-
port for medical education from foundations and wealthy individuals. Schools that received the 
most favorable ratings from Flexner shared most of the money. Because most were associated with 
universities, the university-affiliated medical schools gained significant influence over the direc-
tion of medical education.1

 ▸ Transition from Academic Medical Centers 
to Academic Health Centers

Federal research grants of the 1950s and 1960s encouraged research-oriented medical schools and 
their teaching hospitals to become the country’s centers of scientific and technologic advances in 
health care. Most of the large tertiary-care hospitals affiliated with the approximately 80 medical 
schools operating at that time attracted patients with complicated medical conditions and were 
getting better results than their smaller unaffiliated counterparts were.

Because university medical complexes were increasingly recognized as leading the way 
toward a more sophisticated and effective healthcare system, the federal government assisted 
in extending that expertise through the regional medical program legislation of 1965 and 
associated funding.

One of many federal grant programs of the 1960s, the regional medical program legislation 
supported the development of programs across the United States to upgrade medical knowledge 
about the leading causes of death: heart disease, cancer, and stroke. The regional medical programs 
supported research, continuing professional education, service innovation, and regional net-
working among hospitals and other healthcare facilities. By 1974, however, the university-based 
regional medical programs had lost their political support and disbanded.

However, by 1974 university-based academic medical centers were well established as the 
proponents of cutting-edge advances in research and clinical medicine. By the early 1980s, federal 
support had increased the number of medical schools to 127. Academic medical centers broad-
ened into academic health centers by adding to their complexes professional healthcare programs 
such as nursing, pharmacy, dentistry, and allied health. Together with their large teaching hos-
pitals and other clinical facilities, these academic health centers became a powerful force in the 
healthcare arena.

Academic health centers became the principal places of education and training for physicians 
and other healthcare personnel, the sites for most basic research in medicine, and the clinical 
settings in which many of the advances in diagnosis and treatment were tested and perfected. 
Today, the teaching hospitals of academic health centers are also major providers of the most 
sophisticated patient care required by trauma centers, burn centers, and neonatal intensive care 
centers, and the technologically advanced treatment of cancer, heart disease, and neurologic and 
other acute and chronic conditions. In addition to their complex tertiary-care services, teaching 
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hospitals also provide much of the primary care for the economically disadvantaged populations 
in their geographical regions.

While the teaching hospitals of the 145 academic health centers represent only 7 percent 
of the nation’s 5,627 hospitals (about 400 hospitals), they provide 37 percent of all hospital 
charity care, 24 percent of all Medicaid hospitalizations, and 59 percent of all pediatric Inten-
sive Care Unit beds.3–5 The highly specialized, high-technology nature of academic health 
centers makes them the most expensive type of facility in America’s healthcare system. Care 
provided at the teaching hospitals often is more expensive because student physicians order 
more diagnostic tests and procedures and often must consult with senior doctors regard-
ing diagnoses and treatment procedures. As health care has shifted from an era of abundant 
resources to one of more stringent economic constraints, academic health centers have been 
under increasing pressure to reduce high-cost activities or face ballooning deficits that could 
threaten their survival.6

Medical schools’ diverse research, teaching, and patient care responsibilities require them 
to generate revenues from multiple sources. A major source of revenue is the clinical prac-
tice of faculty who provide care to patients in addition to their responsibilities for teaching 
medical students. In fiscal year 2014, the largest proportion, 40 percent, of the total revenue 
of the U.S. fully accredited medical schools came from their faculty practice plans in which 
medical school faculty provided medical care to patients. This is a 7.6 percent increase from 
the previous fiscal year. In the same year, federally supported research grants and contracts 
contributed about 15 percent, a 5 percent decrease from the previous year. Medical schools 
receive relatively smaller proportions of their total revenue from state and local government 
appropriations, hospital programs, tuition and fees, federal and other grants and contracts, 
and endowments.7 The increasing proportion of practice revenue in medical school budgets 
has put more pressure on faculty to provide more revenue-generating patient care while still 
maintaining their teaching and academic standards.

The cost of medical care is generally higher in academic health centers relative to non- teaching 
hospitals because of the added time and expenses for educational activities that are inextricably 
linked with patient care. Recognizing this, Centers for Medicare & Medicaid Services (CMS) pays 
academic medical centers an Indirect Medical Education (IME) adjustment on its Medicare claims 
to offset this added cost.8

 ▸ Graduate Medical Education
There are two types of physicians: the Medical Doctor (MD) and the Doctor of Osteopathic Medi-
cine (DO). MDs are also known as allopathic physicians. Although both MDs and DOs may use all 
accepted methods of treatment, including drugs and surgery, DOs place special emphasis on the 
body’s musculoskeletal system. As of March 2016, there were 145 accredited schools of allopathic 
medicine5 and 31 accredited colleges for degrees in osteopathy.9

No one national agency grants licenses to practice medicine. Instead, a physician must 
obtain a license from the medical board of the state in which they plan to practice. Each state 
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has independent requirements about who may practice within the state and may have special 
requirements or restrictions for licensure. To provide direct patient care, after successful com-
pletion of medical school, physicians are required to complete a 3- to 7-year graduate medical 
education. This consists of a residency, and possibly a fellowship, accredited by the Accredi-
tation Council for Graduate Medical Education (ACGME) in one of the recognized medical 
specialties or subspecialties. Formerly the Liaison Committee for Graduate Medical Education 
established in 1972, the ACGME was established in 1981. In 2000, it became an independent, 
not-for-profit organization with the following mission: “We improve health care and popula-
tion health by assessing and advancing the quality of resident physicians’ education through 
accreditation.”10

“In academic year 2013–2014, there were approximately 9,600 ACGME-accredited residency 
and fellowship programs in 130 specialties and subspecialties at approximately 700 sponsoring 
institutions. Active full-time and part-time residents and fellows numbered more than 120,000.”11 
Given the large number of programs, over many years, questions have arisen about program 
 quality and responsiveness to personnel supply and specialty distribution issues. Reflecting these 
concerns, U.S. residency programs were described at the 1992 Macy Foundation conference, 
 “Taking Charge of Graduate Medical Education: To Meet the Nation’s Needs in the 21st  Century,” 
as “responsive principally to the service needs of hospitals, the interests of the medical specialty 
societies, the objectives of the residency program directors, and the career preferences of the 
 medical students.”12

Initiated in 1998 and then fully implemented in all residency training programs in 2012, 
ACGME made major changes in how the nation’s medical residency programs are accredited 
through the establishment of an outcomes-based evaluation system called the “Outcome Project.” 
The new system measures medical residents’ competencies in performing essential tasks necessary 
for clinical practice today.13 Reports thus far on the results of the Outcome Project are scant. One 
qualitative study that interviewed four experts states:14

“Despite repeated entreaties by educational leaders, very few articles have been 
 published to describe the reliability, validity, and reproducibility of educational 
 methods for  teaching or evaluating the competencies. As a result, objective  metrics 
are lacking more than a decade after launching … [the] Outcome Project. Even 
 measurement of medical  knowledge—the most time-honored competency—remains 
problematic.”

The same report concludes:

The Outcome Project “ … remains a work in progress, the results of which will not be 
known for 10 to 20 years or maybe never, since the changes afoot in medicine and society 
may dwarf any positive or negative impacts of the Outcome Project.”

There has been a projected shortage of physicians in the United States for a variety of 
 reasons including an aging population and the increased numbers of individuals with com-
plex, chronic diseases. “In a comparison of 11 industrialized nations’ experience, the U.S. 
number of practicing physicians per 1,000 population was second lowest at 2.5, compared 
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with 2.3 for Japan, which was the lowest rate, 4.2 for Norway (per 2012 data), which was 
the highest rate, and the median of 3.1.”15 In response to the projected shortages, in 2006 
the AAMC and others called for a 30 percent increase in the number of U.S. medical school 
 graduates. Since then, the number of graduates has increased by 23 percent and will likely hit 
the 30 percent goal by 2020.16

As noted earlier, CMS supports hospitals’ residency training programs in recognition of 
the added expenses entailed by training requirements. However, CMS limited the number of 
residents per hospital in 1997, to 1996 levels. There were a few small exceptions including 
allowing rural hospitals to climb to 130 percent of the number of their slots at 1996 levels. Since 
then, despite a steady increase in the number of allopathic and osteopathic medical school 
graduates, the number of CMS-funded residency slots has remained essentially unchanged 
since 1996.16

Congress has not passed legislation to increase the number of residency slots for more than 
20 years. In an attempt to help address the issue, a provision of the Patient Protection and Afford-
able Care Act (ACA) of 2010 authorized CMS to redistribute available residency training slots 
from hospitals that have closed or underutilized their slots to hospitals in need of additional 
residents.15 In this redistribution, priority is given to primary care and general surgery in states 
with the lowest physician-to-population ratios.17 The ACA also promotes residency training in 
outpatient settings and in rural and underserved areas by increasing flexibility in the laws and 
regulations that govern Medicare’s residency program funding.17 Although this ACA provision 
will help optimize the use of available CMS funded residency slots, the gap between U.S. medical 
school graduates and available U.S. residency slots will increase at a time when projected physi-
cian shortages in the United States will become more pronounced.16

Whether the provisions of the ACA will succeed in ameliorating the imbalances in both the 
medical specialty and primary care workforces to meet American society’s medical care needs and 
whether the ACGME outcome-based evaluation system will be implemented successfully to assist 
in that endeavor remain open questions. As in so many other aspects of health care, it is likely that 
market forces combined with policy decisions will determine the outcomes.

 ▸ Delineation and Growth of Medical Specialties
In its early history, the AMA resisted the development of medical specialties due to concerns 
about fragmenting care. The AMA’s slow response to specialty interests prompted specialists to 
form their own societies and associations. In the last half of the 1800s, physicians interested 
in ophthalmology, otology, gynecology, obstetrics, and pediatrics formed their own specialty 
groups. In the early 1900s, with specialization increasing among physicians, specialty hospitals 
were founded in some cities, and general practitioners found themselves eased out of hospitals 
by specialists.

In response, the American Academy of General Practice was formed in 1947 to advocate gen-
eral practice departments in hospitals. It was not until 1969, however, that general practice, now 
called family medicine, became a recognized specialty.
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Deficient Training of Medical Specialists
Despite the growth in the number of specialists, at the time of the Flexner Report there was no 
standard for adequate specialty training. The length of specialty training required by various med-
ical schools and hospitals ranged from just a few weeks to three years, and the quality of graduating 
specialists could vary from excellent to incompetent. A physician with almost any level of training 
could practice as a specialist.

In 1917, the U.S. Army, in need of physicians, examined the qualifications of physicians who 
wished to be classified as specialists, and the results were shocking. Though many had practiced 
as specialists for years, very high percentages of self-declared physician specialists were rejected by 
the service as unfit to practice as specialists, and some were deemed unfit to practice in any branch 
of medicine at all.

As improved technology and the development of safer and more effective anesthesia and anti-
septic techniques made surgery a more acceptable medical option, the demand for surgery grew 
and the numbers of surgeons and hospitals increased in response. The American College of Sur-
geons, established in 1912, set up an oversight board and established practice standards in 1917 for 
certifying specialist surgeons. At the same time, the AMA started inspecting internship sites and 
produced a list of approved sites.

Although both the AMA and the American College of Surgeons began to rate the qual-
ity of postgraduate training, they quickly realized they could not make their findings public, 
and the results were suppressed. In 1924, the AMA Council on Medical Education began to 
approve hospitals for residency specialty training programs. For the next 40 years, residency 
programs were initiated in hospitals with little regard for the quality of the training experi-
ence. Often poorly planned and supervised, residents’ educational experiences were deemed 
secondary to their obligations as medical house staff to serve whatever patient load they were 
assigned. Assigned to single departments, the opportunities for developing expert clinical 
knowledge and skills varied with the interest and teaching skills of a few attending physi-
cians in the department. Educational standards and reform were needed, and half a century 
after the  Flexner Report was published, the AMA again requested an outside examination of 
the medical education process. The AMA commissioned a Citizens Committee on Graduate 
Medical Education, chaired by John S. Mills, who issued his report in 1966. Key recommen-
dations of the report included the elimination of independent internships and the awarding of 
accreditation of residency training programs to institutions rather than to individual medical 
departments. In 1970, the AMA endorsed the inclusion of the first year of graduate medical 
education in a program approved by an appropriate residency review committee (RRC). The 
term internship was dropped, and by 1980 the AMA had issued recommendations for broad 
training in the first postdoctoral year.

The current curriculum requirements for becoming a specialist are well defined and stan-
dardized. The physician must graduate from a medical school, serve in a residency program in 
an approved setting, and pass a qualifying specialty examination. The appropriate specialty board 
then certifies the physician. The boards are sponsored by the major specialty society in the specific 
area of study and the appropriate specialty section of the AMA.
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 ▸ Certification of Physicians with Board  
Examinations

Any discussion of medical training requires the clarification between accreditation and certi-
fication. Training programs such as medical residencies are accredited to ensure they have the 
necessary resources, personnel, and curriculum to produce well-qualified trainees. Certifying 
organizations such as medical boards support a certification process that usually includes a board 
examination, which if completed successfully, indicates that the individual physician who is cer-
tified has demonstrated the necessary knowledge and skills to practice medicine safely and effec-
tively. The terms, “certification” referring to professionals and “accreditation” referring to training 
programs will be used consistently throughout this chapter.

With regard to physicians, boards were formed for each specialty to provide a process to 
ensure physicians who “pass” are properly trained and capable to practice medicine safely and 
effectively. The American Board of Ophthalmology, established in 1933, was the first specialty 
board. In the same year, an advisory board for medical specialties, the American Board of Medical 
Specialties (ABMS), was established as an independent, not-for-profit organization. The mission 
of ABMS “is to serve the public and the medical profession by improving the quality of health 
care through setting professional standards for lifelong certification in partnership with Member 
Boards.”18 The last specialty board, the American Board of Medical Genetics and Genomics, was 
created in 1991.

Each member board can sponsor the creation of numerous subspecialty certifications. Some 
specialty boards such as Allergy and Immunology sponsor no subspecialty certifications. Some 
of the subspecializations are specific to just one sponsoring specialty board such as the subspe-
cialization of Cardiovascular Disease (Cardiology), which is only a subspecialization of internal 
medicine. Other subspecialties traverse multiple specialty boards such as Sleep Medicine, which 
is sponsored as a subspecialty certification of Anesthesiology, Family Medicine, Internal Medi-
cine, Otolaryngology, Pediatrics, and Psychiatry and Neurology. (Psychiatry and Neurology is one 
board.) Each of these specialty boards sponsors its own Sleep Medicine Certification, writes its 
own certification requirements, and creates and administers its own board examination. This can 
be very confusing to patients as they may see a subspecialist “sleep doctor” who is a specialist, first, 
in any of the aforementioned specialties.

In addition, some subspecialty certifications are offered to those who do not have certifica-
tion of the sponsoring specialty board. For example, the four-year-old subspecialty of Clinical 
Informatics is sponsored by the two ABMS member boards of Pathology and Preventive Med-
icine. Pathology only offers its subspecialty certification to those holding a Pathology specialty 
certification while Preventive Medicine offers its subspecialty certification to those who hold a 
specialty certification in any of the ABMS member boards.19 The establishment of the Clinical 
Informatics subspecialization is very timely as the adoption of electronic health records and other 
health information technology becomes the standard in medical practice. The creation of this sub-
specialization recognizes the importance of the clinical informatics field to the practice of medi-
cine. It is one where its physicians have the training and experience to solve some of the significant 
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challenges and unintended consequences of the use of health information technology in the prac-
tice of medicine. This includes the population tools needed to meet the new value-based care 
reporting requirements soon to be implemented by CMS. See Chapters 3 and 4 for discussion of 
the value-based reporting requirements.

As of 2016, ABMS member boards offer specialty certification in 37 specialties and 85 sub-
specialties. The number of subspecialties has continued to increase as the science of medicine has 
advanced. The current and complete list of medical specialties and subspecialties is available from 
the ABMS.20 The ABMS also publishes a helpful guide that provides a detailed and in-depth look 
at how specialty and subspecialty certification is structured.21

A typical path for training physicians in the United States is completion of education, training, 
and certification in the following sequence:

1. Undergraduate degree with a core in biology, chemistry, math, and many other disci-
plines (4 years)

2. Medical school accredited by the AAMC (4 years)
3. Residency specialty training accredited by the ACGME (3–7 years)
4. Certification by one of the ABMS boards in the medical specialty of the physician’s 

residency by passing a board examination
5. Optional fellowship(s) accredited by the ACGME (1–4 years each)
6. Optional certification(s) by the ABMS boards in the medical subspecialties based on 

the fellowship(s) completed.

To keep their certification(s) active, most physicians participate in the ABMS Program 
for Maintenance of Certification (MOC). The MOC program requires periodic professional 
knowledge self-assessments and/or practice improvement activities in the specialty or subspe-
cialties in which one or more certification is held.22 For example, after initial specialty certifi-
cation in internal medicine, a 10-year clock begins during which a physician must complete a 
prescribed number of ABMS-sponsored educational and quality improvement activities on a 
time line designed for their specialty. Only after the physician fulfills the MOC requirements 
does the physician become eligible to take the internal medicine recertification exam. This 
process then repeats every 10 years for the duration of the physician’s medical practice.22 
The MOC program is designed to help ensure that physicians keep their medical knowl-
edge up-to-date and adopt quality-improvement processes in their practices as they progress 
through their medical careers. 

The MOC program has not been without detractors, as some physicians complain that the 
requirements are too time consuming for busy practicing physicians and that the quality of the 
MOC training programs are substandard. In 2015, one of the ABMS member boards, the Ameri-
can Board of Internal Medicine (ABIM), acknowledged these criticisms in its MOC program and 
has developed a plan to address these weaknesses.23,24

 ▸ Accreditation of Graduate Physician Training
All of the specialty boards require that to be eligible to sit for a board examination (i.e., to 
be “board eligible”), the candidate physician must have successfully completed an accred-
ited residency. In 1928, the AMA published the guidelines for approved residencies that set 
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educational accreditation standards for residencies. The ACGME, formed in 1981 by the ABMS, 
the American Hospital Association, the AMA, the AAMC, and the Council of Medical Spe-
cialty Societies, extends authority to RRCs to determine the standards for its residencies. The 
ACGME specifies the curriculum, teaching methods, trainee assessment, program evaluation, 
faculty requirements for each residency and fellowship in detail. For a residency or fellowship to 
become ACGME accredited, a hospital or university that is sponsoring the training must sub-
mit a detailed application and plan for operation and evaluation of the residency or fellowship 
according to exacting ACGME specifications. In addition, all accredited programs go through 
periodic reaccreditation cycles that include site visits to ensure each accredited training pro-
gram is maintaining ACGME standards. Should a program fall short during a reaccreditation 
cycle, the ACGME has several options from minor sanctions up to and including immediate 
suspension of accreditation status.

In addition to the controls of ACGME and its five parent organizations, numerous influences 
affect different aspects of residency content and training. These include the 24 specialty boards, 
RRCs, hospital directors, medical school deans, program directors, training directors, faculty, 
house staff, and specialty societies. The problems inherent in this complex system of control will 
intensify as legislated healthcare reforms require:

 ■ Changes to accommodate specialty imbalance
 ■ Physician supply
 ■ Reductions in funding
 ■ Shifts from inpatient to ambulatory care
 ■ Increased emphasis on primary care
 ■ Reconfigurations of practice and reimbursement taking shape in the healthcare industry

Hospitalists are rapidly assuming the care of inpatients in U.S. hospitals and replacing the role 
of patients’ primary care physicians in hospital care, as described more extensively in Chapter 4. 
They are not following the usual paradigm of an ACGME-accredited training program and an 
ABMS-sponsored board examination. While there is not yet a specific and distinct board certifica-
tion available for hospitalists, in the early 1990s the ABIM created the Focused Practice in Hospital 
Medicine (FPHM) as part of its MOC program for its Internal Medicine Board Certification. To 
become board certified as a hospitalist in internal medicine, physicians must first obtain board 
certification in internal medicine and then select a track in internal medicine’s MOC program—
either general internal medicine MOC or the FPHM. The FPHM is the path that certifies physi-
cians as hospitalists. Physicians cannot participate in both the MOC for internal medicine and 
the FPHM. As physicians with certification in other medical specialties increase their presence 
as hospitalists, it is likely that a method of certification more similar to the traditional path will 
emerge in the future.

 ▸ Physician Workforce Supply and Distribution
By the mid-1960s, the federal government predicted there would be a national shortage of phy-
sicians in the United States. New policies and programs were established to increase the number 
of physicians by increasing medical school funding. In the 20 years between 1980 and 2000, the 
total number of physicians in the United States increased from 467,679 to 813,770—an increase 
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of 74 percent. The overall physician-to-population ratio during the same period increased from 
207 to 296 per 100,000 people. However by 2014, the physician-to-population ratio decreased to 
265.4 physicians per 100,000 people.25

Calculating present and future physician supply needs is a challenging and complex exercise. 
There is an absence of a national, comprehensive methodology as well as difficulty in assessing 
physician productivity, or how many patients physicians see or reasonably can see in  specified 
time frames. In addition, wide variations in the number of physicians practicing in various 
 geographic regions remains a pressing problem in the current healthcare delivery system. The 
number of active physicians providing patient care per 100,000 people in each state varies from 
a high of more than 432.4 per 100,000 population in Massachusetts to a low of 184.7 per 100,000 
population in Mississippi. States having the highest ratio of physicians per population are con-
centrated regionally in the northeastern states.25 The low supply of physicians in rural and inner-
city communities continues to create a medical care delivery crisis for populations living in these 
underserved areas.

Most U.S. hospitals depend on International Medical Graduates (IMGs) to help fill their res-
idency positions, as more residency program slots are available than the number of available U.S. 
medical school graduates each year. In the 2014–2015 class, approximately 25 percent of hospital 
residencies were filled by IMGs.26,27 This has been the case for several years. Now, approximately  
25 percent of the active physician workforce in the United States is composed of IMGs.27 Most 
foreign  medical graduates gained entry to the U.S. healthcare system by completing an accred-
ited medical residency in the United States. Due to concerns about a lack of basic clinical 
and communication skills among some IMGs, since 1998 IMGs have been required to pass a 
clinical skill assessment prior to entering a U.S. residency. Although there was a surge of IMG 
entrants immediately before the requirement went into effect, there was a significant drop in 
IMG entrants after the requirement was initiated. However, the quality of the applicants has 
improved while still providing enough IMGs to fill the residency positions not taken by U.S. 
medical graduates.28

Although most residencies are funded through CMS, additional funding sources are available. 
For example, some states fund residencies in an attempt to address areas of critical shortages such 
as in primary care and nephrology.

 ▸ Ratios of Generalist to Specialist Physicians  
and the Changing Demand

Primary care or generalist physicians are broadly defined as physicians practicing family medicine, 
general internal medicine, or general pediatrics. Physicians practicing obstetrics and gynecology 
also are sometimes included as primary care practitioners. For years, the numbers of generalist 
physicians have been considered too low to meet the basic healthcare needs of large segments of 
the general population. Additionally, the emphasis on medical diagnosis and treatment by com-
binations of specialist and subspecialist physicians rather than preventive medicine and lifestyle 
management has been criticized as contributing significantly to the complexity and rising costs of 
medical care.
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In the early 1990s, the growth of managed care raised concerns that the longstanding 60:40 
ratio of medical specialists to primary care physicians would leave the United States with an inad-
equate number of primary care physicians and an oversupply of specialists. Those forecasts led to 
a number of federal and state policies that encouraged the training of more primary care practi-
tioners. A significant increase in the number of physicians practicing in the primary care fields of 
family medicine and pediatrics followed. The adequacy of the supply of primary care physicians 
and the number of training programs for medical students, which had appeared to meet popula-
tion needs for primary care in years past, have recently been reexamined during the current era of 
healthcare delivery reform.29

In contrast to earlier predictions, the marketplace demand for medical specialists has not 
decreased, due to factors such as general population growth and the aging of the baby-boom pop-
ulation, who as they age require additional and more complex medical care provided by special-
ists.30 “The ratio of generalist physicians to specialists in this country reversed from about 80:20 in 
1930 to 20:80 in 1970. Since then we have seen family physicians, general internists, general pedia-
tricians, and osteopathic physicians carry on the generalist tradition, but their aggregate numbers 
today are no more than 30 percent.”31

The ratio favoring specialty practice results from individual career choices made by medical 
students before graduation. One of the most important influences of academic health centers is 
the socialization process that shapes the skills, values, and attitudes of future physicians and other 
healthcare professionals. Other factors that influence the choice of specialty include significant 
income differentials between primary care and specialty practice, work–life balance preferences, 
and the types of outpatient clinical practice sites in which residents receive training. These outpa-
tient sites often are overcrowded hospital outpatient clinics that serve large numbers of poor and 
medically difficult patients with overburdened teaching faculty.

Considering the origins of the specialist–generalist imbalance, it is significant that until very 
recently almost every aspect of most medical school and teaching hospital experiences favored the 
practice of specialty medicine. Many medical students who intended to become generalist physi-
cians at the onset of their medical education were induced by exposure to the medical education 
environment to change their minds in favor of becoming specialists.

With the passage of the ACA in 2010, by 2015, there were approximately 16.4 million 
fewer uninsured people in the United States who are increasing the demand on the current 
system for services they likely postponed in the past such as primary care and preventive 
medicine.32 In 2012, despite the highest per-capita spending on health care in the world and 
an aging population, and despite the increased demand for health care resulting from the 
ACA, the ratio of U.S. physicians to 1,000 people was second lowest at 2.5 as compared to 
Japan at 2.3 (the lowest) and to Norway at 4.2 (the highest).16 Because of the previously noted 
1997 CMS cap on the number of residency slots it funds each year and the push to increase 
the number of medical school graduates, the total number of first-year ACGME accred-
ited residency positions has grown at an annual rate of 1 percent from 2002 to 2014.16 At 
the same time, the number of MD and DO graduates has been growing at an annual rate of 
2.8  percent.16 Approximately 29,000 residents completed training in 2015 and approximately 
29 percent of these have become primary care physicians.16 The AAMC estimates that with 
the slow 1 percent projected annual increase in the number of physicians, by 2025, there will 
be short fall of between 12,500 and 31,100 primary care physicians and between 28,200 and 
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63,700 specialists.30 In addition, approximately 28 percent of practicing physicians are aged 60 
and older and therefore likely to retire in the next decade.16 Despite the proposed shortages, 
beginning in 2015, U.S. medical schools have begun to graduate more MDs and DOs than 
there are U.S. residency program slots to accommodate.16 Congress will need to act to fund 
additional residency program slots or there will be a large and growing pool of successful 
medical school graduates whose medical careers will not begin due to lack of residency slots, 
despite a critical shortage of physicians.

Many ACA provisions were aimed at improving access to primary health care and addressing 
the urgent need for an expanded primary care workforce.33 These provisions included allowing 
hospitals to better utilize unused CMS-funded residency slots and loan repayment programs for 
physicians who agreed to work in primary care in underserved areas. The ACA also funded the 
National Health Service Corps to recruit primary care providers to work in underserved areas 
and provided more than $200 million in grants for community-based “teaching health centers” to 
establish more primary care residency programs.33

 ▸ Preventive Medicine
In 1991, the Pew Charitable Trusts published a report that outlined factors expected to drive future 
health care. They concluded that an approach that stresses disease prevention would characterize 
future healthcare systems. The report emphasized that health concerns should be addressed at a 
community level and that medical schools should require physician training learning in commu-
nity environments. The need to focus on preventive care and treatment techniques that use tech-
nology to the patient’s advantage was a challenge facing new physicians, which was also recognized 
many years ago.34

The practice of medicine and medical education, however, has a history of poor results 
in establishing health promotion and disease prevention as a high priority in the U.S. health-
care system. This is largely because the delivery system and its reimbursement incentives have 
evolved as an acute illness complaint–response system. Provider payment incentives always 
have favored intervention after the fact rather than prevention, in spite of strong evidence of the 
cost-effectiveness of primary prevention. As a result, the United States currently spends most of 
its healthcare dollars treating diseases that could have been prevented. Parameters for preven-
tion are established in many areas, but past studies have shown that only a small percentage of 
physicians adhere to the guidelines.35

More recently, however, rising public awareness, media pressure, and enlightened leader-
ship have produced some innovative and productive collaborations between clinical and pre-
ventive medicine. Practicing physicians have participated in public health measures to prevent 
vaccine-preventable childhood diseases, sexually transmitted diseases, and HIV infection that 
depend on physician case reporting, immunization, and education. They also have continued to 
collaborate in community prevention campaigns for problems such as childhood obesity, diabetes, 
smoking cessation, cholesterol education, and early cancer detection.

For collaborations between clinical medicine and public health to expand and grow, there is 
strong recognition of the need for significant changes in all areas of medical education, account-
ability measures, and healthcare financing.36 A 2012 report of the Institute of  Medicine,  “Primary 
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Care and Public Health: Exploring Integration to Improve Population Health,” offers new per-
spectives on how the primary care and public health sectors can leverage healthcare workforce 
and provisions in the ACA to advance a population-based, prevention-oriented mind-set in 
the healthcare delivery system. The report offers several suggestions for community-level link-
ages of academic health centers’ strengths with provider and community resources to research, 
develop, and implement sustainable delivery system changes that will result in improved health 
status of populations.37

 ▸ Changing Physician–Hospital Relationships
Historically, physicians and hospitals maintained a unique relationship that brought both of them 
profits from a single source—patient admission. The independence and autonomy of physicians 
were respected, and their financial relationship with the hospital in the care of patients was over-
looked by paying physicians separately on a fee-for-service basis and the hospital on the basis of 
costs incurred. Because hospitals were dependent on physicians to admit patients and make use of 
the hospitals’ resources, hospitals courted physicians by providing them with equipment, staff, and 
other perquisites with little regard for the effects on hospital costs.

Physicians had responsibilities to the hospital as an institution and to the patients they 
admitted to the hospital. As a component of a hospital’s governance structure, the medical 
staff organization was responsible to the board of trustees and the hospital administration 
for many organizational activities that required medical expertise. Through the medical 
staff organization and its committees, physicians have been obligated to provide the knowl-
edge and authority to establish clinical policies and procedures, perform utilization review, 
ensure  quality, and determine the credentialing standards for admission to the hospital’s 
medical staff.38

The roles and responsibilities of physicians have changed from the time when physicians 
were the sole determinants of hospital admission criteria, the ordering of diagnostic tests and 
therapeutic procedures, the establishment of the length of hospital stays, decisions on the use 
of  hospital-owned services and other resources, and referrals. In the current environment of 
 constrained and reconfigured reimbursement systems, heightened accountability, and physi-
cian entrepreneurship, the relationships between physicians and hospitals are different and 
often strained.

Under the prospective payment system, hospitals are at financial risk if physicians allow 
lengths of inpatient stays to exceed insurer criteria. New payment criteria penalize hospitals 
financially if treatment results in costly complications or the need for readmission.39,40 As a 
result,  hospitals must monitor and question physician decisions. Another reason why phy-
sicians can no longer ignore the financial consequences of their clinical decisions includes 
health plans selecting hospitals to serve their members based on operating efficiency and 
cost-effectiveness. Physicians who are not sensitive to the impact of their practice patterns 
on the financial burden of the hospitals where they have privileges and who do not cooperate 
in keeping the hospital financially competitive likely will not be viewed favorably by hospital 
administration.
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In addition to these stresses on the internal relationships of hospitals and physicians, there 
are external conflicts. Advanced technology and the economic environment cause hospitals and 
physicians to become competitors for patient business. The growth of group practice along with 
advanced technologies that permit many procedures that formerly required hospitalization to 
be performed in ambulatory settings have given physicians the financial resources and patient 
 volume to acquire the necessary equipment and trained staff to allow them to independently own 
and operate ambulatory centers. These entrepreneurial activities have placed physicians in direct 
competition with hospitals.

In addition to the employment of hospitalists, increasing employment of primary care and 
specialist physicians by hospitals has been one response to the changing healthcare system envi-
ronment. The number of physicians directly employed by hospitals grew by 34 percent between 
2000 and 2010. In one year alone, between 2013 and 2014, physicians directly employed by 
hospitals increased from 10 percent to 21 percent.41 This trend is the result of changing interests 
on the part of both physicians and hospitals. From physicians’ perspectives, employment has 
become desirable due to factors such as flat reimbursement rates, complex insurance and health 
information technology (HIT) requirements, high malpractice premiums, and a desire for 
greater work–life balance. For hospitals, employing physicians provides opportunities to gain 
market share for admissions, the use of diagnostic testing and other outpatient services, and 
referrals to high-revenue specialty services.42 In addition, hospital executives cite physician–
hospital integration as an important strategy to prepare for payment reforms such as account-
able care organizations and penalties for hospital readmissions.43 The AMA has raised concerns 
about the potential effects of employment requirements on the physician–patient relationship. 
In a policy issued in late 2012, the AMA reminds physicians that “in any situation where the 
economic or other interests of the employer are in conflict with patient welfare, patient wel-
fare must take priority.” The AMA statement also notes that physicians should inform patients 
about any financial incentives that may impact treatment options.44 Clearly, the competition 
for patients in the reformed environment has vastly changed traditional hospital–physician 
relationships.45

Evidence-Based Clinical Practice Guidelines
Clinical practice guidelines are systematically developed protocols used to assist practitioner 
and patient decisions about appropriate health care by defining the roles of specific diagnos-
tic and treatment modalities in patient diagnosis and management. The protocols contain 
recommendations that are based on scientific evidence gathered from a rigorous systematic 
review and synthesis of the published medical literature and are, therefore, described as 
evidence-based.46

Clinical practice guidelines evolved in the late 1970s and early 1980s after the publication 
of data showing wide variations in the applications of medical procedures in different regions of 
the United States and increased use of questionable, inappropriate, and unnecessary services that 
added significantly to the increasing costs of health care. It is important to note that the variations 
in the level of healthcare interventions were so great as to suggest that physicians were unaware of 
the relative effectiveness of various procedures and that patients were not benefiting from much 
of the care they received.
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Health services researchers conjectured that assessments of the outcomes or relative effec-
tiveness of various medical procedures would lead to practice guidelines and eliminate ineffective, 
unnecessary, or inappropriate procedures and their related costs. To this end, Congress created 
the Agency for Health Care Policy and Research in 1989, now renamed the Agency for Healthcare 
Research and Quality (AHRQ). The agency was directed to fund outcomes and health services 
research to start developing practice guidelines. After a slow start, the agency began releasing 
practice guidelines for specific conditions. Although fewer than two dozen guidelines had been 
released by 1995, the agency’s efforts sparked a great deal of guideline development by other insti-
tutions and agencies. The RAND Corporation, medical specialty societies, health maintenance 
organizations, insurers, and many other professional healthcare organizations have produced clin-
ical practice guidelines that have subsequently been reviewed and evaluated. For a clinical practice 
guideline to be considered for AHRQ approval it must meet these criteria47:

 ■ The guideline must contain systematically developed recommendations, strategies, or other 
information to assist healthcare decision-making in specific clinical circumstances.

 ■ The guideline must have been produced under the auspices of a relevant professional organi-
zation (e.g., medical specialty society, government agency, healthcare organization, or health 
plan).

 ■ The guideline development process must have included a verifiable, systematic literature 
search and review of existing evidence published in peer-reviewed journals.

 ■ The guideline must be current and the most recent version (i.e., developed, reviewed, or 
revised within the last five years).

More than 2,000 active, evidence-based clinical practice guidelines that have met these 
AHRQ evaluation criteria have been collected in a database, organized by searchable topics, 
and made available online at the AHRQ’s National Guideline Clearinghouse.48 The AHRQ also 
maintains a searchable database of nearly 5,000 archived guidelines that have been updated or 
withdrawn.

Evidence-based clinical practice guidelines are considered to be the most objective and least 
biased clinical practice guidelines that serve as a means to assist in preventing the use of unnec-
essary treatment modalities and in avoiding negligent events, with patient safety and the delivery 
of consistent high-quality care as foremost priorities.49 With government agencies, health systems, 
third-party payers, and specialty societies promoting the use of evidence-based clinical practice 
guidelines, they have become an integral part of current medical practice. The widespread appli-
cation of evidence-based clinical practice guidelines is expected to continue to have a significant 
effect on medical practice.

 ▸ Physician Report Cards and “Physician Compare”
In the 1970s, the AMA code of ethics explicitly prohibited “information that would point out 
differences between doctors.” Thirty-two states passed laws supporting the AMA’s position. The 
laws were intended to prevent misleading or competitive advertising of office hours, charges, or 
services. The position of organized medicine, however, reflected a long history of protecting phy-
sician performance from public scrutiny.50
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Subsequently, state laws supporting the AMA’s position were determined to be violations 
of the First Amendment. Passage of freedom of information acts that prohibited governments 
from hiding information from the public removed the barriers that prevented the public from 
comparing the performance of physicians. In 1986, when the Health Care Financing Admin-
istration (now renamed CMS) released hospital-specific mortality rates for Medicare patients, 
the information dam was broken. In December 1991, the publication Newsday reported the 
first information regarding physician performance ever made public.51 Never again would the 
public be denied access to government data about the quality of medical care. The publication 
was based on New York State’s pioneering effort to compare and publish hospital-specific, 
severity-adjusted heart surgery mortality rates. Although New York State had intended to 
publish only the names of the hospitals involved, a Newsday freedom of information request, 
supported by the Supreme Court of the State of New York, forced the release of the rankings 
of the heart surgeons involved.51

Within less than a decade, the contentious matter of exposing the comparative performance 
of physicians on a wide spectrum of variables has been resolved in favor of the consumers of 
medical care. Many states have passed legislation that gives the public access to physician infor-
mation, including disciplinary records, malpractice actions, and whether a physician has lost 
privileges at a hospital.

Medical societies in general support physician-profiling programs that report a physician’s 
education, training, licensure, and membership in professional societies, state disciplinary actions, 
and serious misdemeanor convictions. They have, however, objected strongly to the inclusion of 
medical malpractice and hospital disciplinary information out of concern that such information 
would be taken out of context, possibly misinterpreted by the consumer, and possibly not ade-
quately reflective of the quality of care provided by the physician. Now, as a component of the 
ACA, in 2010 CMS launched a “Physician Compare” website that is a companion to its previously 
established “Hospital Compare” site. Originally established as a directory of Medicare participat-
ing physicians, CMS has taken a slow, step-wise approach to adding additional information to 
the site. In 2011 and 2012 CMS added information on physicians participating in the Physician 
Quality Reporting System (PQRS) and the Electronic Prescribing Incentive Program. The PQRS 
is a quality-improvement program that establishes a number of key quality metrics on physician 
practice. The Electronic Prescribing Incentive Program was a financial incentive to promote the 
use of electronic prescribing. The Physician Compare program uses some of the data generated 
by these programs to help report on group practice and eventually individual physician quality. 
In 2014 Physician Compare added diabetes and heart disease performance data for 66 group 
practices and five measures of heart disease and diabetes care for 146 accountable care organiza-
tions serving patients enrolled in Medicare.52 As of April 2016, quality data is only reported at the 
group practice level. CMS plans to continue to add more quality data for group practices and add 
quality data for individual physicians later in 2016. Concerns will continue about data collection 
methods and the fairness, accuracy, and objectivity of the comparative data used in all types of 
reports about physician performance. Although increased transparency is expected to contribute 
to the quality of care, physician performance reports likely will have significant limitations. These 
limitations will be true for both the medical provider and the consumer due to the complexity of 
collecting data from a wide variety of data sources and putting them in one standardized form 
that patients can understand.52
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 ▸ Health Information Technology and Physician  
Practice

The introduction of HIT into the practice of medicine has signaled a new era in clinical practice 
to both new and established physicians. Incentives for the adoption of electronic health records 
(EHR) by the HITECH Act, the ACA, and most recently, the Medicare Access & CHIP Reautho-
rization Act of 2015 (MACRA) have pushed physicians and other healthcare workers to integrate 
this new technology into their practice of medicine. Health information technologies have trans-
formed the practice of medicine in many ways. While there is a great deal of evidence that HIT 
holds the promise to dramatically improve the quality of care and reduce its cost, there also have 
been a number of unfortunately unintended consequences.53–55 For a much more detailed discus-
sion on this important and timely topic, see Chapter 3.

Medical schools and teaching hospitals have responded to this epic change in the practice 
of medicine by introducing HIT training into their coursework and biomedical informatics into 
their curricula. Unfortunately, medical school curricula are already packed full, and adding yet 
another new curricular area is extremely challenging given it must compete with a plethora of 
other new proposed areas such as quality improvement, systems-based practice, evidence-based 
practice, and a number of initiatives in public health. Medical schools have been unable to keep 
pace with the rapid changes. Wald et al provide an excellent summary of the current state of this 
important issue56:

The actual teaching of HCIT [Health Care Information Technologies] competen-
cies, however, is likewise not keeping pace with the burgeoning use of HCIT.57 For 
example, few medical schools have explicit processes for assessing medical infor-
matics competencies within the Association of American Medical Colleges’ Medical 
School Objectives Project.58 Currently, no EHR-related competencies are indexed in 
the ACGME requirements framework, nor are EHR-related questions included in the 
United States Medical Licensing Examination. Given the scarcity of existing formal 
pedagogy, medical education curriculum and professional development initiatives 
for preparing both future providers and seasoned clinicians to effectively use EHRs 
are warranted. In particular, medical students need to be “informed consumers who 
understand both the power and vulnerabilities of the tools they will be using in their 
practices.”59

A study of third-year medical students reported generally positive attitudes toward the use of 
EHR in an ambulatory setting. Students noted that they received more feedback on their electronic 
charts than on paper charts. However, students were concerned about the use of the EHR interfer-
ing with doctor–patient encounters.60

As mentioned previously, the ABMS has also recently approved a new physician 
 subspecialty certification in Clinical Informatics, a recognition of the importance of HIT 
and  the  science of biomedical informatics to the medical community and the practice of 
medicine.
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 ▸ Escalating Costs of Malpractice Insurance
The steeply rising costs of medical liability insurance are a continuing concern for practicing 
physicians, medical schools, and teaching hospitals. In the last decade, schools of medicine and 
hospitals have seen their liability premium costs increase from 6 to 10 times—from thousands 
to millions. In some states, physicians, especially specialists, have seen their premiums triple 
or quadruple in just a few years. Rising liability insurance costs reflect steep increases in the 
amount of malpractice jury awards. Also, during economic downturns such as the recent reces-
sion, insurance companies that depended on investment income are forced to raise premiums to 
keep their businesses viable. In addition, there is fairly good evidence that physicians who fear 
malpractice lawsuits practice “defensive medicine” causing unproductive or unnecessary care, 
which has been estimated to cost about $6 billion per year. This figure does not include litiga-
tion costs, damages, or settlement costs.61 The effect has been demoralizing to many physicians, 
some to the point where they move their practice to locations with less-expensive malpractice 
insurance costs.50

 ▸ Ethical Issues
Two developments have focused attention on a number of issues in medical ethics. Rather than 
concerns about unethical or unprofessional conduct, these ethical issues reflect the practice-based 
dilemmas faced by physicians working in the rapidly changing healthcare environment.

The first set of ethical concerns relates to the policies promoted by health insurers. Efforts 
of such organizations to manage the financing, costs, accessibility, or quality of care delivered 
cause them to subject physicians to a range of guidelines, treatment parameters, peer reviews, and 
financial incentives and penalties. Cost-avoidance policies that require preauthorization for the 
more expensive procedures, substitution of less expensive tests and medications, and restraint of 
hospitalization in favor of alternative ambulatory services raise questions about increased risks to 
patients.

An opposite set of ethical concerns could be raised about the risk to patients subjected to 
the practices of fee-for-service traditional medicine, which the health insurers try to avoid— 
unnecessary hospitalizations, needless or inappropriate tests and procedures, ineffective 
treatments, and uncoordinated care provided by multiple providers. There is no question, 
however, that particular control strategies of health insurers present related ethical issues. 
Increasingly, physicians admit they may have to exaggerate the severity of an illness in order 
to help patients get necessary care. Systems that encourage deceitful practices detract from the 
professional standards of medicine.

The second development creating vexing ethical issues is the remarkable advance in tech-
nologic capability. Medicine’s ability to prolong the lives of severely brain-injured patients, 
increasingly premature infants, terminally ill or brain-dead patients, and others with no 
promise of functional survival has increased the need for ethical guidelines. At present, indi-
vidual physicians decide how they will advise the families of such patients. If the family and 
the physician cannot agree about treatment, there is no set procedure for deciding what to 
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do. These and other ethical dilemmas brought about by the technologic advances in med-
icine present formidable challenges to the ethics committees of hospitals and professional 
organizations.

Among the most critical of future ethical issues are those related to advances in the field 
of molecular biology and gene manipulation and therapy. The $1,000 genome—technology 
that allows scientists to sequence an individual’s entire DNA in less than 72 hours for approx-
imately $1,000—will likely decrease to $100 in 10 years. Such sequencing is now becoming 
a standard of care for forms of childhood cancer where the tumor can be sequenced and 
the effectiveness of various chemotherapeutics can be predicted based on the genome of the 
tumor. As genome sequencing becomes more common, a host of unintended consequences 
and ethical issues will arise. How genomics data can and should be used and who can use it 
is just beginning to be discussed. One example dilemma is what future obligations are for the 
holders of a person’s genome data. Traditional lab tests are analyzed, reported, acted upon, 
and then archived. Genomic data is much different given that as more discoveries are made, 
reanalysis of patients’ genomic data could provide extremely valuable information for predict-
ing future disease states and healthcare decision making. By whom, how, and whether such 
periodic reanalysis is performed is one of many ethical questions yet to be vetted in our soci-
ety. How individual medical practitioners are supposed to cope with the deluge of informa-
tion that is a human genome is another as of yet unanswered question. Amid all the potential 
benefits of these remarkable scientific advances are fears of the unethical applications of such 
technology. Now more than ever, the application of sound ethical principles to the practice of 
medicine is becoming increasingly important.

 ▸ Physicians and the Internet
The vast majority of the world’s biomedical literature (approximately 5,500 journals) are 
actively indexed by the National Library of Medicine, one of the National Institutes of Health, 
in  Washington, DC. PubMed, a web-based search engine of this enormous body of biomedical 
knowledge, is just one of millions of potential sources of medical information available to physi-
cians and their patients through the Internet.

The major tenet of evidence-based practice is that physicians consult and use the latest sci-
entific evidence to inform medical decision-making for their patients.62 To do this proactively 
is a practical impossibility due to the sheer volume of new medical information generated on 
an ongoing basis. A recent study estimated that a primary care physician would need to devote 
627.5 hours per month in order to review the estimated 7,287 articles published in 341 primary 
care-related journals and indexed in PubMed.63 This expectation is obviously absurd. Therefore, 
physicians often rely on what is termed “point of care knowledge resources” or expert summa-
ries of the latest medical evidence, indexed by topical area and targeted for clinicians caring for 
patients. These summaries often come with a subscription cost, but they allow physicians to 
quickly locate the latest evidence, which is summarized concisely, on an as-needed basis. Such 
“point of care knowledge resources” are usually highly vetted and maintained by experts in the 
field so that all the information is periodically reviewed to incorporate the latest evidence as it 
is published. The Internet, however, has no “police” to ensure that all of the millions of sites with 
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medically related information are correct, accurate, or up to date. This often creates confusion 
among patients and some physicians who are not savvy consumers of the biomedical literature. 
A recent Google search on “pneumonia” yielded more than 34 million results. It is becoming 
increasingly difficult for patients and physicians to cope with the sheer volume and utility of 
medical information available through the Internet.

Ironically, the vast majority of peer-reviewed biomedical journals are not freely available 
on the Internet and require subscription fees for access. In past years, this was the situation, 
even for articles published about research findings funded by the National Institutes of Health 
or other federal agencies. However, in 2009 the NIH Public Access Policy was mandated by 
Congress. The policy requires authors of all scientific papers on NIH-funded research that 
are published in the peer-reviewed biomedical journals to deposit their accepted manuscripts 
in a repository maintained by the National Library of Medicine that is freely searchable on 
the Internet.64 The repository, PubMed Central, is distinct from PubMed that only indexes the 
articles and does not contain the full articles. Since the NIH policy was implemented, several 
additional federal agencies adopted the policy including the CDC, Department of Defense, 
Department of Agriculture, and the AHRQ. This entire body of biomedical literature freely 
available to the public via the Internet still represents only about 20 percent of all the biomed-
ical literature published in peer-reviewed journals.65 Despite the potential of current Internet 
technology, a large portion of the biomedical literature is not freely available to those outside 
of typical university settings that can afford the subscriptions costs for its physicians and 
researchers.

 ▸ Future Perspectives
Medicine has made astounding progress in the last 50 years. An increasing number of highly 
specialized physicians and support personnel have achieved marvels of technical accom-
plishment. The U.S. medical education establishment has had a central role in these laudable 
achievements.

However, in the World Health Organization report in 2000, the United States was ranked 
15th in overall performance and number one in expenditures, yielding the now famous overall 
ranking of 36th—between the countries of Costa Rica and Slovenia.66 In a 2014 report produced 
by the Commonwealth Fund, a private United States foundation whose mission is to promote a 
high-performing equitable healthcare system, indicates that the United States is dead last among 
the 11 national healthcare systems it evaluated. From the report67:

The United States health care system is the most expensive in the world, but this report 
and prior editions consistently show the U.S. underperforms relative to other countries 
on most dimensions of performance. Among the 11 nations studied in this report— 
Australia, Canada, France, Germany, the Netherlands, New Zealand, Norway, Sweden, 
Switzerland, the United Kingdom, and the United States—the U.S. ranks last, as it did in 
the 2010, 2007, 2006, and 2004 editions of [the report].
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Although the report includes some promise for an improved performance of the U.S. 
healthcare system as a result of the implementation of the ACA, the report concludes “ … from 
the perspectives of both physicians and patients, the U.S. healthcare system could do much 
better in achieving value for the nation’s substantial investment in health.”67 Initiatives of the 
HITECH Act to advance the effective use of HIT, the ACA to promote robust development 
of the primary care workforce, and MACRA to improve the quality of care delivered are all 
causes for optimism.

The U.S. medical education infrastructure will require transformative change to instill 
the competencies necessary in future generations of physicians and allied health personnel 
to improve the quality and reduce the costs of the future U.S. healthcare system. This will 
include new curricula including population health, clinical informatics, systems-based prac-
tice,  quality improvement, and other domains of knowledge perhaps not yet discovered or 
identified as being important.

The challenges of including substantial additions to the already overloaded medical school 
curricula clearly are a tall order for the current medical education infrastructure. The problem will 
likely lie more in what to eliminate so the new competencies can be included rather than just iden-
tifying what should be added for the future. In 2012, U.S. medical licensing examination began 
testing students on public health principles with more emphasis on public health planned for 
future examinations. In 2014, the ABMS gave the first board examination in clinical informatics, 
the new subspecialty for physicians wanting to apply the science of clinical informatics to improve 
the quality of care while reducing its costs. So positive change in the medical education establish-
ment is possible and is occurring. “Efforts to develop health professionals who can improve health, 
and not just deliver care, should be a continuing priority for the academic medicine and public 
health communities.”68

In his landmark report of 1910, Abraham Flexner presaged the situation of today:

His (the physician’s) relationship was formerly to his patient—at most to his patient’s 
family, and it was almost altogether remedial. If the patient had something wrong with 
him the doctor was called in to cure it. Payment of a fee ended the transaction. But the 
physician’s function is fast becoming social, preventive, and systems’ based rather than 
individual and curative. Upon him society relies to ascertain, and through measures 
essentially educational, to enforce the conditions that prevent disease and make posi-
tively for physical and moral well-being.69

Historically, medicine responded to the American public’s desire to have the best and the 
most of medical services. But medicine now has a new responsibility—to help the American public 
understand that the challenges of improving health status and its costs are beyond the sole grasp of 
traditional system “insiders.” Collaborative partnerships between the medical education establish-
ment and other health- and community-serving professionals and organizations, citizens, policy 
makers, and elected officials will be required and in new ways. Without this, the creation of a new 
form of healthcare organization that ensures a coherent, efficient, and effective healthcare delivery 
system for all Americans will not be possible.
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CHAPTER ACRONYMS

ACGME Accreditation Council on Graduate 
Medical Education

AAMC Association of American Medical 
Colleges

AHRQ Agency for Healthcare Research 
and Quality

ABMS American Board of Medical Specialties
AMA American Medical Association
EHR Electronic Health Record
FPHM Focused Practice in Hospital Medicine

HIT Health Information Technology
HITECH Health Information Technology 

for Electronic and Clinical Health
IMG International Medical Graduate
MACRA Medicare Access & CHIP 

Reauthorization Act of 2015
MOC Maintenance of Certification
NIH National Institutes of Health
RRC Residency Review Committee
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Health care is one of the nation’s largest and most important industries as well as one of its 
largest employers. The Department of Labor estimates that in May of 2015, 12 million people 
have healthcare-related occupations, representing 9 percent of the total workforce.1 In addition, 
“Healthcare occupations and industries are expected to have the fastest employment growth and 
to add the most jobs between 2014 and 2024.”2

Although hospitals are still a major employer, recent employment growth has been primarily 
among health maintenance organizations, ambulatory clinics and services, home health providers, 
and offices of health practitioners.

 ▸ Health Professions
There are more than 200 occupations and professions in the healthcare field. As the healthcare 
system continues to change, making use of new technology, expanding in some sectors and con-
tracting in others, new occupations and professions will continue to appear. The personnel of 
those new occupations and professions will be required to possess more specialized knowledge 
and more sophisticated skills.

Specialization to attain higher levels of technical competence also reduces the flexibility of 
providers to develop more efficient staffing patterns. Specialization among the workforce increases 

The Healthcare Workforce

CHAPTER OVERVIEW

This chapter defines the major healthcare professions, with particular emphasis on their educational 
preparation, credentials, numbers, and roles in the healthcare delivery system . Factors that influence 
demand for the various healthcare providers also are reviewed . The chapter concludes with a 
discussion of health workforce policy developments in light of the Patient Protection and Affordable 
Care Act of 2010 and some expectations for the future .
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personnel costs, as additional employees are required to perform specific tasks. Smaller service 
facilities, especially in rural areas, are burdened most by the need for infrequently used specialists.

As a result, there is growing acceptance of multi-skilled health practitioners. Hospitals, in par-
ticular, are employing individuals trained in more than one skill. A large number of combinations 
are feasible: for example, occupational therapy assistants are also serving as physical therapy assis-
tants, radiologic technologists are performing ultrasound imaging, and a variety of nonclinical 
personnel are performing phlebotomy.

Credentialing and Regulating Health Professionals
Government regulation of the health professions is considered the safeguard to protect the public 
from incompetent and unethical practitioners. Because each state assumes and exercises most of 
that responsibility, how healthcare occupations are regulated and the manner in which regulation 
is carried out vary from state to state. About 50 health occupations are regulated throughout the 
United States.

Regulatory restrictions limit healthcare service organizations and agencies in how they 
may use personnel and limit their ability to implement innovative ways to provide patient 
care. Similarly, regulatory restrictions influence educational programs to focus curricula on 
what has been prescribed by regulatory boards and their related accrediting bodies. Many 
states have taken steps to revise their credentialing systems to provide greater flexibility and 
responsiveness to fast-changing healthcare technology.3

The healthcare occupations are regulated through four mechanisms:

1. State licensure
2. Professional certification
3. Maintenance of certification (the newest procedure)
4. Registration

Currently licensure is provided at the state level where state law defines the scope of practice 
to be regulated and the educational and testing requirements that must be met to engage in a par-
ticular profession’s practice. Licensure, the most restrictive of the four mechanisms of regulation, is 
intended to restrict entry or practice in certain occupations and to prevent the use of professional 
titles by those without predetermined qualifications. For example, it is illegal for individuals to 
perform procedures defined in state statutes as medicine or dentistry or to call themselves physi-
cians or dentists without the appropriate license. Because practicing a medical profession without 
a state-required license is illegal, licensure is the most powerful mechanism to regulate a profes-
sion because of the potential legal penalties, up to and including incarceration.

Most states empanel medical licensing boards that are primarily composed of practitioners, 
but these panels now may include other experts as well as community members. Licensing boards 
provide two essential functions. First, they determine who may begin practicing in their state by 
insuring that applicants hold the appropriate credentials, are not under sanction by any other state 
medical licensing board, and do not have a criminal record. The second function is to investigate 
allegations of malpractice and physician impairment and then impose appropriate sanctions and/or 
required treatment and/or supervision. Medical licensing boards have broad authority to mandate 
treatment for addiction, require supervision to practice, impose practice limitation (e.g., not treat 
women unless a chaperone is  present during all patient encounters) up to and including partial 
or total suspension of licensure. Medical boards also can make recommendations to the state’s 
attorney general for prosecution if a practitioner’s behavior is believed to be criminal. The current 
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state-level licensing system has come under criticism for not being sufficiently responsive to patient 
complaints, for emphasizing practitioners’ right to practice, for not providing harsher sanctions, 
and for not sufficiently involving the community of patients in the processes.3

The second mechanism of professional regulation is certification. Certification is the regu-
lating process under which a professional organization, such as a national board, attests to the 
educational achievements and performance abilities of persons in a healthcare field of practice. 
Certification is usually not state-based and it is a much less restrictive regulation than licensing. 
Certification means that the individual has obtained advanced or specialized training in a partic-
ular area of practice consistent with an established body of metrics. For example, this applies to 
physicians who have completed a residency program and have successfully passed a board certifi-
cation examination for a particular medical specialty. Certification allows the public,  employers, 
and third-party payers to determine which practitioners are appropriately qualified in their 
 specialty or occupation.

Certification generally has no provision for regulating impaired or misbehaving practitioners 
other than dropping them from certification. Unlike the licensed professions, the certified occu-
pations have no legal basis for preventing an impaired or professionally delinquent individual who 
is uncertified from practicing. It is left to third-party payers or employers to ensure a practitioner 
in a profession that does not require licensure is validly certified.

The third mechanism that regulates healthcare occupations is maintenance of certification 
(MOC). Because most occupations in the healthcare field are based on a constantly changing 
body of knowledge, it is important for all healthcare practitioners to keep up with the latest sci-
ence, treatments, and standards of care. Traditionally, MOC entailed simple requirements from 
a state licensing board or professional certifying organization on the number of hours of con-
tinuing education (CE) credits a practitioner should obtain per year. CE venues produced edu-
cational conferences to meet quality standards and awarded attendees with CE credits based on 
the number of hours of conference time attendees could apply to meet licensing or certification 
requirements.

In the past decade, many certifying organizations believed that CE credits alone were not 
sufficient to ensure practitioners were remaining current in all the latest trends of medicine, 
including systems-based practice and implementing quality improvement processes. As an exam-
ple, the American Board of Internal Medicine (ABIM) created a continuous MOC program that 
is synchronized with an every-10-year recertification board exam. In order to be eligible to sit 
for the next recertification exam, the MOC program required a physician to complete a certain 
number of medical knowledge self-assessment modules produced by the ABIM and perform prac-
tice-improvement activities as outlined by an ABIM program on a specified time line. The ABIM 
also created a new credential, “Participating in MOC.” Physicians who met all the recertification 
and MOC deadlines would have this phrase appear on the ABIM website’s physician directory of 
board-certified physicians. Physicians who did not comply with MOC requirements, even if they 
met the 10-year board exam recertification period and are “board certified,” would have the words 
“Not participating in MOC” next to their name in the ABIM physician directory.4

The growing financial costs and time to meet the expanding MOC requirements in internal 
medicine and other professions has risen substantially to the point of generating a significant 
backlash from various physician communities.5 In fact, the ABIM issued an open letter apologiz-
ing for an overly aggressive and poorly designed MOC program, suspending its requirement for a 
MOC practice improvement module in 2015 “ . . for at least two years.”6 Given the current backlash 
on MOC in the physician community, there will likely be many changes to come in this rapidly 
changing area.
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The fourth mechanism of regulation is registration. Registration began as a mechanism to facili-
tate contacts and relationships among members of a profession and potential employers or the public. 
It is the least rigorous of the regulatory processes, ranging from simple listings or registries of persons 
offering a service, such as private duty nurses, to national registration programs of professional or 
occupational groups that require educational and testing qualifications. Because most registration 
programs are voluntary, they do not include parameters for competence or disciplinary actions.7

 ▸ Healthcare Occupations
Space does not nearly allow for the description of all healthcare occupations but the following are 
major occupational categories:

Physicians
There are 145 American Association of Medical Colleges (AAMC)-accredited medical schools in 
the United States and 17 in Canada that award the Doctor of Medicine (MD) degree. In 2006, the 
AAMC set a target for a 30 percent increase in the number of first-year medical students based on 
2002 enrollment data (16,448 first year students in 2002). Although not attained by 2015 as origi-
nally planned, the projected first year enrollment for 2019 is 21,304 (a 29.2 percent increase from 
2002).8 In the AAMC’s 2014 Medical School Enrollment Survey, the majority of AAMC-accredited 
medical schools expressed a concern that the number of CMS-funded residency slots has not kept 
up with the increasing number of American medical school graduates8 See Chapter 6 for a more 
detailed discussion on this topic. In the last three decades, the proportion of female physicians in 
both active practice and in training has been increasing steadily. In 2013, 46 percent of  trainees in 
ACGME accredited residency and fellowship training programs were women.9 In 2014, 33  percent 
of practicing physicians in the United States were women.10 In 2015, 50 percent of students in AAMC 
accredited U.S. medical schools were women.11 Given these trends, the percentage of women practic-
ing physicians will likely approach that of men in the next two decades.

The number of minority students enrolled in medical schools now constitutes more than one-
third of medical school enrollees. In 2015, 62 percent of the medical school graduates were white, 
7.4 percent black, 9.4 percent Hispanic, 22.9 percent Asian, and the remainder either foreign, 
Native American, or of mixed or unknown race.11

There are 31 accredited colleges of osteopathy that offer the Doctor of Osteopathy (DO) 
degree. In the last two decades their enrollment has nearly doubled, and they now graduate more 
than 4,800 students per year; this is more than 20 percent of all U.S. medical students.12 From the 
American Association of Colleges of Osteopathic Medicine:13

Osteopathic medicine provides all of the benefits of modern medicine including prescrip-
tion drugs, surgery, and the use of technology to diagnose disease and evaluate injury. It 
also offers the added benefit of hands-on diagnosis and treatment through a system of 
therapy known as osteopathic manipulative medicine. Osteopathic medicine emphasizes 
helping each person achieve a high level of wellness by focusing on health promotion and 
disease prevention.

Doctors of medicine and doctors of osteopathy share the same privileges in most all U.S. 
 hospitals. Doctors of osteopathy practicing in the United States make up 7 percent of all the phy-
sicians in the country.13
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Although medical education in the United States begins in medical school, it continues inten-
sively for up to eight or more years of graduate medical training (training after medical school). 
Most states require a minimum of one year of graduate medical education before a physician can 
be licensed. However, increasing numbers of payers and healthcare employers are requiring board 
certification as the new minimum.

Residency training prepares a physician to practice in a medical specialty or subspecialty. 
Successfully completing a residency makes a physician “board eligible,” in other words, eligible to 
sit for one of the 24 medical specialty boards. Post-residency training, called a fellowship, can lead 
to certification in a subspecialty. Likewise, successful completion of a fellowship makes a physician 
“board eligible” to sit for a subspecialty board exam. See Chapter 6 for a more detailed explanation 
of the various stages of physician training.

In the past, U.S. medical schools have consistently graduated fewer new physicians per year 
than there were available slots in U.S. residency and fellowship programs. Traditionally, empty 
slots not filled by American medical school graduates are filled by physicians trained in medical 
schools outside of the United States. The responsibility for evaluating the credentials of interna-
tional medical graduates (IMGs) entering the United States to enter residency programs lies with 
the Educational Commission for Foreign Medical Graduates, a private not-for-profit organization 
sponsored by major U.S. medical organizations, including the American Association of Medical 
Colleges. In 2015, a total of 3,641 IMGs matched for U.S. residency training program slots14 and 
1,503 IMGs matched for fellowship training programs.15

The impetus for this influx is the demand for resident house officers in both teaching and 
nonteaching hospitals. Many hospitals, particularly those in rural or inner-city areas, depend 
heavily on foreign medical graduates to staff their clinical services.

After finishing residency training, most IMGs remain in the United States to practice. As a 
result, IMGs now constitute about one-fourth of the active U.S. physician workforce. Also, a rel-
atively stable group of about 1,350 U.S. citizens attend medical schools outside the country and 
return to the United States to practice each year. With the increase in American medical school 
graduates, the availability of U.S. residency slots for foreign medical school graduates is likely to 
change significantly over the next few years.

About 35 percent of more than 700,000 practicing physicians in the United States are in  primary 
care, general pediatrics, family medicine, or general internal medicine practice. Almost two-thirds of 
this country’s physicians limit their practice to one of the many medical subspecialties. Employment 
of physicians and surgeons is projected to grow by 14 percent from 2014 to 2024, as the expanding 
population of baby boomers will increase demand for physician services.16

Nevertheless, there are serious shortages in rural and low-income areas that affect the effi-
ciency and quality of medical care. Depending on the region of the country, several of a wide range 
of medical specialists are in short supply.16

Nursing
Nursing was a common employment position for women during the 1800s through association 
with religious or benevolent groups. A physician, Ann Preston, organized the first training pro-
gram for nurses in the United States in 1861 at Women’s Hospital of Philadelphia. Training was 
open to all women “who wished greater proficiency in their domestic responsibilities.”17

In the early 1900s, hundreds of new hospitals were built under the aegis of religious orders, 
ethnic groups, industrialists, and elite groups of civic-minded individuals. Because student nurses 
were a constantly renewable source of low-cost hospital workers, even some of the smallest 
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hospitals maintained nursing schools.17 Hospital nursing school programs, therefore, were pri-
marily sources of on-the-job training rather than academic programs. As educational programs 
evolved, stronger academic components were introduced, eventually leading to baccalaureate 
degrees instead of hospital diplomas.

Before World War I, nursing was divided into three domains—public health, private duty, and 
hospital. Public health nursing was considered the elite pursuit and recognized as instrumental in 
the campaign against tuberculosis and promoting infant welfare. Few nurses worked for hospitals. 
In 1920, more than 70 percent of nurses worked in private duty, about half in patients’ homes and 
half for private patients in hospitals.

The war emphasized the effectiveness of hospitals, and they soon became the center of nurs-
ing education in the increasingly specialized acute-care medical environment. The social medi-
cine and public health aspects of nursing were subjugated to the image of nursing as a symbol of 
patriotism, national sacrifice, and efficiency. The war experience established nurses as dedicated 
associates in hospital science. Nursing leaders promoted the idea of upgrading the nursing pro-
fession through high-quality hospital nursing schools, preferably associated with universities. The 
choice to idealize the role of the nurse as dedicated and deferential to the physician specialist in 
the hospital marginalized the independent role of the nurse in social medicine and public health.18

Registered Nurses
Different levels of nursing education were developed at a variety of educational institutions. A reg-
istered nurse (RN) can be trained in a two-year associate degree program at a community college 
or a junior college, a two- to three-year diploma program offered through a hospital, or a four- to 
five-year bachelor’s of science degree program at a university or college.

The increasing complexity in health care forced specialization in nursing as it did in medi-
cine. Nurses with a bachelor’s degree could undertake advanced studies in several clinical areas to 
develop the needed competence for teaching, supervision, or advanced practice. Advanced practice 
RNs took on various advanced practice roles such as nurse practitioners, clinical nurse specialists, 
nurse anesthetists, or nurse midwives. By the 1960s, master’s degree and doctoral programs were 
developed for nurses who wished to specialize.

The latest available survey of the RN population published in 2014 from the U.S. Bureau of 
Labor Statistics indicated that in 2012, 2.9 million RNs were in active practice in the United States. 
Assuming RNs continue to train at current levels and accounting for new entrants and attrition, 
the RN supply is expected to reach 3.8 million in 2025, a 33 percent increase. However, the nation-
wide demand for RNs is projected to grow more slowly than the supply such that by 2025, the 
projected demand will be 3.5 million, a 21 percent increase over 2012 numbers.19 However, the 
national-level projection of a surplus of RNs does not reflect the projected imbalance of RNs at 
the state level. Sixteen states are projected to have RN shortages where state supply of RNs is not 
expected to keep up with state-specific demand. “States projected to experience the greatest short-
falls in the number of RNs by 2025 are Arizona (with 28,100 fewer RNs than needed) followed by 
Colorado and North Carolina (each with 12,900 fewer RNs than needed).”19 One reason for the 
projected national level surplus is that RNs are working longer before retirement than in the past. 
Auerbach et al in a recent study found that nurses retiring in the period 1991–2012 did so an aver-
age of 2.5 years later than their counterparts did during 1969–1990.20

Another reason for the projected national level surplus is the increasing number of nursing 
school graduates. There has been a 108 percent increase in the number of nurses passing the 
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National Council Licensure Examination for RNs (NCLEX-RN) during the 2001–2011 period.21 
The NCLEX-RN is the examination that RNs must pass to receive their nursing license in the 
United States and Canada.

Accurately projecting the actual national need for RNs and the estimated national supply is a 
complex and inexact task. In fact, several nursing organizations promote different estimates that 
project a significant national nursing shortage in the next decade.22 All sources of projections 
agree on one point: There will very likely be significant growth in the number of RNs in the next 
decade. Whether there will be a sufficient number of RNs to meet the actual future need is open 
for debate.

Another source of RNs in the United States has been RNs recruited from other countries. The 
number of internationally educated nurses increased from 6,600 in 2001, peaked at 22,879 in 2007, 
declined steadily down to 6,108 in 2011, and has remained at this level since then. “Steady increases 
in the earlier part of the decade were followed by a substantial decrease after 2007, immediately 
following the economic recession. U.S.-educated NCLEX-RN candidates, on the other hand, expe-
rienced steady and sustained growth from 2001 to 2010, more than doubling their numbers by 
the end of the decade. These data suggest that the in-migration of internationally educated nurses 
may be sensitive to the effects of the macroeconomic climate as well as the domestic production 
of nurses.”21

As stated at the beginning of this chapter, the educational training pathway to becoming 
an RN can traverse through a diploma, or associate’s, bachelor’s, or master’s degrees program. 
Almost 90 percent of nurses now receive their basic education in an institution of higher edu-
cation compared with 20 percent in 1960. Today approximately 55 percent of the RN workforce 
holds a bachelor’s degree or higher and this number has slowly increased over the last decade by 
approximately 5 percent.21 In October of 2010, the Institute of Medicine report recommended an 
increase in the proportion of nurses with bachelor’s degrees to 80 percent by 2020.21 According 
to the American Association of Colleges of Nursing (AACN) 2014 Annual Report, 44 percent of 
employers now require a baccalaureate degree for new hires while 79 percent require or strongly 
prefer baccalaureate-prepared nurses.24

Nurses began to specialize during the 1950s. After World War II, nurses were in short supply, 
and hospitals began to group the least physiologically stable patients in one nursing unit for inten-
sive care. The more competent nurses cared for the sickest patients. This initiated the critical care 
nurse specialty and the need for staff nurses continued to grow.

According to the 2013 AACN annual survey, nursing PhD enrollments increased by 49 per-
cent between 2004 and 2012 while Doctor of Nursing Practice (DNP) increased 22 percent in 
the one year between 2012 and 2013.25 There are now more than 323 U.S. schools that have at 
least one of the three types of doctoral programs in nursing: DNP, PhD, DNSc.26,27 The DNP 
builds on the liberal arts or scientific education that prepared students to take the state licensing 
exam to practice as an RN. The DNP degrees are professional doctorates that prepare nurses for 
advanced clinical practice. The nursing PhD is an academic degree with requirements similar to 
the PhD in other fields—extensive preparation in a narrow field and a dissertation. A nursing 
PhD typically prepares students for academic positions in nursing schools and for nursing- 
related research. The DNSc (Doctor of Nursing Science) degree is grounded in research and 
theory and considered equivalent to the PhD in nursing by the National Science Foundation and 
the U.S. Department of Education. The current trend of colleges of nursing is to discontinue the 
DNSc in favor of the PhD.

TABLE 7-1 shows the distribution of employed RN nurses by setting.21
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TABLE 7-1 Estimated Number of RNs, by Setting of Employment

HRSA analysis of the American Community Survey (ACS) 2008–2010 three-year file and Census 2000 Long Form 5 percent sample.

Reproduced from United States Department of Health and Human Services. Health Resources and Services Administration. The U.S. Nursing workforce: 
Trends in supply and education.

Census 2000 
Estimate

ACS 08–10 
Estimate

Estimated 
Growth/Decline

% Change in 
Growth

Hospitals 1,427,497 1,785,304 357,807 25 .1%

Nursing Care Facilities 189,594 208,051 18,457 9 .7%

Offices of Physicians 156,559 134,231 −22,328 −14 .3%

Home Healthcare  
Services

101,895 105,922 4,027 4 .0%

Outpatient Care Centers 70,224 131,022 60,798 86 .6%

Other Healthcare  
Services

66,723 153,449 86,726 130 .0%

Elementary and 
Secondary Schools

51,495 61,323 9,828 19 .1%

Employment Services 45,835 58,362 12,527 27 .3%

Insurance Carriers and 
Related Activities

22,919 25,155 2,236 9 .8%

Administration of Human 
Resource Programs1

20,509 38,136 17,627 85 .9%

Justice, Public Order 
and Safety Activities2

14,793 18,137 3,344 22 .6%

Offices of Other Health 
Practitioners

13,346 7,596 −5,750 −43 .1%

Colleges and Universities 
including Junior Colleges

12,637 16,320 3,683 29 .1%

Residential Care Facilities 
without Nursing

10,853 9,928 −925 −8 .5%

All Other Settings3 70,397 71,705 1,308 1 .9%

Totals 2,275,276 2,824,641 549,365 24 .1%

1Category includes RNs whose jobs focus primarily on administration.
2Category includes the majority of nurses working in public health settings.
3For this analysis, all settings holding less than 1 percent of the RN population have been recoded to “Other.”
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According to the U.S. Census Bureau, nursing remains a predominantly female profession, but 
the proportion of male RNs has increased from 8 percent in Census 2000 to 9 percent in 2010.21

Increases also are occurring in the number of RNs identifying themselves as members of a 
racial/ethnic minority. The U.S. Census Bureau reports that Caucasian RNs have declined in pro-
portion, from more than 80 percent in 2000 to approximately 75 percent in 2010.19 The trend for 
increased minority racial/ethnic group RNs in the workforce is expected to advance even more 
rapidly in the future as minority racial/ethnic groups are increasingly represented in the recently 
graduated nurse population currently entering the healthcare workforce. “According to AACN’s 
report on 2012–2013 Enrollment and Graduations in Baccalaureate and Graduate Programs in 
Nursing, nursing students from minority backgrounds represented 28.3 percent of students in 
entry-level baccalaureate programs, 29.3 percent of master’s students, and 27.7 percent of students 
in research-focused doctoral programs.”28

Hospital consolidations in response to market forces have affected nursing employment in 
several ways. Hospital workforces have been reorganized to adjust to fiscal restraints, reductions 
in the number of admissions, and shortened lengths of stay. At the same time, increases in the 
intensity of nursing care required by more complicated illnesses of inpatients require higher nurse-
to-patient ratios. Thus, although many hospitals employ fewer nurses for inpatient care, those 
retained are expected to maintain clinically sophisticated nursing skills, monitor staff with a lower 
level of training to provide direct patient care, and manage units with high proportions of seriously 
ill patients.

Fewer nurses taking care of more severely ill patients, combined with the requirements to 
supervise nonprofessional and unlicensed personnel performing nursing tasks, have increased 
nursing workloads and affected morale. According to the American Nurses Association, 96 per-
cent of nurses report fatigue at the beginning of their shift, 54 percent report excessive workloads, 
and 50 percent indicate they have insufficient time with patients.29

Although important concerns remain about the continued aging of the currently employed 
RN population and the difficulty of schools of nursing in expanding nursing enrollment due to 
lack of faculty, there are promising developments. There has been a recent increase in the num-
ber of nursing graduates taking the licensure exam, and hospitals are developing innovative ways 
to increase enrollment in schools of nursing. Some facilities offer attractive sign-on bonuses to 
recruit new graduates. In addition, many schools of nursing are adding accelerated programs as a 
way to bring nurses to the workforce more quickly.30 The Robert Wood Johnson Foundation, with 
a long history of supporting nurses, is addressing one of the roots of the problem with projects to 
change the frustrating nursing work environment through alterations of both physical facilities 
and hospital cultures. The changes are intended to decrease the amount of time nurses spend on 
non-nursing tasks to permit them to focus on the more satisfying responsibilities of maintaining 
the quality of patient care.31

Licensed Practical Nurses
A licensed practical nurse (LPN) or licensed vocational nurse (LVN) works under the direct 
supervision of an RN or physician. One-year LPN/LVN training is offered at about 1,100 
state-approved technical or vocational schools or community or junior colleges. Programs 
include both classroom study and supervised clinical practice. Like RNs, LPN/LVNs must pass 
a state licensing examination.

According to the U.S. Bureau of Labor Statistics, there were a total of 719,900 LPN/LVNs 
active in the U.S. workforce in 2014.32 The demand for LPN/LVNs in other work settings, however, 
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is increasing, and employment overall in this occupation is expected to increase by 16 percent 
from 2014 to 2024. The U.S. Bureau of Labor Statistics reports the breakdown of the industries 
LPN/LVNs work in is as follows:

 ■ 38 percent nursing homes and residential care facilities that provide assisted living
 ■ 17 percent state, local, and private hospitals
 ■ 13 percent physician offices
 ■ 11 percent home health care
 ■ 7 percent government jobs

Nurse Practitioners
Nurse practitioners (NPs) are RNs with advanced education and clinical experience. Nurse prac-
titioners provide primary and specialty care, and they are allowed to prescribe medicine in most 
states. Each state specifically defines practice requirements and allowed parameters for this type 
of advanced practice nursing role. Most nurse practitioners specialize. Neonatal nurse practi-
tioners work with newborns. Pediatric nurse practitioners treat children from infancy through 
adolescence. School nurse practitioners serve students in elementary and secondary schools, 
 colleges, and universities. Adult and family nurse practitioners are generalists who serve adults 
and families. Occupational health nurse practitioners work in industry providing on-the-job care. 
Psychiatric nurse practitioners serve people with psychiatric or emotional problems.  Geriatric 
nurse practitioners care for older adults. Nurse practitioners also work in hospitals and assist 
surgeons or other interventionists (e.g., cardiologists who perform intra-arterial catheterization 
and orthopedic surgeons who perform joint replacements) manage patients in the hospital with 
pre- and post-surgical regimens. Nurse practitioner services allow physicians to perform a larger 
number of procedures by freeing them from much of the routine pre- and post-procedure patient 
management activities.

The earliest nurse practitioners were nurse midwives and nurse anesthetists. A nurse midwife 
is usually an RN who completes a one- or two-year master’s degree program in nurse midwifery 
after completing RN training. They are licensed by the state and also may be required to be cer-
tified by the American College of Nurse Midwives. Currently, almost all midwife-assisted births 
take place in a hospital or birthing clinic. Although nurse midwives can perform vaginal deliveries 
on their own, they all work with obstetricians who they can call in for complications and unantic-
ipated emergencies or when a patient requires a caesarian section.

The roots for the nurse anesthetist specialty go back more than a century when nurses 
administered anesthesia in Catholic hospitals. Early training was provided in hospitals, but in 
1945 the American Association of Nurse Anesthetists established a certification program. Nurse 
anesthetists are now required to have a master’s degree from an accredited school and must pass 
the national certification examination. Most nurse anesthetists work with physician anesthesiol-
ogists in hospitals, ambulatory surgery centers, and urgent care centers providing comprehensive 
care to patients requiring anesthesia.33

The current nurse practitioner movement began in the 1960s because of the shortage of physi-
cians. The goal was to have specially prepared nurses augment the supply of physicians by working 
as primary care providers in pediatrics, adult health, geriatrics, and obstetrics. Nurse practitioners 
had to overcome resistance from organized medicine and legal difficulties caused by restrictions 
in most state nurse practice acts (the statutes defining nursing scope of practice), which prohibited 
nurses from diagnosing and treating patients. Nurse practitioners sought state-by-state changes in 
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nurse practice acts, and by 1975 most states had started certifying or accepting the national certi-
fication of nurse practitioners, nurse midwives, and nurse anesthetists.34

Two-thirds of the first nurse practitioner programs were brief certificate-granting pro-
grams, and one-third were master’s programs. The programs primarily trained for practice in 
pediatrics, midwifery, maternity, family medicine, adult health, or psychiatry. As in most ven-
tures into uncharted territory, several approaches to nurse practitioner preparation were tested. 
Eventually, an RN with a master’s degree became the requirement for national certification and 
recertification.

Efforts at healthcare cost containment have increased the demand for cost-effective nurse 
practitioners. Rural hospitals, with limited reserves of physicians, make substantial use of nurse 
practitioners and physician assistants. These “mid-level” practitioners are considered to be a 
cost-effective means to expand the scope of service in primary care.35

According to the National Center for Health Statistics, “In 2009, 49.1 percent of office-based 
physicians were in practices that used nurse practitioners (NP), certified nurse midwives (CNM), 
or physician assistants (PA).”36 The high regard for nurse practitioners among both other medical 
personnel and the public is evidenced by the fact that there are now more than 400 accredited 
master’s programs in the United States for the preparation of nurse practitioners27 that graduate 
approximately 17,000 nurse practitioners each year.37

Physician Assistants
The emergence of physician assistants (PAs) closely parallels that of nurse practitioners. In the 
1960s, there was a shortage of healthcare providers. Duke University initiated the first PA program 
in 1965.38 It was a new provider model designed to benefit from the experience and expertise of 
the many hospital corpsmen and medics that were discharged from the armed forces during the 
Vietnam War. As the flow of returning corpsmen and medics tapered off, individuals without 
prior healthcare training were accepted into PA programs. Unlike nurse practitioners, who have 
additional training after completion of an RN, PAs need an undergraduate degree in science as a 
requirement for PA school admission.

PA training programs are accredited by the Accreditation Review Commission on Education 
for the Physician Assistant. Today, there are 210 accredited PA education programs. Most offer a 
master’s degree, some offer a bachelor’s degree, and a few offer associate’s degrees. Beginning with 
the class that matriculates in 2020, all PA programs must transition to offering a graduate degree 
in order to maintain accreditation.39

Unlike medical assistants who perform routine clinical and clerical tasks, PAs are formally 
trained to provide diagnostic, preventive, and therapeutic healthcare services as delegated by 
the physician. PAs take medical histories, order and interpret laboratory tests and x-rays, make 
 diagnoses, and prescribe medications as allowed by law in the 50 states and the District of 
 Columbia. Many PAs are employed in specialties such as internal medicine, pediatrics, family 
medicine, orthopedics, and emergency medicine. Others specialize in surgery and may provide 
preoperative and postoperative care and act as first or second assistants during surgery. PAs usu-
ally  provide healthcare services under the supervision of a physician, although the degree of super-
vision required varies among states.

PAs are certified through an examination from the National Commission on Certification of 
 Physician Assistants. Those who pass this exam have the credential Physician Assistant-Certified 
(PA-C). All physician assistants must be licensed by the state in which they practice. In 2014, there were 
94,400 PAs in the United States. The U.S. Department of Labor projects a significant increase in the 
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employment of PAs over the next decade due to the aging population, the increased emphasis on cost 
reduction in health care, and a growing patient population due to the implementation of the ACA.40

Clinical Nurse Specialists
A different, but related, type of advanced nursing practice role is the clinical nurse specialist. This 
specialty role was developed in response to the specific nursing care needs of increasingly com-
plex patients. Like specialist physicians, clinical nurse specialists are advanced-practice specialists 
with in-depth knowledge and skills that make them valuable adjunct practitioners in specialized 
clinical settings. The training requirements vary by state but generally include an RN plus either a 
master’s or doctorate degree (PhD or DNP) in nursing.41

Dentistry
Dentistry in early America was primitive. Tooth extraction was performed by itinerant tooth 
drawers, the neighborhood doctor or barber, or sometimes the local blacksmith. Because there 
were no regulations, anyone could practice dentistry, and skilled craftsmen and artisans turned 
their talents to dental practice.

Dentistry began its emergence from a trade to a profession in the 1800s. Until about 1850 
almost all prominent dentists were medical doctors who had chosen dentistry rather than general 
medicine as their vocation.42 Dental schools were established to replace preceptorships, and dental 
practitioners participated in developing laws to regulate the profession.42

In 1840, the State of Maryland chartered the first dental school, the Baltimore College of Den-
tal Surgery. The course of study lasted two years, the same number of years required for a medical 
degree. By 1884, 28 dental colleges existed. Although a few were affiliated with universities, most 
were privately owned. New York took the lead in regulating the profession by licensure. In 1868, 
New York established a board of censors to examine candidates, which later became the State Board 
of Dental Examiners. By the end of the century, most other states also had passed licensure laws.

The mix of university-affiliated and independent dental schools resulted in significant vari-
ations in the quality of dental education. In 1922, 12 years after the Carnegie Foundation for the 
Advancement of Teaching had issued the Flexner Report evaluating U.S. medical education, the 
foundation created a commission to examine dental education. The commission’s report appeared 
in 1926 and resulted in a complete reorganization of dental education in the United States.43

World War II brought about profound changes in Americans’ attitudes toward dentistry. 
Citizens were shocked to learn that the dental health of the nation’s young men was deplorable. 
Among the first 2 million draftees summoned by the Selective Service System, one of five lacked 
even the minimum standard of 12 functioning teeth. The Selective Service had to eliminate all 
dental standards to avoid mass disqualification of selectees. As a consequence, after the war, the 
United States made a vigorous effort to improve the dental health of the country’s population.

Before World War II, dentists were not involved in public health, and few dental schools 
taught anything on the subject. A decade after the first graduate course of study in dental public 
health was established in the 1940s by the University of Michigan, the new field of public health 
dentistry emerged in the United States. Today, a number of schools have established courses lead-
ing to advanced degrees in the field, and there is an American Board of Dental Public Health to 
certify public health dental specialists.

The U.S. Public Health Service established the National Institute of Dental Research in 1948. 
Ultimately incorporated into the National Institutes of Health, the National Institute of Dental 
Research played a major role in advancing basic and applied dental research.
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Also beneficial to dentistry during the postwar years was the increase in insurance group 
plans that provide payment for routine dental care and, in certain instances, more extensive den-
tistry at an additional premium. By 1980, almost 100 million Americans were covered, to some 
degree, by a dental insurance plan; today, it is a common employee benefit.

In 2014, the U.S. Census reported there were a total of 151,500 dentists with an 18 percent 
projected annual growth rate. The rapid growth rate is due to the popularity of cosmetic dental 
procedures, the increasing access to dental insurance, and the fact that aging patients are keeping 
their teeth much longer than in the past.44

To practice in a dental specialty, a dentist must complete a dental residency after dental school 
in the specialty of choice and then usually must qualify for a special state-based dental license.44 
Dentistry currently includes nine practice specialties:

1. Dental public health
2. Endodontics
3. Oral and maxillofacial pathology
4. Oral and maxillofacial radiology
5. Oral and maxillofacial surgery
6. Orthodontics and dentofacial orthopedics
7. Pediatric dentistry
8. Periodontics
9. Prosthodontics

Specialty recognition of dental anesthesiology as an additional dental specialty was consid-
ered and rejected by the American Dental Association (ADA) 2012 House of Delegates.45 How-
ever, there is a certification for dental anesthesiologists offered by the American Dental Board of 
Anesthesiology which requires both an oral and written examination.46

In contrast to the predominance of specialization in the practice of medicine, more than 85 
percent of the more than 151,500 practicing dentists in the United States are general practitioners.47 
According to the Commission on Dental Accreditation (CoDA), the organization that accredits all 
dental schools in the United States, there were 65 accredited dental schools that graduated 5,491 
dentists in 2014, 47.4 percent of whom were female.48 Graduates receive a Doctor of Dental Sur-
gery (DDS), Doctor of Dental Medicine (DDM), or Doctor of Medical Dentistry (DMD) degree.

Increased outreach efforts to recruit racial/ethnic minority dental school applicants have been 
made over the last three decades. However, the proportion of some racial and ethnic minorities grad-
uating from U.S. dental schools is still low. The 2014 CoDA survey demonstrates the following pro-
portion of racial and ethnic minorities among graduating dentists in 2014:48 Fifty-five percent are 
White non-Hispanic, 22 percent are Asian, and the rest are African-American and other minorities.

Overall, dentists are working fewer hours for increased earnings. Dentistry has success-
fully resisted managed care and capitated payments and remains a “cottage industry.” With 
most dentists in solo practice choosing to serve only those with dental insurance or the fiscal 
means to pay prevailing fees out-of-pocket, many of the population groups with the greatest 
need for dental services continue to be underserved. While neither dental education nor the 
dental practice model have traditionally placed a high priority on the creation of a dental 
safety net for underserved populations, the implementation of the Affordable Care Act (ACA) 
may be having an impact. According to a recent survey, young adults aged 18–24 are less 
likely to report that cost is a barrier to their dental care than in the past.49 This may be due 
to the impact of the ACA’s requirement that dental plans for children up to 18 years of age 
be included in all health insurance exchanges, either bundled with a health insurance plan or 
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as a standalone policy. All adults taken as a whole report cost as the most significant barrier 
to dental care across all insurance types (i.e., private, Medicare, Medicaid, and uninsured.)49

Pharmacy
Pharmaceutical practice dates back to ancient Egypt, Rome, and Greece. The first apothecaries 
appeared in Europe during the 1100s. By 1546, the Senate of the city of Nuremberg, Germany, 
recognized the value of standardizing drugs to ensure uniformity in filling prescriptions.50

Hospital pharmacists were apprentice physicians in early America. In the early 1800s, medi-
cine and pharmacy separated, and by 1811 the New York Hospital had a full-time pharmaceutical 
practitioner. The American Pharmaceutical Association was organized in 1852. Professional train-
ing programs were developed for pharmacists, and by 1864 there were eight colleges of pharmacy 
in the United States.50

In 2014, 134 colleges of pharmacy were accredited to confer degrees by the American Coun-
cil on Pharmaceutical Education.51 Pharmacy programs grant a Doctor of Pharmacy (PharmD) 
degree after at least six years of postsecondary study. The PharmD degree has replaced the Bach-
elor of Pharmacy degree, which is no longer awarded. Many colleges of pharmacy also offer a 
master’s or PhD degree after completion of a PharmD program for pharmacists who want more 
laboratory or research experience to prepare them for research positions with pharmaceutical 
companies or to teach at a university. After graduation, each pharmacist is licensed by passing a 
state examination and completing an internship with a licensed pharmacist. Schools of pharmacy 
graduate about 15,000 students annually.52 The 2014 U.S. Census reported the number of active 
pharmacists in the United States was 297,100.

The Census Bureau projects the number of pharmacists will grow by 3 percent per year. This 
projected growth rate is considerably less than most other healthcare occupations.53 This is likely 
due to a recent increase in the number of pharmacy schools and, therefore, the level of competition 
for available jobs.52,54

In 1976, the American Pharmaceutical Association created the Board of Pharmaceutical Spe-
cialties. It has since approved nuclear pharmacy, nutrition support pharmacy, oncology pharmacy, 
pharmacotherapy, psychiatric pharmacy, ambulatory care pharmacy (added in 2011), critical care 
pharmacy (added in 2013), and pediatric pharmacy (added in 2013) as the eight specialties in 
which pharmacists may be certified.55

Forty-two percent of pharmacists work in retail pharmacies, many of which are owned by large 
commercial chains. There, they may supervise other employees, manage overall business needs, 
computerize patients’ records, and advise physicians and patients about drug dosage, side-effects, 
and interaction with other medications. Nineteen percent of pharmacists work in hospitals, and 
the balance are employed by clinics, nursing homes, health maintenance organizations, and the 
federal government.56 Many pharmacists work after hours in all-night retail pharmacies or in hos-
pitals. Because of the increased use of mail-order pharmacies, the number of jobs in the pharmacy 
retail segment is expected to decline slightly.54

Podiatric Medicine
Podiatric medicine is concerned with the diagnosis and treatment of diseases and injuries of the 
lower leg and foot. Podiatrists can prescribe drugs; order radiographs, laboratory tests, and phys-
ical therapy; set fractures; and perform surgery. They also fit corrective inserts called orthotics, 
design plaster casts and strappings to correct deformities, and design custom-made shoes.
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As of 2014, the U.S. Census reports a total of 9,600 practicing podiatrists57 and nine accredited 
schools in the United States where students can apply after graduating from college.58 Graduates 
obtain a Doctor of Podiatric Medicine (DPM) degree. The four years of professional training is 
similar to that for physicians. Most podiatrists spend three or more years completing a residency 
in a hospital after they graduate.58 Podiatrists also may take postgraduate training and become 
board certified in the specialties of primary care in podiatric medicine, diabetic foot wound care 
and footwear, limb preservation and salvage, or podiatric surgery. All doctors of podiatric med-
icine are licensed by the state in which they practice. Podiatric care is more dependent on dis-
posable income than other medical services. While Medicare and most private health insurance 
programs cover acute medical and surgical foot services, as well as diagnostic radiographs and leg 
braces, routine foot care ordinarily is not covered. One notable exception is that Medicare covers 
diabetic foot care with a podiatrist for those over the age of 65.

Chiropractors
Chiropractors treat the whole body without the use of drugs or surgery. Special care is given 
to the spine, because chiropractors believe that misalignment or irritations of spinal nerves 
interfere with normal body functions. Today, there are 15 accredited chiropractic programs and 
22 accredited chiropractic institutions in the United States.59 Students need at least 90 credit 
hours of previous undergraduate education before applying to one of the accredited programs or 
institutions. After completion of the Doctor of Chiropractic Degree, all states require licensure. 
In 2014, the U.S. Department of Labor estimated there are 45,200 chiropractic practitioners. 
Projections to 2024 indicate this number will increase to more than 53,100, an expected growth 
rate of 17 percent for chiropractic employment over the 2014–2024 decade.60 This will help 
meet the increasing demand for chiropractic care as the aging population in the United States 
becomes more likely to experience musculoskeletal and joint problems and seek chiropractic 
care.61 Patients are generally satisfied or more satisfied with chiropractic care than standard 
medical care.62 For specific conditions resulting in back pain, chiropractors achieve outcomes 
that are comparable with those of physicians.63

Chiropractic practice has strong public support, and chiropractors have used that patronage 
to make significant gains in legal and legislative areas. Regardless of medicine’s questions about 
chiropractic’s lack of scientifically proven effectiveness, chiropractors achieved Medicare coverage 
and participate in most managed care plans, and many other insurance policies contain some form 
of chiropractic coverage.

Optometry
A Doctor of Optometry examines patients’ eyes to diagnose vision problems and eye disease, pre-
scribes drugs for treatment, and prescribes and fits eyeglasses and contact lenses. An optometrist 
should not be confused with an ophthalmologist or an optician. An ophthalmologist is a physi-
cian who specializes in the treatment of eye diseases and injuries and uses drugs, surgery, or the 
prescription of corrective lenses to correct vision deficiencies. An optician is a licensed health 
professional who fits eyeglasses or contact lenses to individual patients as prescribed by ophthal-
mologists or optometrists.

Optometrists must graduate from 1 of the 23 accredited four-year colleges of optometry and 
pass both written and clinical examinations of the state board to obtain a license to practice.64 The 
U.S. Census Bureau estimated there were 40,600 practicing optometrists in 2014 and project that 
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this number will increase by 27 percent over the decade from 2014 to 2024.65 This will likely be 
due to the aging population and the increased insurance coverage as a result of the ACA.66 Persons 
above 45 years of age visit optometrists and ophthalmologists more frequently because of the onset 
of vision problems in middle age and the increased likelihood of cataracts, glaucoma, diabetes, and 
hypertension in old age.

One-year residency programs are available for optometrists who wish to specialize in fam-
ily practice optometry, pediatric optometry, geriatric optometry, low-vision rehabilitation, cornea 
and contact lenses, refractive and ovular surgery, vision therapy and rehabilitation, ocular disease, 
and community health optometry.64

Optometrists usually work in private practice, but many are now forming small group prac-
tices. Optometrists may hire opticians and optometric assistants to help them increase their pro-
ductivity and thus care for more patients.

Healthcare Administrators
Like any other business, health care needs good management to keep it running smoothly. Health-
care administrators are managers who plan, organize, direct, control, or coordinate medical and 
health services in hospitals, clinics, nursing care facilities, and physicians’ offices. Many healthcare 
administrators are employed in hospital settings, and others work for insurers, clinics, or med-
ical group practices. Employment opportunities are numerous with 333,000 jobs for healthcare 
administrators as of 2014.67

Bachelors, masters, and doctoral degree programs in healthcare administration are offered 
by a variety of colleges and universities. At least 70 schools have accredited programs leading to 
a master’s degree in health services administration. There are also short certificate or diploma 
programs, usually lasting less than one year, in health services administration or in medical office 
management. However, a bachelor’s degree in medical administration currently is considered the 
minimum entry-level educational degree required for higher-level management positions.66

Allied Health Personnel
Unlike professionals in medicine, dentistry, nursing, and pharmacy, allied health personnel rep-
resent a varied and complex array of healthcare disciplines. Allied health personnel support, 
complement, or supplement the professional functions of physicians, dentists, or other health 
professionals in delivering health care to patients, and they assist in environmental health con-
trol, health promotion, and disease prevention. A number of more recent categories of healthcare 
specialists were created to implement the new procedures and equipment, and the diagnostic, 
surgical, and therapeutic techniques that proliferated during the last three decades. Allied health 
occupations encompass 80 different allied health professions and represent approximately 60 per-
cent of all healthcare providers.69

The range of allied health professions may be understood best by classifying them according 
to the functions they serve, grouped into the following four categories:

1. Laboratory technologists and technicians
2. Therapeutic science practitioners
3. Behavioral scientists
4. Support services

Some allied health disciplines may be included in more than one of these functional classifications.
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 ▸ Technicians and Technologists
There is a rapidly growing number of technicians and technologists, including such major cate-
gories as cardiovascular technicians and technologists, clinical laboratory technicians, emergency 
medical technicians, health information technicians, nuclear medicine technologists, cytotech-
nologists, histologic technicians and technologists, surgical technologists, occupational safety and 
health technicians, pharmacy technicians, and many more. Because space does not allow for a 
discussion of all of these important health vocations, the following descriptions include only some 
representative disciplines in this allied health category.

Laboratory Technologists and Technicians
Clinical laboratory technologists and technicians have a critically important role in diagnosing 
disease, monitoring physiologic functions and the effectiveness of interventions, and performing 
highly technical procedures. Technologists, also known as clinical laboratory scientists or medical 
technologists, usually have a bachelor’s degree in one of the life sciences. Clinical laboratory tech-
nicians, also known as medical technicians or medical laboratory technicians, generally require an 
associate’s degree or a certificate.

Among their roles, clinical laboratory personnel analyze body fluids, tissues, and cells check-
ing for bacteria and other microorganisms; analyze chemical content; test drug levels in blood to 
monitor the effectiveness of treatment; and match blood for transfusion.

The National Accrediting Agency for Clinical Laboratory Sciences currently approves/accredits 
618 programs for clinical laboratory technologists and technicians.70 Employed graduates of those 
programs number more than 328,200, and more than 50 percent of those employed work in hospi-
tals. Most of the others work in physician offices or diagnostic laboratories. Employment growth in 
the next decade is projected to remain steady as the aging of the general population is expected to 
lead to an increased need for diagnosis through testing of medical conditions such as type 2 diabetes 
and cancer, and the development of new laboratory tests.71

Radiologic and Magnetic Resonance Imaging  
Technologists
A radiologic technologist works under the supervision of a radiologist, a physician who special-
izes in the use and interpretation of radiographs and other medical imaging technologies. The 
radiologic technologist uses radiographs (x-rays), fluoroscopic equipment, and high-tech imaging 
machines such as ultrasonography, computed tomography, magnetic resonance imaging (MRI), 
and positron emission tomography (PET). These technologies produce images that allow physi-
cians to study the internal organs, bones, and the metabolic activity of these structures. Formal 
training programs in radiologic technology range in length from one to four years and lead to a 
certificate, associate’s degree, or bachelor’s degree. Two-year associate’s degrees are the most prev-
alent. The Joint Review Committee on Education in Radiology accredited more than 710 formal 
programs in 2014.72

In 2014, there were 230,600 radiologic and MRI technologists in the United States with a 
projected increase of 9 percent over the 2014–2024 decade. The increase is due to the increase in 
the aging population and because there will be an increase in medical conditions that will require 
medical imaging to assist with diagnosis.73
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Nuclear Medicine Technology
Nuclear medicine technologists use diagnostic imaging techniques to detect and map radio-
active drugs in the human body. They administer radioactive pharmaceuticals to patients and 
then monitor the characteristics and functions of tissues or organs in which the radiopharma-
ceuticals localize. Abnormal areas show higher or lower concentrations of radioactivity than do 
normal ones.

Nuclear medicine technologists are prepared in one-year certificate programs offered by hos-
pitals to those who are already radiologic technologists, medical technologists, or RNs; or, they 
may be trained in two- to four-year programs offered in university schools of allied health. Nuclear 
medicine technologists must meet the minimum federal standards on the administration of radio-
active drugs and the operation of radiation detection equipment. In addition, about half of all 
states require technologists to be licensed. Technologists also may obtain voluntary professional 
certification or registration.74

 ▸ Therapeutic Science Practitioners
Therapeutic science practitioners are essential to the treatment and rehabilitation of patients with 
diseases and injuries of all kinds. Physical therapists, occupational therapists, speech pathology 
and audiology therapists, radiation therapists, and respiratory therapists are only some of the 
allied health disciplines in this category.

Physical Therapy
Physical therapists provide services that help restore function, improve mobility, relieve pain, 
and prevent or limit physical disabilities of patients suffering from injuries or disease. They 
restore, maintain, and promote overall fitness and health. They review patients’ medical  histories 
and measure patients’ strength, range of motion, balance, coordination, muscle performance, 
and motor function. They then develop and implement treatment plans that include exercises 
to develop flexibility, strength, and endurance. They also may prescribe exercises for patients to 
do at home.

Physical therapists also may use electrical stimulation, hot or cold compresses, and ultrasound 
to relieve pain and reduce swelling. They teach patients to use assistive and adaptive devices, such 
as crutches, prostheses, and wheelchairs. Physical therapists supervise physical therapy assistants 
to aid them in meeting the needs of an increasing number of patients. Physical therapy assistants 
earn associate’s degrees and take a national certifying examination. Physical therapists may prac-
tice as generalists or specialize in areas such as pediatrics, geriatrics, orthopedics, sports medicine, 
neurology, or cardiopulmonary physical therapy. Physical therapists most often work in the offices 
of other health practitioners or in hospitals. They also may be employed in clinics, nursing homes, 
and home healthcare settings. In 2014, there are 210,900 physical therapists in the United States 
and the Census Bureau projects a 34 percent increase by 2024 due to the aging population and 
greater access to care because of the ACA. Employment opportunities have grown rapidly in the 
physical therapy field, and the demand now exceeds the supply.75

According to the Commission on Accreditation in Physical Therapy Education (CAPTE), 
there were 233 accredited physical therapy programs in 2015.76 All programs offer a Doctor of 
Physical Therapy (DPT) degree.77 DPT programs are usually three years in duration and require 
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a bachelor’s degree with requirements in the basic sciences including anatomy, physiology, biology, 
and physics. All states require physical therapists to be licensed. Some physical therapists choose 
to become board-certified in one of eight physical therapy specialty areas such as orthopedics, 
sports, and geriatric physical therapy. Board certification in a specialty area requires 2,000 hours of 
clinical work or completion of a residency program accredited by the American Physical Therapy 
Association in the specialty area.77

Occupational Therapy
Occupational therapists assist patients in recovering from accidents, injuries, or diseases to improve 
their ability to perform tasks in their daily living and work environments. Occupational therapists 
work with a wide range of patients, from those with irreversible physical disabilities to those with 
mental disabilities or disorders. Occupational therapists assist patients in caring for their daily 
needs such as dressing, cooking, and eating. They also use physical exercises and other activities to 
increase strength and dexterity, visual acuity, and hand–eye coordination. Occupational therapists 
instruct in the use of adaptive equipment such as wheelchairs, splints, and aids to improve  mobility. 
They also may design or make special equipment needed by patients at home or at work to per-
form activities of daily living or work responsibilities. Therapists may collaborate with  clients and 
employers to modify work environments so that clients can maintain employment.

Occupational therapists require at least a master’s degree and some are now entering the pro-
fession with doctoral degrees. State licensure is required for practice. They work in medical offices, 
nursing homes, community mental health centers, adult day care programs, rehabilitation centers, 
and residential care facilities. There were a total of 114,600 occupational therapists in the United 
States in 2014, with growth projected at 27 percent over the following decade.78

Speech-Language Pathology
Speech-language pathologists, sometimes called speech therapists, treat patients with speech 
problems, swallowing, and other disorders in hospitals, schools, clinics, and private practice. 
Approximately half of all speech pathologists are employed in the education system—from 
preschools to universities. Speech-language pathologists use written and oral tests and spe-
cial instruments to diagnose the nature of an impairment and develop an individualized plan 
of care. They may teach the use of alternative communication methods, including automated 
devices and sign language.

More than 250 colleges and universities offer graduate programs in speech-language pathology. 
A master’s degree and a state license are required to practice. The number of speech-language pathol-
ogists in 2014 was 135,400 and is expected to grow in the next decade by 21 percent as the general 
population ages with increased instances of health conditions such as strokes, brain injuries, and 
hearing loss, all requiring speech-language therapy intervention.79

 ▸ Behavioral Scientists
Behavioral scientists are crucial in the social, psychological, and community and patient edu-
cational activities related to health maintenance, prevention of disease, and accommodation of 
patients to disability. They include professionals in social work, health education, community 
mental health, alcoholism and substance abuse services, and other health and human service areas.
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Social Work
Social workers counsel patients and families to assist them in addressing the personal, economic, 
and social problems associated with illness and disability. They arrange for community-based ser-
vices to meet patient needs after discharge from a health facility. A bachelor’s degree in social 
work is required for entry-level positions as caseworkers or mental health assistants. Clinical social 
workers require a master’s degree plus two years of supervised experience in a clinical setting. 
Doctoral-level programs prepare social workers for advanced clinical practice, research, and aca-
demic careers.

Social workers provide social services in hospitals and other health-related settings. Medical 
and public health social workers provide patients and families with psychosocial support in cases 
of acute, chronic, or terminal illnesses. Mental health and substance abuse social workers assess 
and treat persons with mental illness or those who abuse alcohol, tobacco, or other drugs.80

As of June 2015, the Council on Social Work Education listed 506 accredited bachelor’s pro-
grams and 238 accredited master’s in social work degree programs.81

In 2014 there were 649,300 social workers active in the United States. This number is pro-
jected to grow by 12 percent over the subsequent decade. Specifically in the healthcare field, the 
projected growth rate is 19 percent as needs increase for social workers with backgrounds in ger-
ontology, substance abuse treatment, and mental health.82

Rehabilitation Counselor
A rehabilitation counselor gives personalized counseling, emotional support, and rehabilitation 
therapy to patients limited by physical or emotional disabilities. Patients may be recovering from 
illness or injury, have psychiatric problems, or have intellectual deficits. After an injury or illness 
is stabilized, the rehabilitation counselor tests the patient’s motor ability, skill level, interests, and 
psychological makeup and develops an appropriate training or retraining plan. The goal is to max-
imize the patient’s ability to function in society.

A master’s degree often is required to be licensed or certified as a rehabilitation counselor. 
Licensing requirements differ from state to state. Usually counseling services require state licen-
sure, but other services such as vocational training or job placement assistance may not. Licensure 
usually requires a master’s degree and 2,000–4,000 hours of supervised clinical experience. The 
Commission on Rehabilitation Counselor Certification offers certification, but this is not required 
for all jobs and in all states. There are 120,100 rehabilitation counselors as of 2014 and the pro-
jected growth rate is 9 percent over the next 10 years as the population ages and advanced medical 
care saves more lives. In addition, legislation requiring equal employment rights for persons with 
disabilities will increase the demand for counselors to prepare disabled people for employment.83

 ▸ Support Services
Support services are necessary for the highly complex and sophisticated system of health care 
to function. Service specialists perform administrative, operational, and management duties and 
often work closely with direct providers of healthcare services. Health information administrators, 
dental laboratory technologists, electroencephalographic technologists, food service administra-
tors, surgical technologists, and environmental health technologists are just some of the allied 
health professionals in this category.
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Health Information Administrators
Health information administrators are responsible for the activities of the medical records 
departments of hospitals, skilled nursing facilities, managed care organizations, rehabilitation 
centers, ambulatory care facilities, and a number of other healthcare operations. They plan, 
implement, and maintain information systems and associated policies that permit patient data 
to be received, recorded, stored, and retrieved easily to assist in diagnosis and treatment. A sig-
nificant function they provide is supporting the billing and coding operations for healthcare 
organizations. Health information administrators supervise the staff in the medical records 
department and are responsible for maintaining the confidentiality of all the information within 
their departments.

The Commission on Certification for Health Informatics and Information Management 
(CAHIIM) provides a national certification examination for Registered Health Information 
Administrators. A bachelor’s degree from a training program accredited by the CAHIIM is the 
entry level for certification.84 Currently, there are more than 59 bachelor’s level and 5 master’s 
degree level training programs accredited by CAHIIM.85

Complementary and Integrative Medicine Practitioners
Rather than diminishing the public’s interest in alternative forms of health care, the increasing 
sophistication of scientific medicine, and perhaps its limitations, have fostered a receptive climate 
for alternative forms of therapy. Across the country, there is widespread interest in complemen-
tary, integrative, and alternative modalities.

Each of these modalities has a specific definition. Complementary medicine is used together 
with mainstream medicine. An example of complementary medicine would be seeking treatment 
with an acupuncturist to treat allergies in addition to obtaining conventional allergy medication 
prescribed by an allergist. When the same healthcare provider offers both complementary and 
mainstream medicine in a coordinated manner, this is called integrative medicine. Alternative 
medicine is the use of non-mainstream treatments in place of conventional medicine.84 In the 
past, complementary and alternative medicine was also known as CAM before the new term, 
integrative medicine was introduced by the National Institutes of Health. Integrative medicine 
involves bringing together conventional medicine with complementary medicine in a coordi-
nated way.86

In 1992, with one-third of Americans resorting to so-called alternative therapies, the National 
Institutes of Health created an Office of Alternative Medicine to examine the efficacy of these 
therapies. In 1998, when more than 40 percent of Americans reported the use of alternative or 
complementary therapies, the Office of Alternative Medicine was elevated to the National Center 
for Complementary and Alternative Medicine, and its mandate was expanded. On December 
17, 2014, the relatively new center was renamed to reflect the updated terminology of integra-
tive medicine and is now called the National Center for Complementary and Integrative Health 
(NCCIH).

In 2012, data from the National Health Interview Survey (NHIS) reported that 33 percent of 
U.S. adults and 12 percent of children used at least one complementary health approach. The most 
commonly used complementary health approach was dietary supplements (i.e., supplements other 
than vitamins or minerals). The majority of adults who use dietary supplements do so to maintain 
wellness rather than to treat a specific ailment. The most commonly used dietary supplement by 
adults and children was fish oil (12 percent of adults and 1.1 percent in children). Other frequently 
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used supplements were probiotics, melatonin, glucosamine/chondroitin, Echinacea, and garlic. 
The mind–body approaches most commonly used were yoga, chiropractic manipulation, medita-
tion, and massage therapy. The proportion of adults who used yoga in 2012 (9.5 percent) increased 
substantially from the past NHIS (5.1 percent in the 2002 survey). Yoga use by children increased 
from 2.3 percent in 2007 to 3.1 percent in 2012.87

Along with alternative modalities came new classes of alternative practitioners. To name a 
few, there are certified Trager practitioners, who rock and cradle the patient’s body for relaxation 
and mental clarity; doctors of naturopathy, who use natural healing methods that include diet, 
herbal medicine, and homeopathy; advanced certified Rolfers, who use deep massage to restore 
the body’s natural alignment; and registered polarity practitioners, who use touch and advice on 
diet, self-awareness, and exercise to balance energy flow. Although professional medical societies 
strongly oppose naturopathy, considering the practice “unscientific” and “irrational,” naturopathic 
doctors have made great strides in the last few years. Although they do not have medical degrees 
and are trained in loosely monitored schools, they are able to generate strong public support 
within state legislatures.88

The gains of alternative practitioners reflect the public’s frustrations with conventional medi-
cine, high drug prices, media reports of disproved treatments, and the lack of effectiveness for the 
treatment of chronic pain. The interest of insurance companies in alternative forms of medicine 
is also important. Many insurers have taken the position that when traditional medicine is inef-
fective and an alternative form of therapy, such as acupuncture for chronic pain, costs less and 
satisfies the patient, they will pay for it. As a result, several states now require insurance companies 
to cover naturopathic procedures and other techniques, such as acupuncture.89

The relatively new field of integrative medicine is rapidly taking hold where physicians take 
a whole-person approach and strive to treat the person and not just a disease. Physicians now 
perform post-residency fellowships in integrative medicine,90 and some medicine residencies offer 
optional tracks or emphasis in integrative medicine.91,92

Medical Assistant
Almost all patients who have visited a physician’s office have encountered a medical assistant. In 
fact, many patients often incorrectly identify them as nurses as they are ubiquitous in virtually all 
ambulatory healthcare facilities. Typical duties of medical assistants are checking patients in for 
appointments, recording of vital signs, verifying insurance, scheduling, performing some patient 
testing, and providing post-visit instructions and general support. “Many patients in primary care 
now have more face and phone time with a medical assistant than they do with their primary-care 
doctor, who increasingly is hidden from our view, funneled toward the most complex patient visits 
coming through their doors each day.”93

The educational requirements for medical assistants are usually a high-school diploma 
followed by a one-year training program at a community college, vocational school, technical 
school, or university. These programs typically lead to a certificate while some two-year pro-
grams offer associate’s degrees. Medical assistants are not required to be licensed or certified. 
However, some employers prefer medical assistants who have been certified by one of several 
certifying bodies.

In 2014, there were 591,300 medical assistants in the United States with a projected 23 percent 
increase over the next 10 years due to the aging population, the increasing number of group prac-
tices, implementation of the ACA, and the increasing volume of quality data that will need to be 
collected for accountable care organizations.94
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 ▸ Factors That Influence Demand for Health  
Personnel

Without attempting to include all interrelated factors that influence demand for various types of 
health personnel, it is important to recognize some major determinants of the size and nature of 
the healthcare employment sector. Regardless of the potential for legislatively mandated reforms 
of the healthcare system, the number and skill requirements of each discipline within the health-
care workforce depend on the interdependence of the following factors.

Changing Nature of Disease, Disability, and Treatment
The aging of the population and advances in the treatment of acute and life-threatening conditions 
result in increased survival of people with chronic illness or disabilities. The growing number of 
patients with deteriorating mental capacities, cardiac conditions, cancer, stroke, head and spinal 
cord injuries, neonatal deficits, and congenital disorders significantly increases the demand for 
workers who provide and support prolonged medical treatment, rehabilitation, and nursing home 
or custodial care.

Physician Supply
Although many categories of health personnel perform independently of physicians, most of the 
decisions regarding the use of healthcare resources, the acceptance of other therapeutic modalities, 
and the treatment provided by nonphysicians, are made by physicians. It is therefore important to 
recognize that the anticipated changes in the numbers and types of physicians will have a direct 
impact on the demand for many other types of healthcare personnel.

Technology
Medical and nonmedical technology used in the provision of health care has important implications 
for the number and skill requirements of the healthcare workforce. Advances in medical imaging, 
new pharmaceuticals, and health information and communications technologies have the potential 
to both increase and decrease the demand for various kinds of personnel. Some technologies, such 
as transluminal coronary angioplasty and positron emission tomography, have led to the elimination 
of more laborious medical interventions. Others, such as sophisticated remote patient monitoring 
systems, telehealth, and more robust home care services have facilitated shifts to new service settings, 
such as ambulatory surgical centers. Also, automation of clinical laboratory testing has reduced the 
need for laboratory personnel. Thus, the mix of skills and the numbers of personnel ebb and flow 
with the discovery, application, and sun-setting of technologies, treatments, and drugs.

Expansion of Home Care
Healthcare reforms will continue the shift in health service delivery sites from acute care hospitals 
toward ambulatory, home care, and long-term care settings. With the emphasis on cost contain-
ment and value, the home care component of the healthcare industry is expected to expand signifi-
cantly in the next decade. In addition, there is a growing body of evidence that therapy provided in 
the home can help patients recover faster, is safer, and reduces hospital readmissions.
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Corporatization of Health Care
Solo practice among health professionals is becoming a practice pattern of the past for many rea-
sons. The increase in group practices and hospital employment of physicians, the development 
of several forms of provider organizations, and new models for physician payment are likely to 
reduce solo private practice dramatically to only highly specialized and small niches. The assembly 
of vertically integrated health systems that link hospitals, nursing homes, home care, and other 
services along with the diversification of health providers into various health-related corporate 
ventures all reflect the corporatization of health care.

Since the beginning of the most recent U.S. recession (2007–2009), employment in health 
care continued to rise in ambulatory care, nursing, and residential care. While overall nationwide 
employment dropped steadily during the recession, the healthcare industry showed continued 
growth by adding almost 500,000 jobs. This was also the case during previous economic recessions 
in 1990 and 2001.95 Strong growth in the healthcare workforce is likely to continue for the fore-
seeable future. Between 2014 and 2024, the U.S. Bureau of Labor Statistics predicts a 21.8 percent 
increase in healthcare sector jobs compared to an increase of 4.8 percent projected for all other 
non-healthcare related jobs.96

 ▸ Healthcare Workforce Issues and the Patient 
Protection and Affordable Care Act

Policy makers at every level of government, insurers, educators, providers, and consumers have a 
vested interest in the issues that pertain to the healthcare workforce. The Association of Academic 
Health Centers clearly defined those issues in a 1994 publication. Remarkably, the issues remain 
active almost 25 years later:97

 ■ The adequacy of supply of health professionals, such as nurses, allied health professionals, 
primary care physicians, and geriatricians

 ■ The geographic distribution of health professionals, especially shortages in rural and under-
served urban areas

 ■ The underrepresentation of minorities in all health professions
 ■ The potential supply and poor distribution of specialty physicians
 ■ The questions about the appropriate scope of practice for various health professionals and 

concern about legal restrictions on scope of practice for nonphysician practitioners
 ■ The concern about the quality and relevance of the health professions’ educational programs; 

whether educational institutions are producing the health professionals needed for an effec-
tive and productive workforce

 ■ The costs associated with educating health professionals. The competency testing of health-
care professionals

 ■ The redefinition of health professions as technology and the delivery system change and as 
various professions reconsider the credentials needed to practice within the profession

 ■ The concern about the supply of faculty to train health professionals

These issues remain central to the ACA’s workforce initiatives and were key to its establish-
ment of a new National Health Care Workforce Commission (NHCWC). The NHCWC’s compo-
sition included 15 representatives from the areas of healthcare workforce and health professionals, 
educational institutions, employers, third-party payers, healthcare services and health economics 
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research, consumers, labor unions, and state or local workforce investment boards. The NHCWC 
was given an overall mandate to evaluate and make recommendations for numerous dimensions 
of the nation’s healthcare workforce. This included education and training support for existing and 
potential new workers at all levels, efficient workforce deployment, professional compensation, and 
coordination among different types of providers. The Commission also was charged with monitor-
ing grants awarded under ACA workforce development initiatives and submitting two reports to 
Congress each year. As proposed in the ACA, the NHCWC was recognized as potentially having 
the most significant influence on shaping the nation’s future healthcare workforce policies.98 Mem-
bers of the Commission were appointed in 2010. However, despite the protests of 26 U.S. academic 
health science centers,99 Congress has not funded the Commission and it has never met.100

Nevertheless, the ACA includes provisions to address workforce issues in addition to estab-
lishment of the NHCWC.101 These include:

 ■ Increasing workforce supply by enhancing federal student loans for several health professions 
including primary care and geriatric physician, nurses, allied health personnel, public health 
workers, and those working in underserved areas

 ■ Enhancing workforce education and training, including cultural competency, through grants 
for primary care, dental health, mental health, nursing, public health personnel, community 
health personnel, those working with disabled individuals, and those working in rural settings

 ■ Supporting the existing healthcare workforce through increased funding for minority appli-
cants to the health professions and a primary care extension program to educate providers about 
 evidence-based therapies, health promotion, chronic disease management and mental health

 ■ Strengthening primary care through redistributions of unfilled residency positions to address 
shortages, increased funding for primary care residency-training programs at teaching health 
centers and establishing a demonstration program to increase graduate nurse training

 ■ Improving access to healthcare services through increased funding for federally qualified 
health centers, state and medical school support to improve and expand emergency services 
for children, and new support for coordinating and integrating primary and specialty care in 
community-based mental health settings

 ▸ The Future: Complexities of National Healthcare 
Workforce Planning

The United States has never planned comprehensively or strategically for the development and 
deployment of its healthcare workforce and, as a result, “the preparation of each generation 
of health workers is just as fragmented and confusing as the healthcare system they will one 
day join.”101 Federal and state governments, educational institutions, professional organizations, 
 insurers, and provider institutions have had separate and often conflicting interests in health 
workforce education and training, regulation, financing, entry-level preparation, and scope of 
practice. The various levels at which policy decisions have been made and the disparate interests 
that influence those decisions have presented major obstacles to ensuring a coherent, efficient, 
and rational health workforce in the United States. Complex supply and demand factors influ-
ence workforce requirements, and the prediction of future requirements is severely confounded 
by the lack of uniform data at national and state levels across the professions.102 Supply fac-
tors include variables such as income variations among professions, licensure requirements, 
and transferability of skills. Demand is affected by factors such as population demographics, 
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consumer expectations, and payment systems. In the upcoming years, the current workforce 
shortages in professions such as generalist physicians, nurses, and mental health workers; the 
disproportionate geographic distribution of many types of providers in urban and rural areas; 
and underrepresentation by minorities in the health professions are major focal points of the 
ACA and were intended to be central to the NHCWC. The aging population, the shifting nature 
of diseases, healthcare delivery and reimbursement reforms, new technology, and economic 
factors will continue to change consumer demands and provider expectations, all lending more 
complexity to the challenges of planning for future workforce requirements.

The continued influx of previously uninsured individuals as a result of the ACA alone will 
put unprecedented stresses on delivery system personnel. In fact, there is mounting evidence that 
since implementation of the ACA, there has been an increase in the stress and burnout levels of 
primary care physicians. A survey conducted in 2014 indicates that more than 54.4 percent of U.S. 
primary care physicians exhibited at least one clinical sign of burnout, and this level had increased 
from 45.5 percent in 2011.103 It will be necessary to modify the roles and scope of practice of many 
of the healthcare professions to adapt to changing service patterns.

The ACA and its workforce-related provisions include opportunities to take actions that 
have the potential to result in meaningful improvements in national workforce planning, devel-
opment, and deployment. Already one of the nation’s largest industries, healthcare employment 
will  continue to experience significant growth.96 Unfortunately, to date, Congressional gridlock 
has prevented funding of the NHCWC and other key portions of the ACA that could poten-
tially address some of the stressors and deficiencies in the current healthcare workforce and the 
healthcare system as a whole. The centrality of the healthcare workforce to the quality, costs, and 
accessibility of the healthcare delivery system makes these improvements essential to the future of 
healthcare delivery in the United States.
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Implementation of the ACA of 2010 continues through 2019 with effects through many succeed-
ing years. The ACA already has had a significant impact on health insurance regulation, has made 
access to health insurance for millions of Americans affordable, and has implemented ongoing 
efforts to transform the healthcare delivery payment system from a volume-based to a value-based 
system. However, it is important to recognize that the ACA does not change the fundamental 
structure of the U.S. healthcare financing system. As in the past, healthcare expenditures in the 
United States continue to be financed through a mosaic combination of private and public sources.

In 2015, a majority of working Americans under the age of 65 had private health insur-
ance coverage provided by their employers.1 In the entire population, due to the ACA’s offerings 
through insurance exchanges, the percentage of individuals with coverage purchased directly 
from an insurance company increased by 3.8 percent between 2013 and 2014, representing an 
increase of approximately 10 million.2 Fifty-seven percent of employers offer health benefits to 
their workers, a proportion unchanged since 2005.3 However, during the past two decades, and 

Financing Health Care

CHAPTER OVERVIEW

This chapter reviews the most currently data available on national healthcare expenditures and 
sources of payment . It also provides an historical overview of the developments that played major 
roles in creating the current national healthcare financing infrastructure . Major factors that affect 
healthcare costs are discussed as well . Because healthcare costs are inextricably bound to quality 
issues, the chapter discusses quality initiatives linked with healthcare spending . Significant trends 
in healthcare cost and quality are reviewed, along with underlying reasons for changes . The roles of 
the private sector and government as payers are presented . Throughout the chapter, features of the 
Patient Protection and Affordable Care Act (ACA) are integrated with updated information on the ACA’s 
implementation . Lastly, the progress with federal rulemaking for implementation of the Medicare 
Access and CHIP Reauthorization Act of 2015 (MACRA) is discussed .
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especially during the economic recession of 2007–2009, employment-based health  insurance cov-
erage declined.4 The number of Americans without health insurance coverage increased steadily 
over the years prior to implementation of the ACA, topping 40 million in the first years of the 
millennium.4

In 2011, for the first time in several years, the number of uninsured Americans dropped by 
more than one million, primarily due to an influx of newly insured young adults who benefited 
from a provision in the ACA legislation that required healthcare insurers to allow parents to keep 
adult children on their health insurance plans up to age 26.5

The primary federal health insurance programs are Medicare and Medicaid. Medicare covers 
healthcare services for most individuals over 65 years of age and disabled individuals. Medicaid 
covers services for low income populations. The federal government now also provides subsi-
dies for individuals purchasing health insurance through ACA-authorized state and federal health 
exchanges (now known as “health insurance marketplaces”).1

Financing of the U.S. healthcare system continues to evolve from a variety of influ-
ences, including provider, employer, purchaser, consumer, and political factors. As pointedly 
reflected in national healthcare reform debates, these influences produced major tensions. 
Issues included the role and responsibility of the government as payer, financial responsibil-
ities of employers as purchasers of health insurance, and the impacts of payment systems on 
quality. Despite passage and implementation of the ACA, controlling the rising healthcare 
costs and the large numbers of Americans still uninsured under the ACA continue as two 
major challenges.4

 ▸ Healthcare Expenditures in Perspective
National health expenditures (NHEs) and trends are reported annually by the National Center 
for Health Statistics of the Centers for Disease Control and Prevention, the Office of the Actu-
ary, National Health Statistics Group, and the U.S. Department of Health and Human Services 
(DHHS), Centers for Medicare & Medicaid Services (CMS). Expenditures are reported and 
tracked over time using a standard format that identifies both the private and public sources of 
funds as well as the objects of expense. Reports are issued annually, two years following closure of 
the reporting period. TABLE 8-1 provides one example of this type of report for 2014.6

In 2014, NHEs totaled more than $3.0 trillion, 17.5 percent of the gross domestic product 
(GDP), or $9,523 per person (FIGURE 8-1).7

The GDP is the broadest quantitative measure of a nation’s total economic activity, represent-
ing the monetary value of all goods and services produced within a nation’s geographic borders 
over a specified time period.

In 2014, NHEs increased 5.3 percent from an increase of 2.9 percent the prior year.8 The 
increase in expenditures followed five years of slow expenditure growth.9 The 2014 growth is 
attributed to two primary factors: ACA-related health insurance coverage expansions, especially 
for Medicaid and private health insurance, and significant increases in retail prescription drug 
expenditures that represented the largest annual increase since 2002. A new hepatitis C treatment 
drug costing $11.3 billion was the major factor in 2014 drug cost increases.9 Prescription drug 
expenditures for 2014 totaled $ 297.7 billion.7

Expenditures for personal healthcare services in 2014 represented more than 84 percent, or 
$2.6 trillion of the total NHEs.7 Hospital care at $971.8 billion and physician plus clinical services 
at $603.7 billion in total comprised 52 percent of 2014 NHEs.7 (See FIGURE 8-2.)10
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In 2014, private health insurance was the primary source of payment for healthcare  services, 
with an outlay of $991.0 billion.10 Medicare, with expenditures of $618.7 billion, was the next larg-
est source, and Medicaid ranked as third largest at $495.8 billion.10 Together, all public sources of 
funding represented 43 percent of total health expenditures in 2014.10 (See FIGURE 8-3.)

Historically, the rate of growth in healthcare expenditures (HCEs) has been an overarching 
concern of both the private and government sectors as HCE growth outstripped general inflation 
by significant margins.11 U.S. healthcare spending per person has grown faster on average than the 
nation’s economic output per capita for the past few decades.1 As a percent of the GDP, HCEs were 
9.5 percent in 1985 and now represent 17.5 percent.1,7 Healthcare spending increases that exceed 
growth in the overall GDP are not sustainable.1 This is because the percentage of the GDP used 
for health care absorbs an increasing share of individuals’ incomes, constraining consumption of 
other goods and services, with resulting negative effects on the national economy. Without changes 
in current laws, the U.S. Congressional Budget Office (CBO) projects that the healthcare share of 
GDP will increase to 25 percent by 2040. Such projections provide strong rationale for the private 
and government sectors’ initiatives to control healthcare cost growth.1

Although insured Americans view the U.S. healthcare delivery system as superior to that of 
other developed nations, there are serious questions regarding the value returned for vastly greater 
U.S. expenditures, while citizens of those other nations experience better health outcomes.

The Organization for Economic Cooperation and Development (the OECD) is composed 
of 34 nations committed to democratic principles and economic progress.12 One of its functions 
is the compilation of comprehensive comparable statistics on health and health systems across 
its members.13 The most recent OECD report based on 2013 data notes that U.S. health spend-
ing, with a 17.5 percent share of the GDP, is an “outlier among other OECD countries,” who 
devote an average of 8.9 percent to health spending.13 Also based on 2013 data from the OECD 
and other sources, a 2015 Commonwealth fund report compared the United States with 12 
other high-income OECD members on healthcare spending, use of services, and prices.14 The 

FIGURE 8-3 The Nation’s Health Dollar ($3.0 Trillion), Calendar Year 2014: Where It Came From
Centers for Medicare & Medicaid Services, Office of the Actuary, National Health Statistics Group.
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United States was the only country in the study group that did not have a universal  healthcare 
system. Some key findings included:

 ■ As the highest spender, the percent of GDP the United States devoted to health care was 50 
percent higher than the next highest spender (France at 11.6 percent) and almost double the 
8.8 percent of the United Kingdom.

 ■ U.S. per-resident private spending for health insurance and other related costs was more than 
five times the amount spent in Canada, the second-highest-spending country.

 ■ Differentials in cost between the United States and other countries are due to more use of 
expensive technologies and significantly higher prices rather than to higher hospitalization 
rates or use of physician services.

 ■ The United States was the only country whose share of GDP for healthcare spending exceeded 
the share of GDP expended for social services.

 ■ Compared with its peer nations, U.S. population health outcomes are poor with the lowest life 
expectancy and the highest rates of infant mortality. The report suggests that the relatively low 
spending on social services in the United States may be a contributor to poor health outcomes 
because health disparities are inadequately addressed.14

Noting that the report reflects the pre-ACA implementation period, the authors suggest that ACA 
initiatives to better link social services with health care may hold promise to improve the health 
status of the U.S. population.14

Waste, Fraud, and Abuse
Studies by the Institute of Medicine (IOM) and U.S. Congressional Budget Office (CBO) indicate 
that 30–40 percent of total U.S. health spending is “wasted,” providing services of no discernible 
value and inefficiently providing valuable services; this is another significant dimension of U.S. 
healthcare spending.15 A 2012 study highlighted five categories of health spending waste that esti-
mated unnecessary costs totaling between $476 and $992 billion per year.16 Primary causes of waste 
identified included failures of care delivery and care coordination, overtreatment, administrative 
complexity, and overpricing.16 Successfully mitigating these causes is very complex, involving 
issues such as general system disorganization, provider behaviors, patient behaviors, perverse eco-
nomic incentives, and market forces. One example of professional efforts is the Choosing Wisely 
Campaign discussed in Chapter 4. Launched in 2012 by the American Board of Internal Medicine 
Foundation in concert with Consumer Reports and more than 70 professional medical societies, 
its intent is to avoid, “wasteful or unnecessary medical tests, treatments and procedures.”17 Because 
the Campaign involves judgments about the clinical value of interventions that have the poten-
tial to affect physician and healthcare organization revenue, robust discussions continue about its 
appropriate applications.18

It is no surprise that a $3+ trillion enterprise invites fraud and abuse. The Federal Bureau of 
Investigation estimated that fraudulent billings to public and private healthcare programs were 
3–10 percent of total health spending, or $75–$250 billion.”19 With fraud and abuse draining sub-
stantial resources from the healthcare system, there has been a decades-long history of collabo-
ration among the U.S. Department of Justice, the Office of the Inspector General of the DHHS, 
and other government agencies to combat these issues.20 The following are some examples of anti-
fraud and abuse initiatives.

Begun in 1997, the Health Care Fraud Abuse and Control Program had returned more than 
$27.8 billion to the Medicare Trust Fund by 2015.20 In 2007, the U.S. Attorney General and DHHS 
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Secretary created a multifaceted approach with a Health Care Fraud Prevention and Enforcement 
Action Team (HEAT) to use “cutting-edge technology to identify and analyze suspected fraud and 
to build complex healthcare fraud cases quickly and efficiently.”19 A key component of HEAT is 
an interagency Medicare Fraud Strike Force.20 In 2015, CMS reported that the Strike Force had 
charged more than 2,800 individuals involved in more than $8.7 billion in fraud, with a 95 percent 
conviction rate.20 Another initiative is the interagency Health Care Fraud Prevention Partnership 
that includes federal agencies, states, private health plans, and associations. This initiative deploys 
fraud-detection technology similar to that used by credit card companies.20 However, sophisticated 
criminal schemes involving providers, patients, drug dealers, and others continue to evolve.19,21

A perspective on healthcare financing in the United States requires a grasp of much more than 
the numbers; it requires an appreciation for many other factors. Some of these include the human 
dimensions of healthcare providers; a propensity to maintain the status quo; and many social, 
political, and economic factors that interplay in this enormous industry.

 ▸ Drivers of Healthcare Expenditures
Numerous interrelated factors contribute to healthcare expenditures. As discussed briefly below, 
key factors include:

 ■ Aging population
 ■ New drugs and medical and diagnostic technology
 ■ Emphasis on specialty medicine
 ■ Large numbers of uninsured and underinsured
 ■ Volume-based reimbursement incentives
 ■ Labor intensity

Estimates in 2014 place the population 65 years of age and older at 44.7 million, 14.1 percent 
of the population, or about one in every seven Americans.22 Persons over the age of 65 are the 
major consumers of inpatient hospital care. According to the most recent federal data, these indi-
viduals account for more than one-third of all hospital stays and nearly one-half of all days of hos-
pital care.23 In addition, Medicare beneficiaries with four or more chronic conditions generate 80 
percent of all Medicare spending, and half of Americans age 65 years or older visit an emergency 
department in the last month of life.24,25 Aging has a large effect on federal health spending due to 
virtually all Americans’ eligibility for Medicare at age 65.1

New pharmacologic agents and medical and diagnostic technology and services come at a 
high price.26 Increased access to drug coverage through Medicare and managed care and “direct-
to-consumer” marketing of prescription drugs via all types of media contributed to increases in 
prescription drug usage and costs.27

Technologically advanced diagnostic and treatment innovations require expensive equip-
ment, computerization, and highly trained personnel. The large capital investments to finance 
technological innovations drove economic and professional incentives for their use, unbounded 
by requirements to justify their cost or the validity of their clinical benefits. The tendency to favor 
broad, rather than discretionary, use of technology grew with rapidly increasing availability of new 
technology and its profitability.

Growth in specialized medicine occurred as medical science and technology advanced. Amer-
icans’ preference for specialty care resulted in high utilization and rapidly rising costs. Unlike other 
developed nations, where physician specialists represent half or fewer of physicians, 70 percent of 
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practicing physicians in the United States are specialists.28 Since the 1940s, when employers offset 
post-World War II wage controls with fully paid health insurance benefits, working Americans 
were insulated from healthcare costs. Americans demanded what they perceived as the “best” 
care, placing a high value on the use of expensive specialty care. For most, the costs of treatment 
were irrelevant, and physicians’ recommendations were uninhibited by economic considerations 
for their well-insured patients. Historically, U.S. health insurance models carried no prohibitions 
against patient self-referrals to specialty care until the 1980s when managed care placed strong 
restrictions on patient self-referrals to specialists.

According to U.S. Census Bureau, among all developed countries of the world, the United 
States had the highest proportion of population without health insurance coverage.29 Without health 
insurance, individuals often do not receive timely preventive, acute, and chronic care. Frequently, 
this results in their using high-cost emergency care. Un- and underinsured individuals tend to delay 
seeking care and are more likely than insured individuals to enter care in later stages of disease 
and require hospitalization.30,31 Both private and government healthcare-financing  mechanisms 
 continue to be major influences in volume-driven healthcare expenditures.  Fee-for-service 
 reimbursement that financially rewards the volume of services delivered continues to provide 
 profit-driven  incentives that drive healthcare expenditures. In spite of earlier reforms, such as the 
prospective hospital payment reimbursement system of the 1980s and managed care (discussed 
later in this chapter), the fee-for-service system is still largely in use today. ACA provisions are 
attempting to move financial incentives toward value-based rather than volume-based approaches.

Health care is a labor-intensive industry that employs some of the most highly educated, 
trained, and compensated individuals in the U.S. workforce. As such, it is inherently expensive. 
Employment growth due to technology, the aging population, and other factors are anticipated to 
continue as significant drivers of healthcare expenditures.32

 ▸ Evolution of Private Health Insurance
As early as the mid-1800s, a movement by benevolent societies and unions began to insure workers 
against lost wages resulting from work-related accidents.33 Later, insurance to cover lost wages result-
ing from catastrophic illness was added to accident policies.33 It was not until the 1930s that health 
insurance began paying part or all costs of medical treatment. The basic concept of health insurance is 
antithetical to the central premise by which “insurance” was historically defined. Whereas insurance 
originally guarded against the low risk of rare occurrences such as premature death and accidents, the 
health insurance model that evolved provided coverage for predictable and discretionary uses of the 
healthcare system as well as unforeseen and unpredictable health events. Known as indemnity insur-
ance because it protected individuals from a portion of financial risk associated with the costs of care, 
health insurance companies set allowable charges for services, and providers could bill the patient for 
any excess.34 Coverage for routine healthcare services added a new dimension to the concept of insur-
ance. Indemnity coverage prevailed until the advent of managed care in the 1970s.

The Rise of Blue Cross and Blue Shield and Commercial Health 
Insurance
In 1930, a group of Baylor University teachers contracted with Baylor Hospital in Dallas, Texas, to 
provide coverage for hospital expenses.35 This arrangement created a model for the development 
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of what was to become Blue Cross, a private, not-for-profit insurance empire that grew over the 
succeeding four decades into the dominant form of health insurance in the United States. The Blue 
Shield plans providing physician payments began shortly after Blue Cross, and by the early 1940s, 
numerous Blue Shield plans were operating across the country.35

The establishment and subsequent growth of the “Blues” signaled a new era in U.S. healthcare 
delivery and financing. They played a significant role in establishing hospitals as the centers of 
medical care proliferation and technology and, by reimbursing for expensive services, they put 
hospital care easily within the reach of middle-class working Americans for the first time. The 
insulation from costs of care provided by the Blues had a major impact on utilization. By the late 
1930s, annual hospital admission rates for Blue Cross enrollees were 50 percent higher on average 
than for the nation as a whole.36 In addition to contributing to increased utilization of hospi-
tal services by removing financial barriers, the Blue Cross movement had other lasting impacts 
on national policy making. Rosemary Stevens noted, “In the United States, the brave new world 
of medicine was specialized, interventionist, mechanistic and expensive—at least as interpreted, 
through prepayment, for workers in major organizations.”36 By 1940, the Blue Cross movement 
was a major financing alternative that squelched forces that had long lobbied for a form of national 
health insurance, a concept opposed vehemently by private medicine.36

Uniform features of all Blue Cross plans included not-for-profit status, supervision by state 
insurance departments, direct payments through contracts with providers, and the use of commu-
nity rating. Community-rated insurance allowed all individuals in a defined group to pay single 
premiums without regard to age, gender, occupation, or health status.37 Community rating helped 
ensure nondiscrimination against groups with varying risk characteristics to provide coverage at 
reasonable rates for the community as a whole.

For-profit commercial health insurers entered the market in significant numbers in the 
decade following start-up of Blue Cross and Blue Shield. However, as the commercial insurers 
entered the marketplace, they used experience-rated insurance and based premiums on groups’ 
historically documented patterns of claims.37 Unbounded by the requirement for community rat-
ing by the not-for-profit Blues, they used experience rating to charge higher premiums to less-
healthy individuals and successfully competed for the market of healthier individuals by offering 
lower premiums. By the early 1950s, commercial insurers had enrolled more subscribers than the 
Blues.38 To remain competitive, the Blues were forced to switch to experience-rated insurance to 
avoid attracting a disproportionate share of high-risk individuals for whom commercial insurance 
was prohibitively expensive.36

 ▸ Transformation of Health Insurance: Managed Care
The transformation occurred for many reasons. In summary, it resulted from concerns over rising 
costs and quality issues. Today, health insurance in the United States is synonymous with managed 
care and managed care organizations (MCOs), also known by the term “health plans,” are the vehi-
cles through which almost all Americans receive health insurance coverage.

Throughout the 1960s and early 1970s, rapidly increasing expenditures accompanied by qual-
ity concerns captured the attention of government and private policy makers. Medicare costs were 
spiraling upward with concerns about quality, and in the private sector, large employers, as the 
primary private health insurance purchasers, advocated for changes to control costs.39 These con-
cerns and other factors ultimately resulted in the Nixon administration’s proposal for the Health 
Maintenance Organization (HMO) Act that was enacted in 1973.36 Although many employer 
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groups had used principles of managed care for prior decades through contracts with healthcare 
providers to serve employees on a prepaid basis, provisions of the HMO Act opened participation 
to the employer-based market, allowing the rapid proliferation of managed care plans.36

The HMO Act of 1973 provided loans and grants for the planning, development, and imple-
mentation of combined insurance and healthcare delivery organizations and required that com-
prehensive preventive and primary care services be included in the HMO arrangements.34

The legislation mandated employers with 25 or more employees to offer an HMO option if 
one was available in their area.34

HMOs combined providers and insurers into one organizational entity. Managed care is pop-
ulation based rather than individually based. The population basis enables the insurer to actu-
arially determine projected use of services related to age, gender, occupation, and other factors. 
Population groups’ claims histories are used to set premium levels. All forms of managed care 
entail interdependence between the provision of and payment for healthcare services. It is a system 
through which care-providing groups or networks and beneficiaries share financial risk with an 
insurer for medical care and health maintenance.

By linking insurance with service delivery and financial risk, managed care intended to 
reverse the financial incentives in the fee-for-service model, which historically had rewarded pro-
viders financially for service volume and focused on illness treatment rather than prevention.

Financial risk-sharing between insurers and providers in managed care took two primary 
forms. The first form is prepayment or capitation, through which providers are paid a preset 
amount in advance for services their insured population is projected to need in a given period. 
Capitation pays providers for services on a per-member-per-month basis. Under capitation, pro-
viders receive payment whether or not services are used. If providers exceed the predetermined 
payment level, they may suffer financial penalties. If providers use fewer resources than projected, 
they may retain the excess as profit. The second form of financial risk-sharing is withholds, in 
which a percentage of the monthly capitated fee is withheld from provider payments to cover 
potential cost overruns for services such as specialty referrals or hospitalizations. All, part, or none 
of the withholds may be returned to providers at the end of specified period, depending on finan-
cial performance.34 The key element of all provider prepayment arrangements is cost-conscious, 
efficient, and effective care.

For beneficiaries, managed care transfers financial risk in two forms: co-payments and 
deductibles. Co-payments require beneficiaries to pay a set fee each time they receive a covered 
service, such as a co-payment for each physician office visit. Deductibles require beneficiaries to 
meet predetermined, out-of-pocket expenditures before a managed care plan assumes payment 
responsibility for the balance of charges.

Initially, there were two major types of HMOs. The first was a staff model. It employed groups 
of physicians to provide most healthcare needs of its members. HMOs often provided some spe-
cialty services within the organization and many contracted for services with community special-
ists. In the staff model, the HMO operated facilities in which its physicians practiced, providing 
on-site support services such as radiology, laboratory, and pharmacy. The HMO purchased hospi-
tal care and other services for its members through fee-for-service or prepaid contracted arrange-
ments. Staff model HMOs were referred to as “closed panel” because they employed the physicians 
who provided the majority of their members’ care, and those physicians did not provide services 
outside the HMO membership. Similarly, community-based physicians could not participate in 
HMO member care without authorization by the HMO.34

The second type of HMO stimulated by the 1973 legislation was the individual practice 
association (IPA). IPAs are physician organizations composed of community-based independent 
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physicians in solo or group practices that provide services to HMO members. An IPA HMO did 
not operate facilities in which members received care but rather provided its members  services 
through private physician office practices. Like the staff model HMO, the IPA HMO purchased 
hospital care and specialty services not available through IPA-participating physicians from 
other providers on a prepaid or fee-for-service basis. Some IPA HMOs allowed physicians to 
have a nonexclusive relationship that permitted treatment of  nonmembers as well as members; 
however, HMO relationships with an IPA also could be established on an exclusive basis. In this 
scenario, an HMO took the initiative in recruiting and organizing community physicians into an 
IPA to serve its members. Because the HMO was the organizing entity in such an  arrangement, 
it was common for the HMO to require exclusivity by the IPA, limiting its  services only to that 
HMO’s membership.34 The staff model and IPA-type  organizations illustrate two major types of 
HMOs, but many hybrid forms of managed care organizations (MCOs) emerged throughout the 
1980s and 1990s in response to cost and quality concerns as well as to purchaser and consumer 
preferences. The following sections summarize two examples.

Preferred provider organizations (PPOs) are managed care plans that may be owned by var-
ious types of organizations such as HMOs, hospitals, physician groups, and physician/hospital 
joint venture groups.34 PPOs contract for services from physicians, hospitals, and other healthcare 
providers to form a network of participating preferred providers who agree to a PPO’s cost and 
utilization control parameters.34 Employer health benefit plans and health insurance companies 
may contract with PPOs to purchase healthcare services for their beneficiaries. PPOs exercise pur-
chasing power by negotiating payment rates for services with providers. PPOs derive this power by 
covering large groups of beneficiaries.34 Participating providers benefit from a guaranteed flow of 
business, and physicians are not required to share in financial risk as a condition of participation. 
By providing predictable admission volume, PPOs help hospitals to project occupancy rates and 
revenue. Beneficiaries benefit because PPOs do not restrict the use of out-of-network provid-
ers. However, using out-of-network providers does incur additional costs, typically in the form 
of higher co-payments. In 2015, PPOs were the most popular managed care plans, encompassing 
56 percent of covered workers among large employers and 41 percent of covered workers among 
small employers.40

A point-of-service (POS) plan is a hybrid of HMO and PPO plans. It is called  “point-of-service” 
because beneficiaries can select whether to use a provider in a POS-approved network or seek 
care outside the POS plan network when a particular medical need arises. Although POS plans 
require beneficiaries to select an in-network primary care provider, POS plans offer the  flexibility 
to choose providers outside of a MCO’s approved provider network without requirement of a 
 referral. However, like in PPOs, selecting an out-of-network provider without a primary care 
 referral can incur significant out-of-pocket costs.41 In 2015, POS plans represented 6 percent of 
firms with more than 200 workers and 19 percent of covered employee enrollment in firms with 
fewer than 200 workers.40

The organizational forms of managed care continued to evolve because of changing mar-
ketplace conditions, including purchaser preferences, beneficiary demands, and other fac-
tors. With the numbers and types of managed care organizations, clear distinctions among 
them are no longer possible.34 The emergence of PPOs as the most popular beneficiary choice 
represented a means to involve insurers and providers in negotiating fees and monitoring 
utilization while giving beneficiaries more choice. Today, the staff model HMO is almost 
non-existent due to many factors including beneficiary demands for more choice of providers, 
large capital outlays associated with facility maintenance, and increased competition from 
IPA models.42
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Throughout the 1990s, market factors that enabled large health insurance purchasers to 
aggressively negotiate provider arrangements contributed to the impact of expenditure-cutting 
managed care initiatives. The surge in managed care enrollment in the 1990s with decreases in 
premiums contributed to a decline in the average annual growth of national healthcare expendi-
tures.43 However, after four years of decline, health insurance premiums increased 8.2 percent in 
1998, more than double the increase of the previous three years.44 The insurance “underwriting 
cycle,” in which insurers underprice during periods of market development and then increase 
premiums later to restore profitability, was viewed as a major reason for premium increases. A 
1997–2001 literature analysis of MCO performance indicated that, overall, MCOs did not accom-
plish their early promises to change clinical practice and improve quality while lowering costs.45 
Findings suggested that a systematic revamping of information systems, coupled with appropriate 
incentives and revised clinical processes, were required to produce the desired changes in cost and 
quality performance.45

Managed Care Backlash
In what was termed the managed care “backlash” beginning in the late 1990s, organized medi-
cine, other healthcare providers, and consumers protested MCO policies on choice of providers, 
referrals, and other practices that were viewed as unduly restrictive.34 A federal commission was 
established to review the need for guidelines in the managed care industry. In 1998, President 
Clinton signed legislation that imposed patient protection requirements on private insurance 
companies providing health coverage to federal workers.46 Public dissatisfaction with constraints 
over the right to receive necessary care and the freedom of physicians to refer patients to special-
ists received wide publicity. Ultimately, the states took the lead in the patients’ rights arena and, 
beginning in 1998, state legislatures enacted more than 900 laws and regulations addressing both 
consumer and provider protections.47 Over the years, expanded beneficiary choices, patient rights’ 
legislation, rescindments of physician restrictions on referrals, and other factors have served to 
reverse many of the issues that spawned the backlash.34

High-Deductible Health Plans
Beginning in 2001, an effect of the managed care backlash was seen in the form of employers 
offering health insurance plans that allowed employees to make personal decisions about their 
coverage.48 First dubbed “Consumer-Driven Health Plans,” the plans are now commonly known as 
High-Deductible Health Plans (HDHPs). The goals of HDHPs are to entice employees with lower 
premium costs in exchange for agreeing to make out-of-pocket up-front payments for health ser-
vices. The HDHP intends to encourage cost-consciousness about the use of healthcare services.48 
Today, HDHPs are the second most common type of plan offered by employers, with 24 percent 
of U.S. workers selecting this option.49 Since 2009, the percent of employees covered by HDHPs 
has tripled.49

The Internal Revenue Service (IRS) sets criteria for HDHPs’ minimum deductible and max-
imum out-of-pocket cost limits.48 HDHPs may have a health savings account option (HSA) or 
health reimbursement arrangement (HRA); both are governed by IRS criteria. HSAs are tax-free, 
employers and employees may make contributions, and their availability is not limited to only 
employer-sponsored health plans. The HSA is used for reimbursing employees for out-of-pocket 
expenses required to meet an HDHP’s deductible.48,50 HSAs are owned by employees and are there-
fore portable as an employee may change employers. An HRA is a reimbursement arrangement 
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between employers and employees that reimburses employees for out-of-pocket medical expenses 
and health insurance premiums to which employers contribute tax-free dollars. Unlike HSAs, 
HRAs are owned by employers and are therefore not portable.48,51 Research has yielded mixed 
results on whether HDHPs actually reduce costs, and there is concern that HDHPs may actually 
cause individuals to refrain from accessing appropriate medical care.48,50 Researchers note that 
HDHPs are now a staple of U.S. health insurance but caution that much more research is needed 
to identify what may be “unintended consequences”50 of using them.

 ▸ Managed Care Today
The organizational forms of managed care have continued evolving over past decades because 
of changing marketplace conditions, purchaser preferences, beneficiary demands, and other fac-
tors. Today, with the large numbers and types of managed care plans, clear distinctions among 
them are no longer possible.34 The significance of managed care in both the private and public 
sectors is clear from the most recent numbers. In 2015, in the private sector, employer-sponsored 
health insurance covered 147 million people—57 percent of the U.S. population under 65 years of 
age.49 Of those, 111 million or more than 75 percent were covered by managed care plans, divided 
among PPO (52 percent), HMO (14 percent) and POS (10 percent) plans.49 The remaining 24 
percent enrolled in HDHPs also may participate in managed care because PPO and POS plans 
may be HDHPs.48

In the government sector in 2016, 57 million Americans were covered by Medicare, with 
17.6 million or 31 percent of all Medicare beneficiaries enrolled in Medicare Advantage, 
Medicare’s managed health insurance program.52 Since the 1970s, Medicare participants may 
receive their benefits through private insurers, primarily HMOs, instead of the traditional 
 Medicare program.52 In this arrangement, Medicare pays the private insurers using capitation 
on a  per-member-per-month basis, plus an additional amount for prescription drug  coverage.52 
Between 2004 and 2015, the number of Medicare participants selecting Medicare  Advantage 
plans tripled.52 In 2016, responding to rising Medicare Advantage costs as compared with 
 traditional Medicare, the CMS instituted a two-year phased in reduction of payment increases to 
private health plans administering the Advantage program.53 In 2014, the Medicaid program had 
55.2 million beneficiaries or almost 77 percent enrolled in a type of managed care.54 The origins 
and operation of Medicare and Medicaid, the federal government’s primary health insurance 
 programs, are discussed later in this chapter.

MCOs and Quality
The most influential managed care quality organization is the National Committee for Quality 
Assurance (NCQA). The NCQA was formed in 1979 at the request of the federal Office for Health 
Maintenance Organizations (HMOs), sponsored by the Group Health Association of America and 
the American Association of Foundations for Medical Care.55 The NCQA is an independent, not-
for-profit organization deriving its revenue primarily from fees for accreditation services.56 The 
NCQA is the nation’s largest accreditor of MCOs, which provide health insurance coverage to 
more than 136 million people.57

The NCQA evaluates participating organizations on a voluntary basis. NCQA accredita-
tion and recognition programs cover a broad spectrum. In addition to MCOs, examples include 
accreditation for PPOs and managed behavioral healthcare organizations, and recognition for 

214 Chapter 8 Financing Health Care



providers in certain specialty practices and disease-management programs.58 MCO accreditation 
entails rigorous reviews of all aspects of the respective organizations, including quality man-
agement and improvement, service utilizations management, provider credentialing, members’ 
rights and responsibilities, and communications with subscribers about wellness and preven-
tion.59 In 1989, a partnership among the NCQA, MCOs, and employers developed the Health 
Plan Employer Data and Information Set (HEDIS).55 The HEDIS (now called the Healthcare 
Effectiveness Data and Information Set) provides a standardized method for MCOs to collect, 
calculate, and report information about their performance to allow employers, other purchasers, 
and consumers to compare plans on costs and quality. The HEDIS has evolved through several 
stages of development and continuously refines its measurements through rigorous reviews and 
independent audits. The data set contains measures of MCO performance, divided among the 
following seven domains:60

 ■ Effectiveness of care
 ■ Access/availability of care
 ■ Experience of care
 ■ Utilization and risk adjusted utilization
 ■ Relative resource use
 ■ Health plan descriptive information
 ■ Measures collected using electronic clinical data systems

The CMS requires that all Medicare managed care plans publicly report HEDIS data, and 
the NCQA requires all accredited plans to allow public reporting of their clinical quality data. A 
number of states also require plans providing Medicaid managed care to publicly report HEDIS 
data.57,61

The NCQA/HEDIS data provide important standardized measures of cost and quality for 
employers who purchase health coverage for employees. The data also supply critical feedback to 
providers in efforts to achieve quality improvement. The 2015 NCQA report, “The State of Health 
Care Quality” includes quality and consumer satisfaction data on more than 1,000 health plans 
covering 171 million people or 54 percent of the U.S. population.62 The report assists healthcare 
system stakeholders in identifying quality gaps and opportunities for improvement and promotes 
the advancement of evidence-based care.63

MCOs also use internal methods to manage quality and costs. Data systems monitor claims 
information and track service utilization. MCOs use evidence-based clinical practice guidelines 
for patients with potentially high-cost conditions and disease-management programs (DMPs). 
Disease management is a system of coordinated healthcare interventions and communications 
for populations in which patient self-care efforts are significant.64,65 DMPs identify high-risk indi-
viduals and incorporate methods, such as patient self-management education, proactive patient 
outreach, and performance feedback to providers. Candidates for disease-management programs 
are identified from claims data and enrolled in DMP services to reduce the potential for expensive 
services, such as emergency department visits and hospitalization. DMPs also may use clinical 
specialists who provide monitoring and support to patients with disease-management issues.64 
High-risk individuals may be requested to use telemetric monitoring devices, may be periodically 
contacted by an insurer’s professional staff to monitor health status, or may be requested to use 
some combination of these tactics. Employer purchasers, a number of states, and the federal gov-
ernment endorsed disease-management programs for their employees and Medicaid and Medi-
care recipients.66 However, ongoing research has continued to question the effectiveness of DMPs 
in achieving their goals.67,68
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 ▸ Private Health Insurance Cost Trends
In the decade 2005–2015, annual premiums for employer sponsored single and family healthcare 
coverage increased by an average of 5 percent. In 2015, single coverage premiums were $6,251, and 
family coverage premiums were $17,545.49 In spite of onerous predictions that new ACA employer 
requirements would cause employers to decrease hiring of full-time workers, to change full-time 
workers to part-time status, or to increase new employee waiting periods to obtain health insur-
ance coverage, only small percentages of employers made such changes.49

However in 2015, employee cost burdens for health insurance remained substantial, with 
the proportion of covered workers whose health plans required a deductible increasing from 
55 percent in 2006 to 81 percent in 2015.49 In 2015, on average, covered workers contributed 
 approximately 18 percent of premiums for single coverage and approximately 29 percent for 
 family coverage. FIGURE 8-4 illustrates the extent to which employees’ cost burden for family health 
insurance coverage has grown. Between 2005 and 2015, total premium costs grew by 61 percent 
and employees’ contribution to health insurance premiums grew by 83 percent (Figure 8-4).49

While the rate of health insurance premium growth has been low over the past decade (aver-
aging approximately 5 percent), health insurance deductibles, or the amounts employees must 
pay before insurance coverage begins, have risen significantly in the past five years. Since 2010, 
deductible amounts have increased by 67 percent.49,69 The overall effect is that employees have an 
increasing financial responsibility for the costs of their health care.

Both employers and employees have obvious interests in trying to stem the rising tide of 
health insurance costs. That more employers are offering—and increasing numbers of employees 
are opting for—HDHPs is one example of how these interests are manifested. Employers also seek 
to control health insurance premium increases through design changes in the health plans offered. 
Known as “benefit buy-downs,” changes may include increasing co-payments and/or coinsur-
ance.70 On the premise that encouraging improvements in employees’ health will help curb costs, 
employers are using tactics such as health risk assessments and biometric screenings under the 

FIGURE 8-4 Average Annual Health Insurance Premiums and Worker Contributions for Family 
Coverage, 2005 and 2015
Reproduced from Kaiser/HRET Survey of Employer-sponsored Health Benefits, 2005–2015
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broad rubric of “wellness programs.” In 2015, 50 percent of employers with more than 200 employ-
ees who provided health benefits either offered or required assessments to identify health risks.49 
Sixty-two percent of those employers offered incentives for completing an assessment.49 Biometric 
screening that measures risk factors such as body weight and blood pressure is another tactic, and 
some companies use financial penalties and rewards for employees’ meeting specific outcomes.49 
In 2015, Healthcare Finance News reported findings of a survey noting that “80 percent of employ-
ers are offering wellness and health improvement programs, spending on average a record $693 
per worker.”71 However, pervasive controversies remain in the economic and academic research 
communities about the effectiveness of these programs in both financial and personal terms and 
the ethics and legality of employers’ requirements for participation.71,72 In 2014, the Equal Employ-
ment Opportunity Commission sued three companies on the basis that their wellness programs 
violated federal anti-discrimination laws.71

 ▸ Self-Funded Insurance Programs
Since the late 1970s, self-funded health insurance (full or partial) and self-insurance of employee 
health benefits became increasingly common among large employers.73 Today, more than 
82  percent of employers with 500 or more employees self-insure and about 26 percent of employers 
with between 100 and 499 employees do so.74 Through the self-funded mechanism, the employer 
collects premiums and pools these into an account it uses to pay for medical benefit claims instead 
of using a commercial carrier. Self-funded plans often use the services of an actuarial firm to 
set premium rates and a third-party administrator (TPA) to administer benefits, pay claims, and 
collect data on utilization.75 Many TPAs also provide case-management services for potentially 
 extraordinarily expensive cases to help coordinate care and control employer risk of catastrophic 
expenses.75

Self-funded plans offer significant advantages to employers, such as avoiding additional 
administrative and other charges made by commercial carriers which may be as high as 12 percent 
of premiums collected.74 By self-funding benefits, employers also can avoid taxes on health insur-
ance premiums paid and accrue earnings on the cash reserves held in the health insurance benefit 
account.76 A major stimulus to the development of self-insurance programs was their exemption 
from the Employee Retirement and Income Security Act of 1974 (ERISA), which mandates mini-
mum benefits under state law. This exemption allows employers much greater flexibility in design-
ing benefit packages and provides another mechanism to control benefit costs. In addition, under 
the ACA, self-insured plans are exempt from a new excise tax on health insurance premiums, 
community ratings on premiums, and mandates to provide what the ACA terms “essential health 
benefits.”74

 ▸ Government as a Source of Payment: A System  
in Name Only

Federal and state governments and, to a lesser extent, local government, finance healthcare ser-
vices. Federal funding originally focused on specific population groups, providing health care for 
those in government service, their dependents, and particular population groups, such as Native 
Americans. Today, a combination of public programs, chief among them the federal Medicare 
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program and the joint federal–state Medicaid program, constitutes nearly 40 percent of total 
national care expenditures.8 In addition to Medicare and Medicaid, which operate under the 
DHHS in the Centers for Medicare & Medicaid Services, the DHHS has nine other operating 
divisions with a very broad spectrum of activities covering the entire lifespan of individuals, health 
professional development, military and veterans’ health services, and research. These and other 
government supported services are discussed in Chapter 11 of this text.

In the absence of a comprehensive national health and social services policy, government’s 
role in financing healthcare services can be described as a system only in the loosest interpretation 
of that term. It may be more accurate to describe government’s various roles in healthcare financ-
ing as a mosaic of individual programs of reimbursement, direct payments to vendors, grants, 
matching funds, and subsidies.

As a source of healthcare service payments, the financing system operates primarily in a 
 vendor–purchaser relationship, with government contracting with healthcare providers rather 
than providing services directly.77 A prime example is the Medicare program, in which the federal 
government purchases hospital, home health, nursing home, physician, and other medical services 
under contract with suppliers. The Medicaid system operates similarly.

America’s history of fierce resistance from the private sector, principally from organized med-
icine and other stakeholders with vested interests, has not allowed development of a comprehen-
sive national healthcare system. Although the ACA creates federally supported programs to enable 
coverage of the majority of the nation’s uninsured, it does not result in anything that could be 
characterized as a national system of health care.

Medicare and Medicaid comprise the majority of public spending on health and are reviewed 
in the following sections.

Medicare
Were it not for the vigorous opposition of the private sector led by the AMA, the Social Security Act of 
1935, the most significant social legislation ever enacted by the U.S. government, would have included a 
form of national health insurance. It took 30 more years, during which time many presidential and con-
gressional acts for national health insurance had been proposed and defeated, until Congress enacted 
Medicare, “Health Insurance for the Aged,” as Title XVIII of the Social Security Act, in 1965. When 
Medicare was enacted, approximately only one-half of the elderly had any type of health insurance. 
This insurance usually covered only inpatient hospital costs, and much of healthcare spending was paid 
for out-of-pocket.77 Today, Medicare covers 57 million Americans, including most 65 years and older, 
younger individuals who receive Social Security Disability Insurance benefits, and individuals with 
end-stage kidney disease and amyotrophic lateral sclerosis (Lou Gehrig’s Disease) following their eligi-
bility for Social Security Disability Insurance benefits. As noted earlier in this chapter, in 2014 Medicare 
expenditures totaled $618.7 billion, and they are projected to grow to $1.1 trillion by 2024.78

The enactment of Medicare legislation was an historical benchmark, signaling government’s 
entry into the personal healthcare financing arena. The Medicare program was established under 
the aegis of the Social Security Administration, and hospital payment was contracted to local 
intermediaries chosen by hospitals. More than 90 percent of hospitals chose their local Blue Cross 
association as the intermediary. In response to organized medicine’s opposition to government 
certification, the Social Security Administration agreed to accreditation by the private Joint Com-
mission on Accreditation of Hospitals (now the Joint Commission) as meeting the certification 
requirement for Medicare participation. Describing the enactment of Medicare as a “watershed,” 
Rosemary Stevens wrote the following (pp. 281–282):36
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Thus with the stroke of a pen, the elderly acquired hospital benefits, the hospitals acquired 
cost reimbursement for these benefits, the Blue Cross Association was precipitated into 
prominence as a major national organization (since the national contract was to be with 
the association, with subcontracting to local plans), and the Joint Commission was given 
formal government recognition.

The Medicare amendment stated that there should be “prohibition against any federal inter-
ference with the practice of medicine or the way medical services were provided” (pp. 286–287).36 
Ultimately, however, the government’s acceptance of responsibility for payment for the care of 
older adults generated a flood of regulations to address cost and quality control of the services and 
products for which it was now a major payer.36

As originally implemented, the Medicare program consisted of two parts, Part A and Part B, 
which remain fundamentally the same today. In subsequent years, legislative amendments added 
Parts C and D. Each is discussed below. It is important to note that from inception, Medicare 
coverage was not comprehensive, and that remains true today. Beneficiaries are required to share 
costs through deductibles and coinsurance, and many beneficiaries purchase supplemental health 
insurance policies to assist with costs that Medicare does not cover.

Part A pays for inpatient hospital care, limited-skilled nursing facility care, home health care 
related to a hospital stay, and hospice care. Part A is mandatory and is financed principally from 
a 2.9 percent payroll tax with equal amounts contributed by employees and employers.79,80 Indi-
viduals and couples with incomes over certain thresholds contribute at a higher rate.80 In general, 
individuals who have contributed for at least 40 quarter years of employment (approximately 10 
years) are entitled to Part A without paying a premium.79 However, in 2016, deductibles were 
$1,288 for a hospital stay of 1 to 60 days, and coinsurance of $161 per day was required for between 
21 and 100 days in a skilled nursing facility.79 Medicare does not pay for long-term care in skilled 
nursing facilities.

Part B, supplementary medical insurance, is a voluntary program covering physician services, 
outpatient hospital services, end-stage renal disease services, outpatient diagnostic tests, medical 
equipment and supplies, and certain home health services.79 About 75 percent of Part B is financed 
by general federal revenues and 25 percent by premiums paid by beneficiaries, typically through 
automatic deductions from monthly Social Security payments.79 Individuals and couples with 
incomes over certain thresholds pay higher premiums.80

Medicare Part C, “Medicare + Choice,” was added by the Balanced Budget Act of 1997.81 
As discussed earlier in this chapter, Medicare Part C allowed private health plans to administer 
Medicare contracts, with beneficiary enrollment on a voluntary basis.52 The Medicare Prescrip-
tion Drug, Improvement, and Modernization Act of 2003 (MMA) changed Part C to “Medicare 
Advantage,” revising the administration of Medicare managed care programs to entice additional 
participation.81 Part C pays private health plans a capitated monthly payment to provide all Part A 
and Part B services and Part D services (discussed below) if offered by the plan.79 Plans can offer 
additional benefits or alternative cost-sharing arrangements that are at least as generous as the 
standard Parts A and B benefits under traditional Medicare.79 In addition to the normal Part B 
premium, beneficiaries who choose to participate in Part C may pay monthly premiums based on 
services offered.79 Beneficiary enrollment in these private health plans has increased substantially 
over the past decade.52 (See FIGURE 8-5.)

Medicare Part D for prescription drug coverage was added by the Medicare Prescription 
Drug, Improvement, and Modernization Act of 2003.82 Participation is voluntary, and in 2016, par-
ticipants were required to meet a deductible of $360 and incurred an average estimated monthly 
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premium of $41 and a 25 percent coinsurance charge up to an annual coverage limit of $3,310. 
In 2017, CMS predicts that enrollment will reach 44.5 million individuals.79 As originally imple-
mented, Part D had a coverage gap that became known as the “donut hole.” The gap meant that 
when costs reached the annual limit of $3,310, beneficiaries would have no coverage until reaching 
total out-of-pocket spending of $4,850.79,82 The ACA gradually closes the gap by phasing in a com-
bination of drug manufacturer discounts and increased federal subsidies by 2020.79

Medicare Cost Containment and Quality: A Brief History
Within a few years after implementation, Medicare spending was significantly exceeding projec-
tions. Although hospital costs for the growing population of older adults increased more rapidly 
than expected, the galloping increases over projected Medicare expenses could not be explained 
by that phenomenon alone. In the decade after Medicare enactment, several amendments to the 
Social Security Act made significant changes. In general, amendments during the first five years 
increased the types of covered services and expanded the population of eligible participants. 
During later periods, amendments addressed concerns about rising costs and quality.

A 1976 study by the U.S. Human Resources Administration reviewed the first 10 years of 
Medicare hospital expenses and attributed less than 10 percent of increases to utilization by 
the older adult population. Almost two-thirds of the increase over projected hospital costs was 
attributed to huge growth in hospital payroll and non-payroll expenses, including profits.36

Medicare’s hospital reimbursement mechanism was cost-based and retrospective on a per-
day-of-stay basis. This cost-based reimbursement fueled utilization of services and hospital capital 
expansion, which was augmented by new and expensive medical technology. Paid on a retro-
spective basis for costs incurred, hospitals had no incentives for efficiency. When Medicare and 
Medicaid were enacted in 1965, the annual rate of increase in healthcare expenditures was close 
to the annual increase in gross domestic product. By 1967, healthcare expenditures began rising 
at double the prior rate. Five years later, federal healthcare expenditures had undergone a sixfold 
increase over the 1965 level.83
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Medicare Cost Containment and Quality: 1965–1985
In Medicare’s first two decades, many initiatives attempted to slow spiraling costs and address quality 
concerns. They were largely unsuccessful. The 1966 Comprehensive Health Planning Act provided 
federal support to states for conducting local health planning to ensure adequate health facilities and 
avoid duplication.84 In 1974, the Health Planning Resources and Development Act replaced the Com-
prehensive Health Planning Act with local health systems agencies to coordinate and justify health 
facility and service plans based on quantified population needs.83 The Act also mandated organi-
zations to obtain approval from a state planning agency before starting any major capital project, 
and several states adopted what became known as “certificate-of-need” regulations for this purpose. 
Congress repealed the federal mandate in 1987, but 36 states still maintain some form of certifi-
cate-of-need program.85 Health systems agencies were unsuccessful in materially influencing deci-
sions about service or technology expansion because their processes were dominated by institutional 
and stakeholder vested interests. Concurrent with attempts to slow cost increases through planning, a 
number of other initiatives took shape that related to concerns over Medicare costs and service quality.

Professional standards review organizations (PSROs) established in 1972 were the first federal 
attempt to review the costs and quality of care provided under Medicare. PSROs were composed 
of local physicians who performed record reviews and made recommendations to local Blue Cross 
agencies, the Medicare payment intermediary. Plagued by questionable effectiveness and high 
administrative costs, PSROs were replaced by professional review organizations (PROs) in 1984 
and are now known as quality improvement organizations (QIOs).86,87 QIOs are groups of physi-
cians and other health professionals in each state who are paid by the CMS to review the quality of 
care provided to Medicare beneficiaries.87

In another effort to reduce spending, the Federal Budget Reconciliation Act of 1980 amended 
the Medicare legislation with a strong focus on reducing the number and length of Medicare hos-
pitalizations through increased use of home healthcare services.88 Amendments eliminated many 
prior restrictions on Medicare recipients’ eligibility for home care and lifted the exclusion of for-
profit home healthcare agencies from Medicare participation in states that did not require agency 
licensure.88 Ironically, not only did the amendments not succeed in their intended purpose, they 
ultimately resulted in more amendments in the late 1990s to curb explosive home care service 
expenditures and widespread provider financial abuses.88

The rate of Medicare cost growth continued rising in spite of cost-control efforts of the 
1970s and early 1980s for two primary reasons: (1) existing payment methods  incentivized the 
provision of more services, and (2) increases in expensive technology.89 In addition,  Medicare’s 
 fee-for-service payment structure was becoming outmoded as employer-sponsored plans, 
 Medicaid, and private insurance companies embraced the managed care principles of  pre-payment 
and shared financial risk.

In 1983 Medicare enacted a new case payment system that radically changed hospital reimburse-
ment. The new system shifted hospital reimbursement from a fee-for-service retrospective mode to 
a pre-paid prospective mode, or prospective payment system (PPS). Using  diagnosis-related groups 
(DRGs), the new system provided a patient classification method to relate the type of patients a 
 hospital treated (i.e., age, sex, gender, diagnoses) to costs.89 The PPS based hospital payments on 
established fees-for-services required to treat specific diagnoses rather than on discreet units of 
 services. The DRGs grouped more than 10,000 International Classification of Disease codes into 
more than 500 patient categories. Patients within each category are grouped for similar clinical 
conditions and expected resource use.90 DRGs are a clinically coherent set of patient classes that 
relate a hospital’s case mix to its resource demands and associated costs. The payment an individual 
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hospital receives under this system is calculated using input from a variety of other data known to 
impact costs, such as hospital teaching status and wage data for its geographic location.89

The PPS was intended to provide incentives for the hospital to spend only what was needed 
to achieve optimal patient outcomes. If outcomes could be achieved at a cost lower than the preset 
payment, the hospital could retain the balance of unexpended payment. If a hospital spent more 
to treat a case than allowed, it absorbed the excess costs. The PPS also financially provided for 
cases classified as “outliers” because of complications.90 The PPS did not build in allowances to 
the payment rate for direct medical education expenses for teaching hospitals, hospital outpatient 
expenses, or capital expenditures. These continued to be reimbursed on a cost basis. By 10 years 
following implementation by Medicare, forms of the PPS were adopted by 21 state Medicaid pro-
grams and about two-thirds of Blue Cross/Shield Plans.91

The PPS raised many concerns among healthcare system stakeholders, including fears about 
premature hospital discharges, hospitals’ questionable ability to streamline services to conform to 
prospective payments, and the home healthcare industry’s capacity to accommodate an increased 
caseload due to earlier discharges. In 1986 Congress established the Prospective Payment Assess-
ment Commission (ProPAC) to monitor the effects of the PPS and evaluate its performance on 
financial and quality.89,92

“Quicker and sicker” was the slogan popularized by the media during the first years of the PPS 
to characterize the drive for shorter hospital stays. The media also popularized the term “patient 
dumping,” referring to hospitals transferring patients to other hospitals because they were deemed 
to be at high risk for expensive and potentially unprofitable services.

Subsequent research on the PPS impact indicated that most concerns were unfounded and 
that DRGs had a measurable impact on slowing the overall Medicare spending growth rate.93 
Research compared quality indicators before and after PPS implementation, revealing little effect 
on Medicare patient readmission rates and mortality rates.92 In a study of almost 17,000 Medicare 
patients admitted to hospitals for five common serious diagnoses, post-PPS findings saw both a 24 
percent decrease in the average length of stay for these conditions and an overall improvement in 
mortality rates among the five diagnoses studied.92

Concerns about patient dumping were addressed in the 1985 federal budget by the Emergency 
Medical Treatment and Labor Act (EMTALA), passed into law in 1986. The EMTALA required 
hospitals to screen everyone who presented in their emergency departments and to treat and sta-
bilize the condition prior to transfer to another hospital.94 Stiff financial penalties, as well as risk 
of Medicare de-certification by the Joint Commission for inappropriately transferring patients, 
accompanied the EMTALA provisions.94

Concerns about the capacity of the home healthcare industry to meet anticipated increases in 
demand dissipated quickly. The industry responded by creating new or expanding existing home 
healthcare services.95 Hospitals did not experience the predicted negative financial impact, and 
they actually posted substantial profits.92 In fact, the federal government partially justified subse-
quent reductions in prospective payment on the basis that early payments were too high relative 
to costs.92 It was even suggested that the large financial surpluses generated by not-for-profit hos-
pitals in the early years of prospective payment fueled hospital costs by making new resources 
available for investment.92

Medicare Cost Containment and Quality: 1986–2006
Historically, physicians set fee-for-service charges, insurers paid their claims, and patients paid any 
difference between the insured payment and actual bill.87 Medicare Part B physician reimbursement 
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was established as fee-for-service, based on prevailing fees within geographic areas. Burgeoning 
Medicare physician annual payment-rate increases averaging 18 percent between 1975 and 1987 
provoked legislative action.96 In 1984, Congress enacted a temporary price freeze for physician 
services.96 Assessments of the price freeze suggested that physicians offset lower fees by increasing 
the volume of services.96 Continuing concerns over Medicare’s growth in physician payments and 
overuse of costly specialty care prompted further action.

The 1989 federal budget established a new method of Medicare physician reimbursement 
effective in 1992, using a resource-based relative value scale (RBRVS) to replace the fee-for-service 
reimbursement system.91 The prior payment system, which was based on charges alone, favored 
the use of more costly diagnostic and surgical procedures over cognitive and primary care ser-
vices.91 The RBRVS intended to make physician payments equitable across various types of ser-
vices, specialties, and geographic locations. To accomplish this, the “resource” components of the 
scale took into account total physician work, practice expenses, and malpractice expenses.91 The 
“value” of physicians’ work incorporates elements such as the time required to perform a proce-
dure, physical and mental effort, skill, judgment, and stress.91 Fee determinations also incorporate 
geographic differences in price and overall national physician expenditures.91 Use of the RBRVS 
scale continues with a committee of the AMA and national medical specialty societies providing 
input to the CMS on annual updates.97

Medicare reforms enacted by the PPS, managed care influences, market competition, tech-
nology advances, and consumerism continued producing changes in the delivery system. The PPS 
had demonstrated that “more is not necessarily better,” as lengths of stay declined with no appar-
ent negative impact on the quality of patient care. Then, in the early 1990s, the nation witnessed 
vigorous debates regarding the Clinton administration’s proposal for a national health system, the 
National Health Security Act. Although the Act never reached a Congressional vote, months of 
debate thrust national concerns about escalating Medicare spending, barriers to services, benefi-
ciary costs, and provider choice into the public spotlight. Popular and political sensitivities rose 
against the backdrop of escalating national predictions about potential insolvency of the Hospital 
Insurance Trust Fund.98

Several trends supported major changes in the Medicare system. First, the CBO projected that 
Medicare cost growth could not be sustained without cuts in other government programs, major tax 
increases, or larger budget deficits.99 Second, as noted earlier in this chapter,  Medicare’s    fee-for-service 
structure was outmoded, as employer-sponsored plans, Medicaid, and private  insurance embraced 
managed care principles of pre-payment. Third, Medicare coverage left  significant gaps  requiring 
co-pays and coinsurance that many beneficiaries were unable to meet. Acknowledging the  President’s 
and Congress’s discord on a national health reform program, in 1995 Congress focused on slowing 
Medicare cost growth and achieving broader choices for  Medicare beneficiaries through managed 
care plans as models of cost containment and consumer satisfaction.99

The federal budget negotiations for 1997 reflected pressures to produce a balanced budget 
and to respond meaningfully to national health issues from consumer and cost-containment per-
spectives. The resulting Balanced Budget Act (BBA) created major new policy directions for Medi-
care. The BBA’s impact on Medicaid is discussed later in this chapter.

The BBA proposed to reduce growth in Medicare spending through savings of $115 billion 
over five years, most of which was derived from reductions in payments to providers.100 As the larg-
est Medicare spender, the BBA targeted hospitals as the source of more than one-third of total antic-
ipated savings. Among several other cost-cutting provisions, it also increased cost-sharing among 
Medicare beneficiaries.100 Another major BBA provision extended the PPS to hospital outpatient 
services, home health agencies, skilled nursing facilities and inpatient rehabilitation facilities.87
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Decreased Medicare spending growth between 1998 and 2002 demonstrated the immediate 
impact of the BBA. After growing at an average annual rate of 11.1 percent for 15 years, the average 
annual rate of Medicare spending growth between 1998 and 2000 dropped to 1.7 percent, resulting 
in approximately $68 billion in savings.101

As discussed earlier in this chapter, the BBA also opened the Medicare program to private 
insurers through the Medicare+Choice Program.

The BBA established federal commissions to carry out monitoring and recommendation 
functions. These included the Medicare Payment Advisory Commission (MedPAC) and an inde-
pendent National Bipartisan Commission on the Future of Medicare, whose functions include 
analyzing numerous dimensions of Medicare’s financial condition and benefits design over time 
and providing advisory reports to Congress.102,103

BBA Medicare implementation drew widespread challenges and delays with opposition from 
industry stakeholder groups. As a result, just prior to many of the BBA’s provisions taking effect, 
President Clinton signed the Balanced Budget Refinement Act of 1999, providing $17.5 billion 
to restore cuts to sectors negatively impacted by the BBA and outlining delayed implementation 
schedules for many of the BBA’s original mandates.104

Due to large MCO withdrawals from the Medicare+Choice program because of reduced Medi-
care reimbursement and market shifts reducing profitability, in 2000 Congress enacted the Bene-
fits Protection and Improvement Act that increased participating MCO and provider payments.105

In 2001, the CMS inaugurated the “Quality Initiative,” encompassing every dimension of the 
healthcare delivery system supported by Medicare payments. The Quality Initiative includes hos-
pitals, nursing homes, home healthcare agencies, physicians, and other facilities.106 The program 
collects and analyzes data to monitor conformance with standards of care and performance. In 
addition to the Quality Initiative, the Medicare Quality Monitoring System “processes, analyzes, 
interprets and disseminates health-related data to monitor the quality of care delivered to Medi-
care fee-for-service beneficiaries.”107 Since 2003, the Medicare administration also has continued 
experimenting with hospital pay-for-performance plans that emphasize the quality of patient out-
comes and avoidance of unnecessary costs.108 Pay-for-performance experiments are reflected in 
several ACA initiatives to address Medicare costs and quality discussed in subsequent sections of 
this chapter.

With the goal of providing public, valid, and user-friendly information about hospital 
quality, in 2005 Medicare launched the website Hospital Compare, in a collaboration with the 
 Hospital Quality Alliance, a public–private partnership organization. Hospital Compare includes 
 common conditions and criteria that assess the consistency of individual hospital performance 
with  evidence-based practice; reporting is required for hospitals to qualify for Medicare payment 
rate updates.109 Inaugurated in 2006, data from the Hospital Consumer Assessment of  Healthcare 
Providers and Systems (HCAHPS) surveys was added to the Hospital Compare information, 
 providing patient perspectives on their hospital experience.110

Medicare Cost Containment and Quality: 2007–Present
In 2007, CMS announced that beginning in 2008 Medicare would no longer pay hospitals for 
extra costs associated with treatment for what are considered preventable medical errors. This 
policy change was made through a federal budget mandate that required the CMS to identify 
conditions that: (1) are high-cost and/or high volume, (2) result in assignment of a case to a 
higher payment DRG when the condition is a secondary diagnosis, and (3) could reasonably 
have been prevented through use of evidence-based treatment guidelines.111 CMS refers to the 
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conditions covered under this mandate as “hospital-acquired conditions” (HACs) and publishes 
a list containing 14 categories of such conditions.111 Examples include catheter-acquired uri-
nary tract infections, foreign objects retained after surgery, surgical-site infections, and falls or 
trauma during hospitalization.111 Also in 2007, the CMS announced that Medicare would no lon-
ger pay additional costs for preventable errors known as “never-events.”112 The term never-event 
was introduced in 2001 by the National Quality Forum (NQF), an independent organization of 
healthcare experts that advises the federal government on the best evidence-based practices.112,113 
Never-events are egregious, usually preventable errors that result in death or significant disability, 
such as surgery performed on the wrong body part or use of contaminated drugs or devices in a 
healthcare setting.112

The ACA contained numerous provisions affecting Medicare that reflect the law’s overarching 
population-based approach and the drive to transition from a volume-driven to a value-driven 
system of care. These provisions are discussed in the following paragraphs. Several of these provi-
sions are discussed in detail in Chapter 4 in the context of hospital care. While some of the summa-
ries listed below appear in Chapter 4, their importance to the history of Medicare cost containment 
and quality merit reiteration here. As available, results from implementation of provisions also are 
discussed. In reviewing results, remember that for the most part, the provisions have been in effect 
for only a few years. Given the enormity of the proposed system transformation and the technical 
and behavioral changes required, it will take many more years of experimentation and research 
to identify, enact, and embed policies and practices that result in positive balances between costs 
and quality. Discussed later in this chapter, the Medicare Access and CHIP Reauthorization Act of 
2015 (MACRA) will create many more opportunities for experimentation with the links between 
cost and quality.

Partnership for Patients. Beginning in 2011, CMS dedicated up to $1 billion over three years 
to test care models to reduce hospital-acquired conditions and improve transitions in care. This 
public–private partnership supported efforts of physicians, nurses, and other clinicians to make 
care safer and to better coordinate patients’ transitions from hospitals to other settings. More than 
6,000 organizations, including more than 3,000 hospitals, joined Partnership for Patients. The 
CMS estimates that the program has potential to save 60,000 lives and reduce millions of prevent-
able injuries and complications in patient care with savings up to $50 billion over 10 years.114 Fol-
lowing the 2014 release of a positive CMS report on results, leading quality experts raised concerns 
about the validity of CMS findings.115,116

Bundled Payments for Care Improvement. Inaugurated in January 2013, the Bundled Pay-
ments for Care Improvement (BPCI) recognized that separate Medicare fee-for-service payments 
for individual services provided during a Medicare beneficiary’s single illness often result in frag-
mented care with minimal coordination across providers and settings and resulted in rewarding 
service quantity rather than quality. The BPCI links payment for services to an episode of patient 
care that results in hospitalization. It tests whether, as prior research has shown, bundled payments 
can align incentives for hospitals, post-acute care providers, physicians, and other healthcare per-
sonnel to work closely together across many settings to achieve improved patient outcomes at 
lower cost.117 In 2016, there were 1,522 BPCI participants including, among others, acute care 
hospitals, physician group practices, home healthcare agencies, and skilled nursing facilities.118 In 
April 2016, CMS implemented a mandated “Comprehensive Care for Joint Replacement Model” 
BPCI for hip and knee replacements requiring participation by 800 hospitals in 67 geographic 
areas. In issuing this mandate, the CMS noted that more than 400,000 of these procedures are 
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performed annually at a Medicare hospitalization cost of $7 billion with wide variations in cost 
and quality.119

Comprehensive Primary Care Initiative. Launched in 2012 in select markets, this initiative tested a 
model to support primary care practices to provide higher-quality, more coordinated, and patient-cen-
tered care.114 It concluded in 2016. In addition to regular fee-for-service payments, CMS paid 497 
primary care practices in seven regions throughout the United States a monthly fee to help patients 
with serious or chronic diseases follow personalized care plans; give patients 24-hour access to care 
and health information; deliver preventive care; engage patients and their families in care plans; and 
work together with other doctors, including specialists, to improve care coordination.114,120 In an eval-
uation of the Comprehensive Primary Care (CPC) at its midway point in 2014, participating practices 
reported progress with changes in service delivery but had not yet shown savings in Medicare expen-
ditures or material improvements in quality of care or patients’ experience of care.120 In April 2016, 
the CMS announced a new program, “Comprehensive Primary Care Plus,” commencing in January 
2017 that will operate for five years. The model incorporates principles of the advanced primary care 
medical home and uses a combination of Medicare fee-for-service payments and  performance-based 
financial incentives. Participation is voluntary and medical practices must apply to the CMS for inclu-
sion. In 2016 CMS was recruiting physician practices and state and commercial health plans to test the 
model that it expects will include up to 20,000 physicians and 25 million patients.121,122

Federally Qualified Health Center Advanced Primary Care Practice  Demonstration.  
Begun in 2011, this demonstration evaluates the impact of advanced primary care practice on 
improving care, focusing on prevention, and reducing healthcare costs among Medicare beneficia-
ries served by Federally Qualified Health Centers (FQHCs). With additional support from CMS in 
collaboration with HRSA, the demonstration tests FQHCs’ ability to become formally recognized 
as patient-centered medical homes using teams of physicians and other health professionals to 
coordinate care for up to 195,000 Medicare patients. Concluded in 2014, the demonstration was 
undergoing final evaluation in 2016.114,123

Accountable Care Organizations. The subject of experimentation in the private sector since 
1998, in 2016 there were 838 accountable care organizations (ACOs) of all types operating, with 
a total of 23.8 million participants across 50 states and the District of Columbia.124 Commercial 
insurers covered 17 million ACO members; Medicare covered 8.2 million; and Medicaid covered 
2.9 million.124 The ACA adopted the ACO model, consisting of groups of providers and suppli-
ers of health care, health-related services, and others involved in caring for Medicare patients 
to voluntarily work together to coordinate care for the patients they serve under the original 
Medicare (not the Medicare Advantage) program.125 ACOs intend to address the costly results 
of healthcare system fragmentation by ensuring care coordination across multiple providers for 
the entire spectrum of a patient’s needs. The intent under the ACA was to create a variety of 
ACO organizations with different financial incentive models to track and then identify the mod-
els that worked best. ACOs are administered by Medicare and can be structured in several dif-
ferent ways that are outlined in Chapter 4.126 However, each ACO must be a legally constituted 
entity within its state and include healthcare providers, suppliers, and Medicare beneficiaries on 
its governing board. It also must take responsibility for at least 5,000 Medicare beneficiaries for a 
period of three years.127 To qualify for support under the ACA, ACOs must meet Medicare-estab-
lished quality measures of care appropriateness, coordination, timeliness, and safety.127 Medicare 
recipients participating in ACOs are not restricted from using physicians outside of their ACO.127  
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Reports on ACOs’ quality improvement and financial performance during the early years of this 
ACA initiative are mixed.128,129,130

Hospital Value-Based Purchasing Program. CMS began implementing value-based pur-
chasing (VBP) pilot projects in 2003; this model has been replicated by private insurers as well, 
structured to provide incentives to discourage inappropriate, unnecessary, and costly care.73 Now 
mandated by the ACA, the VBP program applies to more than 3,500 U.S. hospitals, enabling them 
to earn incentive payments based on clinical outcomes and patient satisfaction.131 Quality is mea-
sured based on a hospital’s Total Performance Score (TPS) determined by how well it met a num-
ber of specific patient care and outcome objectives. In 2016, the CMS reported that more than 
half of participating hospitals will earn financial incentives for exceeding quality goals, a material 
increase over the prior period.132

Readmissions Reduction Program. The intent of the program is to encourage hospitals to 
improve the quality and continuity of care beyond the acute episode that resulted in the initial hos-
pitalization. In 2009 prior to ACA enactment, 20 percent of all Medicare fee-for-service payments 
($17 billion annually) were for unplanned readmissions.77 Beginning with discharges on October 
1, 2012, the ACA requires CMS to reduce payments to hospitals for the readmission of patients 
with specified diagnoses within 30 days of discharge from a prior hospitalization.133 A 2016 anal-
ysis compared readmissions rates for targeted conditions before and after implementation of the 
reduction program. The analysis found reductions in readmissions for targeted and non targeted 
conditions alike, suggesting an overall positive impact.134

Medicare Access and CHIP Reauthorization Act of 2015. The most significant health pol-
icy development of the past decade in terms of cost containment and quality improvement after 
the ACA is the Medicare Access and CHIP Reauthorization Act of 2015 (MACRA).135 In addi-
tion to repealing a severely flawed Medicare physician reimbursement formula, the “Sustainable 
Growth Rate,” the law has very broad effects on the continued advancement of the population and 
value-based approaches for the Medicare program.136 The Children’s Health Insurance Program 
(CHIP) aspect is discussed in the later Medicaid section of this Chapter.

The MACRA focuses upon quality improvement coupled with value-based payments as the 
centerpieces of clinical practices. The law establishes a new Quality Payment Program (QPP) that 
allows physicians to select participation in one of two CMS system options that define the way in 
which they will be reimbursed for services under Medicare.136 Payment details are discussed in 
Chapter 4 and summarized here.

The first option is participation in the Merit-Based Incentive Payment System (MIPS).136 
MIPS eliminates three prior programs that affected physician Medicare payment adjustments 
and combines them into one program, assigning four weighted-performance categories of quality, 
resource use, clinical practice improvement activities and meaningful use of certified electronic 
health-record technology.136 A combined score on performance categories will determine whether 
physicians receive a Medicare payment increase, no increase, or reduction.135 The second option 
is participation in an alternative payment model (APM), such as an ACO, patient-centered med-
ical home (PCMH), or BPCI, in which providers accept some measure of financial risk in return 
for potentially enhanced reimbursements.136 Participation in an APM exempts physicians from 
MIPS payment adjustments and provides an annual lump-sum payment based on 5 percent of 
the prior year’s estimated aggregate expenditures under the Medicare fee schedule.135 If physi-
cians do not select a system or are not approved for APM participation, CMS will assign them 
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to a MIPS.137 Consistent with the ACA’s drive toward value-driven performance and departure 
from volume-driven fee-for-service reimbursement, APM participation is favored by the CMS.137 
This direction was clearly signaled by the 2015 CMS announcement that 30 percent of traditional 
Medicare payments would be tied to APMs by the end of 2016 and that 50 percent of payments 
would be tied to these models by the end of 2018.135 The CMS is offering more lucrative potential 
bonus opportunities and fee increases in APMs as compared with MIPS.137 Also in this regard, in 
2016 the CMS announced the availability of $10 million in competitive grants over three years to 
support clinical practices with technical assistance for transition to APMs.138

Finally, it is important to recognize that as a new law, the MACRA must undergo a rulemak-
ing process that transitions the law’s intent into the implementation details that bring it to life. 
Rulemaking occurs in dynamic political, economic, and professional environments and can take 
years.137 Approximately one year after MACRA’s passage, on April 27, 2016, the DHHS issued the 
required “Notice of Proposed Rulemaking” to solicit input from stakeholders on implementation 
of its key provisions.139 The CMS intends to begin measuring clinician performance through the 
MACRA in January 2017 with payments based on those measures beginning in 2019.139 Under-
standably, the MACRA has evoked strong positions from numerous stakeholders that will surely 
continue throughout the rulemaking process with potentially material effects on the law’s final 
impact and the timing of its implementation.137

 ▸ Medicaid and the Children’s Health Insurance 
Program

Medicaid became law as Title XIX of the Social Security Act amendment of 1965. Medicaid is 
administered by the CMS and is a joint federal–state program in which federal and state support 
is shared. The federal government matches state expenditures based on the federal medical assis-
tance percentage (FMAP), which is adjusted annually based on a state’s average personal income 
compared with the national average.140 The FMAP can be no lower than 50 percent for states with 
the highest average incomes or greater than 83 percent for states with lower incomes.79 Therefore, 
states are guaranteed a federal match of at least $1 for each $1 they spend, and lower-income states 
receive considerably higher match amounts for each $1 spent.

Before Medicaid’s implementation, healthcare services for the economically needy were pro-
vided through a patchwork of programs sponsored by state and local governments, charitable 
organizations, and community hospitals. Medicaid is the primary source of medical assistance 
for millions of low-income and disabled Americans, providing health coverage to many who oth-
erwise would be unable to obtain health insurance. In 2016, Medicaid enrollment stood at 72.4 
million individuals, including disabled adults and children, the elderly, and 34.9 million children 
in the Children’s Health Insurance Program (CHIP).141,142 Medicaid represents a major source of 
national healthcare expenditures, accounting for approximately 19 percent of $2.6 trillion in per-
sonal health services spending and almost 32 percent of spending for nursing home care in 2014.6 
Medicaid bears significant responsibility for funding long-term care services because Medicare 
and private health insurance often furnish only limited coverage for these needs. Medicaid is the 
third-largest source of healthcare coverage in the United States after private employer-based cov-
erage and Medicare.143

The federal government establishes broad program guidelines, but states design, implement, and 
administer their own Medicaid programs. Because rate-setting formulas, procedures, and policies vary 
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widely among states and the District of Columbia, it is essentially comprised of 51 different programs. 
Medicaid requires states to cover individuals who meet certain minimum categorical and financial 
eligibility standards. Medicaid beneficiaries include children, pregnant women, adults in families with 
dependent children, the aged, blind and/or disabled, and individuals who meet certain minimum 
income eligibility criteria. Many adults who qualify for Medicaid are working, but earn wages too low 
to afford private coverage.144 Approximately 65 percent of children on Medicaid live in households 
with at least one full-time worker.144 The CBO estimates that almost one-half of Medicaid beneficiaries 
are children who consume 21 percent of Medicare spending. The 14 percent of beneficiaries who are 
blind and disabled have the highest consumption of Medicaid spending, at 44 percent.145

In general, the program provides three types of coverage:

1. Health insurance for low-income families with children
2. Long-term care for older Americans and individuals with disabilities
3. Supplemental coverage for low-income Medicare beneficiaries for services not cov-

ered by Medicare, including Medicare part B premiums, deductibles, and coinsurance. 
These individuals are known as “dual eligibles.”143,146

Medicaid federal guidelines establish a mandated core of basic medical services for state pro-
grams including:147

 ■ Inpatient hospital services  ■ Laboratory and x-ray services
 ■ Outpatient hospital  ■ Family planning services
 ■ Preventive, diagnostic and treatment, 

including immunizations
 ■ Nurse-midwife

 ■ Nursing facility  ■ Certified pediatric and family nurse practitioner
 ■ Home health  ■ Freestanding birth center
 ■ Physician  ■ Transportation to medical care
 ■ Rural health clinic  ■ Tobacco cessation
 ■ Federally qualified health center

Examples of optional benefits states may cover are optometry, physical therapy, occupational 
therapy, chiropractic, dental services, and hospice.147 States also have the flexibility to extend cov-
erage to higher income groups under specific circumstances.79

Medicaid is funded principally from federal matching dollars to states and state general 
funds.140 Medicaid is considered a “countercyclical” program in that difficult economic times result 
in increases in Medicaid eligibility, thereby increasing states’ financial burdens as they experience 
budget stresses.140 In such instances, Congress may act to increase matching support as it did 
during the 2008 recession.140 Unlike Medicare, which reimburses providers through intermediaries 
such as Blue Cross, Medicaid directly reimburses service providers.

Children’s Health Insurance Program
The Balanced Budget Act of 1997 included an initiative, the State Children’s Health Insurance 
Program (SCHIP), which complemented the Medicaid program by targeting uninsured children 
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whose family income was too high to qualify for Medicaid and too low to afford private health 
insurance.148 Subsequently renamed the Children’s Health Insurance Program (CHIP), with the 
goal of enrolling 10 million children, it was the largest expansion of health insurance coverage 
for children in the United States since Medicaid began.87 Called the “Connecting Kids to Cover-
age” campaign, the CHIP has been continuously funded since inception and was reauthorized by 
the ACA in 2010 for five years.87 Provisions of the MACRA of 2015 will make $32 million avail-
able to assist 38 community organizations in 27 states to enroll eligible children in Medicaid and 
CHIP. Funding is targeted to areas where access to health care has been lagging, including among 
Native Americans, children with learning disabilities, children residing in rural communities, and 
teens.149 In 2014, 8.1 million children were enrolled in CHIP.150 In 2016, a combined total of 34.9 
million children participated in CHIP and Medicaid.141

 ▸ Medicaid Managed Care
Until the early 1990s, most Medicaid beneficiaries received Medicaid coverage through fee-for-
service arrangements. Over time that practice shifted with states using managed care arrange-
ments to provide coverage to beneficiaries. Under managed care, beneficiaries receive part or all 
of their Medicaid services from healthcare providers that are paid by organizations under contract 
with the state. Managed care organizations receive a monthly capitated payment for a specified 
benefit package and are responsible for the provision and coverage of services.

In 2016, almost two-thirds of 72 million Medicaid beneficiaries were enrolled in private 
managed care plans in 39 states and the District of Columbia.151 In April 2016, CMS announced 
a final rule on a major overhaul of the Medicaid and CHIP managed care program regulations 
to be effective in phases over three years starting in mid-2017.151 The rule was heralded as “a 
regulatory milestone in the life of Medicaid” and a change “that will determine Medicaid’s trans-
formation from a welfare program into a pillar of national health reform and a major player in 
the health plan market.”152 The CMS characterizes the rule as “modernizing” Medicaid managed 
care by aligning its policies and practices with other managed health insurance programs. To 
accomplish this, the rule supports states in reforming delivery systems and improving quality 
through participation in APMs, improving beneficiaries’ experience, and increasing program 
accountability and transparency.151 In essence, the new rule intends to bring the practices and 
performance of Medicaid managed care health plans up to the standards now expected in the 
general managed care marketplace.

 ▸ Medicaid Quality Initiatives
The CMS Center for Medicaid and CHIP services has principal responsibility for developing and 
carrying out Medicaid and CHIP quality initiatives through working partnerships with state pro-
grams.153 The Center carries out a broad range of activities in collaboration with states to support 
formulation, coordination, integration, implementation, and evaluation of national programs and 
policies related to Medicaid and CHIP.153

Medicaid also carries out voluntary quality monitoring and reporting programs with states. 
The 2009 CHIP reauthorization required establishment of quality standards for children’s care, 
resulting in development of a core set of seven measurement areas: access to care, preventive 
care, maternal and perinatal health, behavioral health, care of acute and chronic conditions, 
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oral health, and experience of care.154,155 The ACA required a similar set of quality standards for 
adults.156,157 As guidance to providers, each of the children and adult measures includes recom-
mended activities.

The “Partnership for Medicaid,” a non-partisan, nationwide coalition of physicians, other 
healthcare providers, and stakeholders is advocating for development of a Medicaid standardized 
quality measurement framework across all states.158 Noting that because Medicaid programs are 
designed on a state-by-state basis, the absence of such a framework hampers sharing of best prac-
tices, undermines innovation, and limits policy makers’ understanding of the Medicaid program.158 
Among recommendations is a phased-in approach to establishing mandatory, meaningful reporting 
by all states.158

 ▸ Medicaid Expansion Under the Affordable Care Act
As initially legislated by the ACA, states’ participation in the expansion was mandatory. However, 
a 2012 U.S. Supreme Court decision made states’ participation optional.159 Beginning in 2014, the 
ACA allowed states to expand Medicaid eligibility to individuals under age 65 with family incomes 
up to 133 percent of the federal poverty level.79 By mid-2016, 31 states and the District of Columbia 
had expanded Medicaid coverage.160 The ACA provides for federal payment of 100 percent of state 
expenditures related to coverage for newly eligible individuals through calendar year 2016; the 
federal matching rate drops gradually to 90 percent in 2020, where it will remain.79

According to the CBO, Medicaid enrollment of newly eligible individuals grew by 55 per-
cent between 2014 and 2015, resulting in more than 9 million newly insured individuals.161 In the  
29 states which had expanded Medicaid coverage in 2015, average Medicaid enrollment increased 
by 18  percent accompanied by an average of 17.7 percent increase in spending.162 This compares 
with all 50 states and the District of Columbia in 2015, where Medicaid enrollment on average 
increased by 13.8 percent with an average spending increase of 13.9 percent.162 Because Medicaid 
expansion states received 100 percent federal matching funds for new enrollments in 2015, growth 
in state spending from states’ general funds was much slower than total Medicaid spending.162 (See 
FIGURE 8-6.)

With only two full years since the start of the expansion, research on many dimensions of its 
effects continues and much more research will be needed to evaluate its effects over time. How-
ever, prior extensive, scientifically rigorous research has strongly substantiated the value of having 
health insurance. Such research was the foundation for a U.S. Council of Economic Advisors 2014 
report on the importance of expanding Medicaid to cover the uninsured.163 The report highlighted 
benefits such as:

 ■ Having a usual source of care and being better able to obtain care when needed
 ■ Receiving recommended preventive care including disease screenings
 ■ Relief from the financial burdens of medical costs and fewer catastrophic out-of-pocket 

expenses
 ■ Experiencing improved mental health

Also, 2015 findings reported by the Kaiser Commission on Medicaid and the Uninsured 
from a 50-state survey of Medicaid directors included positive administrative effects of the ACA 
requirements on state Medicaid agencies. Among these were extensive streamlining of the Medic-
aid enrollment and renewal processes including the use of information technology, and improved 
reporting systems that may contribute to future resource efficiencies.164
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 ▸ Disproportionate Share Hospital Payments
Since 1986, federal law requires Medicaid payments to states called disproportionate share hospi-
tal (DSH) payments for hospitals serving large numbers of Medicaid and low-income, uninsured 
individuals.165 The law establishes an annual DSH allotment for each state that limits the federal 
contribution of total statewide payments and limits hospital-specific payments to 100 percent of 
costs that are not compensated by Medicaid.140,165 DSH payments provide critical financial sup-
plements to hospitals serving the neediest populations. In 2015, the federal allotment to states 
was $11.9 billion.166 Under the assumption that the ACA would significantly decrease the num-
ber of uninsured individuals, the law originally called for reductions in the DSH state allotments 
between 2014 and 2020. However, recent legislation delayed start of the reductions until 2018, 
which will then continue to 2025.140

 ▸ Healthcare-Financing Mandates of the Affordable 
Care Act for Individuals and Employers

Beginning in 2014, the ACA required most Americans to carry health insurance coverage or pay a 
penalty. This requirement is known as the individual mandate or “shared responsibility” require-
ment of the law.167 Coverage that fulfills this requirement includes employer-provided insurance, 
Medicaid, or personally purchased policies. The penalty for not having coverage is either a flat 
dollar amount or a percentage of income above the tax-filing threshold and increases annually. In 
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2016, the penalty was $695 for adults and $347.50 per child (up to $2,085 per  family).167 Groups 
exempt from the penalty include individuals for whom the cost of insurance would exceed 8  percent 
of their income, people with incomes below the federal requirement for tax filing,  religiously 
exempt individuals, undocumented immigrants, incarcerated individuals, and  members of tribal 
nations.168 Making health insurance affordable for as many Americans as  possible is the  centerpiece 
of the ACA. Uninsured individuals incur enormous costs to society. Prior to adoption of the ACA, 
costs were estimated at $50 billion per year in unpaid medical bills.169 These costs are passed on to 
the insured through increased insurance premiums. The individual mandate is critical to achieve 
affordability by spreading insurance risk, and therefore costs, over the highest proportion of the 
population as possible.

The Individual Mandate and Health Insurance Marketplaces
To facilitate insurance enrollment, the ACA required states to establish health benefit exchanges, 
now known as health insurance marketplaces (HIMs), and create separate HIMs for employers 
with fewer than 100 full-time equivalent employees through the Small Business Health Options 
Program (SHOP).The SHOPs may qualify small employers for tax credits of up to 50 percent of 
premium costs.170 Through participation of several insurance companies in each state, the HIMs 
created a competitive health insurance market by providing consumers with web-based, easily 
understandable, comparative information on plan choices and standardized rules regarding health 
plan offers and pricing.171

The ACA gave states the option to create their own HIMs. If a state opted not to do so or was 
unable to do so, the DHHS established and administered the HIM. In 2016, 13 states and the Dis-
trict of Columbia operated their own HIM, 34 states had federally facilitated HIMs, and 4 states 
operated HIMs with federal assistance.172 The ACA provided an indefinite fiscal appropriation for 
DHHS grants to states for planning and establishing HIMs through 2015, after which HIMS were 
expected to be self-sustaining.173

To participate in HIMs, health insurance plans must meet federal requirements for minimum 
coverage known as “essential health benefits.” Essential benefits include services in the following 
10 categories:173

1. Ambulatory patient services
2. Emergency services
3. Hospitalization
4. Maternity and newborn care
5. Mental health and substance use disorder services, including behavioral health 

treatment
6. Prescription drugs
7. Rehabilitative and habilitative services and devices
8. Laboratory services
9. Preventive and wellness services and chronic disease management

10. Pediatric services, including oral and vision care

Eligibility to purchase insurance through an exchange is open to American citizens and legal 
immigrants whose employers do not provide health insurance and those for whom the cost of 
employer-sponsored coverage is prohibitive.173 Acceptance into plans is guaranteed.173 To help 
make coverage affordable, the federal government provides varying levels of advance and refund-
able premium tax credits and cost-sharing subsidies based on personal income.173
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The Employer Mandate
The ACA employer mandate began in 2015 and requires all businesses with 50 or more full-
time equivalent (FTE) employees to provide health insurance to at least 95 percent of their full-
time employees and dependents up to age 26, or pay a fee by 2016. There are several nuances to 
employer penalties for failing to provide health insurance coverage, but in general, they are subject 
to a $2,000 fee per full-time employee (in excess of 30 employees). The mandate does not apply to 
businesses with 49 or fewer employees.174

 ▸ The Affordable Care Act: Insurance Coverage 
Progress and Costs

It is important to note that reports on Americans’ gaining insurance coverage due to the ACA is 
a dynamic challenge. Although data from enrollments through the HIMs, Medicaid, and CHIP 
are quite specific, much other reported data represents projections and extrapolations. Thus, it 
is challenging to achieve exact counts of those enrolled under ACA provisions versus those who 
would have enrolled without the ACA.175,176,177 Therefore enrollment data represent averages over 
specific time periods rather than exact numbers at points in time. For example, people shift (or 
drop) coverage as circumstances change, and many included in enrollment statistics may never 
actually participate due to non-payment of premiums or other reasons.176,177 Nonetheless, data 
do allow reasonable representations of the ACA in enabling previously uninsured Americans to 
obtain health insurance coverage.

One year prior to the ACA’s enactment in 2010, the U.S. Census Bureau estimated that  
48.6 million Americans or about 15.7 percent were uninsured.178 HIM plan enrollments began 
in 2013. By the end of 2015, 11.2 million individuals had selected or were  automatically 
 re-enrolled in HIM plans.179 By 2015, new Medicaid and CHIP enrollments in the states 
 choosing to expand coverage totaled approximately 10 million.177 By 2016, individuals 
enrolled through the HIMs, Medicaid expansion, and CHIP reduced the number of uninsured 
 Americans by an estimated 21.2 million to about 27 million, or 10 percent of the population, 
an  unprecedented level.177,180 Numerous factors will affect future trends, but assuming existing 
laws remain unchanged, the CBO projects that about 10 percent of the population under 65 
years of age will remain  uninsured in the next decade.177

ACA implementation and operation costs are reported by the CBO and the Joint Com-
mittee on Taxation (JCT), which also compiles projections for future periods. Net costs of the 
ACA insurance provisions in 2016 are estimated at $110 billion, with net total costs over the 
decade 2017–2026 projected at $1.4 trillion.177 On an annual basis, costs translate to estimates 
of $5,000 per HIM enrollee and $3,500 per Medicaid and CHIP enrollee.175 Included in the 
net costs are the income-based subsidies for HIM enrollees (approximately 80 percent of HIM 
enrollees qualify for premium subsidies), and the costs of Medicaid and CHIP and tax credits 
provided to small employers.177 The net costs also take into account federal revenue derived 
from individual penalties for not obtaining health insurance, employer penalties for declin-
ing to offer health insurance that meets federal standards, and other penalties and taxes.177 
Compared with the CBO and JCT projection made just prior to the ACA’s 2010 enactment, 
the current estimate for the next decade’s costs are $157 billion less or 25 percent lower.177 
(See FIGURE 8-7.) As an indication that ACA insurance provisions are now woven in the federal 
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insurance funding fabric, in 2015 the CBO and JCT noted that subsequent reports will no lon-
ger separately identify the ACA’s insurance coverage provisions on the federal budget. Instead, 
these effects will be included as part of overall reporting.176

 ▸ Continuing Challenges and Innovations
Transformation of the U.S. healthcare financing system through payment reform coupled with a 
population health focus will continue posing a daunting array of issues. Paying for changes is only 
one issue. Breaking loose from old philosophies, value systems, and the politics that have brought 
the U.S. healthcare enterprise to its paradoxical state of superior technology while it remains 
plagued by profit-driven waste will pose overarching challenges. As noted in this chapter, U.S. 
healthcare costs compared with other developed nations are unjustifiable when comparing this 
country’s health status with other developed nations that spend far less.

However, innovation is occurring. ACA provisions are reaching millions with affordable 
health insurance and initiatives such as bundled payments and accountable care organizations 
linking costs with quality. The new MACRA legislation, if implemented as intended, will take his-
toric steps with more equitable provider reimbursement linked with quality of care. Other ongoing 
initiatives such as the hospital readmissions reduction program are showing promising results. 

FIGURE 8-7 Congressional Budget Office (CBO) and Joint Committee on Taxation Estimates (JCT) of 
the Net Budgetary Effects of the Insurance Coverage Provisions of the Affordable Care Act
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Many other ongoing initiatives will provide health services researchers with valuable information 
for developing and refining future efforts to control costs and improve quality.

Today, U.S. health care remains entrenched in a much-too-costly and profit-driven reward 
system that surely will not passively acquiesce to change. As journalist Steven Brill stated in a sear-
ing 2013 review of U.S. healthcare delivery system costs entitled “Bitter Pill: Why Medical Bills Are 
Killing Us,” “When we debate healthcare policy, we seem to jump right to the issue of who should 
pay the bills, blowing past what should be the first question: Why exactly are the bills so high?”181 
In this next phase of reform, Mr. Brill’s query may be a quintessential issue for U.S. citizens and 
their policy makers.
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CHAPTER ACRONYMS

ACA Patient Protection and Affordable Care Act 
of 2010

AHRQ Agency for Healthcare Research and Quality
CMS Centers for Medicare and Medicaid 

Services
DHHS Department of Health and Human 

Services
FMAP Federal Medical Assistance Percentage
GDP Gross Domestic Product
HAC Hospital-Acquired Condition

IOM Institute of Medicine
MCO Managed Care Organization
MIPS Merit-Based Incentive Payment System
NHE National Health Expenditures
NQF National Quality Forum
OEDC Organization of Economically Developed 

Countries
PCMH Patient-Centered Medical Home
PSNET Patient Safety Network
RBRVS Resource-Based Relative Value Scale
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Each individual life span, from birth to death, can be seen as a connected flow of events—a con-
tinuum. The unrelenting progression of time is the one constant that expresses the diverse range 
of life’s possibilities. An infant may be born with a birth defect, a young adult may suffer a head 
injury from an automobile accident, or an older adult may have a stroke. Unanticipated events 
such as these have a profound long-term impact on an individual’s capacity to develop or to main-
tain abilities for self-care and independence. These individuals may require very different kinds 
and intensities of personal care assistance, healthcare services, and/or psychosocial and housing 
services over an extended segment of their life span.

The age, diagnosis, and ability to perform personal self-care and the sites of care delivery vary 
widely for recipients of long-term care. Thus, long-term care requires diversified, yet coordinated, ser-
vices and flexibility within the service system to respond to recipients’ changing needs over time.

The ideal healthcare delivery system provides participants with comprehensive personal, 
social, and medical care services. This ideal system requires mechanisms that continually guide 
and track individual clients over time through the array of services at all levels and intensities 
of care that they require.1 Because it generates a continuous flow of high costs over an extended 

Long-Term Care

CHAPTER OVERVIEW

Long-term care needs are not confined only to older Americans, but older Americans are the fastest-
growing proportion of the population and are the major consumers of long-term care services . 
Advances in medical care have made a longer life span possible, with accompanying challenges 
presented by chronic disease and physical limitations . This chapter provides an overview of the major 
components of the diverse array of long-term care services available in institutional, community-based, 
and home-based settings for individuals in all age groups who require long-term care . This chapter 
also reviews components of the Patient Protection and Affordable Care Act that affect long-term care 
services and recent developments in this area of health care .
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period, long-term care has a particular need to use what the American Hospital Association calls a 
seamless continuum of care2 that promotes the highest quality of life but still responds to growing 
public concerns about cost-effectiveness.3 The particular package of services provided to each per-
son should be tailored to meet his or her needs. Service needs vary from assistance with personal 
care and basic needs for food and safe shelter, to rehabilitation when possible, to socialization 
opportunities. Additionally, the type and extent of physical disability and the intensity of services 
required determine the location of long-term care. For example, an older individual with paralysis 
after a stroke may be able to remain at home with services that dovetail with family caregivers in 
the home. Another person with a similar disability may require nursing home placement because 
that environment best meets the particular requirements of the situation.

Configuring a package of services that promotes independence and maintains lifestyle quality 
as far as possible within personal, community, and national resources makes the variety of long-
term care services complex and sometimes confusing. Concern about cost-effectiveness and the 
desire to accommodate personal and family desires, finances, and reimbursement eligibility result 
in the need for both the availability of an array of services and coordination of those services to 
meet individual needs in the most effective way.

Population demographics and the types and availability of healthcare services in the United States 
have evolved over the past 50 years. The economic ramifications of a rapidly increasing population of 
older Americans, advances in medicine making life-sustaining measures available, and an emphasis on 
preventive care and healthy lifestyles all have impacted the continued growth of the population who 
require or potentially will require long-term care services. Older adults represent the largest popula-
tion group requiring long-term care services. Current estimates place the population 65 years of age 
and older at 44.7 million, 14.1 percent of the population, or about one in every seven Americans.4 The 
number of persons aged 65 years or older is expected to grow to 21.7 percent of the population by 2040, 
totaling 82.3 million. A current U.S. Census projection estimates that the population 65 years or older 
will more than double in number between 2013 and 2060, reaching 98.2 million by year 2060.4 The 
“oldest old” population, 85 years of age and older, is expected to grow from 5.8 million in 2010 to 8.7 
million by 2030, with projections that this group will reach 19 million by 2050 (FIGURES 9-1 and 9-2).4,5

Many people will grow old alone because of smaller family size, single parenting, and divorce. 
The increasing economic need for family members to delay retirement and work outside the home 
also reduces the availability of family caregivers to participate in the informal family caregiving 
system. Family members are now more geographically dispersed, decreasing their availability to 
care for dependent, older family members.

 ▸ Development of Long-Term Care Services
The colonists who emigrated from Europe to the New World brought with them many of the social val-
ues and institutional models of their native countries. One of these, the almshouse, was a place where 
people who were sick or disabled or older adults who lacked adequate family or financial support 
could be cared for in a communal setting. Charitable community members purchased private homes 
and converted them to almshouses that operated as communal residences. Municipal and county 
governments also created homes and “infirmaries” to care for impoverished older adults. These early 
models were the basis for “homes for the elderly,” which existed until the economic upheavals of the 
Great Depression and the restructuring of the social welfare system after World War II.

The economic devastation experienced during the Great Depression of the 1930s affected the 
availability of long-term care services, especially homes for older adults, in several ways. Operating 
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small private nursing homes became attractive to people in financial danger of losing their homes 
to mortgage foreclosure because taking in outsiders and providing care generated a new source 
of income. After the Great Depression, many local charitable agencies could no longer afford to 

Development of Long-Term Care Services 247



provide care based on the almshouse tradition, and the federal government became more involved 
in developing, overseeing, and paying for long-term care services as part of the social welfare 
reforms, such as the 1935 Social Security Act.6 The Social Security Act provided financial assis-
tance for particular categories of older Americans and people with disabilities. Additionally, the 
Social Security Act established a form of old age and survivor’s insurance that allowed workers 
and their employers to contribute to a fund that supplemented retirement income. This form of 
income security reduced the extent of indigence frequently found in the older population and 
increased the amount of secure income available to older Americans for services and care in later 
years. Government lending programs available to not-for-profit organizations beginning in the 
1950s spurred the development of nursing homes in this sector; major growth in the proprietary 
(for-profit) sector did not occur until after the passage of Medicare and Medicaid legislation in 
1965. The Centers for Medicare & Medicaid Services (CMS) reported the ownership basis of nurs-
ing homes in the Nursing Home Data Compendium, 2013. Now, more than two-thirds operate on 
a for-profit basis (FIGURE 9-3).7

Public and private homes for older adults often varied in the adequacy of care and the kinds 
of services provided. Nursing homes often were viewed as places where minimal custodial care 
required to meet the basic needs of food, clothing, and shelter was provided, sometimes in unhy-
gienic and inhumane environments. Frequently, nursing homes were places where older and 
frail adults, some of society’s most vulnerable members, were taken to die. They were not seen 
as options where residents could receive needed care to prolong or enhance the quality of their 
lives. Physical care often was substandard, and emotional, spiritual, and social needs were ignored. 
Because many frail, older people suffer from perceptual and cognitive disabilities in addition to 
physical disabilities, their behavior in a group setting was often considered by nursing home staff 
to be problematic and sometimes led to the overuse of physical restraints or chemical restraints 
such as sedatives and mood-altering drugs.

FIGURE 9-3 Percent Distribution of Nursing Homes by Type of Ownership.

Not-for-profit
25%

For-profit
69%

Government
6%

Data from Centers for Medicare & Medicaid Services Nursing Home Data Compendium, 2013.
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The provision of home nursing care also has a long tradition in the United States as an alter-
native to institutional care provided in hospitals and nursing homes. Family members traditionally 
have provided home care to their own relatives. An interest in providing formal professional home 
care services began in the late 1800s as a social response to the unhealthy living conditions of 
immigrants residing in urban tenements. Such crowded and unsanitary conditions became a pub-
lic health concern because they were frequently implicated in the spread of contagious diseases, 
such as tuberculosis, typhoid, and smallpox. Agencies such as the Visiting Nurses Association 
were established to provide trained nurses to tend to the sick in their homes. Their role quickly 
expanded to include preventive education regarding hygiene, nutrition, and coordination of social 
welfare interventions, especially in caring for society’s most vulnerable ill, low-income or disabled 
populations.8

The passage of Medicare and Medicaid legislation in 1965 provided more stable sources of 
reimbursement than were previously available only through private pay and charitable funding 
and promoted the expansion of the long-term care industry. Medicare and Medicaid affected the 
long-term care industry in several ways. These programs established minimum requirements for 
standards of care and services for providers to qualify for reimbursement. They also provided 
funding sources for older Americans, people with disabilities, and those lacking the means to pay 
for care. This funding simultaneously attracted both the scrupulous and the unscrupulous into 
the long-term care industry, as it quickly became apparent that being a provider of long-term care 
could be very profitable.

The long-term care industry came under increasing scrutiny in the early 1970s during con-
gressional hearings on the nursing home industry, after the publication of several hundred exposés 
in newspapers and additional publications such as the Nader Report and Mary Adelaide Men-
delson’s book, Tender Loving Greed. The litany of nursing home corruption and abuses that were 
exposed during that period included the following:9,10

 ■ Care that did not recognize the right to human dignity
 ■ A lack of activities for residents
 ■ Untrained and inadequate staff, including untrained administrators
 ■ Unsanitary conditions
 ■ Theft of residents’ belongings
 ■ Inadequate safety precautions (especially fire protection)
 ■ Unauthorized and unnecessary use of restraints
 ■ Both overmedication and undermedication of patients
 ■ Failure to act in a timely manner on complaints and reprisals against those who complained
 ■ Discrimination against patients who were members of minority groups
 ■ A lack of dental and psychiatric care
 ■ Negligence leading to injury and death
 ■ Ineffective inspections and nonenforcement of laws that were meant to regulate the nursing 

home industry
 ■ Reimbursement fraud

These congressional hearings and simultaneous public outcry resulted in stricter enforcement 
of Medicare and Medicaid guidelines and credentialing, increased establishment and enforce-
ment of nursing home and home care licensure, more active accreditation procedures by The 
Joint Commission, laws related to the reporting of elder abuse, federal guidelines regulating the 
use of physical restraints, and establishment of ombudsman programs. All these measures led 
to a much more regulated and responsive long-term care industry. Vocal and astute consumers 
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also have provided economic and social mandates for high-quality standards of care includ-
ing meaningful, organized quality-assurance processes to be maintained in the long-term care 
industry overall. The Omnibus Budget Reconciliation Act of 1987 legislated new guidelines 
and restrictions on the use of physical and chemical restraints, established a nursing home 
resident bill of rights, mandated quality assurance standards, established a standard survey 
process, and mandated training and educational requirements for nursing home staff.11

 ▸ Modes of Long-Term Care Service Delivery
Long-term care facilities (LTCFs) are institutions such as nursing homes, skilled nursing facilities 
(SNFs), and assisted-living facilities that provide health care to people who are unable to manage 
independently in the community. This care may represent custodial or chronic care management 
or short-term rehabilitative services.12 The site of care delivery categorizes long-term care pro-
grams. Institution-based services are those long-term care services provided within an institution 
such as a nursing home, hospital with inpatient extended care or rehabilitation facility, or inpatient 
hospice. Community-based services coordinate, manage, and deliver long-term care services such 
as adult day-care programs, residential group homes, or care in the recipient’s home.

Skilled Nursing Care
A skilled nursing facility (SNF) that is Medicare and Medicaid certified is defined as “a facility, or 
distinct part of one, primarily engaged in providing skilled nursing care and related services for 
people requiring medical or nursing care, or rehabilitation services.”13 Skilled nursing care is pro-
vided by or under the direct supervision of licensed nursing personnel, such as registered nurses 
and licensed practical nurses, and emphasis is on the provision of 24-hour nursing care and the 
availability of other types of services. Nursing home residents can be of any age, although most 
are adults in their later years. The typical nursing home resident is an older woman with cogni-
tive impairment who was living alone on a limited income before nursing home placement. The 
decreased ability to function independently and a lack of family caregivers are additional factors 
associated with an increased risk of nursing home admission.

In 2013, the CMS reported that 1.4 million Americans resided in 15,643 SNFs.7 One of seven 
or approximately 14 percent of SNF residents are under the age of 65 years, and six of seven or 
approximately 86 percent are 65 years of age and older.14 Because SNFs are only one portion of 
the array of types of long-term care facilities, and an LTCF may provide more than one level of 
service in the same facility, an exact number of residents in skilled nursing care has been much 
more difficult to ascertain. The biennial National Study of Long-Term Care Providers (NSLTCP) 
sponsored by the Centers for Disease Control and Prevention/National Center for Health Statistics 
(NCHS) is a groundbreaking initiative first implemented in 2012. These recurring studies monitor 
and detail ongoing trends in the major sectors of the paid, regulated provision of long-term care. 
The NSLTCP reports include data and overview summaries about nursing homes, home health-
care agencies, hospices, residential care communities, and adult day-services centers. The NSLTCP 
reports provide reliable and timely statistical information about residents and participants receiv-
ing long-term care, agencies that provide those services, and descriptions of services provided.15

Annual national expenditures for care in nursing care facilities and continuing care  communities 
in 2014 alone totaled $155.6 billion. Medicare and Medicaid paid the largest portion (55 percent), 
and 45 percent was funded by out-of-pocket, private insurance, other third party or other health 
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insurance. (See TABLE 9-1.)16 At an average of $250 per day for a private room and $220 per day for 
a semiprivate room, the 2015 national average cost per resident had reached $91,250 per year for a 
private room and $80,300 per year for a semiprivate room.17 The nursing home industry remains 
a dominant sector of the long-term care industry, with expenditures for care in a nursing home 
reported as almost double those for home care.16

Despite the burgeoning numbers of older Americans, national nursing home  occupancy 
rates have declined from 84.5 percent occupancy in 1995 to 80.8 percent occupancy in 
2013.18 Many factors are cited as contributing to the decline in SNF occupancy rates. Today’s 
older adults are healthier, delaying the need for skilled nursing services. The vastly increased 
 availability of  assisted-living facilities, defined later in this chapter, and the availability of other 
 community-based assistance through day care and home care also are playing roles in delaying 
the need for SNF care.

Typical staffing in SNFs includes a physician medical director, a nursing home administrator, 
a director of nursing, at least one registered nurse on the day and evening shifts, and either a reg-
istered nurse or a licensed practical nurse on the night shift. Certified nursing assistants provide 
direct custodial care under the supervision of licensed nursing personnel and represent the major-
ity of all nursing staff employed by SNFs.19 SNFs use the services of an array of ancillary profes-
sionals who may be employed by the SNFs or contracted. These services include physical therapy, 
occupational therapy, pharmacy, nutrition, recreational therapy, podiatry, dentistry, laboratory, 
and hospice.19 Support staff, including dietary, laundry, housekeeping, and maintenance workers, 
complete the employee complement. The licensed nursing home administrator, along with the 
owner/operator, is responsible for carrying out the regulatory mandates regarding the mix and 
ratio of licensed and unlicensed personnel and the availability of licensed nursing personnel on an 
around-the-clock basis to provide skilled care and supervision.

TABLE 9-1  Sources of Payment for Nursing Home Care*, 2014

Source of Payment Amount in Billions* Percentage

Total 155 .6 100 .0

Medicare 35 .7 22 .9

Medicaid 49 .6 31 .9

Other third-party/other health 
insurance

16 .0 10 .3

Private (out of pocket, other 
private funds)

41 .2 26 .5

Private insurance 13 .1 8 .4

*Care in nursing home facilities and in continuing care retirement communities. Numbers may not add to totals due to rounding.

Modified from Centers for Medicare and Medicaid Services.
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Nursing homes are highly regulated by both state licensure and federal certification. The 1987 
Omnibus Budget Reconciliation Act increased government involvement in nursing home industry 
regulation by11:

 ■ Mandating regularly scheduled comprehensive assessments of the functional capacity of res-
idents in nursing homes

 ■ Establishing training standards for nursing home aides
 ■ Placing restrictions on the use of physical restraints and psychoactive drugs
 ■ Establishing a nursing home resident bill of rights
 ■ Setting guidelines for the role of the medical director, including continuing education, 

involvement, and responsibility

States license nursing home administrators. Individual states set criteria for licensure in relation-
ship to minimum age, educational requirements, passing examination scores, and continuing 
education requirements. The National Association of Boards of Examiners of Long-Term Care 
Administrators “develops and administers the licensing examinations that administrators take to 
get licensed by their respective states.”20 The examination is required by all states and the District 
of Columbia.20 A lack of nursing home compliance with state and federal mandates can lead to 
penalties such as direct fines, exclusion from Medicare and Medicaid certification, and withdrawal 
of nursing home licensure. Accreditation through The Joint Commission provides an additional 
quality check. Although highly desirable, The Joint Commission accreditation remains voluntary.

A 1986 report by the Institute of Medicine, “For Profit Enterprise in Health Care,” synthesized 
research on the quality of nursing home care based on for-profit and not-for-profit ownership not-
ing that for-profit and investor-owned nursing homes tend to provide care of lower quality than 
their not-for-profit counterparts.21 These findings have been replicated by other studies over the 
years.22 In 2011, the Government Accountability Office reported findings of a first-ever analysis of 
the 10 largest for-profit nursing home chains, which noted among other findings that these facili-
ties had “the lowest staffing levels; the highest number of deficiencies identified by public regula-
tory agencies and the highest number of deficiencies causing harm or jeopardy to residents.”22 It is 
important to note that research findings do not necessarily apply to an individual nursing home as 
“some for-profit nursing facilities give excellent care and some not-for-profit nursing facilities give 
poor care, but the general rule is documented in study after study: not-for-profit nursing facilities 
generally provide better care to their residents.”22 In response to concerns such as these, the Patient 
Protection and Affordable Care Act (ACA) requires Medicare- and Medicaid-certified SNFs to 
publicly disclose detailed ownership information, accountability requirements, expenditures, and 
other information related to quality indicators. It also requires these facilities to publish standard-
ized information reported on the publicly accessible Nursing Home Compare website that enables 
Medicare enrollees to compare facilities.23

Assisted-Living Facilities
Assisted-living facilities (ALFs) are appropriate for long-term care for individuals who do not 
require skilled nursing services and whose needs lie more in the custodial and supportive realm. 
While a universal interagency definition of assisted living has not yet been achieved, key compo-
nents include 24-hour oversight, housekeeping services, provision of at least two meals a day, and 
personal assistance with at least two of the following: bathing, dressing, medications. An under-
lying philosophy includes accommodation of individual resident’s personal needs to promote 
independence in a home-like residential setting, coupled with activities and opportunities that 

252 Chapter 9 Long-Term Care



promote community and family involvement and maximize resident’s dignity, autonomy, choice, 
and safety.24 Assisted-living facilities vary significantly in size, ranging from just a few residents to 
several hundred. They may take the form of small to large homes with just a few residents or large 
multi-unit apartment complexes with several hundred residents. Many assisted-living facilities 
contract with home health agencies to provide skilled nursing care and with hospice service pro-
viders when such services are needed by individual residents.

The assisted-living population is expected to grow to almost 2 million individuals by 2030 
(FIGURE 9-4).24 The typical assisted-living resident is described as an 87-year-old female who 
requires assistance with two or more activities of daily living and who will reside in assisted living 
for an average of 22 months.25

States carry out oversight and regulation of assisted-living facilities at varying levels. These 
variations in laws and regulations create a diverse operating environment as well as a wide range 
of terminology and available services for consumers. The quality of facilities, care, and services 
therefore may be an exclusive function of the policies of the owner organization or a combination 
of owner and organization policies coupled with state regulatory oversight.

Costs of assisted living are borne largely from private resources, although in certain cir-
cumstances supplemental Social Security income, private health insurance, long-term care 
insurance (LTCI), or special government rent subsidies for low-income older adults may apply. 
Estimates place the average monthly cost at more than $3,600, but costs can range across a 
broad continuum depending on the level of amenities desired in a facility and the types of ser-
vices required. Residents most often fund accommodations from personal resources or from 
LTCI policies.16–17

Residential institutions such as adult homes, board and care homes, and group homes 
for people with mental or developmental disabilities also represent assisted-living arrange-
ments. Care provided in adult homes has been available only to people who are for the most 
part healthy but limited in their ability to do their own housekeeping, household maintenance, 
and cooking. Residents must be able, for the most part, to meet their own personal care needs 
for dressing, eating, bathing, toileting, and ambulation unassisted. Oversight of residents may 
include services such as supervision of medications to the extent of reminding residents to take 
their medication or providing some assistance with bathing, grooming, transportation, laundry, 
and simple housekeeping.

FIGURE 9-4 Projected Growth of Assisted Living Beds Based on Population Growth for Those  
75 Years and Older
National Center for Assisted Living, reprinted with permission.
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Home Care
Home care is community-based care provided to individuals in their own residences. Home care 
may be either a long-term provision of supportive care and services to chronically ill clients to 
avoid institutionalization or short-term intermittent care of clients after an episode of illness or 
hospitalization. Home care may be provided through the formal system of agency-employed pro-
fessional home care providers, such as registered nurses, licensed practical nurses, home health 
aides, physical therapists, occupational therapists, speech-language pathologists, social workers, 
personal care aides, and homemakers, who make home visits. A considerably smaller number of 
home care staff may be self-employed individuals who contract privately with clients. An informal 
system also provides home care through caregivers consisting of family, neighbors, and friends 
of people in need of healthcare support services. Very often, a combination of both formal and 
informal systems delivers home care.

Professional home care services originated in social welfare initiatives in the early 1900s 
in public response to the horrific living conditions of immigrants in U.S. industrialized cities. 
Public health concerns also gained impetus at that time as the “germ theory” of disease became 
accepted, and local, state, and national health departments and agencies mandated the con-
trol of contagious disease using preventive hygiene and sanitation measures as public health 
standards.

After Medicare’s enactment of reimbursement for home care services in 1965, the number 
of Medicare-certified home health agencies (HHAs) grew more than threefold to 5,983 between 
the years 1967 and 1985, with public health agencies dominating the home care industry.26 In the 
late 1980s, significant additional growth in the number of agencies ceased due to Medicare reim-
bursement issues.26 However, with Medicare reimbursement changes since the 1990s, the num-
ber of Medicare-certified, hospital-based, and freestanding for-profit home health agencies grew 
rapidly.26 The home care industry expanded its scope of services in response to demographic, 
economic, and legislative changes that include:

 ■ An increase in the number of older persons and their expressed desire to remain in their own 
homes for care whenever possible

 ■ Decreased numbers of informal caregivers that are available to provide in-home care to their 
relatives

 ■ Increased innovations in high-technology home care that have redefined and expanded the 
categories of diseases and chronic conditions that can be cared for effectively in the home

 ■ Medicare and Medicaid reimbursement that supported expanded coverage
 ■ The 1999 Olmstead decision of the Supreme Court that upheld the right of citizens to receive 

care in the community

In 2013, about 3.5 million Medicare beneficiaries received home health services from 12,613 home 
health agencies at a Medicare cost of $17.9 billion.27 Approximately 70 percent of the freestanding 
home healthcare agencies were classified as proprietary or for-profit.28 Medicare remains the larg-
est payer for home healthcare services, accounting for almost 42 percent of total annual home care 
expenditures in 2014 (TABLE 9-2).16

Eligibility for Medicare reimbursement of home care services originally included four criteria:

1. Home care must include the provision of skilled nursing care or physical, occupational, 
or speech therapy; or medical social services; or a combination of any of these services 
as warranted by the patient’s condition.

2. The person must be confined to the home.
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3. A physician must order that home care services are required.
4. The home care agency must meet the minimum quality standards as outlined by Medi-

care and must be Medicare certified.

In 2011 under the Affordable Care Act, Congress added more eligibility criteria for Medicare 
reimbursement for home care to those listed above. Additional criteria included a requirement for 
Medicare beneficiaries receiving home care to have a face-to-face office visit encounter or a tele-
health visit with a physician or nurse practitioner when home health care is ordered. This change 
was intended to ensure that beneficiaries receive a complete evaluation when home health care is 
ordered. Tighter supervision of therapy services provided under the home health benefit also was 
included. Under the new requirement, patients must be assessed by a qualified therapist at specific 
therapy intervals. The additional review was intended to serve as a safeguard against manipulation 
of therapy visits to garner increased payments.28

In 2006 the Centers for Medicare & Medicaid Services had recommended a “postacute care” 
(PAC) reform plan that emphasized a patient-centered approach giving more choice and control 
of post-hospitalization services to patients and caregivers, providing a seamless continuum of care 
through better service coordination, and ensuring quality services in the most appropriate setting.29 
The reform plan, called “Medicaid Money Follows the Person” (MFP), set demonstration projects 
in motion through 2011 by providing grants to states for additional federal matching funds for 
Medicaid beneficiaries making the transition from an institution back to their homes or to other 
community settings. The ACA extended the MFP demonstrations through 2016. By mid-2015, 
44 states and the District of Columbia had received federal grants under the program and more 
than 52,140 Medicaid beneficiaries had transitioned through the MFP demonstration and another 
10,265 transitions were in process. MFP is due to expire at the end of 2016, leaving questions about 
whether states will be able to continue to offer all MFP services if the program is not re-authorized.30

TABLE 9-2 Sources of Payment for Home Health Care

Source of Payment Amount in Billions* Percentage

Total 83 .2 100 .0

Medicare 34 .7 41 .9

Medicaid 29 .6 35 .6

Other third-party/other health 
insurance

3 .2 3 .9

Private (out of pocket, other 
private funds)

7 .4 8 .9

Private insurance 8 .3 9 .9

*Numbers may not add to totals due to rounding.

Modified from Centers for Medicare & Medicaid Services.
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 Other long-term care provisions under the ACA include a “Community First Choice Option 
in Medicaid,” which provides states with an increased federal Medicaid matching rate to support 
community-based attendant services for individuals who require an institutional level of care31,32; 
The “State Balancing Incentive Program” enhances federal matching funds to states to increase 
the proportion of Medicaid long-term services and support dollars allocated toward home and 
 community-based services.32 This program established the Federal Coordinated Health Care 
Office, charged “to improve the integration of benefits and increase coordination between federal 
and state governments for individuals receiving both Medicare and Medicaid benefits.” This office 
has launched state demonstration projects to identify and evaluate delivery systems and payment 
models for individuals eligible for both Medicare and Medicaid that can be rapidly tested and, if 
successful, replicated in other states.33

 Research published between 2000 and 2013 in the New England Journal of Medicine, the 
American Journal of Managed Care, Journal of the American Geriatrics Society, Health Care 
 Financing Review, Cochrane Database of Systematic Reviews, and other sources notes the  significant 
 cost-effectiveness of home care when compared with the higher costs of providing institutional 
care for a variety of conditions such as the need for intravenous antibiotic therapy, diabetes, chronic 
obstructive pulmonary disease, congestive heart failure, and in the provision of palliative care for 
advanced illnesses.34

 Medicare certification of home care agencies requires state licensing.35 Most states issue a 
license for one year and require resubmission of an application and an annual state reinspection 
performed by a survey team. The state licensing agency has the right to investigate complaints 
and to conduct periodic reviews of all licensure requirements. The few agencies that treat only 
private pay or private insurance patients may not require a license; however, most home healthcare 
agencies want to participate in Medicare and Medicaid, so they maintain certification standards. 
Participation in voluntary accreditation indicates that home care agencies have a commitment 
to continuous quality improvement. Organizations that are actively engaged in the accreditation 
process for home healthcare agencies include the Community Health Accreditation Program, the 
Joint Commission, and the Accreditation Commission for Health Care, Inc.

 Until the proliferation of social programs in the 1960s and 1970s, individuals requiring 
long-term health care usually were a cared for by family members and/or friends in the family 
home. This informal care system provided a valuable social service at little or no public cost. This 
arrangement is still the most used system of long-term care as family members care for more than 
80 percent of the older adults needing some level of assistance. The informal care system offers 
significant savings to the public; however, the potential for caregivers to suffer physical and emo-
tional burnout and the growing inability of family caregivers to fully manage care without outside 
assistance have begun to diminish these savings.

 Recent estimates place the number of unpaid family caregivers who provide hands-on care 
for persons age 50 or older at more than 34.2 million. Most adult caregivers assist family mem-
bers, most commonly a parent or parent-in-law. The majority of caregivers are female, 60 percent 
of whom, in addition to providing caregiving to a family member, also are employed outside the 
home.36 Family caregivers frequently are required to make major compromises in their finances, 
lifestyles, and personal freedom to care for family members. The costs can be high. Stresses experi-
enced by the caregiver can lead to exhaustion, illness, and depression.37 In addition, with increased 
longevity, middle-aged individuals often find themselves caring for their children and their aged 
parents simultaneously. Dubbed the “sandwich generation,”38 these caregivers suffer even more 
stress from this dual role, which in many cases becomes a triple role for those who also provide 
care for their grandchildren. Respite care, discussed later in this chapter, is one mechanism to 
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provide solutions to this dilemma. Employers also experience losses because of the demands of 
caregiving on their employees. One study estimated the annual costs of lost productivity for U.S. 
businesses due to caregiving at nearly $34 billion.39 Employer costs are associated with worker 
replacement, absenteeism, workday interruptions, elder care crises, and supervisory time.36,39 
Some larger employers are responding with flexible scheduling and other considerations to help 
accommodate their employees’ caregiving responsibilities for family members.39

 Estimates place the market value of long-term care delivered by unpaid family members and 
friends at more than $470 billion per year40, almost double the annual national healthcare expendi-
tures for nursing home and home care combined. The economic and personal contributions of the 
informal caregiving system form the foundation of the nation’s chronic care system and deserve 
more policy-level attention and support. The federal government took an important first step to 
assist family caregivers through the Family Medical Leave Act (FMLA) of 1993, providing up to 12 
workweeks of unpaid leave per year for the birth of a child or adoption of a child, or for employees 
to care for themselves or a sick family member, while ensuring continuation of health benefits and 
job security.41 However, the FMLA has serious shortcomings. It provides only for unpaid leave, 
a criterion that makes its use financially unfeasible for many individuals. Also, the FMLA does 
not cover workers in companies of 50 or fewer employees, or those employed for less than a year, 
effectively excluding approximately 40 percent of U.S. workers.41,42

 Some states have implemented programs to assist caregivers by expanding paid leave provi-
sions. California was a leader when it enacted the Paid Family Leave Law in 2002, allowing work-
ers up to six weeks of partially paid leave to bond with a new biological, adopted, or foster child or 
to care for a seriously ill family member.42 While only New Jersey and Rhode Island have followed 
suit with California and enacted paid leave legislation or regulations for private sector employees, 
several additional states currently are considering such legislation.42 To encourage consideration 
of paid leave legislation, since 2014, the Obama administration has awarded $1.75 million to states 
to study the issue.42 As discussed earlier, provisions of the ACA have potential to lessen the bur-
den on informal caregivers by enabling increased Medicaid payment flexibility to support home 
and community-based services. Particularly relevant to family caregivers, the ACA also created 
an “Independence at Home Medical Practice Pilot Program” to provide Medicare beneficiaries 
with multiple chronic conditions with home-based primary care services and a “Community Care 
Transitions Program” for high-risk Medicare beneficiaries following hospital discharge. The ACA 
also requires federally funded geriatric education centers to provide free or low-cost training for 
family caregivers.

 Historically, home healthcare services have been vulnerable to breaches in operational integ-
rity. In the 1990s, the Clinton administration and Congress responded to large Medicare and Med-
icaid spending increases and concerns about service quality and fiscal integrity with an antifraud 
and abuse pilot project, Operation Restore Trust.43 The project investigated selected home health 
agencies and other organizations in five states with the highest rates of use. Operation Restore 
Trust was expanded in future years to selected home healthcare agencies in 12 states and included 
training for agency surveyors in identifying care improperly billed to Medicare.43

 Clinton’s Balanced Budget Act of 1997 included provisions to enable the Health Care Financ-
ing Administration (now called the Center for Medicare & Medicaid Services) to control costs 
and address service quality issues more effectively in Medicare-certified home healthcare agencies 
and contained several measures to thwart fraudulent practices by home health clients and agen-
cies.44 Also in 1997, the Department of Health and Human Services promulgated new regulations 
requiring home health agencies to implement a standardized reporting system, the Outcomes and 
Assessment Information Set, to monitor patients’ conditions and satisfaction with services.45
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 Vigorous antifraud and abuse initiatives continue in the Medicare program through its part-
nerships with the Department of Justice, the Federal Bureau of Investigation, the Office of the 
Inspector General, and several other federal and state law enforcement agencies.46 Home health-
care services are an integral component of the healthcare delivery system’s continuum, which can 
provide an effective, safe, and humane alternative to institutional care for the medical treatment 
and personal care of individuals of all ages. Ideally, lessons learned from continuing initiatives to 
thwart abuses and improve quality and the ACA provisions that support expanded home- and 
community-based services will help to ensure that home health care fulfills its purposes in ensur-
ing the highest-possible quality of life for all recipients of these services.

Hospice Care
Hospice is a philosophy supporting a coordinated program of care for the terminally ill. The most 
common criterion for admission into a hospice is that the applicant has a diagnosis of a terminal 
illness with a limited life expectancy of six months or less. Aggressive medical treatment of the 
patient’s disease may no longer be medically feasible or personally desirable. The disease may have 
progressed despite available medical treatments, making continuance of curative treatment futile 
or intolerable, or the patient may elect to discontinue such treatment for a variety of personal rea-
sons, such as continued deterioration of quality of life related to treatment side-effects.

The term palliative care often is used synonymously with hospice care. Palliative care is care 
or treatment given to relieve the symptoms of a disease rather than attempting to cure the disease. 
Pain, nausea, malaise, and emotional distress caused by feelings of fear and isolation are only some 
of the difficulties that patients encounter during the terminal stages of an illness. Hospice treat-
ment is directed toward maintaining the comfort of the patient and enhancing the patient’s quality 
of life and sense of independence for as long as possible.

Hospice has its historical roots in medieval Europe. Hospices were originally way stations 
where travelers on religious pilgrimages received food and rest. Over time, the concept evolved 
into sanctuaries where impoverished people or those who were sick or dying received care.

English physician Dame Cicely Saunders established St. Christopher’s, a hospice located in 
a London suburb, in 1967, and it became a model for the modern hospice. Here, terminally ill 
patients received intensive symptom management, modern techniques of pain control, and psy-
chological and emotional support. She brought the founding concepts of the modern hospice to 
the United States in a lecture tour in the late 1960s, during which she emphasized that dying 
patients were also on a kind of pilgrimage and needed a more responsive environment than could 
be provided in high-technology, impersonal, cure-oriented hospitals.

The U.S. hospice movement began as a consumer-based grassroots movement supported by 
volunteer and professional members of the community. Today, 28 percent of hospice organizations 
are operating as not-for-profit entities, whereas for-profit hospice organizations have multiplied 
over the years and now represent about 68 percent of hospice organizations (FIGURE 9-5).47

U.S. founders shared the belief that the hospice concept was a more humane alternative to the 
technology-driven, curative emphasis in hospitals. Because the medical system can view choosing to 
discontinue aggressive medical treatment as a failure, terminally ill patients can feel depersonalized and 
isolated inside a traditional hospital setting. Ideally, the physician, the patient, and the patient’s family 
jointly recognize the need to refer the patient to a hospice when deciding to stop curative treatment.

The first U.S. hospice was established in New Haven, Connecticut, in 1974. The number of 
hospices has increased steadily every year, with more than 6,100 hospices now serving between 1.6 
and 1.7 million individuals annually (FIGURES 9-6 and 9-7).47 Growth in the availability of hospice 
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FIGURE 9-5 Tax Status of Medicare-Certified Hospice Agencies
Modified from NHPCO Facts and Figures: Hospice Care in America. Alexandria, VA: National Hospice and Palliative Care Organization, September 2015.
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FIGURE 9-6 Total Number of Hospice Providers by Year
Reproduced with permission from NHPCO Facts and Figures: Hospice Care in America. Alexandria, VA: National Hospice and Palliative Care Organization, September 2015.
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care followed the enactment of 1982 legislation that extended Medicare coverage to hospice ser-
vices, allowing the movement to escape its prior dependency on grant support and philanthropy. 
A 73-fold increase in the number of hospice agencies occurred between 1984 and 1998. In 2011, 
approximately 44.6 percent of all U.S. deaths occurred in hospice care. Updated data on the num-
ber of deaths occurring in hospice care is available from the Centers for Disease Control and 
Prevention.47

Consistent with the hospice philosophy, a multidisciplinary team of nurses, social workers, 
counselors, physicians, and therapists provides services. Hospices also provide drug therapies and 
medical appliances and supplies. Bereavement services for surviving family members continue 
for a year or longer after the patient’s death. Most hospice organizations also provide bereavement 
services for the larger community.47

A variety of different settings accommodates hospice care, including patient homes,  hospitals, 
SNFs, assisted-living facilities, or hospice inpatient facilities. The most important unifying 
 concept about hospice is that no matter where the care is delivered, a specialized  multidisciplinary 
team of healthcare professionals works together to manage the patient’s care. Physicians direct 
 multi-disciplinary team members with each team member contributing particular skills and 
expertise to assist in managing pain, alleviating emotional distress, promoting comfort, and 
 maintaining the independence of the hospice patient. Hospice care encompasses the patient’s 
 family and routinely includes counseling (including bereavement counseling), spiritual support, 
and respite care for family members.

The hospice philosophy emphasizes volunteerism, and it is the only healthcare provider cat-
egory whose Medicare certification requires that at least 5 percent of total patient care hours are 
contributed by volunteers. In 2014, the National Hospice and Palliative Care Organization esti-
mated that more than 430,000 volunteers assisted hospice organizations with 19 million contrib-
uted hours of service such as provision of respite care for families, child care assistance, and other 
supportive non-medical assistance.47,48 Volunteers from the community are actively encouraged to 
participate in a wide range of hospice activities, including direct services to patients and families, 
clerical services, and other support services and assistance with fundraising.
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Reproduced with permission from NHPCO Facts and Figures: Hospice Care in America. Alexandria, VA: National Hospice and Palliative Care Organization, September 2015.
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Hospice care has demonstrated its cost savings in care for the terminally ill. The unique blend 
of care provided by specialized teams, use of volunteers, and frequent use of family members as 
primary caregivers in the home decrease expenses. The focus on palliative care rather than on 
cure-oriented care also decreases the cost. A number of research studies have examined the sav-
ings from the use of hospice care. Similar to Medicare, annual Medicaid expenditures for hospice 
care represent only a small fraction of total expenditures.47

Managed care organizations and traditional health insurers recognize both the human and 
economic benefits of hospice care and typically include hospice in their benefit packages. Insurers 
may have their own team of hospice-type providers within their respective networks or may con-
tract with community hospice organizations to provide hospice care. Medicare-eligible subscrib-
ers of Medicare-participating health plans are automatically eligible for hospice care, and services 
must be provided through a Medicare-certified hospice organization. Patients are not required to 
obtain a referral from their health plan or to discontinue their managed care contract in order to 
receive hospice care.

A basic tenet of the hospice philosophy is that hospice care should be available regardless of 
the ability to pay. When a patient does not have health insurance and does not qualify for Medicare 
or Medicaid, hospice services still may be available. A hospice may offer a sliding payment scale to 
patients, with the hospice drawing on internal funds garnered through its fundraising activities to 
supplement available patient payments.

Ongoing quality assurance to monitor care quality is an inherent concept in hospice care. 
Three standards used most frequently are licensure, certification, and accreditation. Licensure is 
based on state-imposed statutes as part of the consumer protection code of a state. Not all states 
have such licensing statutes. States that have licensing statutes require that hospices within their 
jurisdiction meet the standards set forth in the law. Certification means that hospices have been 
examined on the federal level and have been found to at least minimally meet the mandated 
requirements for Medicare and Medicaid reimbursement. A hospice program that is not certified 
may still operate legally, but it is ineligible to bill Medicare or Medicaid for its services. As iden-
tified above, the same three organizations which accredit home healthcare agencies also accredit 
hospice agencies.

Respite Care
Family caregivers continue to be a key factor in providing care for many long-term care recipients 
in their communities, rather than placing them in institutions. Providing care up to 24 hours a day 
can place enormous physical and emotional stress on family caregivers.

Respite care is temporary surrogate care given to a patient when that patient’s primary  caregiver(s) 
must be absent. In the 1970s, formal respite-care programs originated to meet the increasing need 
for assistance after the rapid deinstitutionalization of individuals who had  developmental disabilities 
or mental illness. Since then, the respite-care model has expanded to include any family-managed 
care program that helps to avoid or forestall the placement of a patient in a  full-time institutionalized 
environment by providing planned, intermittent caregiver relief. Respite care offers an organized, 
reliable system in which both patient and primary caregiver are the beneficiaries.

Respite care may be offered in a variety of settings: the home; a day care situation; or institu-
tions with overnight care, such as hospitals, nursing homes, or group homes. Respite-care auspices 
may include private, public, and voluntary not-for-profit agencies. The length of respite care var-
ies, but it is intended to be short term and intermittent.
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Respite-care services are highly differentiated. Some are very structured and self-contained; 
others are highly flexible and exist in a more casual support capacity. A number of services are 
oriented to treating only patients with a particular ailment, but, for many, the only criterion the 
patient must meet for admission is that he or she requires supervised medical treatment and nurs-
ing care, which usually has been provided by family or friends as primary caregivers. Respite mod-
els include:

 ■ Alzheimer’s disease care on an inpatient basis with admissions lasting for several weeks
 ■ Community-based, adult day-care centers that offer nursing, therapeutic, and social 

services
 ■ In-home assistance, where visiting homecare or personal care aides supply services
 ■ Temporary patient furloughs to a hospital or nursing home at regular intervals

Respite-care program staffing varies widely, deploying both professionals and nonprofessionals. 
For example, respite care could be as informal as having a member from the caregiver’s church 
come into the home for a few hours while the caregiver goes out or as professional as a special-
ized dementia day-care program where nurses, aides, and recreational and physical therapists are 
specifically educated to care for dementia patients in a structured, caregiving environment. When 
respite care entails overnight care in an institutional setting, such as a nursing home, hospital, or 
group home, the staff providing care is the same staff employed by the institution to provide care 
to their regular patients in the institution.

Formal respite programs in the United States that are financially accessible to all in need have 
remained sparse. One of the greatest barriers limiting the expanded use of respite care is cost. 
Family caregivers operating on a limited budget may have difficulty finding funds to compensate 
a respite provider. Although some respite providers offer care on a sliding scale, almost any fee 
may exceed the financial means of the family. In these situations, not-for-profit organizations may 
assist by providing respite assistance at a tolerable cost for patients who meet certain financial or 
medical parameters.

Historically, there have been few provisions in the Medicare and Medicaid programs to sup-
port formal respite care. Medicare contains no allowances for respite, unless services are provided 
by a Medicare-certified hospice, Medicare-certified hospital, or Medicare-certified nursing home, 
and co-pay fees are required. The person receiving respite care may be responsible for 5 percent 
of the Medicare-approved amount for respite care. For example, if Medicare pays $100 per day 
for inpatient respite care, the co-pay would be $5 per day.49 Each time a patient receives respite 
care, Medicare covers up to five days. There is no limit to the number of times that a patient 
can receive respite care. The amount paid for respite care can change each year.49 Medicaid has 
stringent requirements regarding the specific type and length of care provided as well as finan-
cial eligibility for services and does not pay for respite care directly. Often states use waivers to 
apply federal funds to offset respite costs for eligible Medicaid recipients. Some states allow family 
members to receive a wage subsidy for respite services for persons over the age of 60 with very 
low incomes, but eligibility, types of care, and funding vary on a state-by-state basis.50 Available 
respite programs offered by voluntary agencies as the result of federal grants often provide service 
for only specific medical conditions, such as Alzheimer’s disease. Both proprietary and not-for-
profit organizations are developing specialized dementia and related respite-care programs in 
response to recent federal legislation. Many specialized dementia respite-care programs currently 
are developed and marketed to private pay customers, but such programs often are beyond the 
financial capacity of many families.
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One of the major barriers to responsive changes in reimbursement for respite care has 
been that funding mechanisms have viewed respite care as meeting a social, rather than an 
acute medical care, need. In addition, community systems of respite care can be difficult to 
organize because the level of need is intermittent and unpredictable. Family caregivers, rather 
than the patients who actually receive the care, often are viewed as the most direct  beneficiaries 
of respite care. With the indisputable conclusion that respite-care programs offer  society value 
and cost savings through postponement or avoidance of costly  institutionalization, bipartisan 
federal legislation was developed in 2003 to address respite-care issues. Entitled the Lifespan 
Respite Care Act, more than 200 national, state, and local organizations  advocated its passage, 
culminating in its signing into law in 2006.51 The law authorized $289 million over five years 
for state grants to develop respite programs. According to the National  Family Caregivers 
Association (now renamed Caregiver Action Network or CAN), the 2006 Act defined respite 
programs as “coordinated systems of accessible, community-based  respite-care  services for 
family caregivers of children and adults with special needs.”51 Passage of this  legislation was 
a landmark because it provided a nationwide acknowledgment of the inherent  economic 
value of the  informal  family-provided care system. To date, 33 states and the District of 
Columbia have received Lifespan Respite Care Program grants.52 The Lifespan Respite Care 
Reauthorization Act of 2015 requests $75 million, $15 million each year for fiscal years  
2016–2020.52 In  addition, as a major thrust of federal initiatives, the U.S. Administration on 
Aging (AoA) has  continued to pilot several demonstration programs targeted at determining 
the  cost-effectiveness and consumer acceptability of various combinations of  community-based 
services that support older persons’ ability to continue living independently. For the fiscal 
year 2016, the AoA Administration for Community Living requested Congress to fund $386.2  
million for home- and community-based support services, an increase of over $38 million 
above the fiscal year 2015 enacted level.53

Adult Day Care
An adult day care center may provide a supervised program of social activities and custodial care 
(social model), medical and rehabilitative care through skilled nursing (medical model), or spe-
cialized services for patients with Alzheimer’s disease or other forms of dementia. An adult day 
care center operates during daytime hours in a protective group setting located outside the recip-
ient’s home. The primary intent of adult day care is to prevent the premature and inappropriate 
institutionalization of older adults by providing socialization, health care, or both. Older adults 
maintain their mental and physical well-being longer and at a higher level when they continue to 
reside in their homes and their communities. Furthermore, for those who depend on the services 
of a regular family caregiver, an adult day care center can provide respite for the caregiver and 
therapeutic social contacts for the care recipient.54

The concept of adult day care grew out of social concern for the quality of life and care of 
older adults based on the work of Lionel Cousins, who in the 1960s established the first adult 
day care center in the United States to “prepare patients for discharge by teaching and promoting 
independent living skills.”55 Originally, development and growth in such programs were slow 
because there was no national policy to support the program concept and no permanent fund-
ing base, because the prototype Medicare and Medicaid programs supported and encouraged 
institutionalization. However, as the cost of institutionalization, the inhumanity of many nursing 
homes, and the burden placed on family caregivers were recognized, the focus of long-term care 
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was redirected toward support of community-based care as a preferred alternative to institu-
tionalization. In 1978, only 300 adult day care centers existed nationwide; but, according to the 
National Adult Day Services Association, by 2010, 4,000 were in operation, 80 percent of which 
were operated by not-for-profit organizations.56 By 2014, the number of adult day care centers in 
operation had increased to more than 5,685.57

The services that adult day care centers offer are similar, but the emphasis varies with the 
model they follow. Most adult day care centers offer a variety of medical, psychiatric, and nursing 
assessments; counseling; physical exercises; social services; crafts; and rehabilitation in activities 
of daily living skills. Special-purpose adult day care centers serve particular populations of clients, 
such as veterans, older persons with mental illnesses, the blind, people with Alzheimer’s disease, 
or people with cerebral palsy, for example.

Staffing patterns of adult day care programs vary from program to program and are directly 
related to the type of program and specific services offered; the mix of unskilled to skilled employ-
ees depends on the kinds of services being offered. Programs based on the medical model are 
more likely to employ more registered nurses, occupational therapists, and physical therapists to 
provide skilled assessment, direct care, and rehabilitative therapies than in a social model, where 
aides may perform most of the custodial care and a recreational therapist may be employed to plan 
and deliver recreational and socialization activities. The number of clients enrolled in an adult 
day care program varies according to the staffing pattern and facility size. The cost of care may 
vary widely depending on the range and scope of services provided. Medicare generally does not 
provide reimbursement for day care services. Medicaid may provide reimbursement for services 
in a medical model day care program, but this practice varies from state to state. Often, services 
are paid for through private fees or through programs supported by grant funds or by charitable 
or religious organizations.

Most centers are licensed by the states in which they operate.56 Most also are certified by 
the particular community agency that is funding the day care center. Licensure and credentialing 
ensure that the day care center meets at least the minimum standards and guidelines set by the 
overseeing agency that provides grant funding to the community agency and ensure that the over-
seeing agency has met all criteria for obtaining underlying federal government grants. Adult day 
care standards, which include organizational measurement and quality and information systems 
and outcomes quality, were first published in 1999 by the Commission on Accreditation of Reha-
bilitation Facilities along with the National Adult Day Services Association. The standards provide 
quality guidance to adult day care management, as well as recognition of the value of adult day care 
services in the overall continuum of long-term care.58

 ▸ Innovations in Long-Term Care
Innovative long-term care services that meet the diverse medical needs, personal desires, and life-
style choices of older Americans have made important strides over the years. The continuum of 
care model recognizes the complex configuration of individual needs and encourages the imple-
mentation of programs and services of adequate variety, intensity, and scope to provide the best 
configuration of care to any individual. Concepts such as aging in place, life care communities, 
naturally occurring retirement communities, and high-technology home care are some of the 
changes that offer enriched alternatives to long-term care recipients.
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Aging in Place
Moving to a nursing home or dependent care facility is seen by many as a change in lifestyle to be 
steadfastly avoided for as long as possible. Most people prefer to remain actively engaged in their 
own support and care, in their own residence, and within the context of their own family. Research 
indicates enhanced quality of life and longevity when older adults are able to remain in their own 
residences. The term aging in place in the context of older and frail persons refers to at least partial 
fulfillment of this desire. An aging-in-place healthcare system allows older adults to maintain their 
health while living as independently as possible in their own homes, without a costly, and in many 
cases traumatic, move to an institutional setting. At the federal, state, and local governmental lev-
els, as evidenced by legislation, and at the grassroots level, an increasingly favorable light is shining 
on the well-documented cost-effectiveness of healthcare programs that encourage the aging-in-
place concept and the concurrent maintenance of independent living.

Aging-in-place programs bring together a variety of health and other supportive services to 
enable participants to live independently in their own residences for as long as safely possible. 
Services that participants receive most frequently include:

 ■ Nursing services provided by registered and licensed nurses
 ■ Home care aide assistance
 ■ Homemaker services to assist with meals and housekeeping
 ■ A 24-hour emergency response system
 ■ Home-delivered groceries
 ■ Transportation to healthcare appointments

In 1972, a model of aging-in-place service delivery, called On Lok Senior Health Services, was 
established as a demonstration project to provide health services to a selected population of frail 
older people in San Francisco. The term On Lok derives from the Chinese language, meaning 
“peaceful and happy abode.”59 Participants in the On Lok program live in their own residences, 
and an interdisciplinary team of healthcare professionals manages their health care. When insti-
tutional care is required (either in a nursing home or hospital) or ancillary diagnostic or specialty 
physician services are needed, they are provided through contractual arrangements with outside 
providers. The prototype program was so successful that Congress mandated replication of this 
model by the establishment of demonstration programs, called the Program for All-Inclusive Care 
for the Elderly (PACE), in other parts of the country.59 The early success of PACE was evidenced by 
the fact that although clients were certified as eligible for nursing home placement, only 6 percent 
were placed in nursing homes; the rest were able to remain in their homes.60 Also impressive was 
the low hospitalization rate of participants when compared with typical Medicare beneficiaries 
with similar health status. Through provisions of the Balanced Budget Act of 1997, PACE earned 
a permanent status as a Medicare-approved benefit.60

Continuing Care Retirement and Life Care Communities
Continuing care retirement communities (CCRCs) are available for those Americans who do not 
wish to stay in their own homes as they get older yet are essentially well enough to avoid insti-
tutionalization. Recent estimates have placed the number of licensed CCRCs at nearly 1,900,61 
accommodating more than 600,000 older Americans,62 with the numbers of both the licensed 
facilities and their residents increasing every year. More than 80 percent of CCRCs have been 
operated by not-for-profit organizations.61 CCRCs provide residences on a retirement campus, 
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typically in apartment complexes designed for functional older adults. Unlike ordinary retirement 
communities that offer only specialized housing, CCRCs offer a comprehensive program of social 
services, meals, and access to contractual medical services in addition to housing. There are three 
types of CCRCs63:

 ■ Life care or extended contract/continuing life care community (CLCC): This is the most 
expensive option. It offers unlimited assisted living, medical treatment, and skilled nursing 
care without any additional charges as the resident’s needs change over time.

 ■ Modified contract: This contract offers a set of services provided for a specified length of 
time. When that time is expired, other services can be obtained but will have higher monthly 
fees.

 ■ Fee-for-service contract: The initial enrollment fee may be lower, but assisted living and 
skilled nursing are paid for at their market rates.

According to the American Association of Retired Persons (AARP), CCRCs provide the most 
expensive of all long-term care options and require an entrance fee as well as monthly charges.63 
Fees depend on a variety of factors including the resident’s health status, the type of housing cho-
sen, the size of the facility, and the type of service contract.63 Cost varies widely, and such programs 
require upfront entrance fees that can range from $100,000 to $1 million. Monthly charges can 
range from $3,000 to $5,000, but they may increase as needs change.63 However, as advocates for 
this lifestyle point out, many Americans approaching their retirement years have sufficient equity 
in their homes and investment income to pay the required entrance and monthly maintenance 
fees.

CLCCs achieve financial viability by using an insurance-based model and, as such, are regu-
lated by state insurance departments as well as other regulatory agencies to which their services 
may be subject in their respective states. The program administrators establish eligibility crite-
ria for participants using actuarial data from the insurance industry. The future lifetime medical 
costs of participants are anticipated, and rates and charges are set accordingly. Prospective CLCC 
residents are provided a contract outlining what the CLCC provides in terms of home accommo-
dations, social activities, services and amenities, and access to on-site levels of health care. Most 
CLCCs require a one-time entrance fee and a monthly fee as previously mentioned. There are 
many variations to the types of contracts offered.64 In general, services may include the following:

 ■ Meals
 ■ Scheduled transportation
 ■ Housekeeping services
 ■ Housing unit maintenance
 ■ Linen and personal laundry
 ■ Health monitoring
 ■ Wellness programs
 ■ Some utilities
 ■ Social activities
 ■ Home health care
 ■ Skilled nursing care

A life care community offers more comprehensive benefits and support systems for older persons 
than any other option available today in the United States. Fewer than 1 percent of older citi-
zens have taken advantage of this option in the past, in great part because of the expense and the 
requirement of an extended contractual commitment.
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Naturally Occurring Retirement Communities
A naturally occurring retirement community (NORC) is a term coined by Professor Michael 
Hunt of the University of Wisconsin–Madison in the 1980s to describe apartment buildings where 
most residents were 60 years of age or older. Now, the NORC acronym is widely used to describe 
apartment complexes, neighborhoods, or sections of communities where residents have opted to 
remain in their homes as they age.65 Today, numerous communities throughout the United States 
formally recognize NORCs.

The U.S. AoA recognized NORCs through the development of a competitive grant awards 
program for demonstration projects designed to test and evaluate methods to assist older Amer-
icans in their desire to age in place. Community centers and other not-for-profit organizations 
competed for grant funding, and demonstration projects were enacted in several states. NORC 
programs use a combination of services such as case management, nursing, social and recreational 
activities, health education, transportation, nutrition, and referral linkages to enhance quality of 
life and safety for older adults who wish to remain in their homes during their aging process.65 
NORCs have appeared to hold much potential as a positive alternative to institutionalization and 
offer possible cost savings for individuals and government.66

High-Technology Home Care: Hospitals Without Walls
Traditionally, home health care focused on providing supportive care to persons with long-term dis-
ability and chronic disease. Changes in reimbursement mechanisms to a prospective payment system 
based on diagnosis-related groups (DRGs) led to the more rapid discharge of all patients from hospi-
tals after episodes of hospitalization for acute illness, exacerbation of chronic disease, progression of 
disability, or surgery. Patients frequently are discharged to their homes while still requiring advanced 
intensive therapeutic treatments and relying on complex, high-technology services such as ventila-
tors, kidney dialysis, intravenous antibiotic therapy, parenteral nutrition, or cancer chemotherapy.

The delivery of high-technology home care not only is more cost-effective than hospitalization 
or institutionalization in a nursing home, but it also allows the client to move from the depen-
dent patient role to the more autonomous role as a client in their own residence. Home healthcare 
agencies have accommodated this trend toward provision of advanced high-technology therapy in 
the home setting through innovations in the type and organization of the specialty services they 
provide. Improvements and innovations have taken place in the portability, mobility, reliability, and 
cost of medical devices such as intravenous therapy pumps, long-term venous access devices, con-
tinuous ambulatory peritoneal dialysis equipment, and ventilators. Innovative teams of skilled prac-
titioners in specialized areas such as intravenous therapy and kidney dialysis and the concurrent 
development of innovative support teams of pharmacists and specialty technicians who prepare and 
deliver necessary intravenous, parenteral nutrition, and dialysis fluids and medications have made 
the home setting an appropriate environment for the delivery of high-technology therapies.

 ▸ Long-Term Care Insurance
Long-term care insurance (LTCI) is one financing option for the various components of long-term 
care. The earliest long-term care policies were first offered in the 1960s and covered only care in 
nursing homes.67 In 2016, the National Association of Insurance Commissioners reported that the 
long-term care insurance market covers more than 7 million Americans and that LTCI policies 
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provide coverage for long-term care in a variety of setting options such as nursing homes, assisted 
living, or in the home.67 Individuals purchase the majority of policies, but an increasing number 
of employers are now offering coverage through group purchase plans. The federal government 
has encouraged the purchase of long-term care policies by offering tax deductions to employers 
who offer long-term care insurance as a benefit. Almost all long-term care insurance policies sold 
today meet federal standards, specified by the Health Insurance Portability and Accountability Act 
of 1996, for favorable tax treatment. Many states also offer incentives to individuals in the form 
of income tax deductions for the purchase of tax-qualified long-term care policies.68 However, in 
ominous developments of the past few years, many long-term care insurers have left the market, 
and those remaining are facing financial difficulties for a variety of reasons.69 Major net effects 
include soaring premiums for subscribers, increasing numbers of policy abandonments, and con-
sumer reluctance to purchase the insurance in the first place.69

The ACA included a provision, the Community Living Assistance Services and Supports Act 
(CLASS Act), to establish a national voluntary long-term care insurance program funded through 
payroll deductions by persons at least 18 years of age. However, by late 2011, amid much contro-
versy, the Department of Health and Human Services eliminated the program with analysts noting 
that the CLASS Act suffered from “serious design flaws.” Advocates lamented the withdrawal of 
the Act as losing an opportunity to shift costs from the Medicaid program to private insurance.70

The benefits of LTCI policies vary across a broad spectrum. The most desirable policies cover 
services across the continuum of potential long-term care needs, with maximum subscriber flexi-
bility. Specialists counsel buyers to be wary of limitations relative to inflationary factors in the costs 
of coverage, renewal clauses, limits on payments for various modes of long-term care, require-
ments for prior hospitalization for eligibility for home care, cancellation features of policies, and 
lifetime benefit limits. As with life insurance, the premium cost reflects age and health status at 
purchase of the policy. LTCI companies also use underwriting criteria and may reject applicants or 
increase premiums for individuals with pre-existing conditions that render them at high risk for 
future long-term care services.

Insurance industry advocates and other analysts contend that individuals and society will 
benefit in the future from the proliferation of LTCI. In this view, public dependency, especially on 
Medicaid, to fund long-term care needs would decrease, and individuals would have the ability to 
access the highest quality long-term care services without risk of impoverishment.71

The decision to invest in an LTCI product is very personal and depends on many factors, 
primarily on the level of assets the individual has or expects to have at risk if long-term care is 
required. Other alternatives to LTCI, such as transferring assets to children to become financially 
eligible for Medicaid, using the equity in a home in a reverse mortgage, selecting special living 
arrangements, and using personal savings, are not universally applicable. All these options must be 
carefully assessed against the cost of LTCI to make viable and appropriate future plans.

 ▸ Future of Long-Term Care
The United States will need more and diverse long-term care programs in the future to serve 
increasing needs, especially of older adults. Some of the causes underlying the intensifying need 
for diverse long-term care service options include:

 ■ Changes in U.S. population demographics
 ■ Social and economic changes in families
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 ■ Increasingly sophisticated medical technology
 ■ Greater consumer sophistication and demands

Services such as the provision of transitional health care after hospitalization for medically com-
plex patients through integrated organizations such as patient-centered medical homes and 
accountable care organizations are components of system reforms to prevent hospital readmis-
sions and improve community-based coordination of care. Demonstrated cost-effectiveness and 
expressed patient preferences for community-based care are reflected in the ACA provisions. As 
discussed earlier, the ACA promotes increased consumer choice, flexibility, care coordination, and 
community-based rather than institutional care, holding promise for a more rational, less costly, 
and more coordinated long-term care system.

The ACA’s CLASS Act drew national attention to the need for universal financial coverage for 
long-term care and a potentially positive development occurred in 2013 in response to its elimina-
tion. A provision of the American Taxpayer Relief Act of 2012 required establishment of a Federal 
Long-term Care Commission effective in January, 2013.72 Constituted with a bi-partisan panel of 
15 political appointees with expertise in the long-term care industry, the Commission was charged 
to develop “a plan for the establishment, implementation, and financing of a comprehensive, coor-
dinated, and high quality system that ensures the availability of long-term services and supports 
for individuals in need of such supports… ” by September, 2013.72,73 Based upon its recommenda-
tions, the commission was granted authority to introduce legislation to Congress but never did so 
with one member noting, “We didn’t have the resources or time to get that done.”73 Kaiser Health 
News reported that the Commission had “meager financing for its operations, few staff members 
and little time” and because of delays in member appointments, had only 100 days to meet the 
deadline for its report.73 Ultimately, the Commission issued its report with nine members in agree-
ment with recommendations and six opposed. Five of the dissenting members issued alternative 
recommendations and concluded that the Commission’s recommendations “do not fulfill its com-
prehensive charge.”72 With a disappointing end product to the Commission’s work, a dissenting 
member, a Georgetown University Public Policy Institute scholar, reported, “The fundamental 
issue in getting people the long-term services and supports they need is an issue of financing and 
this commission did not address that issue.”73

In the face of failed federal efforts to address long-term care costs and growing financial chal-
lenges among long-term care insurers, it remains clear that political will and continuing advocacy 
on many fronts will be required to meet the long-term care needs of the burgeoning population of 
older Americans and others requiring long-term care.

Long-term care employees have traditionally been paid less and given less status than work-
ers in acute-care health services. The long-term care industry is enduring an employment crisis 
with an inadequate number and quality of applicants to fill vacancies in direct caregiver positions 
across all industry sectors. Factors contributing to the long-term care employment crisis include 
the following74:

 ■ The growing need for services
 ■ Competition among employers for qualified employees
 ■ Workload and working conditions
 ■ Employee turnover
 ■ Wages and benefits constrained by reimbursement policies
 ■ A lack of social supports for workers, including child care and transportation
 ■ A lack of opportunities for education and career mobility

Future of Long-Term Care 269



Staffing shortages seriously affect the quality of long-term care services. The industry’s ability to 
develop innovative approaches to attracting and retaining staff will have important implications 
as service demands swell with the aging of the baby-boom generation. Supported by government, 
not-for-profit organizations, and major philanthropies, identifying solutions to the staffing crises 
in long-term care has been the subject of ongoing research at academic and policy development 
institutions throughout the country.71,75 In a recent positive development, the U.S. Department 
of Labor extended federal wage protections to the nation’s 2 million home care workers through 
an amendment to the Federal Fair Labor Standards Act. Effective January 1, 2016, for the first 
time, home care workers will be entitled to the federal minimum wage, time-and-a-half pay for 
overtime, and pay for time spent traveling between client homes.76 Advocates believe these new 
federal protections may make home care employment more attractive and help ease the ongoing 
recruitment and retention challenges in the industry.76 Until recently, the needs of the informal 
caregiver system were virtually ignored. Significant legislative action at the federal and state levels 
only recently began to recognize these needs in terms of employer allowances and other program-
matic and economic considerations at the federal and state levels. In hopeful signs, several state 
legislatures now have paid family medical leave under consideration.

An undercurrent of concern continues to run beneath all aspects of long-term healthcare 
delivery, especially with regard to the development of responsive, patient-centered, quality-driven, 
accessible, affordable, and cost-effective healthcare services for all citizens—including the soci-
ety’s most vulnerable: people with chronic disabilities and frail older adults. As exemplified by the 
demise of the CLASS Act and the failure of the Commission on Long-term Care to produce legis-
lation, it is not possible to predict if or how Congress and the long-term care industry will develop 
solutions to the crises in meeting present and future long-term care needs for older Americans and 
others in need of these services. Insurance industry experts suggest the need for a national long-
term care strategy that incorporates four primary components: education and awareness, caregiv-
ing, healthy aging, and long-term care financing (FIGURE 9-8). It is certain however, that research 
and advocacy for long-term care reforms will be ongoing. As an example, in 2012 under the aus-
pices of the Convergence Center for Policy Resolution, a not-for-profit, non-partisan organization, 
the Long-Term Care Financing Collaborative (LTCFC) convened to develop “widely supportable 
and actionable recommendations for a public and private insurance-based financing system that 
empowers all people to receive high quality services and supports.”77 The LTCFC membership 
includes a diverse group of policy experts and stakeholders representing a broad political spec-
trum. In its latest report issued in February 2016, the LTCFC outlined five reform proposals77:

 ■ Clear private and public roles for long-term care financing
 ■ A new universal catastrophic long-term care insurance program to shift the current welfare 

based system to an insurance model.
 ■ Redefining Medicaid long-term services and supports to allow greater autonomy and choice 

in service settings
 ■ Encouraging private long-term care insurance initiatives to lower cost and increase enrollment
 ■ Increasing retirement savings and improving public education on long-term care costs and 

needs

Given the industry’s current unmet needs and rising demands, experimentation, innovation, 
and advocacy in the long-term healthcare system are sure to continue.
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Reproduced from Genworth Financial, reprinted with permission.

FIGURE 9-8 Components of a National Long-Term Care Strategy
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The United States Congress, in response to the imperative of addressing issues of cost, quality, 
and access to healthcare services, passed the Patient Protection and Affordable Care Act of 2010 
(ACA). The nation is still in the implementation phases for the ACA, which will continue through 
2018. When ACA insurance enrollment began in 2013, approximately 44.8 million persons of all 
ages were uninsured. By the third quarter of 2015, the law’s impact had decreased the number of 
uninsured to 28.8 million, 9.1 percent of the total population, with 16 million fewer uninsured 
than in 2013.1 Historically, this is the lowest rate of uninsured Americans. Yet, there is ongoing 
political polarization regarding whether or not the ACA is necessary, effective, or even harmful, 
with opinions divided along political party lines. Currently, both houses of the Congress have 
a Republican majority and President Obama is in his final year of office. The 2016 presiden-
tial and congressional elections will occur prior to this edition’s publication, making it impossi-
ble to predict the political climate of 2017 and beyond. However, over the past five years, there 
has been considerable contention about the ACA from the Republican majority, with more than 

Behavioral Health Services
Susan V . McLeer, MD, MS

CHAPTER OVERVIEW

This chapter provides an overview of behavioral health services in the United States . It examines 
historical trends and the forces affecting the distribution and types of behavioral health services . 
Epidemiologic data on the prevalence of psychiatric and substance disorders compared with the 
nation’s behavioral healthcare needs highlights gaps in service adequacy . Continuing changes in 
organization and fiscal structures resulting from the implementation of the Patient Protection and 
Affordable Care Act (ACA) are examined . The response of individual states to the ACA, specifically 
regarding Medicaid expansion and its impact on behavioral health services, is highlighted . Special 
challenges of the homeless and incarcerated mentally ill populations are noted . Behavioral health 
workforce shortages are discussed as are opportunities for improvement in the financing and delivery 
of behavioral health services throughout the nation .
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50 attempts to repeal the law finally resulting in a repeal bill sent to the President in January 2016 
that he promptly vetoed.2 Congressional gridlock and record-low legislative productivity has been 
an ongoing problem for six years. Nonetheless, change is happening. The paradigms used for pro-
viding care and the mechanisms for funding programs and individual care are undergoing rapid 
change.

In the midst of this change process, a new lexicon has emerged, requiring definitions. “Mental 
health care” now is often referred to as “behavioral health care,” with psychiatric care, a medical 
subspecialty, being but one aspect of an integrated approach to needed services. Usage of terms 
throughout the country is not uniform. Some jurisdictions, such as states or counties, have depart-
ments of mental health, whereas others have departments of behavioral health. The concept of 
“patient” has been replaced with “consumer” or “person/people.” All of these terms will be used in 
the chapter, depending on the time period and discussion context.

The paradigm for service provision to individuals has shifted from a treatment plan model, 
which formerly used a diagnosis-anchored, “problem-based” list, to a model that is “strength-
based.” The “Recovery Movement” has been well underway since 2004 and advocates for the pro-
vision of holistic care within the obvious context that a psychiatric illness or behavioral health 
issue is but one aspect of a person’s life. The task of recovery is self-directed, individualized, and 
 person-centered. It is founded on the principles that consumers must have opportunities for 
choice, self-direction, and empowerment. The model is similar to that used in working with indi-
viduals with other disabilities.

The implementation of the ACA, with a significant drop in the number of uninsured through-
out the country, has enabled many more people to seek care. This is turn, has resulted in a work-
force shortage in the behavioral health field. The workforce shortage is resulting in yet another 
paradigm shift in service delivery wherein psychiatrists are starting to think more about providing 
population-based services integrated with primary care providers than restricting services to only 
those provided directly in psychiatrists’ individual, office-based practices. These issues will be 
discussed more fully later in this chapter.

 ▸ Historical Overview
In the early years of our nation, the mentally ill were confined at home, in jails, or in almshouses, 
where they received no care and suffered severely. By 1817, a philosophical change occurred in 
Philadelphia when the Quakers established the first freestanding “asylum” where people with 
mental illness could receive kind, but firm, treatment while engaged in work, education, and 
recreation.3 Effective biological treatments were nonexistent, but psychosocial care was heavily 
influenced by the European movement for the moral treatment of the mentally ill. Unfortunately, 
few people nationally could access such care, and most continued to be confined under the most 
adverse circumstances in overcrowded asylums and hospitals that housed not only the mentally ill, 
but also criminals and homeless people.

Little changed until the end of World War I, when thousands of soldiers returned, suffering 
from “war neurosis.” This condition, also called “shell shock,” was synonymous with current 
criteria for posttraumatic stress disorder. Finally, in the 1930s and more than a decade after 
World War I ended, the first effective biological treatments for various types of mental illness 
emerged in the forms of insulin coma, drug-induced convulsions, electroconvulsive therapy, 
and psychosurgery. With the end of World War II, the federal government became active in 
the mental health field, passing the National Mental Health Act in 1946, which resulted in the 
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establishment of the National Institute of Mental Health (NIMH). Federal, state, and county 
public funds were allocated for mental health training, research, and service. The Department of 
Veterans Affairs recognized the need for increased services and established psychiatric hospitals 
and clinics.

During the 1940s and 1950s, psychiatric care was mainly provided in state-operated psychi-
atric hospitals.4 By the mid-1950s, the public psychiatric hospital population peaked at more than 
half a million people.5 Fortuitously, this peak corresponded with the development of the first psy-
choactive medications specifically targeting psychiatric disorders. These agents, chlorpromazine 
(Thorazine) and reserpine, were used for the treatment of schizophrenia and other psychotic dis-
orders. These pharmaceutical advances profoundly changed patterns of care, reducing the need 
for convulsive therapies and psychosurgery, and provided patients with effective interventions that 
allowed them to live outside of a psychiatric hospital. New outpatient services were developed as 
were transitional residential facilities, or halfway houses, for the mentally ill. As discussed later in 
this chapter, in addition to pharmaceutical advances, the implementation of new social programs 
and the development of community mental health centers for outpatient treatment facilitated a 
dramatic flow of discharges from psychiatric hospitals over succeeding years. From its peak in the 
mid-1950s at more than half a million people, by 1994 the number of inpatients in public psychi-
atric hospitals stood at approximately 72,000.5

In 1955, Congress established the Joint Commission on Mental Illness and Health. The Com-
mission attacked the quality of care and inadequate patient access to care in large state and county 
psychiatric hospitals. The Commission’s report stimulated a substantial shift in sites for the pro-
vision of mental health services from inpatient state and county psychiatric hospitals to outpa-
tient facilities. This was the first time a federal body had intervened to manage the allocation of 
resources for the mentally ill. In 1956, Social Security and Disability Insurance became accessible 
to the mentally ill.

By the early 1960s, the winds of change had been whipped up not only by the Commission, 
but also by the development of new psychotropic medications and psychosocial treatments that 
could provide effective intervention outside the hospital. Congress passed the Mental Retardation 
Facilities and Community Mental Health Centers Construction Act of 1963, resulting in new fed-
eral support for community-based services. Subsequently, entitlement programs became acces-
sible to the mentally ill, Medicaid and Medicare in 1965, Supplemental Security Income (SSI) in 
1974, and housing subsidies, among others.

Throughout the 1960s and 1970s, the federal government became even more involved 
in financing mental health care. Community mental health centers developed and expanded, 
and more health professionals entered the mental health field. By 1980, the number of patient 
care episodes delivered in organized mental health settings increased nearly fourfold, from 
1.7 million to 7 million.6 Most patients were seen in outpatient settings, and few were severely 
mentally ill.7 Insurers became concerned that psychiatric care was an uncontrolled health-
care cost and started limiting coverage for the treatment of mental illness. This was done by 
placing limits on the amount of service that would be reimbursed, such as lifetime limits, irre-
spective of the nature of the illness, and by developing discounted fee-for-service contracts 
with the costs of psychiatric care being reimbursed as a percentage of cost, a system that used 
different metrics than those used for reimbursement of the cost for non-psychiatric illnesses. 
Furthermore, insurers, concerned that psychiatric care would drain their coffers, started issu-
ing contracts that outsourced care and coverage for mental health care, a process referred 
to as carve-outs. Another method insurers used for cost control was capitation, as discussed 
in Chapter 8. With capitation, a set amount is paid for care of a defined patient population, 
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irrespective of the amount of service provided. Through these financing  initiatives,  non-parity 
of mental illness insurance coverage with insurance coverage for other categories of illness 
was established. When non-parity occurred, the behavioral health system was defined as “dif-
ferent” from other parts of the healthcare system. The issue of non-parity in coverage has 
plagued the financing mechanisms for behavioral health care for decades.

Simultaneously, with the development of new insurance structures and with a shift in focus 
toward ambulatory care within community mental health centers, many severely mentally ill 
patients, who formerly had been warehoused in large state or county psychiatric hospitals, were 
discharged from institutions to community boarding and nursing homes. This deinstitutional-
ization movement was presented as important to the rehabilitation of those with severe mental 
illness. Emphasis was placed on the necessity of providing service in community settings. States, 
through Medicaid, received financial incentives to move patients from inpatient settings to board-
ing houses. However, community resources remained limited for a variety of reasons, and many 
severely ill psychiatric patients were not able to access necessary services.

By the late-1970s, healthcare costs had soared, and the federal government became con-
cerned with identifying mechanisms for restraining health-related spending. Limited access 
to care, including financial barriers, continued to plague those with psychiatric disorders, lim-
iting individual recovery. Consequently psychosocial rehabilitation programs were expanded 
under Medicaid. Medicaid payment for outpatient behavioral health care was expanded and 
co-payment requirements for case management services were reduced. Patients with severe 
and persistent mental illness became eligible for SSI funding. These changes resulted in a sub-
stantial shift in quality of life for this population; however, by the mid-1980s, programs were 
sharply curtailed again, with cutbacks in housing subsidies, social services, and increased 
exclusion of people with psychiatric and substance abuse disorders from SSI benefits.

By 1990, the locus of mental health care in the United States had shifted from inpatient to out-
patient settings. Of the 1.7 million episodes of mental health services delivered in 1955, 77 percent 
were in inpatient settings and 23 percent in outpatient programs. By 1990, 67  percent of the 8.6 
million episodes of mental health services delivered were provided in outpatient programs, 7 per-
cent in partial hospitalization settings (not 24-hour facilities), and 21 percent in inpatient services.8

Since the 1990s, because of constant and rigorous pressure placed on Congress and legislative 
bodies by advocacy groups, the focus on severe psychiatric illness returned. The Medicare Pre-
scription Drug Improvement and Modernization Act of 2003 expanded drug coverage for older 
Americans. The Child Health Insurance Program (CHIP), originally enacted in 1987 and financed 
jointly by federal and state governments, increased the number of insured children in low-in-
come families. The issue of insurance parity for psychiatric and behavioral health care was finally 
addressed through the Wellstone–Domenici Parity Act of 2008.9

Through insurance coverage for people previously uninsured for financial reasons, or barriers 
due to pre-existing conditions, the ACA improves access to behavioral health services. In these 
ways, the ACA supports and reinforces the concept of insurance parity.10

However, in spite of advancements in therapies, financial assistance, and social supports for the 
severely mentally ill, negative effects of deinstitutionalization remain pervasive and persistent in the 
forms of homelessness and criminal incarceration among these individuals. The Substance Abuse 
and Mental Health Services Administration (SAMHSA) estimates that 26.2 percent of  sheltered 
homeless persons have a severe mental illness and that 34.7 percent of the same population have 
chronic substance abuse issues.11 Another estimate is that, at minimum, 26 percent of America’s 
homeless, 165,000 individuals, were seriously mentally ill at any given point in time.12 In 2014, 
health policy experts noted that “69 percent of them (jail inmates) have problems related to drugs, 

280 Chapter 10 Behavioral Health Services



alcohol, or both and 64 percent meet the criteria for mental illness at the time of their booking or 
during the 12 months prior to their arrest.”13 Citing reductions in availability of inpatient mental 
health services and under-funding of community mental health services, the same authors note 
that “jails and prisons have become the de facto mental health “system” for millions of under- 
or uninsured people with mental health problems and co-occurring mental health and substance 
abuse conditions.”13 Further, the American Psychiatric Association reports that incarcerated indi-
viduals now appear to have more severe types of mental illness than in the past, including psychotic 
and major mood disorders.14 For the mentally ill, homelessness and risks of incarceration are highly 
interrelated. Because homeless persons are at a severe disadvantage in accessing, obtaining, and 
maintaining needed treatment, their untreated conditions can lead to behaviors that subject them 
to incarceration. This phenomenon is not only profoundly deleterious to mentally ill persons, but 
also to their communities where they overburden already-overcrowded hospital emergency depart-
ments and strain law enforcement agency resources.15 With the Medicaid expansion and emphases 
on care coordination, the ACA offers hope for improving care for both homeless and incarcerated 
mentally ill persons. However, it is clear that given changes needed in the still very disjointed care 
delivery system, reaping the benefits of the reforming system for these highly vulnerable popula-
tions with complex needs will be extremely challenging for providers and policy makers.13

 ▸ Recipients of Psychiatric and Behavioral Health 
Services

Psychiatric illness is widespread in the U.S. population. The most recent statistics from the NIMH 
report that approximately 44 million, or 18 percent of American adults, experience a mental illness 
in a given year.16 FIGURE 10-1 depicts overall prevalence by gender, age groups, and race.16

However, many mental health disorders are temporary and have minimal effects on personal 
functioning. A subgroup of the population with diagnosed mental illnesses is classified as having 
a serious mental illness (SMI), resulting in “serious functional impairment which substantially 
interferes with or limits one or more major life activities.”17 This subgroup, estimated at 10 million 
adults aged 18 years or older, represents approximately 4 percent of all U.S. adults.17  This subgroup 
represents those at greatest risk and having the greatest need for service. FIGURE 10-2 depicts the 
overall prevalence of SMI and prevalence by gender, age groups, and race.17

Neuropsychiatric disorders are the leading cause of disability in the United States surpassing 
cardiovascular disease, cancer, and unintentional injuries as measured in units encompassing the 
total burden of disease and defined as disability-adjusted life years (DALYs). DALYs represent the 
total number of years lost to illness, disability, or premature death within a given population. They 
are calculated by adding the number of years of life lost to the number of years lived with disability 
for a certain disease or disorder. FIGURE 10-3 depicts World Health Organization estimates of cate-
gories of diseases and disorders and the percentage each category contributes to the total DALYs 
for the United States. As shown, neuropsychiatric disorders are the leading cause of disability in the 
United States, followed by cardiovascular and circulatory diseases.18 (See Figure 10-3.)

As depicted by FIGURE 10-4, of all DALYs caused by disorders in the mental and behavioral category, 
mood disorders and drug use account for more than 63 percent of the total.19 Figure 10-4 provides a percent-
age breakdown of total U.S. DALYs in the mental and behavioral disorders category.

People and their families suffer immeasurably from mental illness. Studies of the measurable costs 
for mental illness have examined both direct costs for behavioral health services and treatment as well 
as expenditures and losses secondary to disability. Estimates based on a 2002 database indicated that 
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FIGURE 10-1 Prevalence of Any Mental Illness Among U.S. Adults (2014)
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FIGURE 10-2 Prevalence of Serious Mental Illness Among U.S. Adults (2014)
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1. Neuropsychiatric disorders
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costs are comprised of disability benefits payments, healthcare expenditures, and lost earnings.20 (See 
FIGURE 10-5.) Federal estimates project 2014 expenditures on mental health and substance abuse treat-
ment alone at $239 billion, an increase of $121 billion or 49 percent since 2003.21
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In contrast to widely held assumptions, psychiatric disorders can now be diagnosed and 
treated as effectively as physical disorders. Disorders are classified according to criteria that pro-
vide predictability regarding the natural history of the illness and its treatment. Currently, there 
are 22 diagnostic categories in the American Psychiatric Association’s Diagnostic and Statistical 
Manual of Mental Disorders (DSM-V), and within these categories there are specific diagnostic 
criteria for more than 300 conditions.22 Criteria for specific diagnoses in each of these categories 
have been subjected to extensive field testing for diagnostic reliability and validity.

The co-existence of two diagnoses is called comorbidity. According to the National  Institute 
of Mental Health, nearly half of those with any psychiatric disorder meet criteria for two or more 
disorders, with severity strongly related to comorbidity.23 Epidemiologic Catchment Area Pro-
gram studies in both clinical and nonclinical settings have determined that the prevalence of sub-
stance abuse comorbidity ranges between 23 percent and 80 percent depending on the specific 
psychiatric diagnosis.24 In addition, clinical studies of people with intellectual disabilities, formerly 
referred to as mental retardation, have revealed considerable variation in prevalence estimates of 
co-morbid psychiatric disorders, ranging from 30 percent to 60 percent.25 Furthermore, mentally 
ill individuals have great difficulty in identifying and connecting with medical care services, and 
even when they do so, may have overwhelming challenges in complying with treatment plans. 
These circumstances often result in mentally ill persons delaying care and developing medical 
complications.

FIGURE 10-5 Annual Total Direct and Indirect Costs of Serious Mental Illness in 2002
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 ▸ Treatment Services
As noted above, in 2014, approximately 44 million adults ages 18 or older—18 percent of the adult 
population—met criteria for at least one psychiatric disorder in the previous 12-month period. Among 
the 20 million adults with a substance abuse disorder, more than 50 percent had a co-morbid psy-
chiatric disorder. Among the 44 million known to have a mental illness, only 40 percent were able 
to access mental health treatment services.26 In the subgroup with greatest need for treatment, those 
diagnosed with a SMI, only 42 percent received some form of treatment.27 These data do not take into 
consideration whether or not treatment was of adequate duration or quality. Those with SMI are most 
often treated within the mental health sector; however, others, less-severely afflicted, receive services 
and treatment in other settings. For example, within a 12-month period, of those who were diagnosed 
with a mental health problem, 41.1 percent received some treatment, including 12.3 percent treated by 
a psychiatrist, 16.0 percent treated by a non-psychiatrist mental health specialist, 22.8 percent treated 
by a primary care provider, 8.1 percent treated by a human services provider, and 6.8 percent treated 
by a complementary and alternative medical provider.28 The lack of care was greatest in traditionally 
underserved groups, such as the elderly and racial and ethnic minorities, as well as people with low 
incomes or no health insurance. Another notably underserved group was those living in rural areas 
where behavioral health services were not available.

 ▸ Barriers to Care
There are multiple factors associated with lack of access to care. These include:

 ■ Provider geographic distribution
 ■ Financial limitations
 ■ Lack of or inadequate health insurance
 ■ Stigma
 ■ Misunderstandings about the treatability of conditions
 ■ Personal and provider attitudes
 ■ Cultural issues
 ■ A poorly organized care delivery system

Patients with a mental illness and a substance use disorder experience additional barriers second-
ary to the stigma associated with substance abuse.

Substance abuse, including alcoholism, is a chronic brain disease, like many other psychi-
atric disorders. However, the general community and, more disturbingly, providers tend not to 
view substance abuse and addiction as a chronic illness but often instead attribute causality to a 
lack of will or a moral failure. Furthermore, if there is a relapse, rather than seeing the relapse as 
a characteristic of the disease, the person who has relapsed is apt to be removed from the treat-
ment program. This is due to providers failing to recognize that by its nature, substance abuse is 
a chronic illness and is subject to fluctuations that include improvements in function, periods of 
stabilization, and relapses.29

Children and Adolescents
Data on the use of mental health services by children and adolescents diagnosed with mental disorders 
first became available in 1999 following a NIMH survey of children and adolescents between ages 9 
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and 17. Only 9 percent of children and adolescents had been able to access and receive some mental 
health services in the general medical and specialty mental health delivery sectors. This accounted 
for fewer than half of those with a diagnosed mental illness. The study found that the largest provider 
of services to children and youth was the school system.30 In 2009, results from a larger study indi-
cated that the prevalence of mental health disorders in children aged 4–17 had increased more than 
40 percent between the mid-1990s and 2006, with 7 percent of this population being diagnosed with 
at least one psychiatric illness. Increased sensitivity and use of screening tools by primary care phy-
sicians appeared to have had a major effect on findings. The rate of mental illness diagnosis among 
children aged 4–17 seen in primary care offices doubled between 1996 and 2006.31 However, access to 
care remains problematic, particularly for children with severe disorders. The American Association 
for Child and Adolescent Psychiatry reported in 2016 that there is an ongoing critical shortage of U.S. 
child and adolescent psychiatrists compounded by severe geographic maldistribution particularly in 
low-socioeconomic and rural areas.32

Clinical research involving children and adolescents suffering from mental illness has lagged 
considerably behind that for adults. Inadequate research has been particularly notable regarding 
pharmaceuticals to treat all types of children’s illnesses. In response, Congress passed two laws to 
increase the study of drugs in children. In 2002, the Best Pharmaceuticals for Children Act (BPCA) 
was enacted and reauthorized in 2007 to establish and conduct a program for pediatric drug devel-
opment through the National Institutes of Health (NIH). The BPCA’s intent is threefold:33

 ■ Identify and prioritize drugs needing study
 ■ Develop study requests in collaboration with NIH, Food and Drug Administration, and other 

organization experts
 ■ Conduct studies on priority drugs after manufacturers decline to do so.

The Pediatric Research Equity Act (PREA) of 2003 recognized that some drugs that work 
for adults may not work for children. The Act also recognizes that a drug’s use in children may 
entail safety concerns or dosage parameters that differ from those in adults. For these reasons, 
PREA requires drug companies to study products in children for the same use for which they were 
approved in adults.34 These laws have resulted in some gains. Prior to their enactment, more than 
80 percent of the drugs approved for adult use were being used in children, even though their 
safety and effectiveness had not been established in children. Today, the number has been reduced 
to about 50 percent. Clearly, there remains much need for improvement.34

Although diagnostic techniques have been highly refined through standardized diagnostic 
interviews and symptom rating scales that facilitate accurate identification of those in need of 
service, research funding for treatment of mental illness in childhood and adolescence has not 
kept pace. The effects of a mental disorder on the developmental process of children are only 
beginning to be appreciated, but they clearly impact development in emotional, social, and cog-
nitive domains. Moreover, few practitioners access research findings regarding treatment efficacy, 
and there are inadequate numbers of well-trained child and adolescent psychiatrists available for 
the population at risk. The need for expanding the workforce, developing early interventions, pro-
viding treatment and rehabilitation services, and seeking enhanced funding for research is critical.

Older Adults
Although many advances have been made in the treatment of mental disorders, a crisis looms 
in providing behavioral health services to the older population. The number of persons ages 65 
years or older is expected to grow to 21.7 percent of the population by 2040, totaling 82.3 million. 
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A current U.S. Census projection estimates that the population 65 years or older will more than 
double in number between the years 2013 and 2060, reaching 98.2 million by year 2060. People 65 
years old and older represented 12.9 percent of the population in 2009, but this group is expected 
to increase in number and represent 19 percent of the population, more than 72.1 million people, 
by 2030.35 In addition to this increase in sheer volume, epidemiologic studies have indicated that 
baby-boomer cohorts have high prevalence rates for depression, suicide, anxiety, and alcohol and 
drug abuse.36

Studies have indicated that one in four older Americans has a significant psychiatric disorder, 
with depression and anxiety disorders being the most common. The prevalence of psychiatric 
disorders in the aging population is expected to more than double over the next 25 years with 
numbers increasing from 7 to 15 million people. In addition, there looms yet another problem 
regarding the abuse of alcohol and substances, particularly the abuse and misuse of prescription 
medication. Estimates note that 1.7 million older adults abused substances and alcohol and that 
the prevalence is expected to increase to 4.4 million by 2020.37

The implications of these findings on future resource allocation decisions are enormous. 
Although older adults suffer from many of the same mental disorders as their younger counter-
parts, diagnosis and treatment are complicated by medical conditions that mimic or mask psy-
chiatric disorders. Older adults also are more likely to be reluctant to report symptoms and tend 
to emphasize physical complaints, minimizing complaints about their mental status. Stereotypes 
about aging predispose older adults to believe that adverse mental changes are to be expected, 
contributing to a tendency to minimize the symptoms associated with a psychiatric disorder. Fears 
of developing dementia are omnipresent and add to reluctance in symptom disclosure. Such con-
cerns make assessment and accurate diagnosis challenging. 38

 ▸ The Organization of Psychiatric and Behavioral 
Health Services

Psychiatric disorders and behavioral health problems are treated by an array of providers repre-
senting multiple disciplines working in both public and private settings. The loose coordination 
of facilities and services has resulted in the mental health delivery system being referred to as a 
de-facto mental health service system,39 structured with four highly compartmentalized sectors 
characterized by poor inter-sector communication and isolated funding streams.40

The psychiatric and behavioral health sector consists of behavioral health professionals, such 
as psychiatrists, psychologists, psychiatric nurses, psychiatric social workers, and behavioral health 
clinicians working in outpatient settings. More recently, providers are hiring peer specialists, peo-
ple with a psychiatric or substance abuse disorder, who are trained to help others in accessing care 
and developing a recovery plan. Early reports suggest that peer specialists are particularly helpful 
in enhancing treatment compliance and community integration.

Most acute care is provided in psychiatric units of general hospitals or beds located through-
out hospitals. Intensive treatment for adults and children is provided in private psychiatric hospi-
tals, with residential treatment centers being available for children and adolescents. Public-sector 
facilities include state and county mental hospitals and multiservice facilities that provide or coor-
dinate a wide range of outpatient, intensive case management, partial hospitalization, or inpatient 
services. Very few long-term care inpatient facilities remain, with most care being provided within 
the community. Currently, there is a movement away from large community residential facilities 
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for the mentally ill toward an increased focus on independent living accommodations such as 
apartments for mentally ill people in need of housing. Case managers work with people to enhance 
their daily living skills, their use of the public transportation systems, and their ability to access 
care as well as other resources within the community.

The primary care sector consists of healthcare professionals, such as internists, family practi-
tioners, pediatricians, and nurse practitioners in private office-based practices, clinics, hospitals, 
and nursing homes. This sector often is the initial point of contact and may be the only source of 
mental health services for a large proportion of people with psychiatric or behavioral health disor-
ders. The rates of mental health diagnosis in the primary care setting have increased materially in 
the past decade, doubling for children and increasing by almost 30 percent for adults.7

The human services sector consists of social service agencies, school-based counseling 
 services, residential rehabilitation services, vocational rehabilitation services, criminal justice/
prison-based services, and religious professional counselors. With the recession of 2008, the role 
of this sector shifted as many states faced significant challenges in balancing their budgets. With 
increased unemployment and business closures, state revenues were deficient. Consequently, 
many states decreased services within the human service and mental health sectors, with few of 
these services being restored as of the first quarter of 2016. This has resulted in people with  mental 
illness facing even greater financial and resource barriers to accessing care. In addition, many 
have experienced significant losses in welfare benefits that have resulted in an inability to pay 
insurance co-pays for service visits and, more importantly, an inability to pay co-pays for medi-
cation. Decreased personal revenues, including reductions in state-supported general assistance, 
have resulted in an increase in the homeless population and an increased feeling of desperation 
among those mentally ill people who have limited financial resources. These economic circum-
stances and resulting barriers to care have caused exacerbations of symptoms among mentally ill 
persons who previously had been stable and productive. Co-morbid substance use and abuse has 
increased as well as petty crimes. As a consequence, many people with SMI have transitioned from 
the psychiatric and behavioral health sector into the human service sector, specifically into the 
criminal justice and prison system. Compounding the tragedy of imprisonment is the limited and 
variable quality of treatment programs for substance abuse and mental illness within the prison 
health system. Costs for treating people with a psychiatric disability in prisons far exceed the 
costs of treating and supporting them within the community. The old adage of “a penny wise, a 
pound foolish” appears to apply to those states where budget cuts have shifted care from programs 
specifically designed to care for people with mental illness and substance abuse disorders into 
the criminal justice and prison systems. It remains an abysmal reality that, in fact, U.S. prisons 
of today have earned a remarkable resemblance to the early asylums that warehoused individuals 
prior to scientific understanding of mental illness and treatment. Mentally ill prisoners, like their 
counterparts from the 1700s and 1800s, without political voice, are among the most vulnerable 
people in U.S. society.

The volunteer support network sector consists of self-help groups and family advocacy groups. 
This sector has been invaluable in shifting public attention to people with persistent and severe mental 
illness. Advocacy groups also have had a major impact on Congress in its appropriations for funding 
research focused on mental illness and substance abuse disorders through the National Institutes of 
Health. Numerous national and state public and private advocacy organizations participate in efforts 
to illuminate the needs of mentally ill and disabled persons at the federal state and local levels. Orga-
nizations encompass a broad range of activities from lobbying federal and state legislatures on legal 
and funding issues to promoting behavioral health awareness and reducing mental illness stigma.41 
For organization details, readers are encouraged to consult the reference noted and its numerous links.
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 ▸ Paradigm Shifts
Within the last five years, there have been two paradigm shifts directed toward turning the de-facto 
mental health system into a more integrated and effective system of care.

Recovery Oriented Systems of Care
The recovery transformation of the mental health system was first introduced in 2002 by the 
Freedom Commission on Mental Health, established by executive order of President George W. 
Bush.42 In 2004, there was a National Consensus Conference on Mental Health Recovery and 
Mental Health Systems Transformation.43 This invitational conference was sponsored by the 
U.S. Department of Health and Human Services and the Interagency Committee on Disability 
Research in partnership with six other federal agencies. At this conference, recovery was cited 
as the single most important goal for transforming mental health care in America. The focus on 
choice, strength-based empowerment of the consumer, and the establishment of hope for a better 
life culminated in a true paradigm shift for both assessment and treatment planning.

Recovery is the process of pursuing a fulfilling and contributing life, regardless of the dif-
ficulties one has faced. The Recovery Oriented Systems of Care (ROSC) provides a holistic and 
integrated approach to care, seeking to enhance a person’s positive self-image and identity. The 
overarching goals in ROSC are to empower mentally ill people through the provision of choices 
and a vision of a hopeful future. Evaluations, formerly focused on establishing a diagnosis and a 
list of problems, are now, through the ROSC, person-centered and strength-based. Diagnoses and 
specific problems remain important but are now viewed as issues that must be managed within the 
context of life goals that have the potential to enhance the person’s quality of life and self-identity. 
Actively linking a person’s strengths with family and community resources are critical steps. Peer 
specialists facilitate initial contacts between a person and the providers of care, and facilitate a per-
son’s connections with resources in the community. Resources may be illness related, but they also 
may be related to the planning of leisure activities, shopping, and other normalizing activities. The 
ROSC shifts care from the old episodic care model to one that emphasizes continuity. Choice is 
provided through the treatment planning process. Both providers and individuals are encouraged 
to focus beyond symptoms of mental illness and articulate needs and desires for housing, utiliza-
tion of public transportation systems, employment, leisure activities, or even a weight-reduction 
strategy. In ROSC, the traditional treatment plan targeting symptom reduction shifts to that of a 
“hope plan” for the individual’s future.44

Integration of Primary Care and Behavioral Health Services
More than 60 percent of people with psychiatric illness are unable to access any kind of psychiatric 
care, and more than half of those who do, access and receive care in primary care settings.21 In addition, 
people with psychiatric illness, particularly those with SMI, die 15–20 years earlier than people without 
psychiatric illness.45 Moreover, many of the medications used to treat SMI pose an increased risk for 
the development of metabolic syndrome (high cholesterol, diabetes, and heart disease) whereas others 
have complex interactions with other medications that the person may be taking for  non-psychiatric 
conditions. As a result, it is crucial that behavioral health services become increasingly integrated 
with primary care services. From the perspective of the primary care providers, there is great need for 
 consultation from psychiatrists and behavioral health specialists, particularly given that primary care 
providers carry much of the burden for early diagnosis of mental illness and substance abuse disorders. 
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Yet, psychiatrists and other behavioral health professionals have traditionally not been involved with 
the primary care treatment team. Finances have been a major barrier to involvement, particularly the 
problems posed by insurance non-parity, which has made it difficult, if not impossible, for the behav-
ioral health clinicians to cover costs within a primary care setting.

The ACA provides the mechanisms and funding for massive expansion of insurance cover-
age through private health insurance exchanges and Medicaid expansion. Under the ACA, the 
individual mandate for health insurance coverage requires that if the insurance plan provides 
coverage for psychiatric and behavioral health care, then that coverage must be equivalent to 
that provided for non-psychiatric medical disorders. However, an insurer is not required to offer 
coverage for all behavioral health conditions. This means that insurers, not infrequently, use this 
loophole as a methodology for trimming costs. Hence insurers are able to continue decreasing 
access to services for behavioral health care. Nonetheless, new models of care are emerging that 
emphasize the integration of behavioral health services with primary care. Multiple models for 
facilitating such integration are being studied, with the Collaborative Care Model as the most 
prominent and evidence-based.46–48 Within the Collaborative Care Model, the behavioral health 
provider is not a psychiatrist, but an individual with behavioral health training, such as a psychol-
ogist with a master’s or doctoral degree, a social worker, or a case worker. Behavioral health pro-
viders are usually embedded in a primary care office or clinic and use a variety of screening tools 
and standardized rating scales to identify patients in need of care. The psychiatrist, as a medical 
specialist, provides much indirect patient care by reviewing screening interview and standard-
ized rating scales results, conducting caseload-focused registry reviews, and providing follow-up 
consultation with the behavioral health specialists and the primary care provider. Direct patient 
care by the psychiatrist is infrequent, but it may be required for complicated cases which are not 
responding adequately to care provided through the primary care physician and/or the behav-
ioral health specialist.

To date, widespread implementation of integrated care models has been hindered by two 
major issues: (1) the availability of sustainable funding, and (2) the availability of a sufficient 
behavioral healthcare workforce. Sustainable financing mechanisms have not been devel-
oped adequately or established for any of the integrated care models. Siloed funding streams 
and the lack of mechanisms for reimbursing providers for indirect patient care through the 
currently predominant fee-for-service billing systems are a substantial part of the problem. 
Effective models of integrated care, for the most part, have had grant funding from either the 
federal or state governments, with some having private foundation funding. As discussed in 
several other topics of this text, the issue remains as to what mechanisms will be developed 
that are sufficient for sustainable funding. Bundled payments, case-based rates, and global 
capitation are under consideration as possible mechanisms for sustaining funding of inte-
grated care programs.

Integrated care also requires access to a considerable behavioral healthcare workforce. Many 
of the current behavioral health specialists and psychiatrists will require retraining to acquire skills 
and techniques necessary for working with a population-based care model. Many specialty orga-
nizations are working on the development and implementation of new training for practitioners. 
Many of the retraining programs are being supported by grant funding at this time. What is clear 
is that the new skills and techniques for service delivery must be subsumed by established training 
programs if future needs are to be met. Finally, the use of telemedicine for providing care to remote 
communities and underserved areas will be a critical part of the answer to workforce shortages.47, 49 
Nonetheless, even with the challenges of funding programs and workforce development, there is 
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much optimism among both providers and insurers regarding the integration of psychiatric and 
primary care services. Early reports suggest that the integrative methodology improves health 
outcomes and, in the long run, will decrease healthcare costs.50, 51

 ▸ Financing Psychiatric and Behavioral Health 
Services

Mental health services are funded in many ways, including private health insurance, Medicaid, 
Medicare, state and county funding, as well as contracts and grants. As noted in the historic review 
of mental health services, the history of insurance coverage for behavioral health services has been 
one of unequal coverage for psychiatric and behavioral health disorders when compared to cover-
age for non-psychiatric medical illnesses. As explained previously, “non-parity” has been used to 
describe insurance inequalities. Insurance inequalities have taken many forms and imposed severe 
limitations on the amount and kind of care people with chronic and severe mental illness, such 
as schizophrenia, have been able to access. Recognizing that schizophrenia is a chronic illness not 
unlike some of the non-psychiatric chronic illnesses, such as multiple sclerosis, diabetes, stroke, 
and heart disease, it becomes apparent that the insurers have produced huge inequities biased 
against people with mental illness.

The Mental Health Parity Act of 1996 was approved by the U.S. Congress with over-
whelming bipartisan support. Enacted in 1998, this legislation equated aggregated lifetime 
limits and annual limits for mental health services with aggregate lifetime and annual lim-
its for medical care; however, the law allowed many cost-shifting loopholes, such as setting 
limits on psychiatric inpatient days, prescription drugs, outpatient visits, raising coinsurance 
and deductibles, and modifying the definition of medical necessity.52 The Act did not require 
employers to offer mental health coverage, nor did it impose any limits on insurance co-pay-
ments, deductibles, days, or visits. Furthermore, coverage was not required for people suffer-
ing from substance use and abuse disorders, which are psychiatric disorders with substantial 
public health significance.

In 2008, contained within the Emergency Economic Stabilization Act, Senators Paul Well-
stone (D-Minnesota) and Pete Domenici (R-New Mexico) proposed the Mental Health Parity and 
Addiction Equity Act (MHPAEA) to build upon the Mental Health Parity Act of 1996. Enacted in 
2008 with bipartisan support, the law took effect in October 2009. It was intended to end health 
insurance benefit inequity between mental health and substance abuse benefits and medical/sur-
gical benefits for group health plans with more than 50 employees. Significant features of the 
legislation include the following:

 ■ Equity coverage applicable to all deductibles, co-payments, coinsurance, and out-of-pocket 
expenses and to all treatment limitations including frequency of treatment, numbers of visits, 
days of coverage, or other similar limits

 ■ Parity coverage for annual and lifetime dollar limits with medical coverage
 ■ Broad definition of mental health and substance abuse benefits
 ■ If a plan offers two or more benefit packages, the parity requirements apply to each package
 ■ Mental health/substance abuse benefit coverage is not mandated, but if a plan offers such 

coverage, it must be provided at parity with other medical/health benefits coverage
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 ■ A group health plan or coverage that provides out-of-network coverage for medical/surgical 
benefits also must provide out-of-network coverage, at parity, for mental health/substance use 
disorder benefits

 ■ Preserves existing state parity laws and would only preempt a state law that “prevents the 
application” of the federal act. Therefore, state parity laws applicable to health insurance cov-
erage continue in effect unless the state laws conflicts with Act’s ban on inequitable financial 
requirements and treatment limitations.53

However, as of the end of 2015, it was clear that the intent of the MHPAEA can still be avoided by 
applying non-quantitative treatment limitations (NQTLs) for almost all of the psychiatric and sub-
stance abuse disorders and applying few NQTLs to non-psychiatric illnesses. NQTLs are defined 
as treatment limits “which otherwise limit the scope or duration of benefits for treatment and are 
not expressed numerically.”54 An example of an NQTL is applying a requirement for pre-authori-
zation of services.54 Clearly, regulators need to develop:

 ■ Standards for disclosure of criteria for medical/surgical benefits
 ■ Standards that health plans should use in establishing that the plans have applied NQTLs in a 

“comparable and no more stringent manner” than for medical/surgical benefits
 ■ Standards for determining what constitutes “recognized clinically appropriate standards of 

care”
 ■ Standards for delineating parity in scope of service.55

Public Funding of Behavioral Health Care
Because historically, many U.S. citizens lacked adequate or even basic health insurance coverage 
for the treatment of psychiatric or substance abuse disorders, most people with severe mental 
illness had coverage through publicly funded insurance, such as Medicaid or managed Medic-
aid programs funded by the states, with federal matching funds based on preset formulas dis-
cussed in detail in Chapter 8. With regard to financing mental health services, the ACA is clearly 
a “game changer,” through its appropriation of an estimated $100 billion over a 10-year period 
(2010–2019) in mandatory funding and authorization of another $100 billion over the same time 
period in discretionary funding, subject to the Congress’ annual appropriation process. Assuming 
the ACA stays largely intact through political changes of the next years, the insurance reforms it 
mandates can be expected to have a major impact on the financing of psychiatric and behavioral 
health care.

In July 2012, the Congressional Budget Office estimated that 55 million Americans under 
the age of 65 and 20 percent of those over the age of 65 were uninsured.56 Most uninsured peo-
ple, because of limited finances, have been less likely to seek care for symptoms of mental illness. 
Under the ACA, the pool of insured people has been expanded considerably by two mechanisms: 
(1) the establishment of state-based affordable health insurance exchanges, and (2) the expansion 
of Medicaid. As noted previously in this chapter, because of the ACA, the percentage of uninsured 
Americans dropped to 9.2 percent, an historic low.1

As discussed extensively in this text, the ACA requires most Americans to obtain basic health 
insurance coverage. Significant for behavioral health, the ACA mandates behavioral health cover-
age for most health insurers, and parity is required both under the ACA and the MHPAEA. How-
ever, as has been discussed in this chapter, there still remain additional mechanisms for restricting 
benefits for mental health services through NQTLs.55
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The ACA targeted Medicaid for expansion by January 1, 2014, providing eligibility for 
nearly all people under the age of 65 with income below 138 percent of the federal poverty level 
(FPL). This expansion would have affected millions of low-income adults, with and without 
children, and in some instances children currently covered through the CHIP. It was antici-
pated that if all states participated in the Medicaid expansion, by 2020, an additional 20 mil-
lion people would be covered by Medicaid.57 Theoretically, this expansion of Medicaid would 
have improved access to psychiatric and behavioral health services. However, the decision of 
the U.S. Supreme Court in June 2012 enabled states to opt out from Medicaid expansion. This 
decision decreased the number of people covered under Medicaid, but those individuals, still 
being mandated to carry insurance, were eligible to purchase basic insurance through the state 
health insurance exchanges; they were eligible for a subsidy to make the purchasing of insur-
ance relatively affordable. However, states also can decrease the number of people on Medicaid 
by seeking Medicaid federal waivers to alter Medicaid benefits. Waivers have had a particularly 
adverse impact on people with SMI. The ACA Medicaid expansion is discussed in detail in 
Chapter 8 of this text.

Prior to the ACA, the federal government’s matching funds to states covered the majority of costs 
for providing care to Medicaid beneficiaries, with each state’s federal matching funds dependent on 
its per-capita income. CHIP was financed by both the state and the federal government, with federal 
matching funds at a capped amount determined by block grants, significantly higher than that for Med-
icaid. The ACA made states’ Medicaid expansion “budget neutral” by covering 100 percent of expan-
sion costs with federal funding for 2014–2016 and 90 percent of expansion costs in 2020 and beyond.58

The significance of the ACA for U.S. behavioral health services is enormous. Millions of 
previously disenfranchised, low-income people and their children now have access to Medicaid 
coverage, removing major financial barriers to accessing psychiatric and behavioral healthcare 
services. However, in accord with the U.S. Supreme Court’s decision of June 2012, at March 2016, 
31 states and the District of Columbia had adopted the expansion, 16 states had not, and 3 states 
had Medicaid expansion under consideration.58

Because of state Medicaid expansion decisions, Medicaid eligibility remains limited for those 
in states which have not participated. Low-income individuals in these states fall into a coverage 
gap, with too much income to qualify for Medicaid eligibility and too little income to qualify for 
federal subsidies in purchasing health insurance through Marketplace exchanges.59

An estimated 2.9 million adults fall into this coverage gap, most living in the southern regions 
of the United States. More than half of the people in the coverage gap are people of color. Nearly 
two-thirds of the adults affected live in a family with a working family member, but the worker 
does not have a job which offers health insurance. As FIGURE 10-6 illustrates, adoption of Medicaid 
expansion by all states would eliminate this coverage gap by making many more people eligible for 
financial assistance.59 FIGURE 10-7 depicts the reach of ACA’s intended Medicaid coverage expan-
sion to low-income adults.59

Cost Containment Mechanisms
As in other healthcare sectors, managed care programs were designed to control costs through 
financial incentives which reward outcomes of care, not service utilization. Today, of the 
approximately 90 percent of Americans who have health insurance, or 154.3 million people, 
49 percent of the non-elderly U.S. adult population receive health insurance through their 
employers. The remainder is insured through other means, with non-group private insurance 
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accounting for 6 percent, Medicaid 19 percent, Medicare 13 percent, and other public  insurers 
2 percent.60 Employer surveys indicate that 99 percent of all workers covered by employer 
benefits are enrolled in some type of managed care plan.61 Managed care systems for peo-
ple with mental illness tightly control utilization and closely monitor heavy users of mental 
health services. Before the passage of the MHPAEA of 2008, managed care firms often did 
not incorporate coverage for mental illness in their basic contracts because of concerns about 
the costs of chronic care. If coverage was provided, it was “carved out,” and outsourced to 
a subcontractor, known as a Managed Behavioral Healthcare Organization (MBHO), which 
would assume the financial risk as well as the benefits of managing budgets and authorization 
for access to mental health services. The past practice of limiting mental health benefits to a 
greater extent than general healthcare benefits is no longer permitted under the federal parity 
laws, and the U.S. Department of Labor has been charged with monitoring and insuring com-
pliance with parity laws and regulations.

Public sector initiatives have paralleled private sector efforts in using MBHOs to control costs. 
Recent research indicates that MBHOs, both within the public and private sector, have facilitated 
access and coordinated care for those in greatest need as more people with SMI are now more 
likely to receive mental health specialty services than in the past.62, 63
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FIGURE 10-6 Adoption of Medicaid Expansion 

If all states adopted the Medicaid expansion, the coverage gap would be eliminated and 59 percent of 
the nonelderly uninsured would be eligible for financial assistance
Modified from: The Henry J. Kaiser Family Foundation. The Kaiser Commission on Medicaid and the Uninsured. Who is impacted by the coverage gap in states that have not adopted the Medicaid expansion?
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 ▸ The Future of Psychiatric and Behavioral Health 
Services

As previously noted, there have been significant paradigm changes in psychiatric and behavioral 
healthcare and service organization. Qualitatively, the shift to a recovery model of care provides 
for a strength-based system, individualized in accord with client-directed life goals and objectives, 
with the psychiatrist being but one component of an array of providers. First, the hope is that the 
new paradigm will produce a substantial, sustained shift from the practitioner or provider-driven 
system focused on diagnosis-anchored problems. Second, it is cautiously anticipated that contin-
ued experimentation will produce findings that support the move toward fully integrating psychi-
atry and behavioral health services with primary care and away from a separate and more isolated 
model of care. Both of these shifts will be transforming events, which will qualitatively change the 
face of psychiatric and behavioral health care, if not all health care nationally. However, the real 
“game changer” is the ACA, which, for vast numbers of Americans, will assure access to affordable 
health insurance and mandate parity of behavioral health benefits. As these new initiatives and 
healthcare laws are implemented, it is expected that overall health services will be improved by 
assuring increased access to needed psychiatric and behavioral health services, and by increasing 
the likelihood that those with SMI will be able to access primary care services. Integration of 
behavioral health with primary care services will go a long way in reducing untoward effects from 

Notes: 138% FPL = $16,242 for an individual and $27,724 for a family of three in 2015.

As enacted, the ACA Medicaid expansion would cover adults up to 138%
FPL in all states, filling long-standing gaps in coverage.
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FIGURE 10-7 The Reach of ACA’s Intended Medicaid Coverage Expansion to Low-Income Adults
Reproduced from: The Henry J. Kaiser Family Foundation. The Kaiser Commission on Medicaid and the Uninsured. Who is impacted by the coverage gap in states that have not adopted the Medicaid expansion?
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 ▸ Public Health Defined
The term public health most broadly defined, refers to efforts communities make to cope with the 
health problems that arise when people live in groups. Community life creates the need to control 
the transmission of communicable diseases, maintain a sanitary environment, provide safe water 
and food, and sustain disabled and low-income populations.1 More specifically, the World Health 
Organization defines public health as, “all organized measures (whether public or private) to pre-
vent disease, promote health, and prolong life among the population as a whole.”2 The Centers 
for Disease Control and Prevention (CDC) defines public health as “the science of protecting 
and improving the health of families and communities through promotion of healthy lifestyles, 
research for disease and injury prevention, and detection and control of infectious diseases.”3

Grounded in the tenets of social justice, public health applies the principles of medicine, epi-
demiology, statistics, social and behavioral sciences, environmental sciences, and other disciplines 

Public Health and the Role of 
Government in Health Care

CHAPTER OVERVIEW

This chapter presents the history of governmental efforts to promote population health through 
disease prevention and intervention . It traces efforts to protect the public’s health, begun in early 
European history and transferred to Colonial America, with emphasis on their purpose, motivation, and 
results . Trends in the rise and historical challenges of America’s federal, state, and local partnerships in 
the delivery of public health services are described, as well as the activities of private and voluntary 
agencies . Barriers to effective preventive services that result from an inadequate population 
perspective in the U .S . healthcare system are discussed . Updates on the public health impacts of 
the Patient Protection and Affordable Care Act (ACA) are provided . Selected enduring and emerging 
domestic and global public health issues are discussed in a current and future context .
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in order to achieve the best possible health status for populations. Unlike clinical medicine which 
focuses on individuals, public health is concerned with achieving and maintaining healthy living 
circumstances for entire populations in areas as small as neighborhoods or as large as regions of 
the world.

Public health is unique in its interdisciplinary approach and methods, its emphasis on pre-
ventive strategies, its linkage with government and political decision making, and its dynamic 
adaptation to new problems placed on the agenda. Above all else, it is a collective effort to identify 
and address the unacceptable realities that result in preventable and avoidable health and quality 
of life outcomes. It is the composite of efforts and activities that are carried out by people and 
organizations committed to these ends.4

In its population perspective, public health has continued to adapt and apply various ecolog-
ical models to its pursuits. These models take into account the vast number of factors or determi-
nants that impact the health status of groups. Health determinants include factors such as:

 ■ Physical environments
 ■ Political conditions
 ■ Human biology and genetics
 ■ Social factors such as economic circumstances; discrimination by race, ethnicity, gender, or 

sexual orientation; and the availability of familial or other social supports
 ■ Behavioral choices
 ■ Cultural norms

The interdependence and interaction of these factors coalesce to produce effects on population 
health.5,6 Ecological models help to identify the most expeditious path to developing effective 
 population-based interventions.

 ▸ Early History
The world history of public health is a fascinating study of civilized society’s attempts to deal with 
the biologic, social, and environmental forces that have contributed to the pervasive problems of 
morbidity and mortality. It also chronicles the efforts of governments and societies to aid unfor-
tunate citizens handicapped by illness, disability, and poverty. The following observations set the 
stage for understanding the development of the U.S. governments’ role in the evolution of public 
health in the United States.

Throughout history, public health activities have reflected the current state of knowledge 
regarding the nature and cause of the diseases that afflict humankind, the practices used for their 
control or treatment, and the dominant social ideologies of political jurisdictions. The ancient 
Hebrews codified concepts of spiritual cleanliness and community responsibility. The ancient 
Greeks practiced systems of personal hygiene to promote mind/body balance. The ancient Romans 
were the first to develop public health as a governmental matter beyond individual practice. Their 
engineering and administrative accomplishments provided citizens with clean water, effective sew-
age disposal, and swamp drainage that were the forerunners of politically sanctioned environmental 
public health protections. In addition, the Roman Empire is credited for establishing a network of 
infirmaries to treat illness among its soldiers. These infirmaries are considered to be the first public 
hospitals.7

The medieval period after Rome fell was characterized by the disintegration of the cities and 
anarchy. The overpopulated walled towns built to withstand enemy attacks crowded community 
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members together in the unhealthiest circumstances. The pest-ridden, unsanitary, and over-
crowded living conditions provided fertile environments for disease epidemics that decimated 
large segments of those populations. Superstitious, demonic, and theological theories of epidemic 
disease displaced ancient concerns for personal hygiene and environmental quality.8

The Renaissance that followed was characterized by a great revival of learning. Along with 
advances in art, literature, and philosophy, there was a renewed interest in science and medicine. 
From the 1500s to the 1700s, public health was shaped by two countervailing trends.9 Although the 
administration of rudimentary medical and nursing services continued to be the responsibility of 
towns and other local units, the concept of the modern state was beginning to emerge.

Because only a political jurisdiction that protected and cared for its citizens could reap the 
continuing economic benefits of production and world trade, healthy laborers and soldiers became 
valuable commodities. Thus in the centralized national governments of Europe between the 1500s 
and the 1700s, maintaining the health of laborers and soldiers became important economic, polit-
ical, and public health concerns.

Public Health in England
In England, the Elizabethan Poor Laws of 1601 addressed the issue of the “lame, impotent, old, 
blind, and such other among them being poor and not able to work” without dealing directly 
with health matters.9 The law was expanded subsequently to include the provision of nursing and 
medical care.

It was also in England that the collection and analysis of national statistics regarding 
 industrial production and demographics began in the 1600s. The work of the father of  political 
arithmetic, William Petty (1623–1687), and the statistical analyses of his friend John Graunt 
(1620–1674) established the importance of vital statistics. This led to such epidemiologic tools as 
 population-specific and disease-specific morbidity and mortality rates, life tables, and the calculus 
of probability. Vital statistics contained in the Bills of Mortality, publicly posted weekly in London, 
cited numbers of recorded deaths and causes. These led to a better understanding of the social 
phenomena that were factors in the occurrence of disease and death.10

By the 1800s, the industrialization of England had made poverty and social distress increas-
ingly prevalent. In that climate, the drastic Poor Law Amendment Act of 1834 was passed. The 
dual intent was to reduce the rates of populations’ dependency and free the labor market to spur 
industrialization. The law required that able-bodied people and their families be given aid only in 
exchange for their labor in regulated workhouses whose conditions were to be harsher than those 
of the lowest-paid workers.11

The circumstances of the new industrial society, factories, and the congested dwellings of 
urban environments produced new health problems, and diseases flourished and spread. In his 
Report on the Sanitary Condition of the Labouring Population of Great Britain (1842), Edwin Chad-
wick described decrepit housing, unclean water, and filthy streets, all of which he asserted contrib-
uted to crime, disease, and immorality. The Public Health Act of 1848, passed by Parliament in the 
wake of a cholera epidemic threat, fell far short of addressing the conditions Chadwick brought 
to light, but a General Board of Health was created which Chadwick headed from 1848 to 1854.12

Although the subsequent history of public health in England is a chronicle of social change, 
epidemics, and political machinations, the growth of its sanitary reform movement and the cre-
ation of the General Board of Health in 1848 established the British as world leaders in public 
health philosophy and practice. Public health in early America was heavily influenced by the med-
ical and administrative experience of the British.9
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Development of U .S . Public Health and Government-Supported 
Services
The history of public health in the United States from the early colonial period to the end of the 
1800s followed a development pattern similar to that in England. Widespread epidemics such 
as yellow fever and cholera stimulated sanitary reforms, and the early cities and towns began to 
assume responsibility for the collective health of their citizens. Public medical care in the United 
States, however, bore the stigma of its “Poor Law” legacy. The New York Poor Law of 1788 pro-
vided that any town or city could establish an almshouse, and within a few years, most towns 
and cities had done so. Although there was a series of shocking exposés of terrible conditions in 
many of these facilities, the concept of the almshouse and town-employed physicians remained 
the mainstay of sick people among the low-income population until the Great Depression of 
the 1930s.

Lemuel Shattuck, a Massachusetts statistician, conducted U.S. sanitary surveys similar to 
those of Chadwick in England. In his 1850 Report of the Sanitary Commission, he documented 
differences in morbidity and mortality rates in different locations and related them to various 
environmental conditions. He argued that the city or state was responsible for the environment. 
Although largely ignored at the time of its release, the report has come to be considered one of the 
most influential documents in the evolution of public health in the United States.13

In 1865, emulating the Shattuck survey in Massachusetts, the New York City Council of 
Hygiene and Public Health published a shocking exposé of unsanitary conditions in the city. 
Within a year, New York City passed a law that created a city board of health. Creating an appro-
priate administrative structure for local public health efforts became a turning point for public 
health in the United States.

As in England and other countries, early federal public health initiatives were motivated more 
by economic and commercial concerns than humanitarian values. For instance, the U.S. Public 
Health Service was established in 1798 as the Marine Hospital Service when President John Adams 
signed into law an act providing for the care and relief of seamen who were sick or disabled.14 
Because healthy sailors were a valuable commercial commodity, and because the seaport towns 
only took responsibility for their own citizens, it was left to the federal government to provide 
health services to the seamen and passengers of the important shipping industry. The citizens of 
seaports also were concerned that the personnel of foreign ships did not transmit diseases con-
tracted elsewhere.

In 1801 the first marine hospital was established at Washington Point in Virginia, and other 
hospitals were established in port cities along the East Coast. In 1870, the Marine Hospital Service 
was reorganized as a national hospital system with central headquarters in Washington, DC. The 
medical officer in charge in the position of “supervising surgeon” was later given the title of “sur-
geon general.” The title of surgeon general for the chief medical officer of the United States is still 
in use today.14 In light of the commercial motivation for its creation, the Marine Hospital Service 
was established as a component of the Treasury Department.

In 1889, Congress established the Public Health Service Commissioned Corps. Envisioned as 
a mobile force of physicians to assist the nation in fighting disease and protecting health, the Corps 
was set up along military lines, with titles and pay corresponding to Army and Navy grades and 
physicians subject to duty wherever assigned.14 The discovery of the microbes causing infectious 
diseases such as tuberculosis, cholera, diphtheria, and typhoid fever during the 1880s and 1890s 
created a revolution in medical thought and practice. The Hygienic Laboratory was established at 
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the Marine Hospital on Staten Island, New York, in 1887 to apply the methods of this new science 
of bacteriology to the diagnosis and study of epidemic diseases.15 In 1891, the bacteriologic labo-
ratory in the Staten Island Marine Hospital was moved to Washington, DC, where it was expanded 
to include pathology, chemistry, and pharmacology. The establishment of this single-room bac-
teriological laboratory by the U.S. Marine Hospital Service marked the beginning of the National 
Institutes of Health and laid the groundwork for government-supported scientific research in the 
United States.15

Eleven years later, in 1902, a new law changed the Marine Hospital Service’s name to Public 
Health and Marine Hospital Service. In 1912, the Public Health Service Commissioned Corps’ 
name was changed to the U.S. Public Health Service (PHS), its present designation. In the same 
year, Congress broadened the powers of the PHS by authorizing investigations into human diseases 
(such as tuberculosis, hookworm, malaria, and leprosy), sanitation, water supplies, and sewage dis-
posal.14 From this modest start, the Public Health Service underwent a series of reorganizations 
and expansions until it became a major agency of the U.S. Department of Health and Human 
Services (DHHS), responsible for the largest public health program in the world.14

In 1933, it became apparent that state and local governments with limited tax revenues 
required help from the federal government to provide welfare assistance, and the Federal Emer-
gency Relief Act was passed. It provided federal aid to the states and authorized general medical 
care for acute and chronic illness, obstetric services, emergency dental extractions, bedside nurs-
ing, drugs, and medical supplies. Because participation by the states was optional, the act was not 
implemented in many parts of the country.16

The passage of the Social Security Act of 1935 ended the era of makeshift federal and state 
programs to meet the health needs of sick people among the low-income population. Title VI 
of the Act was instrumental in the expansion of the Public Health Service. It gave the Public 
Health Service the authority to assist states, counties, health districts, and other political sub-
divisions to establish and maintain public health services. Title VI provided the impetus for all 
political jurisdictions to create public health agencies and services. After 141 years, the Public 
Health Service was removed from the Treasury Department to become a component of the 
new Federal Security Agency, created in 1939 to bring together most of the health, welfare, 
and educational services scattered throughout the federal government.15 In 1946, the Federal 
Security Agency also was expanded to include the Children’s Bureau and the Food and Drug 
Administration. During World War II, the Public Health Service carried out emergency health 
and sanitation efforts that contributed substantially to the country’s defense efforts. Since 1946, 
the Public Health Service has provided national leadership in hospital planning, research, and 
operation.

The Federal Security Agency was a non-cabinet-level agency. In 1953, the Public Health 
Service, along with the other components of the Federal Security Agency, was transferred to the 
newly created Department of Health, Education and Welfare (HEW) to ensure that the areas 
of health, education, and social security were represented in the President’s cabinet.15 During 
the next decades, the healthcare industry faced multiple challenges of coping with a rapidly 
expanding U.S. population, rising public expectations for health services, a host of technologic 
advances in medicine, and healthcare workforce issues. In 1979, in response to HEW’s bur-
geoning challenges and under pressure from the National Education Association to create a  
cabinet-level department of education, Congress approved renaming HEW to Department 
of Health and Human Services (DHHS), with the education component transferred to a new 
Department of Education.17
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 ▸ Government Responsibilities for Health and Public 
Health

In a 2003 report, The Future of the Public’s Health in the 21st Century, the National Academy of 
Sciences noted:

An effective public health system that can assure the nation’s health requires the collabo-
rative efforts of a complex network of people and organizations in the public and private 
sectors, as well as an alignment of policy and practice of governmental public health 
agencies at the national, state, and local levels. In the United States, governments at all 
levels (federal, state, and local) have a specific responsibility to strive to create the con-
ditions in which people can be as healthy as possible. For governments to play their role 
within the public health system, policy makers must provide the political and financial 
support needed for strong and effective governmental public health agencies.18

The 2003 report underscores the importance of remembering the pivotal roles of numer-
ous non governmental organizations and individuals in maintaining effective public health sys-
tems. Governmental partnerships and cooperation with such organizations and individuals are 
often the primary channels through which government organizations are able to accomplish their 
objectives. These include hospitals and healthcare providers, businesses, churches, schools, trans-
portation systems, community coalitions, the justice system, philanthropic organizations, and the 
media.19 The public health services of voluntary agencies are discussed later in this chapter.

All three levels of government in the United States—federal, state, and local—play significant 
roles in financing and regulating public health services. All three levels also maintain agencies and 
systems that directly or indirectly deliver health care and promote improved population health status.7

The following sections highlight selected characteristics and key activities implemented by 
federal, state, and local government agencies in promoting, protecting, and assuring the public’s 
health. The section on local roles also includes the important contributions of government and 
non governmental “essential” hospitals that provide a safety net for vulnerable populations.

Federal Responsibilities
The principal entities through which the federal government enacts its responsibilities in promot-
ing and maintaining health include the DHHS, the Veterans Health System (a component of the 
Department of Veterans Affairs), and the Department of Defense Military Health System.

The federal government maintains broad policy-making and operational responsibilities to 
promote and protect the health of U.S. citizens while ensuring the implementation of both preven-
tive and protective public health practices. At the policy level, the federal government plays crucial 
roles in leading, exercising regulatory powers, and setting health goals, policies, and standards that 
are models for the nation. It contributes operational and financial resources. It supports research, 
higher education, and advancements in science and technology that contribute to the effectiveness 
of public health at all levels.19 Federal public health responsibilities include:

 ■ Ensuring that all levels of government have the capabilities to provide essential public health 
services (described later in this chapter)

 ■ Taking action when health threats span more than one state, a region, or the entire nation

306 Chapter 11 Public Health and the Role of Government in Health Care



 ■ Taking action where solutions to public health problems may be beyond the jurisdiction of 
individual states

 ■ Assisting states when their expertise or resources are not adequate to effectively respond to 
a public health emergency such as a natural disaster, bio-terrorism, or an emerging disease 
threat

 ■ Facilitating development of public health goals in collaboration with state and local govern-
ments and other relevant stakeholders19

The DHHS is the federal government’s principal agency concerned with health protection, 
health promotion, and the provision of health and other human services to vulnerable popula-
tions.20 The 2017 proposed DHHS budget is $1.1 trillion. FIGURE 11-1 provides a summary of the 
2017 budget outlays.20

With more than 79,000 full-time equivalent employees, DHHS programs carry out activities 
through the following 11 operating divisions:

1. Administration for Children and Families (ACF): The ACF promotes the economic 
and social well-being of children, youth, families, and communities, focusing special 
attention on vulnerable populations such as children in low-income families, refugees, 
and Native Americans. Particular focal areas include providing child-care support 
for working families, improving outcomes for children and families in the child wel-
fare system, increasing child support, and strengthening Head Start programs. With 
more than 1,400 full-time equivalent employees, the agency’s 2017 proposed budget is  
$63 billion.

2. Administration for Community Living (ACL): The ACL works to maximize the inde-
pendence, well-being, and health of older adults, people with disabilities across their 
lifespan, and their families and caregivers. With more than 200 full-time equivalent 
employees, the agency’s proposed 2017 budget is $2.1 billion.

FIGURE 11-1 President’s Proposed Budget for the Department of Health and Human Services by 
Distribution of Funds, Fiscal Year 2017
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Reproduced from Fiscal Year 2017 President's Proposed Budget for the Department of Health and Human Services by Distribution of Funds. Department of Health and Human Services, 2017 Budget in Brief.
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3. Agency for Healthcare Research and Quality (AHRQ): The AHRQ’s mission is to pro-
duce evidence to make health care safer, higher quality, more accessible, equitable, and 
affordable. It is also charged to work within the DHHS and with other partners to 
ensure that evidence produced is understood and used. The agency employs more than 
300 full-time equivalent staff and has a proposed 2017 budget of $470 million.

4. Agency for Toxic Substances and Disease Registry (ATSDR): The ATSDR operates under 
the aegis and budget of the CDC. Its purposes are to apply the best science and research 
to safeguard the public from exposures to hazardous substances. It conducts surveil-
lance, education, and training and supports public health assessments through applied 
research. The CDC’s proposed 2017 budget allocates $75 million for the ATSDR.

5. Centers for Disease Control and Prevention (CDC): The mission of the CDC is to pro-
tect America from health, safety, and security threats, both foreign and domestic. Its 
mission also promotes quality of life and prevention of leading causes of disease, injury, 
disability, and death. With more than 11,000 full-time equivalent employees, the pro-
posed 2017 budget is $6.98 billion.

6. Centers for Medicare & Medicaid Services (CMS): CMS finances the Medicare and 
Medicaid programs, the Children’s Health Insurance Program (CHIP), private 
health insurance programs, program integrity initiatives (anti-fraud and abuse), and 
operating costs. CMS accounts for more than 86 percent of total DHHS spending.  
(See  Figure 11-1.) In addition, CMS finances the ACA’s Center for Medicare Innova-
tion, state grants, and demonstration projects. Medicare currently insures 58 million 
Americans, 49 million of whom are 65 years and older, and 9 million of whom are 
disabled. Medicaid, the joint federal–state program, provides coverage for low-in-
come individuals, families, and children, and nursing home stays for low-income 
older adults. The DHHS estimates that in 2017, more than 70 million people on 
average will receive healthcare coverage through Medicaid. The CMS proposed 2017 
budget is $1 trillion.

7. Food and Drug Administration (FDA): The FDA protects public health by assuring 
the safety, efficacy, and security of human and veterinary drugs, biological products, 
medical devices, the nation’s food supply, cosmetics, and products that emit radiation. 
The FDA advances public health by helping to speed innovations that make medi-
cines more effective, safer, and affordable, and by helping the public get accurate,  
science-based information about using medicines and foods to maintain and improve 
their health, including regulation of tobacco use. With more than 16,700 full-time 
equivalent employees, the 2017 FDA budget proposal is $5.1 billion.

8. Health Resources and Services Administration (HRSA): HRSA is the primary federal 
agency dedicated to improving health and achieving health equity through access to 
quality services, a skilled health workforce, and innovative programs. HRSA’s pro-
grams provide health care to people who are geographically isolated or economically or 
medically vulnerable. Among many other programs, it funds federally qualified health 
centers; the National Health Services Corps that provides primary medical, dental, 
and mental health care to underserved populations; workforce training; and loan pro-
grams. HRSA’s full-time equivalent employment is approximately 2,100. Its proposed 
2017 budget is $10.7 billion.

9. Indian Health Service (IHS): The IHS mission is to raise the physical, mental, social, 
and spiritual health of American Indians and Alaska Natives to the highest level. The 
IHS operates more than 650 facilities including hospitals, health centers, and clinics. 
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With more than 15,000 full-time equivalent employees, the IHS proposed budget for 
2017 is $6.6 billion.

10. National Institutes of Health (NIH): The NIH is the U.S. medical research agency and 
leads the world in supporting innovative, multi-disciplinary, biomedical and behav-
ioral research. NIH investments across its 27 institutes and centers in basic research 
support the translation of scientific discovery into tangible improvements in health-
care interventions. With approximately 18,000 full-time equivalent employees, the 
proposed 2017 NIH budget is $33.1 billion.

11. Substance Abuse and Mental Health Services Administration (SAMHSA): SAMHSA’s 
mission is to reduce the impact of substance abuse and mental illness on America’s 
communities. SAMHSA programs help provide treatment and services for people with 
mental and substance use disorders, support families of people with mental and sub-
stance use disorders, and strive to prevent costly behavioral health conditions. Staffed 
with more than 600 employees, the 2017 proposed SAMHSA budget is $4.3 billion.20

The DHHS also includes six offices under the direction of the DHHS secretary that encom-
pass program matters ranging across general management, hearings and appeals, health informa-
tion technology, civil rights, fraud and abuse, and responses to public health emergencies.20

Veterans Health Administration
First established to provide care for Civil War veterans who were disabled or indigent, the 
 Veterans Health Administration (VHA) system grew to become one of the world’s largest health-
care delivery systems. The VHA is a component of the U.S. Department of Veteran’s Affairs (VA) 
and is the country’s largest healthcare system and a significant component of America’s medical 
 education system. The VA owns and operates 150 hospitals, most of which are affiliated with 
medical schools, and 819 community-based outpatient clinics throughout the United States. The 
VA serves approximately 22 million veterans with a 2017 proposed budget of more than $182.3 
 billion.21 Thirty-eight percent of the total proposed VA budget, or $69.3 billion, is dedicated to 
veterans’ health services.21 With more than 1,700 sites of care including hospitals, outpatient 
 clinics, rehabilitation centers, and nursing homes, the VHA projects serving almost 9 million 
individuals in 2016.22

Because the VHA system has a long-term relationship with its patients, it has access to each 
patient’s complete medical record, an advantage over private medicine that, in theory, reduces 
both costs and medical errors. Likewise, this long-term relationship should be expected to foster 
more preventive care, higher-quality services, and greater patient satisfaction and cost savings. 
However, as noted in Chapter 4, major deficiencies in the VHA health system have come to light 
regarding egregious delays in veterans’ access to services. These have called the system’s credibil-
ity into question. Administrative and other reforms are underway with the intent to remedy this 
situation.

Department of Defense Military Health System
The Department of Defense Military Health System operates one of the largest healthcare organi-
zations in the nation and provides both direct healthcare services and support for U.S. active duty 
personnel, military retirees, survivors, and their dependents.23 The system is composed of 15 inte-
grated networks of military hospitals and clinics. Eleven of these facilities are in the United States 
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and four are overseas, including 56 hospitals and 365 clinics that employ more than 58,000 civil-
ians and more than 86,000 military personnel.24,25 Components of the system include Army, Air 
Force, and Navy military treatment facilities and the TRICARE healthcare program. TRICARE 
is a health insurance program available to those covered under the military health system and 
offers both managed-care and fee-for-service options. TRICARE managed-care providers include 
those at military treatment facilities and a network of civilian providers administered through 
regional contracts with civilian managed care organizations. The fee-for-service option also covers 
care provided by civilian providers who have not joined the TRICARE network. TRICARE brings 
together the healthcare resources of the uniformed services and supplements them with networks 
of civilian healthcare professionals, institutions, pharmacies, and other suppliers to provide access 
to high-quality healthcare services.23

State and Local Government Responsibilities
The following sections focus on the central state and local roles in public health. In reviewing 
these sections, it is important to note the many relationships, shared resources, and responsibili-
ties between and among the federal, state, and local government sectors. For example, states have 
significant roles in administering federal grant initiatives, and local health departments carry out 
important surveillance, data collection, and program implementation activities on behalf of state 
health agencies.

State Roles
State governments have significant influences on healthcare delivery and public health through 
their departments and agencies such as health, insurance, education, and social services. States 
function as regulators of health insurance companies, licensors and regulators of health profes-
sionals, regulators of quality of care in state-licensed facilities, and analysts of healthcare costs and 
quality.26 Many states also operate mental health institutions, support medical and other health 
professional schools, and may act as lead organizations to channel federal or other support to local 
or regional health jurisdictions. Chief among states’ obligations is their matching funds require-
ments for the joint federal/state Medicaid program.26 Also, since the implementation of the ACA, 
20 states have opted to develop and operate health insurance marketplaces either solely or in fed-
eral partnerships, creating yet another pivotal role for states in the healthcare system.27 The pri-
mary sources of state health agency funding include federal support (53 percent) and state general 
funds (24 percent).28

In its 2014 report, the Association of State and Territorial Health Officials (ASTHO) described 
characteristics and activities of state health agencies in ASTHO State Public Health, Volume Three, 
using extensive surveys of 48 states and the District of Columbia.28

The aggregate state health agency workforce is estimated at 101,000 full-time equivalent 
employees whose roles encompass a wide range of occupational classifications.28 TABLE 11-1 lists 
the top ten occupational classifications by average number of full-time equivalent employees in the 
reporting state health agencies.28

Leadership of state health agencies is carried out by a top state health official, typically in the 
title of “commissioner.” In 76 percent of states, this position is appointed by the state governor.28 
Almost three-fourths of all top state health officials have medical degrees and almost 50 percent 
hold the Master of Public Health degree. In 53 percent of states, official statutes require the top 
state official to hold a medical degree.28
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Based upon the ASTHO survey findings, the following are brief descriptions of six  primary 
categories of state health agency activity and selected tables highlighting the percentage of 
state  health agencies participating in activities. Most tables include activities in which at least 
50 percent of responding states participate, and therefore, are not inclusive of all state agency 
activities. To access more detail on each of the six state categories and other information, read-
ers are encouraged to consult the ASTHO website referenced above from which the following 
 information is derived.

1. Administering federal initiatives: State health agencies have primary responsibilities for 
the administration and fiscal performance of several federal programs. TABLE 11-2 lists 
the 10 initiatives for which state health agencies most often report responsibility.

2. Population-based primary prevention and screening for diseases and medical condi-
tions: State health agencies engage in a wide array of primary preventive services. As  
TABLE 11-3 lists, the most prominent of these relate to tobacco, HIV, and sexually trans-
mitted diseases.

3. Technical assistance and training: State health agencies maintain partnerships across 
local health departments, emergency medical services, healthcare providers, hospitals, 
laboratories, and other state and community-based organizations. In this role, they 
provide technical assistance and support on a variety of topics. TABLE 11-4 lists partners 
with percentages obtaining technical assistance by topics. As Table 11-4 indicates, local 
health departments are the most frequent users of technical assistance.

4. Laboratory services: The most common testing performed by state health agency 
laboratories is bioterrorism agent testing (96 percent), foodborne illness testing  
(96 percent), and influenza typing (94 percent). The next most common tests are for 
newborn screening (73 percent) and blood lead testing (50 percent).

TABLE 11-1 Top Ten Occupational Classifications by Average Number of State Health Agency 
Full-Time Equivalent (FTE) Employees, 2012

Modified from Association of State and Territorial Health Officials, ASTHO Profile of State Public Health, Volume Three, Washington, DC: Association of State 
and Territorial Health Officials, 2014.

Occupational Classification Average Number of FTEs Number of States Reporting

Administrative/Clerical 395 .3 39

Public Health Nurse 223 .3 37

Environmental Health Worker 116 .4 34

Public Health Manager 97 .1 37

Lab Worker 78 .3 34

Social Worker 75 .9 26

Epidemiologist/Statistician 52 .0 37

Health Educator 51 .6 34

Nurse Practitioner 42 .1 13

Nutritionist 35 .6 38

Government Responsibilities for Health and Public Health 311



TABLE 11-2 Percent of State Health Agencies with Responsibility for Federal Initiatives, 2012

TABLE 11-3 Selected Population-Based Primary Prevention Services Performed Directly by 
State Health Agencies, 2012

Modified from Association of State and Territorial Health Officials, ASTHO Profile of State Public Health, Volume Three, Washington, DC: Association of State 
and Territorial Health Officials, 2014.

Federal Initiative Percent of State Health Agencies 
with Responsibility

Public Health Emergency Preparedness cooperative 
agreement (CDC)

100

Maternal and Child Health—Title V 98

Vital Statistics (National Center for Health Statistics) 98

Preventive Health and Health Services Block Grant (CDC) 96

ASPR Hospital Preparedness Program Cooperative Agreement1 96

National Cancer Prevention and Control Program Grant (CDC) 94

Immunization Funding 92

Women, Infants, and Children Program (U .S . Department of 
Agriculture)

92

Healthy People 90

Injury Prevention 81

Modified from Association of State and Territorial Health Officials, ASTHO Profile of State Public Health, Volume Three, Washington, DC: Association of State 
and Territorial Health Officials, 2014.

Service Percentage of State Health Agencies Directly 
Performing Service

Tobacco 87

HIV 85

Sexually Transmitted Disease Counseling  
and Partner Notification

85

Nutrition 79

Physical Activity 77

Injury 66

Hypertension 53

Unintended Pregnancy 53

Violence 51
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TABLE 11-4 Technical Assistance Provided by State Health Agencies by Percentage of 
Partners Participating in Topics, 2012

5. Regulation, inspection and licensing activities: State health agencies play central roles 
in enforcing laws and regulations intended to protect the public’s health and safety. As 
TABLE 11-5 depicts, these activities cover a wide spectrum of activities that affect large 
segments of the population.

6. Data collection, epidemiology, and surveillance activities: State health agencies serve as 
primary organizations for the activities noted. These activities support a broad range 
of functions in enabling state and local health departments and others concerned with 
population health to monitor trends and to plan appropriate interventions. TABLE 11-6 
lists activities performed directly by at least 50 percent of state health agencies. Syn-
dromic surveillance systems utilized by 94 percent of state health agencies are of partic-
ular importance in anticipating potential public health issues. These systems monitor 
data such as school and employment absenteeism, emergency call systems, volumes of 
emergency room visits, and other data sources to detect unusual patterns which may 
signal an evolving public health issue.

In addition to the activity highlights noted above, state health agencies carry out many more 
functions addressing public health issues. Examples include safeguarding and improving environ-
mental quality, attenuating health disparities, improving health services access, supporting mater-
nal and child health, and advocating for minority and rural health challenges.28

Modified from Association of State and Territorial Health Officials, ASTHO Profile of State Public Health, Volume Three, Washington, DC: Association of State 
and Territorial Health Officials, 2014.

Topics
State Health 
Agency 
Partner

Quality 
Improvement/
Accreditation

Data 
Management

Public 
Health 

Law

Policy 
Development

Workforce 
Issues

None of 
These 
Topics

Emergency 
Medical 
Services

83% 75% 63% 63% 63% 0%

Providers 87% 68% 55% 60% 62% 4%

Hospitals 90% 69% 58% 60% 46% 2%

Laboratories 88% 54% 44% 38% 40% 2%

Local Public 
Health 
Agencies

84% 74% 76% 84% 74% 10%

Nonprofits/
Community-
Based 
Organizations

56% 44% 53% 71% 42% 16%
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TABLE 11-6 Selected Data Collection, Epidemiology, and Surveillance Activities Performed 
Directly by State Health Agencies, 2012

TABLE 11-5 Top 15 Regulation, Inspection, and Licensing Activities Performed Directly by 
State Health Agencies, 2012

Modified from Association of State and Territorial Health Officials, ASTHO Profile of State Public Health, Volume Three, Washington, DC: Association of State 
and Territorial Health Officials, 2014.

Activity Percentage of State Health Agencies Directly Performing 
Activity

Laboratories 89

Food Service Establishments 81

Hospitals 81

Trauma System 81

Emergency Medical Services 79

Lead Inspection 77

Public Swimming Pools 72

Long-Term Care Facilities 70

Nursing Homes 71

Body Piercing and Tattooing 64

Hospice 62

Campgrounds/RVs 60

Food Processing 60

Assisted Living 57

Smoke-Free Ordinances 55

Activities Percentage of State Health Agencies Participating

Reportable Diseases 100

Communicable Infectious Diseases 98

Foodborne Illnesses 98

Vital Statistics Reporting 98

Morbidity Reporting 94

Perinatal Events or Risk Factors 94

Behavioral Risk Factors 94

Chronic Diseases 94

Syndromic Surveillance* 94

Environmental Health 92

Injury 92
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Local Roles
The National Association of County and City Health Officials (NACCHO) report, 2013 National 
Profile of Local Health Departments, provides detailed descriptions of local health department 
(LHD) characteristics and activities based upon survey responses received from 2,532 of 2,800 
LHDs.29 LHDs support and deliver a variety of health and health-related services and, as discussed 
in Chapter 5, provide direct patient care services in clinics or health centers, referrals for care, 
and other services particularly focused on underserved populations. Most LHDs (68 percent) are 
county-based while 20 percent serve cities or towns.29 LHDs are supported by a variety of revenue 
sources. Approximately 80 percent of revenue is contributed from government sources: local funds 
(26 percent), state funds (21 percent), federal direct and pass-through funds (20 percent), and 
Medicaid (13 percent).19

The LHD workforce employs approximately 146,000 full-time equivalent personnel in a wide 
array of titles. TABLE 11-7 lists the 10 employee occupations that include almost 80 percent of the 
LHD workforce.29 Titles of LHD leadership executives vary widely throughout the United States 
and include, among others, director, health officer, nurse manager, and health commissioner. The 

Modified from Association of State and Territorial Health Officials, ASTHO Profile of State Public Health, Volume Three, Washington, DC: Association of State 
and Territorial Health Officials, 2014.

Activities Percentage of State Health Agencies Participating

Cancer Incidence 90

Adolescent Behavior 77

TABLE 11-7 Estimated Size of Workforce in Full-time Equivalents (FTEs) and Percent of Total 
Workforce of Top Ten Occupations in Local Health Departments, 2013 .

Data from: NACCHO 2013 National Profile of Local Health Departments

Estimated Workforce Size Percent of Total Workforce

Total FTEs 146,000 100 .0

Selected Occupations

Administrative or Clerical 35,000 23 .9

Registered Nurse 27,700 19 .0

Environmental Health Worker 13,300 9 .1

Public Health Manager 10,100 6 .9

Community Health Worker 6,700 4 .6

Nursing Aide and Home Health Aide 5,400 3 .7

Health Educator 5,100 3 .5

Nutritionist 5,000 3 .4

Behavioral Health Professional 4,000 2 .7

Licensed Practical or Vocational Nurse 3,200 2 .1

All Others 30,500 21 .4
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educational credentials of executives vary from associate’s degrees to the doctoral level. Sixty per-
cent of all leaders have earned a master’s or doctoral degree.29

NACCHO describes LHD activities in four main categories by level of LHD participation 
and other variables: (1) Programs and Services, (2) Emergency Preparedness and Response,  
(3) Assessment, Planning and Improvement, and (4) Public Health Policy.29 The following sections 
summarize information from the NACCHO Profile:29

1. Programs and services: LHDs engage in a wide variety of activities to promote the 
positive health status of their communities. Services provided in individual localities 
depend upon many variables including state laws and other requirements, community 
needs and priorities, available funding, and relationships with other health and human 
services providers and organizations. TABLES 11-8 through 11-12 provide selected snap-
shots of programs and services in which at least 50 percent of LHDs participate. Table 
contents are selected for illustrative purposes. LHDs provide many additional pro-
grams and services which are detailed in the cited NACCHO report.

2. Emergency preparedness and response: LHDs play important roles in responding to 
natural and other disasters as well as public health emergencies of many types. Their 
capacity, coupled with collaborations with an array of other community organizations 
and healthcare providers, is central in efforts to prevent and control disease outbreaks 
and environmental hazards. Their advance planning to deal with community public 
health emergencies is essential for safeguarding the public’s health during times of 
threatening events. TABLE 11-13 provides an overview of LHDs’ participation in pre-
paredness and response activities.

3. Assessment, planning, and improvement: Periodic community health assessments, com-
munity health improvement planning, and development of LHD strategic plans are 
mechanisms to help ensure that LHDs stay in touch with evolving community needs 

TABLE 11-8 Ten Programs and Services Provided Directly and Most Frequently by Local 
Health Departments

Modified from National Association of County and City Health Officials 2013 National Profile of Local Health Departments.

Program or Service Percentage of Local Health Departments 
Participating

Communicable/Infectious Disease Surveillance 91

Adult Immunization Provision 90

Child Immunization Provision 90

Tuberculosis Screening 83

Environmental Health Surveillance 78

Food Service Establishment Inspection 78

Tuberculosis Treatment 76

Food Safety Education 72

Population-Based Nutrition Services 69

Schools/Daycare Center Inspection 69
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TABLE 11-9 Screening for Diseases and Conditions in Which at Least 50 Percent of Local  
Health Departments Participate 

Modified from National Association of County and City Health Officials 2013 National Profile of Local Health Departments.

Communicable Disease Percent of Local Health Departments 
Participating

Tuberculosis Screening 83

Tuberculosis Treatment 76

Sexually Transmitted Disease Screening 64

Sexually Transmitted Disease Treatment 60

HIV/AIDS Screening 61

Non-Communicable Disease or Condition

Blood Lead Screening 61

High Blood Pressure Screening 57

TABLE 11-10 Epidemiology and Surveillance Services in Which at Least 50 Percent of Local 
Health Departments Participate

Modified from National Association of County and City Health Officials 2013 National Profile of Local Health Departments.

Epidemiology and Surveillance Services Percentage of Local Health Departments 
Participating

Communicable/Infectious Disease 91

Environmental Health 78

Maternal and Child Health 61

TABLE 11-11 Population-Based Primary Prevention Services Provided by at Least 50 percent 
of Local Health Departments

Modified from National Association of County and City Health Officials 2013 National Profile of Local Health Departments.

Primary Prevention Services Percentage of Local Health Departments 
Participating

Nutrition 69

Tobacco 68

Physical Activity 52

Chronic Disease Programs 50
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and plan effective interventions. Successful fulfillment of these activities is central to 
voluntary national public health accreditation discussed later in this chapter. As  of  
2013, 70 percent of LHDs had completed a community health assessment or a commu-
nity health improvement plan during the past five years. However, only 43 percent of 
LHDs had completed an agency-wide strategic plan in the prior five years.

4. Public health policy: As discussed later in this chapter, policy development is one of the 
three core functions of public health. Given their intimate knowledge of the popula-
tion health issues of their communities, LHDs are uniquely poised to provide input to 
government officials, elected policymakers, and advocacy groups about community 
needs and priorities. In 2012, NACCHO reported that 79 percent of LHDs communi-
cated with legislators, regulatory officials, or other policymakers, 55 percent prepared 
issue briefs for policymakers, and 50 percent provided technical assistance regarding  

TABLE 11-12 Regulation, Inspection and Licensing Services in Which at Least 50 percent of 
Local Health Departments Participate

Modified from National Association of County and City Health Officials 2013 National Profile of Local Health Departments.

Regulation, Inspection, or Licensing 
Services

Percentage of Local Health Departments 
Participating

Food Service Establishments 78

Schools/Day Cares 69

Public Swimming Pools 68

Septic Systems 66

Smoke-Free Ordinances 59

Private Drinking Water 56

Body Art 55

Hotels/Motels 50

TABLE 11-13 Emergency Preparedness Activities in Which at Least 50 percent of Local 
Health Departments Participate

Modified from National Association of County and City Health Officials 2013 National Profile of Local Health Departments.

Emergency Preparedness Activity Percentage of Local Health Departments 
Participating

Developed or Updated Written Emergency Plan 87

Provided Emergency Preparedness Training to Staff 84

Participated in Tabletop Exercises or Drills 76

Assessed Emergency Preparedness Competencies 
of Staff

66
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proposed legislation, regulations, or ordinances. Local health departments use infor-
mation technology systems to assist in implementing their responsibilities. The most 
predominant use of information technology is in maintaining immunization registries 
(85 percent of LHDs) and disease reporting systems (75 percent of LHDs). More than 
60 percent of LHDs also use electronic systems to conduct surveillance of potentially 
significant public health events in real-time, such as disease outbreaks or bioterrorism 
attacks.29 Most LHDs rely on e-mail alert systems, broadcast fax, and auto-dialing for 
their communications.

Seventy percent of all LHDs have a local board of health.29 Boards of health are legally consti-
tuted entities charged with protecting and promoting the health of the community.19 Membership 
may be drawn from the local medical community, community stakeholders representing constitu-
ent interests, elected and/or appointed public officials, and others deemed appropriate to provide 
input on public health matters. The most common board activities are advisement to the LHD or 
elected officials on policies and programs, adopting public health regulations, approving the LHD 
budget, and setting public health fees.19

In addition to the services of LHDs, more than 200 governmental and not-for-profit hospi-
tals with emphasis on serving patients with limited or no access to health care due to financial 
circumstances or health conditions are classified as “essential hospitals.”30 Many essential hos-
pitals are owned by city or county jurisdictions and are core safety-net providers of high-cost 
specialized services. These include trauma, community crisis response, pediatric and neonatal 
intensive care, psychiatric care, and burn care, which other hospitals may be unable or unwilling 
to provide.30 In 2013, almost half of essential hospitals’ discharges were minorities and about half 
of discharges and outpatient visits were for uninsured or Medicaid patients. In the same year, 
this small subset of U.S. hospitals operated nearly one-third of all U.S. Level I trauma centers 
and psychiatric-care beds and more than two-thirds of all burn-care beds available in nation’s 10 
largest cities.31

State and Local Health Department Relationships
Relationships among state and locally operated health departments are diverse, owing to the 
history of their development, nuances of state and local politics, and other factors. Because the 
relationships impact decisions about how best to implement effective public health strategies at 
state and local levels, the nature of the relationships has been the subject of significant research. 
This research has resulted in the classification of state and local public health departments in the 
following four categories as reported by a joint project of the ASTHO and the National Opinion 
Research Center of the University of Chicago:19,32

 ■ Centralized/largely centralized: Seventy-five percent or more of the state’s population is served 
by local health units that are led by employees of the state, and the state retains authority over 
many decisions relating to the budget, public health orders, and the selection of local health 
officials.

 ■ Decentralized/largely decentralized: Seventy-five percent or more of the state’s population is 
served by local health units that are led by employees of local governments, and the local 
governments retain authority over many decisions relating to the budget, public health orders, 
and the selection of local health officials.

 ■ Shared/largely shared: Seventy-five percent or more of the state’s population is served by local 
health units that meet one of these criteria: (1) local health units are led by state or local 
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employees, (2) local government has authority over many decisions relating to the budget, 
public health orders, and the selection of public health officials or where local health units are 
led by local employees, and the state retains many of those authorities.

 ■ Mixed: Within the state there is a combination of centralized, shared, and/or decentralized 
arrangements. No one arrangement predominates in the state.

Delineation of the categories provides a foundation for practical understanding among the 
entities and for subsequent research efforts on public health systems and services.

 ▸ Voluntary National Public Health Department 
Accreditation

The 2003 Institute of Medicine report, The Future of the Public’s Health in the 21st Century, 
recommended establishment of a national steering committee to review the benefits of accred-
iting governmental public health agencies.18 (Note that the Institute of Medicine was renamed 
National Academy of Medicine in 2015. References to its work prior to 2015 are attributed 
to its former title.) Up to this point, several states had managed statewide accreditation or 
related initiatives for local health departments.33 In 2004, the CDC included accreditation as a 
key strategy in its plans.33 In the same year, in collaboration with the CDC, the Robert Wood 
Johnson Foundation (RWJF) convened public health stakeholders to determine whether a vol-
untary national accreditation program for state and local health departments should proceed 
and achieved consensus to do so.33 The RWJF initiative recognized that although many public 
service and health-related entities such as hospitals, schools, and universities had accredita-
tion programs, no national accreditation program existed for public health departments.34 
Following three years of study and broad-based national input, the Public Health Accredita-
tion Board (PHAB) was established in 2007 as a not-for-profit corporation to facilitate devel-
opment of the accreditation process and manage its implementation.33 Involving numerous 
public health professionals, other accreditation program and technical experts, feedback elic-
ited through broad-based channels, and extensive pilot testing, accreditation standards and 
measures were formally adopted in 2011 by the PHAB, and the new accreditation program 
was launched.33

The goal of the voluntary national accreditation program “is to improve and protect the health 
of the public by advancing the quality and performance of Tribal, state and local territorial pub-
lic health departments.”35 Organizations eligible for accreditation include governmental entities 
with primary statutory or legal responsibility for public health in a Tribe, state, territory, or local 
jurisdiction.36 Accreditation requires a seven-step process that entails submission of extensive doc-
umentation to the PHAB, a site visit, and reports on conformance with PHAB-approved stan-
dards and measures.37,38 In March 2016, the PHAB announced that since the launch of the national 
accreditation program in 2011, 117 public health departments and 1 integrated local public health 
department system had achieved accreditation.39 In April 2016, the PHAB announced the estab-
lishment of the Public Health National Center for Innovations (PHNCI) with a three-year funding 
initiative from the Robert Wood Johnson Foundation. The goal of the PHNCI is to “identify, 
implement, and spread innovations in public health practice to help meet the health challenges of 
the 21st century in communities nationwide.”40
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 ▸ Public Health Organization Challenges  
and Responses

In 1985, the Institute of Medicine (IOM) Committee for the Study of the Future of Public Health 
convened regarding concerns about protecting the nation’s health through an effective, organized 
public health sector and commenced a study of the status of public health in the United States 
The committee reported its findings and recommendations in 1988. The report included findings 
from research on the history of U.S. public health, research on the relationship of public health to 
clinical medicine and field reviews, and observations of federal, state, and local health agencies.41 
The report’s chapters described “The Disarray of Public Health: A Threat to the Health of the Pub-
lic,” “An Assessment of the Current Public Health System: A Shattered Vision,” and “Public Health 
as a Problem-solving Activity: Barriers to Effective Action.”41 The report also highlighted poor 
public health system organization across federal, state, and local levels; deficiencies in consistent 
and competent leadership; outdated public health legal parameters; inadequate financial support; 
inadequate data and surveillance infrastructures; and lack of effective linkages between the public 
and private sectors.41

The report made organizational, educational, financial, and political recommendations for 
addressing these complex and interrelated problems. Its strategies depended on sustained and 
strong financial support for existing public health agencies and stronger, more sharply focused 
leadership that could build increasingly productive links with the private and voluntary healthcare 
sectors. Unfortunately, as discussions in later sections of this chapter highlight, gaining and sus-
taining support for the recommended strategies continues to be a monumental challenge.

The 1988 IOM report was preceded by a 1980 federal initiative that advanced a 10-year national 
health improvement process described in, “Promoting Health/Preventing Disease: Objectives for 
the Nation,” based upon a 1979 report of the Surgeon General. In response to the IOM report, in 
1990, the DHHS published Public Health Service: Healthy People 2000: National Health Promotion 
and Disease Prevention Objectives.42,43 Healthy People 2000 provided 319 unduplicated objectives 
grouped in 22 priority areas with 21 focused on health promotion, protection, and preventive 
services and one priority area focused on surveillance and data systems development.42 Healthy 
People 2000 also emphasized the importance of local health departments in effectively carrying 
out the three core functions of public health assessment, policy development, and assurance as 
described by the IOM’s report:44

1. Assessment: Collecting and analyzing data to define population health status and quan-
tify existing or emerging health problems

2. Policy development: Generating recommendations from available data to address pub-
lic health problems, analyzing options for solutions, and mobilizing public and com-
munity organizations through implementation plans

3. Assurance: Governmental public health agency responsibility to ensure that basic com-
ponents of the healthcare delivery system are in place

These core health department functions are intended to put into operation, within resource and 
other constraints extant in their respective jurisdictions, the following generally accepted 10 essen-
tial health department performance responsibilities:

1. Monitor health status to identify and solve community health problems
2. Diagnose and investigate health problems and health hazards in the community
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3. Inform, educate, and empower people about health issues
4. Mobilize community partnerships and action to identify and solve health problems
5. Develop policies and plans that support individual and community health efforts
6. Enforce laws and regulations that protect health and ensure safety
7. Link people as needed with personal health services and ensure the provision of health 

care when otherwise unavailable
8. Ensure the provision of a competent public and personal healthcare workforce
9. Evaluate the effectiveness, accessibility, and quality of person- and population-based 

health services
10. Research for new insights and innovative solutions to environmental health problems

FIGURE 11-2 depicts how the three core functions relate to the 10 essential services.
It is important to note that “research” is at the center of the figure, as its role is to inform the 

other functions. It is through the fulfillment of the three core public health functions and 10 essen-
tial services that public health departments protect the public against preventable communicable 
diseases, exposure to toxic environmental pollutants and harmful products, and poor-quality health 
care. These public health practices are the foundations of modern population-focused health care.
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FIGURE 11-2 Three Core Functions and Ten Essential Public Health Services
Reproduced from Centers for Disease Control and Prevention. Core functions of public health and how they relate to the 10 essential services. Available from http://www.cdc.gov/nphpsp/documents/essential-phs.
pdf. Accessed April 26, 2016.
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As reported in 2001, the nation struggled to meet the goals of Healthy People 2000. The 
Healthy People 2000 Final Review noted that of the 319 objectives set in 1990, by 2000, the nation 
met 21 percent of targets; 41 percent showed improvement toward targets; 11 percent of targets 
showed mixed results; 2 percent showed no change; 15 percent moved negatively from targets; and 
10 percent of target results could not be assessed due to data discrepancies.45

Healthy People 2010 built upon preceding targets to continue a framework for planning and 
action on achieving improvements in longevity and quality of life and provided additional empha-
ses on decreasing health disparities. The final report on Healthy People 2010 noted that progress 
was made in meeting or moving toward 71 percent of the program’s targets.43 However, there was 
little progress in reducing or eliminating health disparities. Disparities had not changed for 80 per-
cent of the health objectives and had increased for an additional 13 percent.43 Another disappoint-
ing finding from this report was that obesity rates increased across all age groups; for children aged 
6 to 11 years, obesity rates rose 54.5 percent, and the proportion of obese adults rose 47.8 percent. 
On a positive note, the report cited substantial progress on heart disease and stroke reduction by 
meeting targets to reduce cholesterol levels and the levels of cigarette smoking.43

Healthy People 2020, like its predecessors, was crafted with extensive expert and public input 
and contains 1,200 objectives that span 42 distinct public health topic areas. In addition to encom-
passing the ongoing 2010 objectives, Healthy People 2020 selected a set of 26 objectives, named 
“Leading Health Indicators” (LHIs), to communicate high-priority health issues and actions that 
can be taken to address them.46 Selected examples of LHIs include:

 ■ Persons with medical insurance
 ■ Children receiving recommended doses of childhood vaccines
 ■ Injury deaths
 ■ Infant deaths
 ■ Suicide
 ■ Obesity among adults and children
 ■ Persons visiting a dentist in the past year
 ■ Sexually active females receiving reproductive health services in the past year
 ■ Adolescents using alcohol or illicit drugs in past 30 days
 ■ Adolescent cigarette smoking47

A 2014 interim report on LHI’s accomplishments of Healthy People 2020 notes modest 
gains toward achieving the Healthy People 2020 targets for the 26 LHI objectives with 14 LHIs  
(53.9 percent) having either met their target or shown improvement.47

The goals and objectives of the Healthy People initiatives of the past three decades are com-
mendable, and their delineation gives the government, private agencies, and organizations 
involved a sense of accomplishment. However, the absence of a cohesive, well-supported public 
health sector continues making achievement of the goals of these initiatives extremely challenging.

Public Health Accomplishments and Resource Challenges  
of the 20th and 21st Centuries
Accomplishments
The Centers for Disease Control and Prevention tracks historically significant public health accom-
plishments and trends. The CDC report, Achievements in Public Health, 1990–1999: Changes in 
the Public Health System, notes numerous public health accomplishments that contributed to 
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significant improvements in both the health status and life expectancy of Americans throughout 
the 1900s and in the first decade of the 2000s.48

Using population-based strategies for disease and injury prevention coupled with unprec-
edented medical, biomedical, and scientific advances of the 1900s, public health contributed to 
remarkable declines in morbidity and mortality and dramatically changed the profiles of dis-
ease, injury, and death in the United States. For example, in the early 1900s, major health threats 
were infectious diseases associated with poor hygiene, sanitation, and nutrition; poor maternal 
and infant health; and diseases resulting from unsafe work conditions. Public health systems of 
the early 1900s that incorporated vaccinations, new antibiotics, and health education interven-
tions resulted in major decreases in the impacts of infectious diseases and other conditions. In 
concert with community activism, many infectious diseases were conquered, diseases associated 
with nutritional deficiencies were vastly attenuated, maternal and infant health outcomes were 
improved, and diseases and injuries resulting from unsafe work conditions and motor vehicle- 
related injuries were reduced.48,49 As many previously devastating infectious diseases (such 
as diphtheria, polio, and tuberculosis) were effectively controlled, in the last half of the 1900s, 
chronic conditions such as cardiovascular disease and cancer emerged as prominent causes of 
mortality, and the public health system engaged to identify related risk factors and introduce new 
interventions. The 1900s also saw development of enhanced morbidity and mortality surveillance, 
which helped maintain earlier successes and contributed to the development of new interven-
tions.48 Life expectancy at birth among U.S. citizens increased by 62 percent from 47.3 years in 
1900 to 76.8 years in 2000.49

In the same period, epidemiological science acquired greater quantitative capacity that facil-
itated improvements in study design and periodic health surveys. Methods of data collection 
evolved from simple measures of disease prevalence to complex studies of precise analyses, such 
as cohort studies, case-control studies, and randomized controlled clinical trials.48 Development 
of high-powered, computerized statistical testing allowed measurement of multiple variables col-
lected in large-scale studies to be applied to development of tools for mathematical modeling. These 
advances allowed elucidation of disease risk factors and identification of effective interventions.48

The decade from 2000 to 2010 was marked by several public health accomplishments. Many 
new vaccines were introduced including rotavirus, meningococcal, herpes zoster, pneumococcal, 
and papillomavirus. A 2011 economic analysis on the use of vaccines reported that vaccination 
of each U.S. birth cohort using the current childhood immunization schedule prevents approxi-
mately 42,000 deaths and 20 million cases of disease, with net cost savings of nearly $14 billion in 
direct costs and $69 billion in total societal costs.49

Only a partial list of other significant public health accomplishments of this period include 
early identification of HIV/AIDS infection through expanded screening, elimination of canine 
rabies, reductions in tobacco use, reductions in childhood lead poisoning, enactment of motor 
vehicle safety policies, and, in concert with advances in clinical medicine, reductions in cardiovas-
cular disease risk factors.

Many accomplishments from the 1900s to the present involve public health’s use of the legal 
system to achieve desired population behavioral changes. Examples include state and local ordi-
nances banning smoking in public locations; taxation of tobacco products; mandatory seat belt 
use; and federal, state, and local lead poisoning prevention and lead abatement regulations. Also, 
mandatory fortification of cereal grain products labeled as enriched contributed to a 36 percent 
reduction in the number of infants born with neural tube defects between 1996 and 2006, pre-
venting these defects in an estimated 10,000 affected pregnancies, and resulting in a savings of 
$4.7 billion in direct costs.49
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Resource Challenges
Despite the centrality of public health in providing critical systems and supports for the health of 
all Americans, historically, government funding for public health has competed with other more 
highly valued demands.50 Such competition continues.

In 2006, the health policy journal, Health Affairs devoted its monthly issue to the “State of 
Public Health,” in which the editors noted:51

Public health has always been the neglected stepchild of U.S. healthcare system. It sub-
sisted on whatever funding was left over after flashier parts of the system took their cut, 
and it took on tasks, such as being the provider of last resort for the uninsured and indi-
gent, that no one else was willing to perform.

The editors cite the short-lived stimulus of funding infusion for public health infrastructure 
improvements created by the terrorist attacks and anthrax threats of 2001. The stimulus provided 
states with $5 billion, but no continuing funding was forthcoming to sustain efforts as states faced 
severe revenue shortfalls during the ensuing years of the U.S. economic downturn.51 The subse-
quent decade did see progress in health departments’ ability to respond to public health emergen-
cies in areas such as preparedness planning, pharmaceutical and medical equipment distribution 
systems, and surveillance and communications. However, in the period from 2005 to 2012, federal 
funds for the CDC’s support of state and local health departments’ responses to a range of public 
health emergencies, including bioterrorism, were cut by more than 38 percent.52

A 2012 IOM report, For the Public’s Health: Investing in a Healthier Future notes, “The poor 
performance of the United States in life expectancy and other major health outcomes as compared 
with its global peers reflects what the nation prioritizes. It spends extravagantly on clinical care but 
meagerly on other types of population-based actions that influence health more profoundly than 
medical services.”53 The report further notes that, “ … to its detriment, society’s fixation on clinical 
care, its delivery, and its financing overshadows population-based activities that more efficiently 
and effectively improve the nation’s health,” and cites insufficient funding for prevention of the 
health problems responsible for most morbidity and mortality.53 The IOM report cited the health 
system’s deficiencies in developing and implementing preventive strategies and the effects of these 
deficiencies on the U.S. economy and society. When the report was issued in 2012, IOM recom-
mendations included doubling Congressional appropriations for public health from approximately 
$12 billion to $24 billion, noting that the recommended increase represented only a small fraction 
of the $2.5 trillion the nation spent on health in 2010, most of which was devoted to medical care.53

In 2015, the American Journal of Public Health published a policy brief with findings by 
City University of New York (CUNY) School of Public Health researchers, Public Health’s Fall-
ing Share of U.S. Health Spending.54 Researchers analyzed actual public health expenditure data 
spanning over five decades, 1960–2013, and projected 2014 expenditure data.54 Findings reported 
inflation-adjusted per-capita public health spending rising from $39 in 1960 to a peak of $281 
in 2008 and a decrease of 9.3 percent to $255 per capita in 2014. The public health share of total 
national health expenditures increased from 1.36 percent in 1960 to 3.18 percent in 2002, and 
decreased to 2.65 percent in 2014. The 2014 level represents a 17 percent decline since 2002 when 
funding surged due to the 2001 terrorist attacks.54 Projections estimate that public health’s share of 
national health expenditures will fall to 2.4 percent by 2023, or 25 percent below the 2002 level.54 
The report also noted that growth in public health spending between 1960 and 2001 resulted pri-
marily from state and local governments, which contributed 80–90 percent of total public health 
spending in recent decades.54 CUNY researchers calculated that if inflation-adjusted public health 
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expenditures had remained at the 2008 level, an additional $40.2 billion would have been allocated 
to public health in the period 2009–2014.54 Referring to the IOM report cited above, the CUNY 
report concluded that, “The current trajectory of health spending seems unlikely to close the fund-
ing gap identified by the Institute of Medicine panel.”54

The ACA created the Prevention and Public Health Fund (the Fund), the nation’s first manda-
tory funding stream dedicated to improving public health.55 The Fund was intended to eliminate 
the previously unpredictable federal budget appropriations for public health and prevention pro-
grams. The ACA mandates the Fund’s use to “improve health and help restrain the rate of growth 
in private and public sector healthcare costs.”55 The Fund’s purposes emphasize the development 
of “a national prevention, health promotion, and public health strategy.”56 The ACA authorized 
$18.75 billion for the Fund for fiscal years 2010–2022, and $2 billion in each succeeding year.55 The 
federal budget allocation for each year was set in the ACA law. However, specific uses of the Fund 
are determined annually by the Congressional budget appropriations process in consultation with 
the President and Congress.55 The ACA allowed Congress to retain authority to set the Fund aside 
or to re-direct its resources to proposals outside of public health.55

Congressional prerogatives regarding the Fund played out to the detriment of the Fund pur-
poses.55 In 2012, Congress and the President approved legislation that cut the Fund by $6.25 bil-
lion over nine fiscal years (2013–2021) to offset Medicare payment adjustments to physicians.55 
In 2016, the Fund was reduced by $68 million through 2023 by automatic spending reductions 
to most federal programs resulting from Congressional deficit reduction initiatives.55 The 2012 
legislation and 2016 reductions left $932 million of the originally planned $2 billion for 2016 
authorized by the ACA in 2010 (slightly less than 50 percent of intended Fund amount) for public 
health prevention, wellness, and preparedness activities.55 These outcomes are prime examples of 
the ways in which public health resource priorities are pre-empted by political priorities. State and 
local health departments and community organizations such as hospitals that assist public health 
agencies continue bearing the impacts of underfunding.

The Federal Public Health Emergency Preparedness program funding for states and locali-
ties to prepare for and respond to all types of disasters decreased from a high of $940 million in 
2002 to $661 million in 2016.57 Federal funding for the Hospital Preparedness Program supporting 
these institutions’ training and preparation of an array of community disasters has been reduced 
by more than 50 percent, from a high of $515 million in 2004 to $355 million in 2016. In 2012, 
on average, 12 percent of state health agency positions were vacant, with fewer than 25 percent of 
these in active recruitment for replacement.28 Between 2010 and 2012, the number of state health 
agency full-time equivalent staff members declined by 5,000 and the agencies reduced disease and 
condition screening, maternal and child health services, and other services.28 Spanning two fiscal 
periods from 2013 to 2015, 16 states reduced their public health budgets.57 State health agency 
budget reductions have a ripple effect on non governmental state health agency public health 
partners as the ASTHO reported in 2012. Forty-four percent and 32 percent of state health agency 
contracts, grants, and awards were made to local health departments and not-for-profit organiza-
tions, respectively.28

Since 2008, LHDs eliminated an estimated 51,700 jobs resulting from layoffs due to hir-
ing freezes or budget cuts; 61 percent of large LHDs (serving populations of 500,000 or more), 
reported job losses in 2014.58

Currently, with less than 3 cents of every U.S. healthcare dollar allocated to public health, 
the United States continues to shortchange American’s healthcare needs. Public health’s signifi-
cant contributions make it clear that public health principles have far greater potential to improve 
the health status of all Americans than exponentially more expensive after-the-fact medical 
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interventions. Public awareness must energize “political will” to bring material improvements to 
U.S. population health.59

 ▸ Public Health Services of Voluntary Organizations
The role of not-for-profit voluntary organizations as adjunct resources to government public 
health agencies is a major theme in the evolution of health care in the United States. Historically, 
private, not-for-profit organizations have shared responsibilities with government for meeting the 
needs of vulnerable populations.60 Working partnerships between government public health agen-
cies and not-for-profit healthcare organizations remain essential strongholds of the public health 
system.18 In 2011 not-for-profit organizations received 32 percent of $6 billion distributed by state 
health agencies through contracts, grants, and awards.28

There is a host of voluntary agencies providing nursing home care, hospice care, home care, 
medical and vocational rehabilitation, and other personal healthcare services. A variety of volun-
tary agencies serves the special needs of persons with medical conditions such as AIDS, asthma, 
diabetes, cerebral palsy, hemophilia, and muscular dystrophy. Similar organizations support 
research on conditions such as cancer, heart disease, and respiratory disorders. Others, such as 
the American Red Cross, Planned Parenthood, and Meals on Wheels, focus on providing specific 
services to populations in need. Many voluntary agencies provide numerous valued and effective 
services that are not available in the private medical care sector.

The influence of large not-for-profit foundations, such as the RWJF, the Commonwealth Fund, 
and the Pew Charitable Trusts, on the advancement of health care from a population perspective 
has been considerable. By providing funds on a competitive basis to stimulate research and inno-
vative program demonstrations, these and other philanthropic organizations have enabled orga-
nizations to engage in progressive health service delivery improvements that may otherwise have 
been years in development. In 2014, charitable contributions from all sources to not-for-profit 
health organizations exceeded $30 billion.61

The interdependence of government, private, and voluntary sector efforts has been both a 
bane and a blessing in the provision of health care in the United States. The U.S. healthcare system’s 
disorderly evolution from a combination of charitable efforts, government responses to needs, and 
U.S. free enterprise resulted in a complex network that is technologically successful but plagued 
by costly inefficiencies, duplications, and inequities. Nevertheless, this pluralistic approach has 
endured and continues making material contributions to health system improvement through 
research to inform policymaking, demonstration programs to test system innovations, and sup-
port to reform system infrastructures.

 ▸ Relationships of Public Health and Clinical Medicine
Public health and clinical medicine have complementary roles in caring for the health of the Amer-
ican people. Although they often address the same health problems, their attention is directed at 
different stages of disease or injury. Clinical medicine devotes its most intensive resources to diag-
nosis, treatment, and health restoration for individuals. Clinicians define a successful outcome of a 
medical intervention as an individual’s wellness.62 Public health devotes its resources to identifying 
and implementing preventive strategies with a broad population focus through interventions such as 
environmental improvements, education promoting healthy behaviors and lifestyles, and reductions 
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in barriers to healthcare access. Public health professionals characterize success “… as the reduction, 
delay, or prevention of a disease or disability for a group of individuals or community as a whole.”62

The relationship between the disciplines of public health and clinical medicine has a lengthy 
history in America that formally began with the establishment of the Public Health Service Com-
missioned Corps in 1889. Among many other activities, Corps physicians assisted in combating 
large-scale disease outbreaks, conducted biomedical research, and rendered care to populations 
affected by disasters.14,15 However, as the public health and medical professions evolved over suc-
ceeding years, the sectors diverged.

Conflicts between clinical medicine and public health were rooted in the medical profes-
sion’s philosophical and economic concerns.63 Private practice medicine considered extending the 
boundaries of public health as an opening wedge for usurping the physicians’ role and the path to 
socialized medicine.63 Physicians opposed public health’s disease screening and primary care ser-
vices such as mass vaccinations, even though these services targeted populations with the lowest 
incomes and populations groups which physicians chose not to serve.63 Physicians asserted that 
public health agencies were intruding upon the physician–patient relationship and impinging upon 
their practices’ income generating services.63 Public health professionals came to view physicians 
as elitist and focused on financial gain, while physicians viewed public health as a politically moti-
vated endeavor comprised of individuals of lesser scientific intellectual stature than themselves.64

An American Journal of Public Health report chronicling the history of this relationship 
throughout the 1900s notes, “ The division of responsibility, authority, and power between public 
health and medicine has been a continuing source of concern and conflict. Although representa-
tives of both fields have traditionally voiced strong commitments to health and social betterment, 
the relationship between public health and medicine has been characterized by critical tensions, 
covert hostilities, and at times, open warfare.”64 The report authors cite four primary reasons why 
the public health and clinical medicine sectors took divergent paths beginning in the early 1900s 
and continued in those paths during succeeding years:64

1. An increasingly powerful medical profession viewed public health initiatives such as 
requirements to report communicable diseases as infringing on the doctor–patient 
relationship. Physicians contended that these reports would deter patients from seek-
ing treatment, while public health officials asserted that such reporting was justified to 
safeguard community health.

2. Public health services such as well baby care, disease screening, and school-based 
nursing were viewed by the medical profession as intrusions into its domains and 
income. Public health officials countered these protests as indicative of medicine’s self- 
interest. The divide deepened as organized medicine succeeded in defeating legislative 
and administrative proposals to link clinical medicine and public health interventions 
with services such as maternal and infant health and neighborhood health centers.

3. Hospitals emerged as the centers of health care, shifting the focus from community- 
based preventive services to acute care. This shift was later fueled by the introduction 
of health insurance plans that lucratively supported the costs of hospital care.

4. Schools of public health were established as institutions separate from medical schools, 
and public health was increasingly recognized as a profession distinct from medicine. 
Further, as medicine became more highly specialized and scientifically oriented, public 
health increasingly viewed clinical medicine as disconnected from the social determi-
nants of health.
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Despite historical clashes in perspectives, there are many examples of the synergistic 
effects of public health and clinical medicine. The immunization of children and adults against 
a variety of preventable diseases is one example of how public health and medicine have worked 
together effectively. Many screening programs, such as for tuberculosis, colorectal and breast 
cancer, and hypertension, have linked the services of private medicine and the population- 
oriented services of public health through educational campaigns and cooperative agreements 
to treat patients with positive screening results. Further, public health and medicine remain 
deeply interdependent as medicine’s link with individual community members provides a 
foundation for important public health functions.62 Such functions include disease surveil-
lance and infectious disease contact follow-up, maintenance of disease registries, vital statistics 
reporting, and participation in community health education campaigns.62,66 In addition, exam-
ples abound about how physicians’ knowledge and skills are invaluable to the public health 
enterprise by alerting authorities to unusual medical conditions that may pose threats to popu-
lation health. Examples include the link of workplace exposure to carcinogenic vinyl chloride, 
discovery of a West Nile virus outbreak, re-emergence of drug-resistant tuberculosis, anthrax 
exposure following the 2001 terrorist attacks, and the recognition of toxic shock syndrome.65 A 
recent striking example of medicine’s pivotal role in public health was the initiative of a Flint, 
Michigan, pediatrician and her research team in publicly reporting alarming increases in blood 
lead levels among children in certain Flint neighborhoods. Her report was instrumental in 
exposing a public health disaster resulting from the diversion of the city’s water supply from 
Lake Huron to the toxic Flint River.66

In the healthcare reform environment, public health and clinical medicine have stronger 
mandates than ever to collaborate, recognizing that neither sector alone can effectively achieve 
improved U.S. health status. Social determinants of health such as poverty, educational attain-
ment, and economic self-sufficiency loom large and are beyond the scope of the biomedical 
model of medical care.64,65 Concurrently, public health professionals recognize that enhanced col-
laborations with clinical medicine will form the pathway required to combine the best of clinical 
scientific expertise with the tenets of population health. A growing professional consensus that 
new models of care delivery and financing and melding population health and clinical medicine 
will provide the only viable solutions to improving U.S. population health status.64 The ACA 
emphasis on population health and reimbursement incentives, aligned with population rather 
than individual outcomes, is proving key to begin closing the gap between public health and 
medicine. Changes have begun in accreditation standards for medical school curricula regarding 
the inclusion of population health and public health sciences and prevention along with revisions 
in national licensing examinations on these topics.67 Accordingly, there are ongoing initiatives 
to integrate public health and medical education such as the American Association of Medi-
cal Colleges (AAMC)–CDC cooperative agreement.68 Through the agreement, the CDC awards 
funds to the AAMC and other national academic associations to support improved teaching on 
public health concepts and provide practical experience for public health medical and nursing 
students.68

Political challenges in advancing public health principles are certain to continue both for the 
public health sector and clinical medicine. Public health and clinical advances that successfully 
controlled highly visible public health problems, such as outbreaks of poliomyelitis and other  
vaccine-preventable diseases in the mid-1900s, are mostly invisible to the American public, and 
therefore not politically attractive.
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 ▸ Public Health Ethics
Following the issuance of the 1988 IOM report, “The Future of Public Health,” the National Pub-
lic Health Leadership Institute (PHLI) was established by the CDC in 1990 to address the infra-
structure and system deficiencies cited by the report. The PHLI convened a network of senior 
public health leaders to collaborate on meeting public health infrastructure challenges.69 The Pub-
lic Health Leadership Society was created in 1993 by graduates of the PHLI. In 2000, the PHLI 
adopted the task of writing a public health code of ethics with the ultimate intent that it be adopted 
by public health organizations and institutions.70 The need for a code of ethics recognized that 
public health’s mandate to ensure and protect the health of the public is inherently moral. As such, 
the code draws from several ethical concepts relevant to human rights, distributive justice for the 
disenfranchised, and the duty to take action as an ethical motivation.70 Different from the code 
of medical ethics, which is concerned with an individual and clinical focus, public health ethics 
are concerned with institutions’ interactions with communities. Principles of public health ethical 
practice are as follows:70

1. Public health should address principally the fundamental causes of disease and require-
ments for health, aiming to prevent adverse health outcomes.

2. Public health should achieve community health in a way that respects the rights of 
individuals in the community.

3. Public health policies, programs, and priorities should be developed and evaluated 
through processes that ensure an opportunity for input from community members.

4. Public health should advocate and work for the empowerment of disenfranchised 
community members, aiming to ensure that the basic resources and conditions neces-
sary for health are accessible to all.

5. Public health should seek the information needed to implement effective policies and 
programs that protect and promote health.

6. Public health institutions should provide communities with the information they have 
that is needed for decisions on policies or programs and should obtain the communi-
ty’s consent for their implementation.

7. Public health institutions should act in a timely manner on the information they have 
within the resources and mandate given to them by the public.

8. Public health programs and policies should incorporate a variety of approaches that 
anticipate and respect diverse values, beliefs, and cultures in the community.

9. Public health programs and policies should be implemented in a manner that most 
enhances the physical and social environment.

10. Public health institutions should protect the confidentiality of information that can 
bring harm to an individual or community if made public. Exceptions must be justified 
on the basis of the high likelihood of significant harm to the individual or others.

11. Public health institutions should ensure the professional competence of their 
employees.

12. Public health institutions and their employees should engage in collaborations and 
affiliations in ways that build the public’s trust and the institution’s effectiveness.

In 2002, the American Public Health Association became the first national organization 
to adopt the code. It was subsequently disseminated and adopted by numerous other national 
organizations.70
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 ▸ The ACA and Public Health
This section reviews some of the many ACA public health provisions included in the ACA and, 
as available, provides updates. The summaries are not exhaustive and readers are encouraged to 
access the references cited for additional details.

National Prevention, Health Promotion and Public Health Council
ACA Title IV, “Prevention of Chronic Disease and Improving Public Health,” established the 
National Prevention, Health Promotion and Public Health Council (the Council) in 2010 to 
develop and lead a national prevention strategy. Chaired by the U.S. Surgeon General, the Coun-
cil’s mandate is to build on existing federal programs such as Healthy People 2020 and to make 
recommendations to the President and Congress for federal policy changes that support public 
health goals.71–73 The Council currently provides leadership to and coordination of public health 
activities of 20 federal departments and agencies, and consults with outside experts and stakehold-
ers.72,73 The Council continues four strategic directions established in 2010: (1) building healthy 
and safe community environments, (2) expanding quality preventive services in both clinical and 
community settings, (3) empowering people to make healthy choices, and (4) eliminating health 
disparities. The Council’s action plans are guided by commitments to identify opportunities to 
promote prevention, increase tobacco-free environments, and increase access to healthy, afford-
able foods.74 Consistent with these commitments, in its most recent Report in 2014, the Coun-
cil outlined several accomplishments made with community partners across the United States.75 
Examples include an almost 70 percent increase in the number of smoke-free college campuses 
between 2012 and 2013; more than 6,500 schools receiving certification for promoting nutrition 
and physical activity by the end of 2013; and a 672 percent increase in low-income individuals and 
families accessing the federal supplemental nutrition assistance program (SNAP) to access healthy 
foods at affordable costs by 2013.75

Health Care Workforce Development
The purpose of Title V of the ACA, “Health Care Workforce,” is to improve access to and the deliv-
ery of healthcare services for all individuals, particularly low-income, underserved, uninsured, 
minority, health disparity, and rural populations.76 To these ends, Title V mandated the estab-
lishment of a National Health Workforce Commission to review current and projected workforce 
needs and provide analyses and recommendations to Congress and the federal administration 
to align federal policies with national needs.77 The Commission’s expert 15-member panel was 
appointed in 2010, but because it has not received Congressional funding appropriation, has not 
convened.77

Title V has, however, awarded competitive grants to support state-level comprehensive work-
force planning and implementation strategies.78 To address needs of the underserved and health 
disparities, Title V also authorized incentive programs to attract professionals to work in medi-
cally underserved areas. For example, in 2013 with ACA funds, the HRSA awarded $9.3 million 
for student loan repayments to fourth-year medical students in exchange for agreement to work 
three years in an underserved area following completion of a primary care residency.79 Title V also 
created a mandatory fund for the National Health Service Corps (NHSC) scholarship and loan 
repayment program and a “Ready Reserve Corp” within the U.S. Public Health Service to respond 
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to national public health emergencies to be available for assignments in underserved communi-
ties.80 In 2013, 94 percent of NHSC nurses were supported with ACA funding, and, in total, the 
NHSC loan-repayment program awarded approximately $170 million to various providers serving 
in high-need areas.79,81 The ACA also established a new program to increase workforce supply 
by supporting nurse-managed health centers operated by advanced practice nurses who provide 
comprehensive primary care and wellness services to underserved populations.81

Title V took steps to decrease significant racial and ethnic disparities in the public health 
workforce. One example was the reauthorization and expansion of the Nursing Workforce Diver-
sity Grants program to increase educational opportunities for individuals from disadvantaged 
backgrounds and from underrepresented racial and ethnic minorities in the registered nurse 
workforce. In 2014, $15.3 million was appropriated for this program.81

In summary, through both emphases on preventive services and important health workforce 
needs, ACA Titles IV and V address many public health issues that have a lengthy documented 
history. The impetus from those paying for health care (employers, organized consumers, and 
governments) for improved measures of health status and system performance created pres-
sures that drove public health provisions of the ACA. As early accomplishments of the Council 
and workforce initiatives suggest, these provisions offer opportunities to both public health 
leaders and other stakeholders to increase collaborative emphases on preventive services in 
innovative ways.

 ▸ Current and Future: Enduring and Emerging Public 
Health Challenges

The United States faces major ongoing, emergent, and globally oriented public health chal-
lenges. The sections below discuss just a few examples. These discussions also highlight how 
in many situations, political, rather than population health interests determine the courses of 
action.

Enduring Public Health Issues
The focus on remedial medicine for Americans suffering from health disparities has denied the 
reality of system inequities. The major causes of disease and disability among many Americans 
are conditions that result from multiple causes that are not amenable to medicine’s technologic 
remedies. While the vast majority of health spending is devoted to medical care, “There is strong 
evidence that personal behaviors and the environment are responsible for more than 70 percent 
of avoidable mortality and that health care is just one of several determinants of health.”18 While 
public health and clinical medicine have succeeded in conquering many diseases that plagued the 
United States in prior decades, there remain daunting challenges with the issues of health dispar-
ities associated with income, education, occupation, and chronic disease prevention and man-
agement.82 According to the World Health Organization (WHO), non-communicable diseases 
(NCDs) account for 88 percent of total U.S. deaths.83 The CDC reports that five causes account 
for 66 percent of U.S. NCD deaths among persons <80 years of age. The five causes and the CDC 
estimates of the percentage deemed potentially preventable are:84

Although early intervention through disease screening and timely medical treatment play 
important roles, reductions in the numbers of potentially preventable deaths requires remediation 
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of risk factors associated with socioeconomic conditions, lifestyles, behaviors, cultural norms, and 
other determinants of health. Because historic presumptions prevail that such risks are not amena-
ble to clinical interventions, personal behaviors have been largely considered as either outside the 
scope of the medical care system or immutable to change. Health insurance companies rarely have 
reimbursed providers for preventive services, thus reinforcing these presumptions and de-valuing 
non-medical interventions.

Against the backdrop of the meager percentage of U.S. health spending allocated to public 
health, to assess the impact of public health spending on reducing preventable deaths, researchers 
analyzed 13 years of funding and mortality from preventable causes of death from almost 3,000 
local public health departments.85 The goal was to determine whether changes in mortality rates 
from preventable causes of death were related to local public health department funding. Research 
findings indicated that public health spending is “one of the most consistent determinants of  
community-level preventable mortality.”85 The researchers also noted that, “the findings imply that 
the mortality reductions attributable to increases in public health spending are sizeable, and may 
exceed the reductions achievable through similar expansions in local medical care resources.”85 
Another study by the American Public Health Association on returns for investment in public 
health notes that, “by investing in the prevention and treatment of the most common chronic 
diseases, the United States could save $218 billion per year in treatment costs and reduce the eco-
nomic impact of disease by $1.1 trillion annually.”86

Preventive public health initiatives of the ACA and longer-standing efforts such as Healthy 
People 2020 and the CDC’s Behavioral Risk Factor Surveillance System (BRFSS) are only two 
examples of government public health efforts to sustain presence on the frontlines in addressing 
enduring population health issues. BRFSS is a system that uses 450,000 interviews of U.S. adults 
annually and provides most states with their only sources of state-level data on health and health 
risk behavior related to chronic disease.87 BRFSS findings are posted on its website and used by 
public health practitioners and researchers for purposes such as identifying and modifying health 
risk behaviors, evaluating public health programs, and developing prevention strategies at state 
and local levels.87

Limited health insurance and barriers to service access are only part of the reason why major 
health disparities exist across the United States.88 The multi-dimensional determinants that influ-
ence the occurrence of preventable disease call for a similarly multi-dimensional approach, which 

U .S . Top Five Causes of Preventable Deaths Percent Preventable

Diseases of the Heart 34

Cancer 21

Chronic Lower Respiratory Diseases 39

Cerebrovascular Diseases (Stroke) 33

Unintentional Injuries 39

Data from Centers for Disease Control and Prevention. Potentially preventable deaths from the five leading causes of death-United States, 2008-2010. 
Morbidity and Mortality Weekly Report. 2014;63:369-373. Available from http://www.cdc.gov/mmwr/pdf/wk/mm6317.pdf. Accessed May 12, 2016.
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cannot alone be the province of government public health programs or of clinical medicine. Today 
more than ever, all leaders and stakeholders in the quality of U.S. population health are called to 
align collaborations to create community environments that encourage healthier behaviors and 
invite engagement across the wide array of resources of public health, healthcare, and broader 
community sectors.89

Emergent Domestic Public Health Issues
Firearm Violence
The history of firearm violence in the United States is a pointed example of the influence of inter-
est groups on U.S. policymakers. It serves as a strong reminder of the importance of the pub-
lic health core functions of assessment and policy development that entail both development of 
evidence-based data and mobilizing advocacy to address serious public health issues. Because a 
discussion of the vast complexities of this issue, including the Second Amendment to the U.S. 
Constitution, is beyond the scope of this text, interested readers are encouraged to consult the 
cited references for more in-depth information.

In 2014, firearms deaths totaled 32,279, with 66 percent resulting from suicides and 34 percent 
from homicides.90 Total deaths from firearms are now the third-leading cause of U.S. injury deaths 
ranking behind unintentional poisoning (42,032) and motor vehicle/traffic accidents (33,736). 
The age-adjusted annual death rate for firearm homicides, suicides, and accidental deaths is now 
the same as the rate for motor vehicle/traffic accidents, at 10.3 deaths per 100,000 population.91

Firearm-associated deaths and injuries were not considered a public health concern until 
1989 when the American Medical Association (AMA) labeled them as “a critical public health 
issue.”92 Throughout the preceding two decades, these incidents were considered as residing in the 
criminal justice, mental health, and personal safety domains.92

In 1993 the New England Journal of Medicine reported study findings funded by the CDC’s 
National Center for Injury Prevention that concluded, “… rather than confer protection, guns kept 
in the home are associated with an increase in the risk of homicide by a family member or intimate 
acquaintance.”93 Following media attention on the study, the National Rifle Association (NRA) 
mounted a campaign to eliminate the CDC National Center on Injury Prevention that had funded 
the study and enlisted U.S. House member, Jay Dickey, to author a budget amendment to do so.93 
While the Center survived, the results were a 1997 federal budget that stated, “none of the funds 
made available for injury prevention and control at the Centers for Disease Control and Preven-
tion may be used to advocate or promote gun control.” The budget also called for reallocation of 
$2.6 million previously available for firearm injury prevention research to a different purpose.93 
Under pressure and fear of retaliation from the NRA, both government and private organizations 
previously involved in firearm-related injury research curtailed their activities.94

In 2012, in response to the Newtown, Connecticut, school massacre, President Obama issued 
an executive order regarding many aspects of gun violence prevention, including reversal of the 
CDC research ban.94 However up to the present, attempts to implement the President’s executive 
order and reinstate funding have failed.94

As the 2017 federal budget was in Congressional review in 2016, more than 100 health care, 
public health, scientific organizations, and research universities issued a written appeal to the 
Senate and House appropriations committees through the American Public Health Association 
(APHA) to “… end the dramatic and chilling effect of the current rider language restricting gun 
violence research and to fund this critical work at the Centers for Disease Control and Prevention 
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(CDC).”95 The appeal cited the effectiveness of prior federal public health research in developing 
policies that reduced injuries and deaths from other causes such as motor vehicle and traffic acci-
dents, and noted the pivotal importance of evidence-based scientific research to development of 
effective gun violence prevention strategies.95 The appeal contained a quote from former House 
Member Dickey, in which he stated that, “Doing nothing is no longer acceptable.”95 As the 2017 
federal budget currently awaits approval, the fate of the funding restoration remains in the balance.

Even though mass shootings account for a very small percentage of firearm violence deaths, 
they have enlivened the debate about treating firearm violence as a public health issue. However, 
the real public health issue is not grounded in mass shootings; rather it is reflected by facts such as: 
(1) an average of 91 deaths occur every day from firearm-related violence,95 and (2) more than $2.4 
billion in hospitalization costs to treat firearm injuries are incurred each year, with approximately 
one-third of these costs uninsured.96 The collective societal costs of firearm violence are estimated 
at $174 billion per year, not including other immeasurable costs such as human suffering, and 
individual and community fear and trauma.97

The debate about whether firearm deaths conform to the definition of a public health prob-
lem is particularly spurious when considering the history of the public health approach toward 
motor vehicle and traffic injuries and deaths. According to the CDC, six times as many people 
drove in 2000 than in 1925. The number of cars increased elevenfold and the number of miles 
driven increased tenfold.98 In the same period, the annual death rate for motor vehicle and traf-
fic accidents decreased by 90 percent.98 A multi-pronged public health approach using research 
data, technologies, behavior change, expert scientific collaborations, public advocacy, and pol-
icy changes resulted in dramatically improved population health outcomes. Commenting on the 
effectiveness of the public health approach, the executive director of the APHA notes, “Time and 
time again, a public health approach to solving health threats is a proven, evidence-based approach 
to improving health and preventing injury.”98 As in the example of motor vehicle accidents,  
evidence-based research cannot be expected to eliminate gun violence, but research is necessary 
to contribute to its reduction.

Lead Poisoning
The recent water-borne lead poisoning crisis in Flint, Michigan, is one example of the complex 
emergent public health issues of this century which, like firearm violence, has its roots in a long 
history. A May 2016 Health Affairs article by David Rosner of Columbia University’s Mailman 
School of Public School, “A Lead Poisoning Crisis Enters Its Second Century,” summarizes a his-
tory of lead exposures in the United States and highlights many facets of how public health is 
inextricably enmeshed with and dependent upon politics, economics, and ethics.99

In 2011, the state of Michigan took over the finances of the impoverished city of Flint.”100 
Cost-cutting measures included changing the source of Flint’s water supply from Lake Huron to 
the Flint River.100 Testing determined that Flint River water would be drinkable if treated with very 
inexpensive anti-corrosives that would prevent rust, iron, and poisonous lead from leaching into 
the supply, but this treatment was not done.100,101 The city’s water supply was sourced from the 
Flint River in May 2014, and resident complaints began almost immediately amid government 
officials’ assurance of the safety of the water’s quality.100 In January 2015, Detroit offered to recon-
nect Flint’s water to Lake Huron, but Flint management refused due to cost and other factors.100 
U.S. Environmental Protection Agency (EPA) tests showed toxic lead levels in residential water, 
but no EPA intervention followed.100 A Flint resident concerned about health changes in her fam-
ily contacted an expert on water quality, Virginia Tech professor Marc Edwards, and he launched 
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an investigation.100,102 Extensive testing results reported by Edwards to the EPA indicated Flint 
water lead content was at levels “that were two times the amount found in hazardous waste,” and 
multiple times above federal regulations requiring corrective action.” Still, no EPA action ensued, 
and the Michigan Department of Environmental Quality disputed the findings.102 As Edwards was 
conducting his research, a Flint pediatrician and her research team analyzed state data and found 
blood-lead levels among children in certain neighborhoods to have doubled or tripled following 
the water supply diversion.102,103 The pediatrician’s report was first disputed by Michigan officials, 
but after one week, they agreed with her report.100

In October 2015, Flint’s water was reconnected with Lake Huron after months of residents’ 
dependence on bottled water, but not before 18 months of toxic lead exposure had occurred.104

In April 2016, the Michigan State Attorney General charged the director of the Flint water 
treatment plant and two Michigan environmental officials with a mix of misdemeanors and fel-
onies.105 Michigan’s EPA regional leader and water quality director resigned.101 Calls came for the 
resignation of Michigan’s governor and Congressional hearings excoriated the EPA.99 The extent 
of culpability by all those responsible for the disaster is yet to be determined while investigations 
continue.

The Flint disaster focused renewed attention on the devastating effects of lead poisoning. 
There is no safe blood lead level and no effective cure.106,107 The effects of lead on children’s neuro-
logical development are manifest in decreased intellectual capacity, attention disorders, and behav-
ior problems.106 Evidence also links lead exposure in adults to kidney disease and hypertension, 
and some research suggests links to Alzheimer’s Disease, Parkinson’s Disease, and schizophre-
nia.106,107 Research also suggests that lead exposure has genetic-altering effects that may manifest in 
the offspring of those affected.103,107 The Flint disaster also highlights the particular vulnerability of 
individuals living in poverty for whom serious additional lead exposures occur due to lead piping 
and residues of lead-based paint in older homes.99,103,107

An investigation by USA Today Network, reported in March 2016, “identified almost 2,000 
additional water systems spanning all 50 states where testing has shown excessive levels of lead 
contamination over the past four years.”106 The systems which supply 6 million people reported 
lead levels exceeding EPA standards.106 Citing the USA Today Network investigation in his Health 
Affairs article, Rosner notes, “Flint is only the tip of an enormous iceberg—which may be just one 
of a great many icebergs.”99

In 1978 the United States banned the use of lead in paint, and in 1996, did likewise for gaso-
line.107 Over the past 30 years, these and other public health measures produced dramatic declines 
in lead exposure, and today, Healthy People 2020 includes as a goal the elimination of all elevated 
blood-lead levels and associated disparities.103

As the federal and state governments pour millions into remediation of the Flint disaster, it 
remains frustratingly clear that (1) the damaging effects of the human exposures cannot be cured 
and will be long-term at enormous human and economic costs, and (2) proactive measures by 
policymakers and the public health community are required to prevent future disasters of the same 
or even greater scope.

The Opioid Epidemic
The United States is experiencing an epidemic of drug overdose (poisoning) deaths. More persons 
died from drug overdoses in the United States in 2014 than during any previous year on record.108 
(Unless otherwise noted, the following information refers to 2014 U.S. reports, the most recently 
available.) A total of 47,055 drug overdose deaths occurred, representing a one-year increase of 
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6.5 percent.108 There were approximately one and a half times more drug overdose deaths than 
deaths from motor vehicle crashes. Drug overdose deaths are the top cause of injury death in the 
United States.108

Opioids, primarily prescription pain relievers and heroin, are the main drugs associated 
with overdose deaths.108 Since 1999, deaths from prescription opioids—drugs such as oxycodone, 
hydrocodone, and methadone—have quadrupled. In the same period, the number of prescription 
opioids sold in the United States also has quadrupled.109 Between 2000 and 2014, nearly half a 
million people died from drug overdoses. Seventy-eight Americans die every day from an opioid 
overdose.109 Non-fatal opioid overdoses requiring emergency department or hospital care have 
increased by a factor of six.110 In 2011, prescription opioid abuse costs are estimated at more than 
$50 billion per year, including healthcare costs, workplace costs such as lost productivity, and 
criminal justice costs.20

The non-medical use of prescription drugs is highest among young adults, ages 18–25, 
who are the most prominent abusers of prescription opioid pain relievers, attention defi-
cit hyperactivity disorder stimulants, and anti-anxiety drugs.111 In 2014, 1,700 young adults 
died mainly from opioid prescription drug overdoses—more than died from overdoses of 
any other drug including heroin and cocaine combined.111 Many more required emergency 
treatment.111 In this group, there were 22 hospitalizations and 119 emergency room visits 
for every death.111 In addition, there have been dramatic increases in neonatal abstinence 
syndrome (NAS) among infants whose mothers used opioids during pregnancy.112 Affecting 
almost 22,000 infants in 2012, NAS saw a fivefold increase since 2000.112 NAS is a syndrome 
in which newborns suffer drug withdrawal symptoms and often have low birth weight and 
respiratory complications. These newborns, whose length of hospital stay averages 16.1 days 
as compared with 2.1 days for other newborns, cost hospitals an estimated $66,700, compared 
with $3,500 for non-NAS newborns.112 State Medicaid programs paid for 81 percent of the 
2012 NAS newborn costs.112

The CDC notes that 2014 data demonstrate that the U.S. opioid overdose epidemic includes 
two distinct but interrelated trends: a 15-year increase in overdose deaths involving prescription 
opioid pain relievers and a recent surge in illicit opioid overdose deaths, driven primarily by her-
oin.108 Drug overdose deaths from heroin have continued to increase sharply, and past misuse of 
prescription opioids is the strongest risk factor for heroin initiation and use.108

The origins of the epidemic lie in the healthcare industry itself, with a cultural shift that 
occurred in the mid-1990s as the medical specialty area of pain management emerged.113 In 1995, 
the American Pain Society recommended adding pain as a vital sign for overall health assess-
ments.113 In 1996 the pharmaceutical company Purdue Pharma launched a promotion for its 
new drug, slow-release oxycodone (trade name OxyContin) for chronic back pain, touting that 
it would be unlikely to become addictive.113 Physicians viewed the drug favorably for patients 
with chronic back pain, and in four years annual sales grew from $45 million to $1 billion.113 
(In 2007 Purdue Pharma pled guilty to federal criminal charges for misinforming physicians 
about OxyContin’s addictive potential.)113 In 2001 the Joint Commission issued pain standards, 
required for provider reimbursement.113 The director of the Pain Medicine Division of Medical 
Education at Johns Hopkins University commented, “There was a time when doctors faced civil 
penalties and professional penalties for not prescribing opioids.”113 The pain-management culture 
and professional pressure to conform to pain treatment standards resulted in unwitting physi-
cians unleashing a tsunami of addictive drug prescriptions and subsequent misuse. The number 
of opioid prescriptions written annually in the United States now almost equals the number of 
U.S. adults.114
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An array of responses to the epidemic continues from state, federal, and local government enti-
ties, the medical and mental health professions, community advocates, and others. Forty-nine states 
have enacted prescription drug monitoring programs (PDMPs).115 PDMPs are electronic databases 
which track the prescription and dispensing of controlled drugs so pharmacists and prescribers 
can track individual patients’ use history. This allows them to identify individuals at high risk who 
could benefit from intervention.116 PDMPs in a number of states are showing positive results.117

In December 2015, the CDC issued a draft opioid-prescribing guideline.118 In March 2016, 
the CDC issued a final guideline tailored to primary care clinicians who account for about half of 
opioid prescriptions.119 The guideline addresses prescribing opioids for chronic pain and intends 
to improve communications between providers and patients about opioid risks and benefits, 
improve the safety and effectiveness of treatment, and reduce risks associated with long-term opi-
oid therapy.119

In February 2016, the FDA announced several initiatives that included engaging the National 
Academies of Sciences, Engineering and Medicine, to assist with regulatory framework develop-
ment and other near-term initiatives with the pharmaceutical industry to improve drug label-
ing and to develop non-opioid pain relief alternatives.114,120 In May 2016, the FDA approved an 
implantable form of the opioid addiction treatment drug, buprenorphine.121 Previously available 
only in an oral form that required daily dosing, the new implants are active for six months and 
are expected to significantly enhance the effectiveness of medication-assisted treatment of opioid 
dependence.121

In March 2016, the U.S. Senate passed a bill proposing $600 million to fund many opioid- 
related interventions, such as grant programs for state and local governments for education and 
treatment and making the overdose-reversal drug naloxone more widely available.122 In May 2016, 
the U.S. House of Representatives passed 18 bills related to the opioid epidemic.123 House and Sen-
ate action to reconcile the two versions of the bill and to develop a final legislative proposal with 
funding decisions are pending.123 Also pending is a decision on President Obama’s $1.1 billion 
2017 federal budget request to address the epidemic.20

In March 2016, the U.S. Senate passed the Comprehensive Addiction and Recovery Act (CARA) 
with measures to reduce prescription opioid and heroin misuse that include evidence-based inter-
ventions and prevention of overdose deaths.124 Action pends a House of Representatives’ review, 
where a companion bill was first introduced in 2014.125

In May 2016, the Coalition to Stop Opioid Overdose convened its first meeting, with mem-
bers representing professional medical organizations, the pharmaceutical industry, and an array of 
other stakeholders.126 Its legislative advocacy agenda includes expanded access to naloxone, pro-
vider education, expanding medication-assisted treatment for opioid addiction, enhancing state 
PDMPs, and enacting the Comprehensive Addiction and Recovery Act.

Emergent Global Public Health Issues
The United States can be affected by public health threats or events throughout the world. Recent 
examples include the Ebola virus outbreak that began in 2013, the 2009 pandemic caused by 
the novel H1N1 influenza virus, and the 2003 outbreak of Severe Acute Respiratory Syndrome 
(SARS).127 As the H1NI pandemic and SARS outbreak demonstrate, rapid international travel has 
effectively removed geographic borders from person-to-person infectious disease transmission. 
Diseases which once would have remained locally self-contained may now be carried across the 
world in hours.128 For example, in 1900 the shipboard route from London to Hong Kong took 10 
weeks.129 Today the flight time between these destinations is approximately 12 hours.130
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The following sections briefly describe the recent global health occurrences noted above and 
provide an overview of the 2016 Zika virus threat to the United States.

The Ebola Virus Outbreak
Ebola virus disease (EVD) first appeared in 1976 in Africa’s South Sudan and the Democratic 
Republic of Congo.131 EVD is an acute illness with an average mortality rate of 50 percent, whose 
symptoms include fever, fatigue, muscle pain, vomiting, diarrhea, and internal and external hem-
orrhage.131 The EVD outbreak in West Africa began in December 2013 in Guinea and spread via 
land travel to Sierra Leone and Liberia, then by air travel to Nigeria and the United States, and 
subsequently by land travel to Senegal and Mali.131,132 Total cases through February 2016 stood 
at 28,639 with 11,316 deaths.133 A total of four EVD cases were diagnosed in the United States in 
2014: One case originated in a traveler from Liberia, one in a traveler from Guinea, and two in 
healthcare personnel who had treated the traveler from Liberia during his U.S. hospitalization.134 
The traveler from Liberia succumbed to EVD while the others recovered.134 In addition to its toll 
in morbidity and mortality, the EVD outbreak had enormous impacts in the three countries most 
affected (Guinea, Liberia, and Sierra Leone) and entailed billions in costs:133

 ■ In 2015 the economies of three countries suffered an estimated total loss of $2.2 billion..
 ■ With 881 EVD cases and 513 deaths among the three countries’ healthcare workers, Liberia 

lost 8 percent of its physicians, nurses, and midwives; Sierra Leone and Guinea lost 7 percent 
and 1 percent of their healthcare workers respectively.

 ■ Costs of the international Ebola response totaled $3.6 billion in 2015. The United States allo-
cated $2.4 billion, which included personnel, technical assistance, and other resources; Ger-
many donated $165 million; the United Kingdom donated $364 million; and the World Bank 
donated $140 million.

In March 2016, the WHO declared that the EVD outbreak had ended.132 In April 2016, the 
CDC announced commencement of EVD vaccine trials in Sierra Leone in partnership with the 
Sierra Leone College of Medicine and Allied Health Sciences and the Sierra Leone Ministry of 
Health and Sanitation.135 In May 2016, promising results were reported on the initial phase of 
vaccine trials.136

H1N1 Pandemic
The novel H1N1 influenza pandemic of 2009 began in Mexico and within months had affected 
more than 214 countries, territories, and communities worldwide.137,138 The virus was character-
ized as “novel” because there was little or no pre-existing population immunity.139 In contrast with 
normal seasonal influenza effects, the CDC characterizes pandemic influenza as occurring infre-
quently (three times in the 1900s) and having rapid worldwide spread.139 With high contagion 
quickly resulting in large numbers of cases, pandemic influenza typically overloads healthcare 
systems, depletes stocks of medical supplies and equipment, and disrupts the economy and society 
due to travel bans, event cancellations, and school and business closures.139 The CDC estimated 
the final global death toll of the H1N1 pandemic at 284,000.140 The CDC’s final estimate of U.S. 
cases alone was 60.8 million with more than 12,000 deaths.141 The WHO reports that the eco-
nomic impact of the H1N1 pandemic remains unknown.142 President Obama’s 2017 federal bud-
get proposal includes $125 million for pandemic influenza response including measures such as 
increased vaccine manufacture and stockpiling and provision of antiviral drugs.20
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Severe Acute Respiratory Syndrome (SARS)
The 2003–2004 Severe Acute Respiratory Syndrome (SARS) epidemic began in a southern Chinese 
province, and within seven months, it resulted in 8,422 cases across 29 countries with a mortality 
rate of 11 percent.143 In North America, there were 284 SARS cases, with 251 cases in the Cana-
dian city of Toronto (41 deaths) and 33 in the United States (no deaths).143 Ninety-eight percent 
of Canadian cases resulted from subsequent transmission from five imported cases. Ninety-four 
percent of U.S. cases (31) were imported from other countries.143 The Toronto outbreak originated 
with a traveler from Hong Kong. Toronto’s experience highlights the devastating human and eco-
nomic costs of disease outbreaks. In economic terms alone, Toronto’s estimated combined tourism 
and retail sales losses from the epidemic totaled $700 million.144 The World Bank estimated that 
the SARS epidemic cost the world economy $54 billion.145

ZIKA Virus Threat
Zika is a disease caused by the Zika virus, which is spread to people primarily through the bite of 
an infected Aedes species of mosquito.146 Evidence also indicates sexual transmission and other 
modes of transmission such as via blood transfusion and perinatal transmission are possible.147 
Symptoms are mild and usually do not prompt the need for medical attention.146 The disease was 
first discovered in 1947 in rhesus monkeys in Uganda, with the first human case reported in 1952.148 
Since then, outbreaks of Zika have been reported in tropical Africa, southeast Asia, the Americas 
and the Pacific Islands.146,147 In May 2015, the Pan American Health Organization (PAHO) issued 
an alert regarding the first Zika case in Brazil.146 Characterized as an emerging virus by the WHO, 
Zika is spreading rapidly in the Americas due to the large susceptible population.147 It is important 
to note that susceptible mosquito species may become infected by biting individuals circulating 
Zika virus in their bloodstreams, and, in turn, may infect other individuals.149

The Zika public health threat arises from its association with microcephaly (abnormal brain 
development) and other severe neurological disorders in babies born to infected mothers.147 Zika 
infection also is associated with the occurrence of Guillain-Barré Syndrome (GBS), a rare, serious 
autoimmune neurological disorder that may occur at any age.147 Unusual increases in GBS cases 
were noted by national health authorities following Zika outbreaks in French Polynesia and Brazil 
in 2013 and 2015.147 By February 2016, Brazil had recorded 4,908 cases of microcephaly since 
the Zika outbreak began in 2015 (1,198 confirmed, 3,710 suspected) while the annual average 
number of cases previously recorded was 163.150,151 Citing rapid spread, broad geographic dis-
tribution, and microcephaly cases, on February 1, 2016, the WHO declared the Zika outbreak a 
“Public Health Emergency of International Concern,” and it launched a global strategy to guide 
an international response.152 By the end of May 2016, 60 countries and territories reported con-
tinuing  mosquito-borne transmission, and 13 countries and territories had reported an increased 
incidence of GBS associated with Zika.147 At the same time, the CDC reported no locally acquired 
cases in United States, but it did report 591 cases associated with foreign travel including 11 sexu-
ally transmitted cases and one case of GBS.153 The U.S. territories of American Samoa, Puerto Rico, 
and U.S. Virgin Islands together reported four travel-associated cases and 935 locally acquired 
cases, 96 percent of these in Puerto Rico.153 At the same time, the CDC reported that with labora-
tory evidence of possible Zika infection, 168 pregnant women in the continental United States and 
142 pregnant women in the U.S. territories were being monitored.154

The U.S. government response to the Zika outbreak principally involves the CDC, the NIH, 
the FDA, the U.S. Agency for International Development, and the Department of State.148 These 
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organizations carry out activities such as technical assistance and support in the United States and 
abroad. They also provide basic and vaccine research, coordination of diplomatic response, and 
financial assistance for partners such as the WHO and the PAHO.148

By mid-2016, the CDC had not estimated the risk for Zika spread in the continental United 
States. However, it did research the existence of two species of mosquitos which can carry Zika and 
have carried other viruses such as Dengue that have caused limited U.S. outbreaks in the past.155 
Another research study also focused on the U.S. mosquito population in the context of weather 
conditions, noting that several cities in the southern United States and along the East Coast offer 
favorable conditions for Zika’s primary mosquito-carrying species.156 Both studies cited pre- 
existing conditions required for an outbreak, including the introduction of the virus from inter-
national travelers.155,156

In February 2016, the Obama administration requested Congressional approval for $1.9 bil-
lion for the international and U.S. Zika response.157 Months later on May 17, 2016, the Senate 
passed a $1.1 billion funding bill. A day later the House passed a $622 million funding bill, cut-
ting funds previously allocated for the Ebola outbreak to offset Zika costs.158 Reconciliation of the 
two proposals is expected to take months,158 delaying international assistance and U.S. mosquito- 
control activities during the peak summer season of potential transmission. Failure to approve the 
administration’s request will result in a $44-million cut in emergency preparedness funds for 60 
U.S. health districts in all 50 states, affecting disease surveillance, laboratory services, mosquito 
control, and other emergency public health services.159

 ▸ The Future
Public health and the role of government in promoting improved U.S. population health status 
encompasses daunting challenges. In a culturally and increasingly ethnically diverse U.S. pop-
ulation of more than 320 million, and with beliefs and values spanning a vast spectrum, the 
highly personal and public issues of health and healthcare delivery are continuous subjects of 
controversy. This arises from several factors, including the understandably disparate views of the 
numerous health and public health system stakeholders, entrenched expectations among health-
care providers and the public, and priorities that shift with the winds of partisan politics. Almost 
all system changes are inherently difficult and are viewed as extracting costs from some stake-
holder groups while benefitting others. Nonetheless, it is clear that the U.S. healthcare system 
remains desperately in need of continued reforms. It must continue on the trajectory of preventive 
health-oriented change emboldened by the ACA if it is to improve its population’s health status 
commensurate with value-based versus volume-based expenditures.

Investments in the U.S. public health system are critical. Savings from implementation of 
public health measures in both human and economic terms over past decades are remarkable.160 
However, millions of Americans continue suffering from preventable diseases, and for the first 
time in American history, today’s children are at risk of living shorter lives than their parents.160

Today, framing public health in a global context is an imperative of government’s role in pro-
tecting public health.127 A WHO report notes that since the 1970s, “newly emerging diseases have 
been identified at the unprecedented rate of one or more per year.”127 Commenting on the Toronto 
SARS epidemic, a WHO official noted, “Outbreaks and pandemics are unpredictable, but predict-
ably recurrent,” underscoring the U.S. involvement in international disease surveillance and con-
trol efforts.161 In 2015, the United States announced the intent to commit $1 billion to the Global 
Health Security Agenda, a partnership with 30 countries to build capacity to respond to global 
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infectious disease threats.162 The proposed 2017 U.S. global health budget totals $10.3 billion and, 
if enacted, will be the highest level of global health funding in U.S. history.163

The future of public health and the role of government hold promise despite many challenges. 
Clinical medicine and public health are melding goals in education and practice. Healthcare deliv-
ery systems are slowly evolving to focus on prevention and cost-effectiveness. International public 
health concerns are receiving more appropriate attention as they may affect the U.S. population. As 
a world leader, the United States is called upon to continue improving the capacity for responding 
to global infectious disease threats that protect Americans and prevent the international spread of 
disease.127
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The last half of the 1900s and the early 2000s have seen remarkable growth of scientifically rig-
orous research in medicine, dentistry, nursing, and other health professions. The change from 
dependence on the clinical impressions of individual physicians, tradition, and other healthcare 
practitioners to reliance on more accurate scientific findings from carefully controlled studies is 
one of the most important advances in medicine. Readers of peer-reviewed professional journals 
can now monitor the progress of basic science and clinical and technologic discoveries, more con-
fident that the published findings were based on research studies designed and conducted to yield 
statistically significant results.

In contrast, volumes of reports of medical developments that appear in the popular media and 
on the Internet are often premature and, depending on the source, may be cause for skepticism. The 
imprudent publication of inadequately proved or unproved therapies, the sensationalizing of minor 
scientific advances, and the promotion of fraudulent devices and treatments create unrealistic patient 
expectations that often result in disappointment, mistreatment, and costly deceptions. While the Inter-
net can be a valuable tool for patients to learn about healthcare issues, it also often provides bad infor-
mation, which can lead to confusion, anxiety, and false hopes about fraudulent cures.

Research: How Health Care 
Advances

CHAPTER OVERVIEW

This chapter explains the focus of different types of research and how each type contributes to the 
overall advances in health and medicine . Health services research, a newer field that addresses the 
study of the healthcare system itself rather than specific problems of disease or disability, is described . 
The offices and goals of a major funding source for health services research, the federal Agency 
for Healthcare Research and Quality, are listed . Finally, research into the quality of medical care, the 
problems being addressed, and the research challenges of the future are discussed .
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Despite the advanced state of the Internet and modern communications technologies, 
from both professional and public perspectives, the continuing emergence of new technologies 
and clinical advances creates ongoing challenges of evaluation, interpretation, and potential 
applications.

 ▸ Focus of Different Types of Research
FIGURE 12-1 illustrates the focus of different types of healthcare research. There are clear distinctions 
among researchers in terms of methods and the nature of their subsequent findings. Although the 
kinds of information derived from each type of research may be different, each knowledge gain 
is an essential step in the never-ending quest to create a more efficient and effective healthcare 
system.1

Types of Research
Research studies conducted by those in professional disciplines fall into several categories.

Basic Science Research
Basic science research is the work of biochemists, physiologists, biologists, pharmacologists, and 
others concerned with sciences that are fundamental to understanding the growth, development, 
structure, and function of the human body. Much of basic science research is at the cellular level 
and takes place in highly sophisticated laboratories. Other basic research may involve animal or 
human studies. Whatever its nature, basic science research is an essential antecedent of advances 
in clinical medicine.

Clinical Research
Clinical research focuses primarily on the various steps in the process of medical care: the 
early detection, diagnosis, and treatment of disease or injury; the maintenance of optimal 
physical, mental, and social functioning; the limitation and rehabilitation of disability; and 
the palliative care of those who are irreversibly ill. Individuals in all the clinical specialties 
of medicine, nursing, allied health, and related health professions conduct clinical research, 
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FIGURE 12-1 Variations in Research Focus
Republished with permission Health Administration Press.  From Aday, Lu Ann, et al.: Evaluating the Healthcare System: Effectiveness, Efficiency and Equity, 3rd 
edition,© 2004; permission conveyor through Copyright Clearance Center, Inc.
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often in collaboration with those in the basic sciences. Much of clinical research is experimen-
tal, involving carefully controlled clinical trials of diagnostic or therapeutic procedures, new 
drugs, or technological developments.

Clinical trials test a new treatment or drug against a prevailing standard of care. If no stan-
dard drug exists or if it is too easily identified, a control group receives a placebo or mock drug to 
minimize subject bias. To reduce bias further, random selection is used to decide which volunteer 
patients are in the experimental and control groups. In a well-designed study, none of the person-
nel associated with the study (e.g., patient, physicians, outcomes assessors) know who is receiving 
the test drug or treatment until the study is completed and the identifying code revealed.

Research studies have a number of safeguards to protect the safety and rights of human and 
animal subjects. Studies funded by governmental agencies or foundations are subject to scrutiny 
by peer-review committees or “study sections” that judge the scientific merit of the research design 
and the potential value of the findings. Next, a hospital- or academically based institutional review 
board (IRB) insures the safeguarding of human subjects and appraises the use of research animals.

Human subjects must provide an informed consent agreement to participate in research to 
ensure they appreciate both the risks and potential benefits of their participation. Studies with a very 
low potential for human harm often require only verbal consent, whereas studies that collect blood 
or tissue from a subject usually require a more formal written consent agreement. The agreement 
spells out in plain language the risks, benefits, and possible side effects of participating. Some studies 
may be potentially harmful just based on the mental anguish the subjects may experience by being 
contacted by investigators or when the subject of the research may be embarrassing or stigmatizing. 
Subjects must weigh any potential risks against any potential benefits. Often, there are risks but no 
direct benefits to the subjects other than the knowledge they are helping to advance science.

The processes for the protection of human subjects in medical research is far too complex a 
topic to be described in complete detail in this text. There is a multitude of existing references the 
reader can consult to learn more.2

Epidemiological Research
Epidemiology, or population research, is concerned with the distribution and determinants of 
health, diseases, and injuries in human populations. Much of that research is observational. An 
observational study is the collection of observed information about natural phenomena, the char-
acteristics and behaviors of people, aspects of their location or environment, and their exposure to 
certain circumstances or events.

Observational studies may be descriptive or analytical. Descriptive studies use patient records, 
interview surveys, various databases of existing medical data, and other information sources to 
identify those factors and conditions that determine the distribution of health and disease among 
specific populations. They provide the details or characteristics of diseases or biologic phenomena 
and the prevalence or magnitude of their occurrences. Descriptive studies are relatively fast and 
inexpensive and often raise questions or suggest hypotheses to be tested. They often are followed 
by analytic studies, which test hypotheses and try to explain biologic phenomena by seeking sta-
tistical associations between factors that may contribute to a subsequent occurrence and the initial 
occurrence itself.

Some analytic studies attempt, under naturally occurring circumstances, to observe the differ-
ences between two or more populations with different characteristics or behaviors. For example, 
data about smokers and nonsmokers may be collected to determine the relative risk of a related 
outcome such as lung cancer, or a cohort study may follow a population over time, as in the case of 
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a Framingham, Massachusetts, study.3 For years, epidemiologists have been studying a cooperating 
Framingham population to determine associations between variables such as diet, weight, exercise, 
other behaviors, and characteristics related to heart disease and other outcomes. These observa-
tional studies are valuable in explaining patterns of disease or disease processes and providing 
information about the association of specific activities or agents with health or disease effects.

Experimental Epidemiology. Observational studies are usually followed by experimental 
 studies. In experimental studies, the investigator actively intervenes by manipulating one  variable 
(often called the independent variable) to see what happens with the other (often called the 
 dependent variable or the one that changes when the independent variable is changed). Although 
they are the best test of cause and effect, such studies are technically difficult to carry out and often 
raise ethical issues. For example, it would not be ethical to conduct a clinical trial where one group 
was going to be exposed to a potential toxin to determine if the toxin caused cancer.

Control populations are used to ensure that other non-experimental and usually unknown 
variables are not affecting the outcome. Like clinical trials, such studies may raise ethical issues 
when experiments involve the use of a clinical procedure that may expose the subjects to sig-
nificant or unknown risk. Ethical questions also are raised when experimental studies require 
the withholding of some potentially beneficial drug or procedure from individuals in the control 
group to prove decisively the effectiveness of the drug or procedure. For example, it would not be 
ethical to test a new anti-hypertension medication using a control group of patients with hyperten-
sion that would not receive any treatment because the risks of untreated hypertension are known 
to be harmful. In such a case, the control group may receive their usual care with their current 
anti-hypertension medication and the intervention group would receive a new drug hypothesized 
to better treat hypertension.

Other Applications of Epidemiologic Methods. Because the population perspective of 
 epidemiology usually requires the study and analysis of data obtained from or about large-scale 
population samples, the discipline has developed principles and methods that can be applied to the 
study of a wide range of problems in several fields. Thus, the concepts and quantitative methods 
of epidemiology have been used not only to add to the understanding of the etiology of health and 
disease but also to plan, administer, and evaluate health services. The concepts and methods also 
are used to forecast the health needs of population groups, to assess the adequacy of the supply of 
health personnel, and to determine the outcomes of specific treatment modalities in a variety of 
clinical settings.

Advances in statistical theory and the epidemiology of medical care make it possible to analyze 
and interpret performance data obtained from the large Medicare and other insurance databases. 
Many of the research findings of seemingly inexplicable geographic variations in the amount and 
cost of hospital treatments and in the use of a variety of healthcare services have resulted from the 
analysis of Medicare claims data and other large health insurance databases.

Health Services Research
Until the 1980s, most medical research was basic science research or research into the biological 
processes of the human body at the cellular and molecular levels. In the 1980s, the concept of 
health services research was born. Investigators focused on using established scientific methods 
in basic medical research to study the healthcare system itself. The goal was to find new and more 
effective means of diagnosis and treatment and, in effect, to improve the quality and length of life.
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For the two decades after World War II, supply-side subsidy programs dominated federal 
healthcare policy. Like other subsidy programs, Medicare and Medicaid were politically crafted 
solutions rather than research-based strategies. Nevertheless, these major healthcare subsidy pro-
grams were the driving forces behind the rise of health services research. The continuous collec-
tion of cost and utilization data from these programs revealed serious deficiencies in the capability 
of the healthcare system to efficiently and effectively deliver the knowledge and skills already at 
hand. In addition, evidence was growing that the large variations in the kinds and amounts of care 
delivered for the same health conditions represented unacceptable volumes of inappropriate or 
questionable care and too much indecision or confusion among clinicians about the best courses 
of treatment. Health services research was born of the need to improve the efficiency and effec-
tiveness of the healthcare system and to determine which of the healthcare treatment options for 
each health condition produces the best outcomes.

 ▸ Agency for Healthcare Research and Quality
Beginning with John Wennberg’s documenting large differences in the use of medical and surgi-
cal procedures among physicians in small geographic areas in the late 1980s, a number of similar 
studies brought the value of increasingly more costly health care into serious question. Wennberg 
noted that the rate of surgeries correlated with the numbers of surgeons in a geographic area and 
that the number of available hospital beds rather than differences among patients correlated with 
the rate of a population’s hospitalization.

He found that per-capita expenditures for hospitalization in Boston, Massachusetts, were con-
sistently double those in nearby New Haven, Connecticut.2,4,5 Widely varying physician practice 
patterns provided little direction as to the most appropriate use of even the most common clinical 
procedures. In addition, adequate outcome measures for specific intervention modalities generally 
were lacking.

The problem did not escape the attention of the 101st Congress. The development of new 
knowledge through research has long been held as an appropriate and essential role of the federal 
government, as evidenced by the establishment and proactive role of the National Institutes of 
Health (NIH). When it became clear that indecision about the most appropriate and effective ways 
to diagnose and treat specific medical, dental, and other conditions was contributing to unac-
ceptably large variations in the cost, quality, and outcomes of health care, federal legislation was 
passed to support the development of clinical guidelines. The Agency for Health Care Policy and 
Research (AHCPR) was established in 1989 as the successor to the National Center for Health Ser-
vices Research and Health Care Technology. It became one of eight agencies of the Public Health 
Service within the Department of Health and Human Services.

AHCPR was responsible for updating and promoting the development and review of clini-
cally relevant guidelines to assist healthcare practitioners in the prevention, diagnosis, treatment, 
and management of clinical conditions. The authorizing legislation directed that AHCPR or pub-
lic and not-for-profit private organizations convene panels of qualified experts. These panels were 
charged to review the literature that contained the findings of numerous studies of clinical con-
ditions and, after considering the scientific evidence, to recommend clinical guidelines to assist 
practitioner and patient decisions about appropriate care for specific clinical conditions.6

The agency’s priority activities included funding two types of research projects: patient 
outcome research teams and literature synthesis projects or meta-analyses. Both the patient 
outcome research teams and the smaller literature synthesis projects identified and analyzed 
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patient outcomes associated with alternative practice patterns and recommended changes where 
appropriate. During its decade-long existence, the AHCPR supported studies that resulted in 
a prodigious array of publications focused on patient care and clinical decision making, tech-
nology assessment, the quality and costs of care, and treatment outcomes. Although no longer 
directly involved in producing clinical practice guidelines, the agency currently assists private 
sector groups by supplying them with the scientific evidence they need to develop their own 
guidelines.

Significant changes occurred in the mandate of AHCPR since its 1989 inception. The agency 
narrowly escaped the loss of funding and faced possible elimination in 1996 after incurring the 
wrath of national organizations of surgeons. In keeping with its original mission, AHCPR had 
issued clinical guidelines. One such guideline discouraged surgery as a treatment for back pain 
on the grounds that it provided no better outcomes than more conservative treatments. Organi-
zations of angry surgeons led a lobbying effort that convinced key members of Congress that the 
agency was exceeding its authority by establishing clinical practice standards without considering 
the expertise and opinions of the medical specialists involved.7

The dispute was resolved when the AHCPR agreed to function as a “science partner” with 
public and private organizations by assisting in developing knowledge that could be used to 
improve clinical practice. The agency agreed to produce clinical guidelines that would focus on 
funding research on medical interventions and analyzing the data that would underlie the devel-
opment of clinical guidelines.

The Health Care Research and Quality Act of 1999 renamed the AHCPR to the Agency for 
Healthcare Research and Quality (AHRQ). The mission of AHRQ is to (1) improve the outcomes 
and quality of healthcare services, (2) reduce its costs, (3) address patient safety, and (4) broaden 
effective services through the establishment of a broad base of scientific research that promotes 
improvements in clinical and health systems practices, including prevention of disease.8

While clinical practice guidelines subsequently would be generated by medical specialty and 
other healthcare organizations, the AHRQ’s role would be to evaluate recommendations made in 
the clinical practice guidelines to ensure they were based on a systematic review of the literature 
(evidence-based) and were revised for currency on a regular basis.

More than 2,000 active, evidence-based clinical practice guidelines that have met the AHRQ 
evaluation criteria have been collected in a database, organized by searchable topics, and made 
available online at the AHRQ’s National Guideline Clearinghouse (http://www.guideline.gov/). 
The AHRQ also maintains a searchable database of nearly 5,000 archived guidelines that have 
been updated or withdrawn.

A top priority of the AHRQ is transmitting its sponsored research results and new health 
information consumers. In addition to a number of consumer-oriented publications, the agency 
provides information to the public via the Internet. Its website, http://www.ahrq.gov, offers a 
robust array of healthcare information. The AHRQ is now a major collaborating organization of 
the Patient-Centered Outcomes and Research Institute (PCORI) established by the Affordable 
Care Act (ACA), described later in this chapter.

 ▸ Health Services Research and Health Policy
Health services research combines the perspectives and methods of epidemiology, sociology, eco-
nomics, and clinical medicine by applying the basic concepts of epidemiology, biostatistics, pro-
cess, and outcome measures that reflect the behavioral and economic variables associated with 
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questions of therapeutic effectiveness and cost–benefit. The ability of health services research to 
address issues of therapeutic effectiveness and cost–benefit during the nation’s quest for fiscal exi-
gency has contributed to the field’s substantial growth and current value.

The contributions of health services research to health policy are impressive. Major exam-
ples include the Wennberg studies of small area variation in medical utilization, the prospective 
payment system based on diagnosis-related groups,9,10 research on inappropriate medical proce-
dures,11 resource-based relative value scale research,12–14 and the background research that sup-
ported the concepts of health maintenance organizations and managed care.

The RAND Health Insurance Experiment,15,16 one of the largest and longest-running health 
services research projects ever undertaken, began in 1971 and contributed vast amounts of infor-
mation on the effects of cost-sharing on the provision and outcomes of health services. Partici-
pating families were assigned to one of four different fee-for-service plans or to a prepaid group 
practice. Individuals in the various plans differed significantly in their rate of healthcare use, with 
little measurable effect on health outcomes. The Health Insurance Experiment was followed by 
two large research studies: the Health Services Utilization Study and the Medical Outcomes Study. 
The findings of both gave impetus to the federal support of outcomes research.17 Determining the 
outcomes and effectiveness of different healthcare interventions aids clinical decision making, 
reduces costs, and benefits patients.

Quality Improvement
Until the 1990s, health care’s impressive accomplishments had made it difficult for healthcare 
researchers, policy makers, and organizational leaders to publicly acknowledge that poor-quality 
health care is a major problem within the dynamic and productive biomedical enterprise in the 
United States. In 1990, after two years of study, hearings, and site visits, the Institute of Medicine 
issued a report that cited widespread overuse of expensive invasive technology, underuse of inex-
pensive “caring” services, and implementation of error-prone procedures that harmed patients 
and wasted money.18,19

Although these conclusions from this prestigious body were devastating to healthcare reform-
ers, they were hardly news to health service researchers. For decades, practitioners assumed that 
quality, like beauty, was in the eye of the beholder, and, therefore, was immeasurable except in 
cases of obvious violation of generally accepted standards. The medical and other healthcare pro-
fessions had promoted the image of health care as a blend of almost impenetrable, science-based 
disciplines, leaving the providers of care as the only ones capable of understanding the processes 
taking place. Thus, only physicians could judge the work of other physicians. Such peer review-
based assessment has always been difficult for reviewers and limited in effectiveness. Peer review 
recognizes that only part of medical care is based on factual knowledge. A substantial component 
of medical decision making is based on clinical judgment. Clinical judgment requires combining 
consideration of the potential risks and benefits of each physician’s implicit list of alternatives 
in making diagnostic and treatment decisions with his or her medical intuition regarding the 
likelihood of success based on the condition of each patient. Under these complex and often inex-
plicable circumstances, physicians are repelled by the notion of either judging or being judged by 
their colleagues.

For these reasons, until recently, quality assurance whether in hospitals or by regulatory agen-
cies, was focused on identifying only exceptionally poor care. This practice, popularly known as 
the “bad apple theory,” was based on the presumption that the best way to ensure quality was 
to identify the poor performers, or “bad apples,” and remove or rehabilitate them. Thus, during 
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the 1970s and 1980s, quality-assurance interventions only followed the detection of undesirable 
occurrences. For example, flagrant violations of professional standards had to be documented 
before professional review organizations required physicians to begin quality improvement plans. 
Physicians were guaranteed due process to dispute the evidence.

Focusing on isolated violations required a great deal of review time to uncover a single case 
that called for remedial action. In addition, it was an unpleasant duty for reviewers to assign blame 
to a colleague who might soon be on a committee reviewing their records. Most importantly, such 
quality inspections represented a method that implicitly defined quality as the absence of mishap. 
Clinician dislike of quality-assurance activities during the 1970s and 1980s was well founded, as 
these processes were professionally offensive and had little constructive impact.

Specifying and striving for excellent care are very recent quality-assurance phenomena in 
the healthcare arena. Hospitals and other healthcare organizations that had long focused on peer- 
review committees, incident reports, and other negative quality-monitoring activities experienced 
difficulty in transforming to teamwork and higher levels of transparency in quality monitoring 
and reporting activities.

Health services researchers had known for decades that healthcare quality was measurable 
and that excellent, as well as poor, care could be identified and quantified. As early as 1966, Avedis 
Donabedian20 characterized the concept of health care as divided into the components of struc-
ture, process, and outcomes and the research paradigm of their assumed linkages, all of which 
have guided quality-of-care investigators to this day.

Donabedian suggested that the number, kinds, and skills of the providers, as well as the 
adequacy of their physical resources and the manner in which they perform appropriate proce-
dures should, in the aggregate, influence the quality of subsequent outcomes. Although today 
the construct may seem like a statement of the obvious, at the time, attention to structural cri-
teria was the major, if not the only, quality assurance activity in favor. It was generally assumed 
that properly trained professionals, given adequate resources in properly equipped facilities, 
performed at acceptable standards of quality. For example, for many years, the then Joint Com-
mission on Accreditation of Hospitals made judgments about the quality of hospitals on the 
basis of structural standards, such as physical facilities and equipment, ratios of professional 
staff to patients, and the qualifications of various personnel. Later, it added process components 
to its structural standards and, most recently, has shifted its evaluation process to focus on care 
outcomes.

Early landmark quality-of-care studies used implicit and explicit normative or judgmental 
standards. Implicit quality standards rely on the internalized judgments of the expert individuals 
involved in the quality assessment. Explicit quality standards are those developed and agreed on 
in advance of the assessment. Explicit standards minimize the variation and bias that invariably 
result when judgments are internalized. More recent studies judge the appropriateness of hospital 
admissions and various procedures and, in general, associate specific structural characteristics of 
the healthcare system with practice or process variations.

Another method for assessing the quality of healthcare practices is based on empirical qual-
ity standards. Derived from distributions, averages, ranges, and other measures of data vari-
ability, information collected from a number of similar health service providers is compared to 
identify practices that deviate from the norms. A current popular use of empirical standards is 
in the patient severity-adjusted hospital performance data collected by health departments and 
community-based employer and insurer groups to measure and compare both process activi-
ties and outcomes. These performance “report cards” are becoming increasingly valuable to the 
purchasers of care who rely on an objective method to guide their choices among managed care 
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organizations, healthcare systems, and group practices. The empirical measures of quality include 
such variables as:

 ■ Timeliness of ambulation
 ■ Compliance with basic nursing care standards
 ■ Average length of stay
 ■ Number of home care referrals
 ■ Number of rehabilitation referrals
 ■ Timeliness of consultation completion
 ■ Timeliness of orders and results
 ■ Patient waiting times by department or area
 ■ Infection rates
 ■ Decubitus rates
 ■ Medication errors
 ■ Patient complaints
 ■ Readmissions within 30 days
 ■ Neonatal and maternal mortalities
 ■ Perioperative mortalities

Both normative and empirical standards are used in studying the quality of health care in 
the United States. For example, empirical analyses are performed to test or modify normative 
recommendations. Empirical or actual experience data are collected to confirm performance and 
outcome improvements after the imposition of clinical guidelines derived from studies using nor-
mative standards.

 ▸ Medical Errors
In 1999, the Institute of Medicine again issued a report on the quality of medical care.21 Focused on 
medical errors, the report described mistakes occurring during the course of hospital care as one 
of the nation’s leading causes of death and disability. Citing two major studies estimating that med-
ical errors killed 44,000–98,000 people in U.S. hospitals each year, the Institute of Medicine report 
was a stunning indictment of the systems of hospital care at that time. The report contained a 
series of recommendations for improving patient safety in the admittedly high-risk environments 
of modern hospitals. Among the recommendations was a proposal for establishing a center for 
patient safety within the AHRQ. The proposed center would establish national safety goals, track 
progress in improving safety, and invest in research to learn more about preventing mistakes.21 
Congress responded by designating part of the increase in budget for the AHRQ for that purpose.

In 2005, the Patient Safety and Quality Improvement Act was enacted by Congress to estab-
lish patient safety organizations (PSOs) to improve the quality and safety of healthcare delivery by 
encouraging healthcare providers and institutions to identify, analyze, and implement prevention 
strategies to reduce or eliminate risks and hazards associated with the delivery of care to patients 
and to voluntarily report and share patient safety data without fear of legal discovery. PSOs are 
overseen by the AHRQ, which also maintains online access to the latest annotated links to patient 
safety literature and safety news at the Patient Safety Network (PSNet).22

Despite the government reaction to the 1999 Institute of Medicine (IOM) report and the 
intervening 17 years, a recent analysis published in 2016 indicates that medical errors are likely the 
third most common cause of death in the United States.23
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 ▸ Evidence-Based Medicine
According to Sackett et al., “Evidence-based medicine is the conscientious, explicit, and judicious 
use of current best evidence in making decisions about the care of individual patients. The practice 
of evidence-based medicine means integrating individual clinical expertise with the best available 
external clinical evidence from systematic research. Individual clinical expertise refers to the pro-
ficiency and judgment that individual clinicians acquire through clinical experience and clinical 
practice.”24 A more recent and concise definition from Chilvers et al. is evidence-based medi-
cine (EBM) which “… involves combining the best research evidence with the patient’s values to 
make decisions about medical care.”25 Although these statements may appear to be a description of 
the way physicians and other healthcare providers have practiced since the inception of scientific 
medicine, it reflects a concern that the opposite is true. The wide range of variability in clinical 
practice, the complexity of diagnostic testing and medical decision making, and the difficulty that 
physicians have in keeping up with the overwhelming volumes of scientific literature suggest that 
a significant percentage of clinical management decisions are not supported by reliable evidence 
of effectiveness.

Although everyone generally assumes that physicians are reasonably confident that the treat-
ments they give are beneficial, the reality is that medical practice is fraught with uncertainty. In 
addition, the ethical basis for clinical decision making allows physicians to exercise their prefer-
ences for certain medical theories or practices that may or may not have been evaluated to link 
treatment to benefits.26

Proponents of EBM propose that if all health services are intended to improve the health 
status and quality of life of the recipients, then the acid test is whether services, programs, and 
policies improve health beyond what could be achieved by different means or by doing nothing 
at all. Although evidence is the key to accountability, patient preference is also integrated into the 
practice of EBM which more recently has become known as evidence-based practice (EBP). The 
overarching tenet of EBP is that the decisions made by healthcare providers, administrators, pol-
icy makers, patients, and the public all should be based on the highest level of evidence currently 
available and appropriate application to individual patients.27

What constitutes “the best evidence” refers to the highest form of evidence available for the 
particular medical issue or question in the hierarchy of evidence. The following is an abridged 
summary of the hierarchy of evidence:

1. Systematic review: A meta-analysis of several high-quality randomized, controlled clin-
ical trials. An analysis of multiple analyses has more value as its conclusions are based 
on the larger, combined populations studied in all the individual clinical trials. This 
usually is considered the highest level of evidence but is also the most expensive and 
difficult to carry out.

2. Randomized controlled clinical trial: A study where patients are randomly assigned 
to two or more experimental groups where each group is identical to the others with 
the exception of the treatment they are assigned. Often one of the “treatments” is a 
placebo or no treatment. Selection of patients is carefully controlled to reduce the 
potential for any confounder or bias between the experimental groups. Often the 
study patients, their physicians, and the outcomes assessors are “blinded” to what 
treatment each patient was randomized to, again to minimize potential bias of the 
results. After systematic reviews, this is generally considered the highest form of 
evidence.
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3. Observational study: An analysis of real-world data. Studies can be either prospective, 
where one or more groups of patients is followed for a period of time, or retrospective, 
where existing data representing past clinical events is analyzed.

4. Case series: A published summary of a small number of individual cases in the biomed-
ical literature. These usually occur for extremely rare conditions or for new illnesses 
or syndromes and often when the diagnosis is unknown. Rigorous analyses usually 
are not performed. The goal is to attempt identification of the similarities between the 
cases presented and posit a unifying cause or effective treatment. Case series are gener-
ally developed by experts and undergo peer review before they are published.

5. Expert opinion: Usually expresses the opinion of a medical specialist in an area of inter-
est to a particular patient. This is the lowest or least-rigorous form of evidence but also 
the most commonly practiced. It can occur formally, with a referral to a specialist by a 
patient’s primary care physician, or informally, when one physician discusses a case or 
medical issue with a colleague in person, over the phone, or via email.

The goal of EBM is to inform the practice of medicine by providing the practitioner with the 
ability to determine the highest level of evidence for their clinical questions and then use their 
clinical judgment along with the patients’ preferences and values for its application. This is often 
called the evidence-based process, or EBP.

Many, if not most, medical decisions are made using the lower levels of evidence (i.e., only 
expert opinion, case series, or observational evidence). This is not at all a bad thing if the evi-
dence used is indeed the highest level of evidence that exists at the time of the medical decision. 
There are many reasons why randomized controlled clinical trials cannot be conducted. They are 
expensive in terms of time and effort, and they often can raise ethical questions. For example, who 
would volunteer for a randomized trial of radiation exposure by receiving either harmful doses 
of radiation or placebo? It would be highly unethical to conduct such a study, so the best science 
can do is perform observational studies on “natural experiments” where people were acciden-
tally exposed to harmful radiation such as in the Chernobyl disaster or the Japanese populations 
of Hiroshima or Nagasaki after the United States dropped nuclear bombs to end World War II. 
 Similar examples are populations exposed to toxic chemicals in their water, land, or air. In such 
cases, observational studies compare the groups exposed to the toxic agents with similar popula-
tions from other  similar areas that were not exposed. While it is difficult to adjust the findings for 
all possible confounders between the two groups, the evidence produced by such analyses likely 
will be the highest level researchers will be able to obtain for toxic exposures.

Another reason observational studies are performed is because the data are readily available 
and the analyses are often relatively inexpensive. With the ever-increasing amount of data as arti-
fact to our daily lives, many observational studies that were only dreamed of a few years ago can 
now be performed simply due to the depth and breadth of available data. This has produced the 
unfortunate terms “Big Data” and “Big Data Analytics.” These terms refer generally to the potential 
knowledge that can be gained from the analyses of extremely large data sets. However, this concept 
is nothing new and the size of the data stores available do not compensate for the well-established 
limitations of observational studies. Also, the methods of analysis for “Big Data” (i.e., statistics and 
modeling) are not new.

One of the major problems with observational studies is the existence of unknown con-
founders between groups or cohorts. A confounder is a variable that explains the difference in 
outcome between groups that is not known or compensated for in the observational analysis; in 
effect, association between variables does not prove causation. For example, the rate of drownings 
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correlates with the rate of ice cream consumption. However, it is apparent that eating ice cream 
does not really put individuals at risk of drowning. The confounding variable in this case is the 
season, as the rate of ice cream consumption and the rate of drowning both increase during warm 
weather when more people swim. Even though the rates of drowning and ice cream consump-
tion correlate, obviously, one does not cause the other. Unaware of the seasonal variable, it might 
indeed be concluded that eating ice cream inexplicably is related to the risk of drowning. This 
example represents the power of randomization in a controlled clinical trial. The randomization, 
if truly random, automatically adjusts for all possible confounding variables, known or unknown, 
between the groups under study. With observational studies, all the confounders must be known 
and adjusted for in the analysis to ensure accurate results. This is often extremely difficult to do 
because there are myriad potential confounders in the real world.

A famous example that illustrates the limitations of observational studies and the value of ran-
domized controlled clinical trials is the research on post-menopausal estrogen supplementation. 
For a time, the highest level of evidence on the benefits of the use of estrogen supplementation in 
post-menopausal women used only several observational studies.28–31 These observational studies 
grouped women of similar age, race, and demographics into two groups—those taking estrogen 
supplementation those and not taking it. The two groups were followed and the rates of heart 
attack, stroke, bone loss and other outcomes were documented. Because these studies showed a 
small but significant benefit for women who took estrogen supplementation in terms of reduced 
rates of heart attack, stroke, bone loss, and high cholesterol, the studies had enormous influence 
on the prescribing of supplemental estrogen to post-menopausal women. Eventually, a large, well- 
designed randomized controlled trial was conducted and, surprisingly, demonstrated that taking 
estrogen supplementation not only did not reduce the rates of heart attack or stroke but actually 
slightly increased them and increased the rates of invasive breast cancer and pulmonary embolus.32 
What was wrong with all the prior observational studies? It was the fact that women who took 
supplemental estrogen proactively also were more likely to be generally more health conscious. 
Further analysis showed that the women in the observational studies who took estrogen also were 
more likely to see their doctors for preventive checkups, eat more healthfully, and follow preventive 
instructions from their physicians such as taking estrogen. It was not that the estrogen reduced the 
rates of heart attack and stroke in the observational studies, it was that the women who would take 
estrogen were just healthier than the women who did not take estrogen. The unknown confounder 
in all the observational studies was the participants’ overall health practices! Published results of 
the randomized, controlled, clinical trial resulted in discontinuation of supplemental estrogen pre-
scriptions almost overnight. But, as stated earlier, for many questions in medicine, observational 
studies will likely be the only ones ever carried out and are therefore the best available evidence. 
This is why evidence-based practice includes the use of clinical judgment and patient preference 
and values, as all the available evidence is far from perfect and in some cases, just incorrect.

Despite its common-sense approach, EBM has had many detractors. When EBM started gain-
ing traction in the 1990s, many dismissed it as “cookbook medicine.”33 Others focused on the lim-
itation of outcomes research. “Outcomes research using claims data is an excellent way of finding 
out what doctors are doing, but it’s a terrible way to find out what doctors should be doing,” stated 
Thomas C. Chalmers, MD, of Harvard School of Public Health.34

The situation has changed rapidly, however. Articles on evidence-based medicine appear fre-
quently in the medical literature.36 Cost-control pressures that encourage efforts to ensure that 
therapies have documented patient benefit, growing interest in the quality of patient care, and 
increasing sophistication on the part of patients concerning the care they receive have stimulated 
acceptance of the concepts of EBM.35
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 ▸ Outcomes Research and the Patient-Centered 
Outcomes Research Institute

Given the enormous investment in U.S. health care and the inequitable distribution of its ser-
vices, do the end effects on the health and well-being of patients and populations justify the costs? 
Insurance companies, state and federal governments, employers, and consumers all look to out-
comes research for information to help them make better decisions about what kinds of health 
care should be reimbursed, for whom, and when.

Because outcomes research evaluates results of healthcare processes in the real world of phy-
sicians’ offices, hospitals, clinics, and homes, it contrasts with traditional randomized controlled 
studies that test the effects of treatments in controlled environments. In addition, the research in 
usual service settings, or “effectiveness research,” differs from controlled clinical trials, or “efficacy 
research,” in the nature of the outcomes measured. Traditionally, studies measured health sta-
tus, or outcomes, with physiologic measurements—laboratory tests, complication rates, recovery, 
or survival. To capture health status more adequately, outcomes research also should measure a 
patient’s functional status and well-being. Satisfaction with care also must complement traditional 
measures.

Functional status includes three components that assess patients’ abilities to function in their 
own environment:

1. Physical functioning
2. Role functioning—the extent to which health interferes with usual daily activities, such 

as work or school
3. Social functioning—whether health affects normal social activities, such as visiting 

friends or participating in group activities

Personal well-being measures describe patients’ sense of physical and mental well-being—
their mental health or general mood, their personal view of their general health, and their general 
sense about the quality of their lives. Patient satisfaction measures the patients’ views about the 
services received, including access, convenience, communication, financial coverage, and techni-
cal quality.

Outcomes research also uses meta-analyses, a technique to summarize comparable findings 
from multiple studies. More importantly, however, outcomes research goes beyond determining 
what works in ideal circumstances to assessing which treatments for specific clinical problems 
work best in different circumstances. Appropriateness studies are conducted to determine the cir-
cumstances in which a procedure should and should not be performed. Even though a procedure 
is proved to be effective, it is not appropriate for every patient in all circumstances. The frequency 
of inappropriate clinical interventions is one of the major quality-of-care problems in the sys-
tem, and research is underway to develop the tools to identify patient preferences when treat-
ment options are available. Although most discussions about appropriateness stress potential cost 
savings that could be achieved by reducing unnecessary care and overuse of services, outcomes 
research may be just as likely to uncover underuse of appropriate services.

It is important to recognize that the ultimate value of outcomes research can be measured 
only by its ability to incorporate the results of its efforts into the healthcare process. To be effective, 
the findings of outcomes research must first reach and then change the behaviors of providers, 
patients, healthcare institutions, and payers. The endpoint of outcomes research, the clinical prac-
tice guidelines intended to assist practitioners and patients in choosing appropriate health care for 
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specific conditions, must be disseminated in acceptable and motivational ways. With the health-
care industry in a state of rapid change, the need to make appropriate investments in outcomes 
research became increasingly apparent with the inescapable conclusion that the United States can-
not continue to spend more than 17 percent of its gross domestic product each year on health care 
without learning more about what that investment is buying.36,37

The American Recovery and Reinvestment Act (ARRA) of 2009 included $1.1 billion 
over a period of two years to expand comparative effectiveness research by the AHRQ and 
the NIH. The ARRA established a Federal Coordinating Council to recommend research pri-
orities and create a strategic framework for research activities. The IOM recommended 100 
priority research areas for funding by the ARRA. Recommendations from the Federal Coordi-
nating Council and the IOM were released in June 2009, and the ARRA required the secretary 
of the U.S. Department of Health and Human Services to consider these recommendations 
in directing research funds.38,39 The goal of comparative effectiveness research is to enhance 
healthcare treatment decisions by providing information to consumers, providers, and payers 
to improve health outcomes by developing and disseminating evidence “on the effectiveness, 
benefits, and harms of different treatment options. The evidence is generated from research 
studies that compare drugs, medical devices, tests, surgeries, or ways to deliver health care.”39 
Historically, clinical research examined the effectiveness of one method, product, or service at a 
time. Comparative effectiveness research compares two or more different methods for prevent-
ing, diagnosing, and treating health conditions, using methods such as practical clinical trials, 
analyses of insurance claim records, computer modeling, and systematic reviews of literature. 
Disseminating research findings in a form that is quickly useable by clinicians, patients, policy 
makers, health plans, and other payers about the effectiveness of treatments relative to other 
options is key to comparative research effectiveness goals. In addition, “identifying the most 
effective and efficient interventions has the potential to reduce unnecessary treatments, which 
may help lower costs.”39,40

The Patient-Centered Outcomes Research Institute 
Empowering the Federal Coordinating Council, the ACA created the Patient-Centered Outcomes 
Research Institute (PCORI), a not-for-profit, independent agency dedicated to conducting com-
parative effectiveness research. The PCORI is governed by a board of directors appointed by the 
U.S. Government Accountability Office and is funded through the Patient-Centered Outcomes 
Research Trust Fund. The ACA allocated $210 million to PCORI activities for the fiscal years 
2010–2012 and a total of $970 million for the years 2013–2019. Support is derived from the general 
U.S. Treasury fund, and fees are assessed to Medicare, private health insurance, and self-insured 
plans.41 The PCORI maintains a strong patient and stakeholder orientation with patient satisfac-
tion recognized as an essential component of quality of care. Although the subjective ratings of 
health care rendered by patients may be based on markedly different criteria from those consid-
ered important by healthcare providers, they capture aspects of care and personal preferences that 
contribute significantly to perceived quality. The PCORI recognizes that it has become increas-
ingly important in the competitive market climate of health care that the providers’ characteristics, 
organization, and system attributes that are important to patients be identified and monitored. In 
addition to healthcare providers’ technical and interpersonal skills, patient concerns such as wait-
ing times for appointments, emergency responses, helpfulness and communication of staff, and 
facilities’ appearances contribute to patient evaluations of health services delivery programs and 
subsequent satisfaction with the quality of care received.
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As of May 2016, the PCORI has funded a total of 774 research projects with $4.4 billion. 
The top five areas funded included cancer, mental/behavioral health, cardiovascular health, respi-
ratory diseases, and trauma/injury.42 They also funded the national Patient-Centered Clinical 
Research Network (PCORNET), thus far composed of 13 clinical data research networks and 20 
patient-powered research networks to increase the efficiency of various comparative effectiveness 
research project. In the few years that PCORI has been in existence, there are already dozens of 
papers published on the emerging research findings.43

Patient Satisfaction Surveys
Prior to the PCORI’s establishment in 2006, a number of instruments were devised to measure 
patient satisfaction with health care. Most insurance plans, hospitals, and other health service 
facilities and agencies adopted one or more to regularly assess patient satisfaction. In 2016, the  
“… first national, standardized, publicly reported survey of patients’ perspectives of hospital care” 
was created by the Department of Health and Human Services. It is known as the Hospital  Consumer 
Assessment of Healthcare Providers and Systems Survey (HCAHPS).44 “The HCAHPS survey is 
administered to a random sample of adult patients across medical conditions between 48 hours and 
six weeks after discharge; the survey is not restricted to Medicare beneficiaries. Hospitals may either 
use an approved survey vendor, or collect their own HCAHPS data (if approved by CMS to do so). 
HCAHPS can be implemented in four different survey modes: mail, telephone, mail with telephone 
follow-up, or interactive voice recognition (IVR).”45 Results are publicly reported on the “Hospital 
Compare” website. In addition, beginning in 2008, hospital reporting is required in order to receive 
full inpatient prospective payment systems reimbursement updates.46

Other surveys, such as the Patient Satisfaction Questionnaire developed at Southern Illinois 
University School of Medicine, are short, self-administered survey forms. Others, such as the pop-
ular patient satisfaction instruments of the Picker Institute of Boston, Massachusetts, may be used 
as self-administered questionnaires mailed to patients after a healthcare experience or completed 
by interviewers during telephone surveys.47 Whether by mail, direct contact, or telephone inter-
view, questioning patients after a recent healthcare experience is an effective way both to identify 
outstanding service personnel and uncover fundamental problems in the quality of care as per-
ceived by patients. These activities help promote humane and effective care and are sound market-
ing techniques for providers.48

Since the 1950s, the federal government has invested heavily in biomedical research. The 
ensuing public–private partnership in health has produced some of the finest medical research 
in the world. The growth of medical knowledge is unparalleled, and the United States can take 
well-deserved pride in its research accomplishments.

However, many, if not most, of the sophisticated new technologies have addressed the need 
to ameliorate the problems of patients who already have a condition or disease. Both the priorities 
and the profits intrinsic to U.S. healthcare system have focused on remedial rather than preventive 
strategies. Only in the cases of frightening epidemics, such as that of polio in the mid-1900s and 
AIDS in the 1990s, have the requisite moral imperatives prevailed in order to adequately fund 
research efforts that address public health problems. Much of the funding for medical research has 
failed to fulfill the generally held belief that the products of taxpayer-supported research should 
benefit not only the practice of medicine but also the community at large. If its intended goals are 
achieved, the PCORI will change the research focus to be highly inclusive of all stakeholders with a 
major voice from healthcare consumers by involving them in research topic priority determination 
and identifying the best mechanisms for meaningfully translating findings into clinical settings.49
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 ▸ Research Ethics and Conflicts of Interest
The increasing volume of research funding emanating from pharmaceutical and medical device 
companies is of serious concern. Pharmaceutical companies that pay researchers to design and 
interpret drug trials have been accused of misrepresenting the results or suppressing unfavorable 
findings. The conflicts that arise in the testing of new drugs and medical devices and publishing 
the results deepen as increasing numbers of studies are shifted from academic institutions to com-
mercial research firms.50

For example, in 2009 the attorney general of New Jersey issued subpoenas to five prominent 
medical device makers for failing to disclose financial conflicts of interest among the physicians 
researching their products. Physicians who were testing and recommending the use of certain medi-
cal devices were found to have been compensated with stock in the companies making those devices.51

To compound the problem, since the 1990s, much of the U.S. Food and Drug Administration’s 
(FDA) budget is funded by the user fees the pharmaceutical industry pays the FDA to evaluate 
and approve new drugs.52 The funding of the clinical trials required for new drugs as part of the 
FDA’s approval process also are funded by the pharmaceutical companies themselves. The FDA is 
supposed to oversee the design and outcomes of the trials. However, political and pharmaceutical 
pressures have caused the FDA to stray from its science-based public health mandate. For exam-
ple, in 2005, the FDA was sharply criticized for its alleged failure to adequately monitor the risks 
of widely advertised and commonly used drugs for the treatment of arthritis.53 The FDA’s handling 
of clinical trial data collected is a major problem. Although the information collected is necessary 
for FDA approval of a product, once the product is approved, the FDA does not provide the public 
with a full report of the drug’s safety and efficacy. The withheld information falls into the defini-
tion of “trade secrets,” and the FDA has taken the position that research data are entitled to pro-
tection as proprietary information. This explains the number of recent examples of FDA-approved 
drugs that were later discovered to have major safety risks.54 Clearly, the FDA must reconsider its 
position that clinical trial data fall into the classification of trade secrets.

The most egregious violation of professional ethics is found in the growing body of evidence 
that physicians at some of the most prestigious U.S. medical schools have been attaching their names 
and reputations to scientific publications ghostwritten by employees of pharmaceutical companies. 
The publications are intended, of course, to boost the sales of pharmaceutical products.55 The NIH, 
which funds much of the nation’s medical research, suggests that the universities involved, rather 
than the government, should address the problem of ghost authorship. Because university admin-
istrators find it difficult to censure the prestigious medical faculty at their institutions, the prob-
lem remains minimally addressed with no noted measurable decline in frequency in professional 
biomedical literature. However, in 2010, Section 6002 of the ACA also known as the “Sunshine 
Act” now “… requires medical product manufacturers to disclose to the Centers for Medicare and 
Medicaid Services (CMS) any payments or other transfers of value made to physicians or teaching 
hospitals. It also requires certain manufacturers and group purchasing organizations (GPOs) to 
disclose any physician ownership or investment interests held in those companies.”56

The pharmaceutical industry also has had a long history of influence in medical education 
throughout the United States and Canada by providing medical students with funding for food at 
medical student conferences, and free medical equipment, books, and office supplies, etc. In large 
part due to medical student-led investigations and activism, many medical schools are creating 
policies to significantly limit or curtail this influence by preventing pharmaceutical companies 
from making such donations.57
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 ▸ Future Challenges
The change in emphasis from basic science research toward health services research and popula-
tion health will likely continue as the federal government moves its Medicare payment model from 
volume-based to value-based purchasing. This new model under the Medicare Access & CHIP 
Reauthorization Act (MACRA) will require more health services research on not only how to 
improve the health of populations, but also what changes to the existing healthcare infrastructure 
will be required to drive the new system. Research will be needed on what organizational struc-
tures and policies new accountable care organizations work best where physicians, hospitals, and 
other healthcare providers will be working together in new ways and with new goals. Research also 
will be needed on what changes to the existing health information technology infrastructure are 
necessary to better support population health, centralized electronic reporting to various govern-
ment agencies, and information sharing between multiple healthcare institutions, which will be 
essential for new accountable care organizations to function efficiently.

The advent of ubiquitous advanced genetic testing will require research on how to analyze, 
summarize, and present unprecedentedly large volumes of genetic sequencing data into mean-
ingful information into a form busy clinicians can use efficiently. Medical education will require 
updating new skills needed by clinicians in areas of population health, systems-based care, health 
information technology, and basic outcomes research. Research on what new curricula are needed 
in the era of MACRA will be essential. Continued pressure to improve the quality and drive down 
the cost of medical care will fuel more comparative effectiveness research to insure the best and 
most cost-effective treatments are utilized.

In summary, research that advances science and develops new technologies will be an integral 
part of healthcare reform for the foreseeable future. This will be true regardless of the method or 
kind of reform that takes place in the United States.

KEY TERMS FOR REVIEW

Analytic Studies
Basic Science Research
Case Series
Clinical Research
Comparative Effectiveness 

Research
Descriptive Study
Empirical Quality Standards

Expert Opinion
Explicit Quality Standards
Hospital Consumer 

Assessment of Healthcare 
Providers and Systems 
Survey (HCAHPS)

Health Services Research
Implicit Quality Standards

Institutional Review Board (IRB)
Observational Study
Patient-Center Outcomes 

Research Institute (PCORI)
Patient Safety Network (PSNet)
Randomized Controlled 

Clinical Trial
Systematic Review

CHAPTER ACRONYMS

AHCPR Agency for Health Care Policy and 
Research

AHRQ Agency for Healthcare Research and 
Quality

ARRA American Recovery and Reinvestment Act
EBM Evidence-based medicine
EBT Evidence-based treatment
FDA U .S . Food and Drug Administration
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The enactment of the Patient Protection and Affordable Care Act of 2010 (the ACA) was an his-
toric achievement that expanded Americans’ access to health insurance and embedded the pop-
ulation health perspective into federal cost control and quality-improvement policies. The ACA 
reaches into virtually every dimension of the healthcare system with monumental changes unprec-
edented in the healthcare system’s history.

Predicting the future of the U.S. healthcare system in these times of change is difficult as 
the system continues its evolution and reforms continue. The discussions that follow represent 
only educated conjecture about the directions the healthcare system will take in the coming years. 
Even the most thoughtful forecasts, founded on carefully studied trends and expert projections, 
undoubtedly will be affected by unforeseeable developments in the healthcare environment. Trend 
extrapolation in the policy arena is most reliable under stable conditions.1 The policy arena of the 
foreseeable future will be anything but stable as reforms continue. In fact, the Congressional Bud-
get Office has pointed out that the scope and complexities of the ACA legislation make accurate 
predictions of fiscal and many other future outcomes extremely difficult or impossible.2

According to chaos theory, “A small change in input can quickly translate into overwhelming 
differences in output,” and as history has demonstrated, the healthcare system is particularly sen-
sitive to input changes.3 In the past, virtually every effort to address one of the three basic prob-
lems of the healthcare system—cost, quality, and access—resulted in significant changes in one of 
the others. For example, improving access to health care for low-income populations and older 
adults through Medicaid and Medicare had major inflationary effects on costs. Attempts to control 
costs through managed care resulted in professional and consumer pushback regarding access and 
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quality. Thus, it is important to recognize that policy changes, no matter how well-intentioned, 
may have unintended consequences. Only experience reveals those consequences.

 ▸ Paradox of U .S . Health Care
The extraordinary successes and technologic accomplishments of the U.S. healthcare system have 
brought worldwide acclaim to U.S. scientists and clinicians. However, successes and accomplish-
ments often have been offset by the system’s evident deficiencies of limited access, high costs, and 
variations in quality. The policy decisions of government and healthcare leadership of the past 
six decades are duly credited with medicine’s impressive advances, its prestige, and its wealth. 
Those healthcare policies led the National Institutes of Health and other federal funding agencies 
to invest heavily in the potential of the nation’s universities and medical schools to develop basic 
and applied research and to dedicate federal and state funds to the expansion of academic medi-
cal centers. The burgeoning healthcare industry prompted the initiation of federal programs that 
significantly expanded the number and size of U.S. hospitals and led to an exponential increase 
in the size of the healthcare workforce. The policies that produced the financial incentives in the 
healthcare reimbursement system encouraged specialization among physicians and other health-
care practitioners. However, those policies also contributed to the longstanding problems of ineq-
uitable access, variable quality, and seemingly uncontrollable growth in costs. The success of the 
healthcare industry, with the growth of its workforce, astounding physical and technologic infra-
structure, its impressive outcomes, and its unfettered revenues must be weighed against its failure 
to recognize a social mission broader than only addressing the individual needs of those able to 
access its services. The technology-oriented, can-do culture that pervaded health care mesmerized 
healthcare providers and patients with the belief that more dramatic technological marvels would 
improve Americans’ health status. American policymakers and the public supported the rising 
costs of health care with ascending expectations for what medicine could accomplish. Historically, 
a population perspective was absent from these assumptions. As medical technology advanced, 
virtually no recognition was given to the facts that a significant proportion of medical conditions 
arise from “non-clinical” social and behavioral factors.4

The passage of the ACA represented discontent with a system that could not ensure a basic 
level of health care to a significant proportion of the American public, that could not control costs 
that increased well above the rate of other services, and that provided many services of doubtful 
necessity and therapeutic benefit.5

 ▸ Accountability for Quality and Costs
The healthcare system, apart from advances in clinical practice, has demonstrated an inherent 
resistance to change. Entrenched interests among many professions, employers, and financial and 
educational institutions have repeatedly demonstrated the power to maintain the status quo. As 
a consequence, the longstanding and escalating problems of healthcare costs and clinical quality 
have remained unabated for decades. Because there are no single solutions to these complex prob-
lems and little likelihood that all or most of the vested interests would support a set of simultane-
ously applied solutions, problems continued.

Failed attempts to address the variable quality of clinical care illustrate one facet of the prob-
lem. Concerns about the quality of health care, both anecdotally and empirically, have been 
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expressed for decades. In 1999, the widely publicized assessment of the problem by the Institute 
of Medicine (IOM) entitled “To Err Is Human: Building a Safer Health System”6 produced a brief 
flurry of discussion in Congress late in the Clinton administration and then moved far down on 
the list of U.S. concerns.

More than 15 years after the IOM report, new research estimated the number of premature 
deaths associated with preventable harm in hospitals at more than 400,000 per year.7 A 2016 report 
cited medical errors as the third-leading cause of death in the United States.8 When 3,000 people 
died in the terrorist attacks on September 11, 2001, the United States went to war. With estimates 
of more than 1,000 people dying every day as a result of medical errors, the silence and inaction 
are astounding.

In fairness, physicians and other providers are beset by so many professional challenges, of 
necessity, the vast majority leave the more global problems of clinical practice to their organiza-
tional leadership. Physicians and other providers are caught between patient demands, their own 
challenges as to the best course of treatment, and the need to manage costs. In addition, the steady 
production of new drugs, devices, and procedures makes current knowledge quickly obsolete. The 
time and effort required to remain current with clinical developments places a significant burden 
on busy practitioners.9

Continuing efforts to achieve system-wide improvements in healthcare quality are taking 
many forms. The Agency for Healthcare Research and Quality (AHRQ) is helping to pierce the 
culture of silence that surrounds medical errors by operating a peer-reviewed, Web-based medical 
journal, Morbidity and Mortality Rounds on the Web, to stimulate discussion of medical errors in 
a blame-free environment.10 The AHRQ encourages physicians and other health professionals to 
submit medical error cases to the website for interactive discussion and analysis. Contributors may 
remain anonymous. The Department of Health and Human Services (DHHS) is participating in 
the Hospital Quality Information Initiative, a joint effort with the leadership of the nation’s hospi-
tals, to provide the public with information on the quality of care.11 Also, the ACA contains several 
provisions that directly affect patient safety by establishing, for example, a system to track hospital 
medical errors and incentives to financially reward hospitals that have improved their medical 
error rates.12 Over the past several years, the Centers for Medicare & Medicaid Services (CMS) 
have enforced non-payment rules for several types of hospital-acquired conditions (HACs).13,14 
A 2016 CMS report noted that a cumulative total of 1.3 million fewer HACs were experienced by 
hospital patients over the three years from 2011 to 2013 relative to the number of HACs that would 
have occurred if rates had remained steady at the 2010 level. The CMS estimates that approxi-
mately 50,000 fewer patients died in the hospital as a result of the reduction in HACs, and approx-
imately $12 billion in healthcare costs were saved from 2010 to 2013.15

However, in 2013, the Leapfrog Group, an organization of Fortune 500 corporations that pro-
motes hospital safety and quality, released findings from an analysis of six years of hospital data. 
This discouraging report noted that “little progress was observed” and concluded: “Our study 
highlights the complexity of improving the quality and safety of health care in the United States 
through reliance on purchaser pressure and public disclosure, both of which feature prominently 
in the Affordable Care Act.”16 Whether or not some combination of financial penalties and incen-
tives, more public disclosure, and other activities will have material effects to significantly reduce 
overall medical error rates will remain an open question for the future.

Like the longstanding problems with the quality of care, the problem of escalating healthcare 
costs has continued for decades. The evolution of U.S. healthcare insurance through managed care 
principles in the 1980s and 1990s had a temporary impact on the rate of national healthcare spend-
ing growth.17 However, as a share of the nation’s economy, healthcare expenditures have continued 
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their upward trajectory with growing concerns about waste and variations in outcomes. Rising 
costs coupled with concerns about quality are reflected in core provisions of the ACA. The ACA’s 
investments in Medicare-funded delivery system reforms such as patient-centered medical homes, 
accountable care organizations (ACOs), value-based purchasing, bundled payments for care, and 
other initiatives all tie provider reimbursement to the quality of population health outcomes. The 
CMS has set aggressive goals for value-based payments within the Medicare fee-for-service system 
such that 30 percent of Medicare payments will be tied to quality or value through alternative 
payment models by the end of 2016, and 50 percent of Medicare payments will be tied to quality 
or value by the end of 2018.15 Reforms are incorporating proven interventions to address behav-
ioral, social, and environmental determinants of health and generating findings for application to 
learning and further system refinements.15 The Medicare Access and CHIP Reauthorization Act 
of 2015 (MACRA) builds upon the foundations of the ACA in transforming the delivery system 
to reward value over volume by restructuring the way that Medicare reimburses physicians. The 
MACRA replaces a former patchwork of cost and quality monitoring programs with one program 
to streamline reporting and monitoring processes, as discussed in detail in other chapters. It also 
repeals a highly flawed Medicare physician-reimbursement method.18 The MACRA also requires 
the CMS to undertake standardization of quality measurements through a “Quality Measure 
Development Plan” that will address known measurement and performance gaps and align mea-
sures with other federal programs and the private sector.19 Standardization of quality measures will 
be a critical element in the future of the MACRA’s payment systems’ integrity. The required federal 
rulemaking process to implement the new law was ongoing in June, 2016. As proposed rules were 
released for public comment, physician advocacy groups responded with voluminous requests to 
delay the law’s implementation and leveled specific criticisms about costs of compliance by physi-
cian practices and criteria for participation.20 A report of a physician survey noted major concerns 
about whether physicians in solo and small group practices will be able to economically survive 
the transition to MACRA payment parameters. The report noted that MACRA compliance will 
be difficult for small physician practices, which struggle with managing patient data. Resulting 
predictions suggest that many solo and small group practices will either merge into larger groups 
or abandon Medicare participation entirely.21 Nonetheless, the core principles of the MACRA that 
tie payment to the quality of patient outcomes likely will remain intact. The MACRA will be the 
most significant development since the implementation of the ACA as it adds more refined ways 
of delivering, coordinating, and paying for healthcare services.22 The future holds opportunities 
for much learning from the ongoing evaluation and research about the nature and sustainability 
of both the ACA and the MACRA. It is clear that under current laws, the federal government and 
Congressional momentum to achieve improved quality at reduced cost will continue.

 ▸ Health Information Technology
There is a growing level of evidence supporting the value of electronic health records (EHRs) that 
facilitate computerized physician order entry and computerized decision support systems, as dis-
cussed in Chapter 3. This is particularly true in areas such as improving delivery of preventive care. 
However, there is wide agreement that the imposition of health information technology (HIT) on 
delivery systems can be disruptive to work processes and work cultures.23 Many other factors can 
be expected to make the continuing implementation of HIT complex and challenging, including 
achievement of secure data portability, cost containment, and training. An additional challenge 
will be the future sustainability of health information exchange (HIE) organizations’ infrastructure 
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when federal subsidies for their operations expire. The regional health information organizations 
(RHIOs) that administer HIEs are seeking alternative sources of funding and developing ways 
to generate revenue, but most have not yet developed a standard business model that would be 
broadly applicable and professionally acceptable across all communities. While the benefits of 
HIEs are documented and desirable, finding solutions to cultural and business model issues will be 
essential to achieve the goal of a nationwide network of regional exchanges. Nevertheless, progress 
in the adoption of EHRs has continued. The percentage of office-based physicians with basic EHR 
capability increased 336 percent between 2006 and 2013, from 11 to 48 percent.24 In the future, 
the addition of a physician criterion for Medicare payment under the MACRA intends to further 
incentivize EHR use.25

In 2011, hospital adoption of at least a basic EHR system was above 20 percent in 32 states and 
above 40 percent in 7 states. By 2014, hospital adoption of at least a basic EHR system was above 
60 percent in all but two states and above 80 percent in 17 states.26

To achieve the overall HIT goals of improving quality and managing costs, much work 
remains in the areas of research and implementation.

 ▸ Hospitals
Hospitals will remain critically important entities in the U.S. healthcare system, and as reforms 
progress, they will continue to assume new roles as major components of integrated systems of 
care. Hospitals also will continue to be the sites of technologically advanced medical care, edu-
cation, and training for physicians and other health professionals as well as clinical research. 
Hospitals’ service constellations will continue changing as privately operated ambulatory surgery 
centers, urgent and immediate care facilities, and diagnostic facilities increasingly displace ser-
vices that once were their province. Hospital emergency departments and inpatient services will 
remain mainstays of communities’ safety nets for needy populations.

Hospital consolidations through mergers and acquisitions are predicted to continue at the fre-
netic pace witnessed in the past several years. All signs point toward more consolidations in order 
to gain market share and leverage the population-based reimbursement and quality improvement 
mandates of major government and private payers.27 This trend goes hand-in-hand with hospitals’ 
acquisitions of physician private practices.28 Acquiring physician practices assures hospitals of a 
flow of inpatients as well as revenue from diagnostic and other outpatient services.

There are reasons for optimism in the prospect of ACOs partnering with hospitals as major 
participants. Such partnerships hold promise for successfully addressing the negative hallmarks of 
the healthcare system—fragmentation, duplication, medical errors, and excessive costs. Observers 
are expressing concern, however, that the newly established ACOs are joining healthcare orga-
nizations that otherwise would compete with each other, thus creating networks with potential 
monopoly power.29 Healthcare market analysts also have pointed out that hospital mergers can 
actually increase the amounts hospitals can bill payers and the costs to patients.30 In addition, 
concerns are rising about the absence of regulatory controls on mergers and acquisitions that have 
the potential to reduce or eliminate services that may not be deemed profitable but meet important 
needs in specific communities. A 2016 report by MergerWatch, which analyzes the hospital indus-
try, noted that only 10 states require government review before hospital facilities and services may 
be shut down.31

Debates and analyses will continue regarding hospitals’ roles in the reformed system and health-
care marketplace. Results of government and private-entity experiments with the reconfigured 
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roles of hospitals in a new population-focused, value-driven delivery system will yield numerous 
opportunities for continued refinements that affect both the quality and costs of care.

 ▸ Changing Population Composition
The U.S. population is not only growing older, but increasing numbers of older adults are sur-
viving to a very advanced age.32 In addition, the number of intact families capable of housing 
and caring for aged relatives has diminished as women work outside the home, the number of 
single-parenting families increases, and divorce rates hover at approximately 50 percent. Families 
raise fewer children, and those children often migrate to other locations making direct care of 
their parents impossible. Consequently, the healthcare needs of the growing population of frail, 
older adults is expected to place increasing demands on the healthcare system. Those demands 
will focus particularly on the chronic-care component of U.S. system, a sector that has not been 
particularly attractive to healthcare providers in the past. In addition, much of the long-term care 
capability in the United States is in the hands of the private, for-profit sector, which has an uneven 
record of service quality.33

The healthcare needs of this older adult population also will be influenced by its changing 
racial and ethnic diversity. Minority groups and Hispanics in particular will become larger pro-
portions of the elderly population.34 These changes have important implications for the healthcare 
system. There are significant differences in mortality rates, chronic conditions, service prefer-
ences, and use, as well as attitudes toward medical care across racial/ethnic groups. For example, 
Hispanics have lower rates of diseases such as hypertension and arthritis and higher rates of con-
ditions such as diabetes than Caucasians. Blacks are more likely to require treatment for hyper-
tension, cerebrovascular disease, diabetes, and obesity, and they have persistently higher mortality 
rates than whites.35 Increased demands on the healthcare system posed by population changes 
are coupled with the problems of healthcare workforce supply. Growth in demand for nurses, 
nursing assistants, and various types of therapists in the acute-care sector and the relative unat-
tractiveness of long-term facilities as employment sites for those service personnel have left many 
long-term care facilities dangerously understaffed. The long-term care industry’s ability to develop 
innovative approaches to attracting and retaining staff will have important implications as service 
demands swell with the aging of the baby-boom generation. Identifying solutions to the staffing 
crises in long-term care has been the subject of ongoing research at academic and policy develop-
ment institutions throughout the country.36,37 With an amendment to the Federal Fair Labor Stan-
dards Act effective in 2016, the nation’s 2 million home care workers will be entitled to the federal 
minimum wage, time-and-a-half pay for overtime, and pay for time spent traveling between client 
homes.38 Advocates believe these new federal wage protections may make home care employment 
more attractive in the future and help ease the ongoing recruitment and retention challenges in 
the long-term care industry.38

Until recently, the needs of the informal caregiver system were virtually ignored. Legislative 
action at the federal level only recently began to recognize these needs. In a hopeful future sign, a 
Congressional proposal now has partially paid family medical leave under consideration.39

In the future, the chronically ill who do not require long-term care facility placement will 
continue to have difficulties interacting with a healthcare system that has an historical focus on 
acute illness and has not dealt effectively with the aged population’s physical disabilities, psycho-
social issues, and lifestyle adjustments. Emerging service delivery models may help address these 
issues by providing a continuum of care that focuses on service coordination and maintenance of 
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optimal functionality.40 ACOs, patient-centered medical homes, and ACA-supported Medicaid 
programs, such as the Community-based Care Transitions Program to support older Americans 
to maintain residence in their homes, are just some examples of emerging models. However, the 
pervasive system changes required to move from an episodic and disjointed care model to one 
that encompasses a holistic approach to older patients’ needs will continue to present significant 
future challenges.

 ▸ Growth in Home Care and Ambulatory Care Services
Home Care Services
Changes occurring in hospital care that promote shortened lengths-of-stay and growth in the aging 
population have resulted in rapid growth of home healthcare services. Between 1997 and 2013, the 
number of Medicare-certified home health agencies increased by 1700 to 12,613.41 Between 2001 
and 2013 the number of home healthcare episodes rose from 3.9 million to 6.7 million.41 Begin-
ning in 2010 and continuing until 2030, approximately 10,000 Americans will reach the of age 65 
each day.42 As the population of older Americans rapidly increases, home healthcare services can 
be expected to experience corresponding expansion.

Ambulatory Care Services
Many factors are responsible for the extraordinary growth in the use of ambulatory versus hospital- 
based services. Ambulatory or “same-day” surgical procedures are growing in number due to con-
tinuing advances in diagnostic technology, anesthesiology, and surgical techniques and instru-
mentation. Also, payers exert pressure to avoid expensive hospitalization whenever possible. The 
number of ambulatory surgery centers (ASCs) has grown from approximately 1,000 in 1988 to 
more than 6,000 in 2013.43 The number of centers continues growing at a rate of approximately 3 
percent each year as the CMS approves more procedures for reimbursement in the ASC setting.44 
Growth in the number of these facilities is expected to continue.

Continued proliferation of urgent care centers and retail clinics also is expected in the future. 
These ambulatory facilities have gained widespread acceptance among consumers for their gen-
eral user-friendliness and convenience. In addition, payers reimburse for their services as a much 
less expensive alternative to hospital emergency department care. A 2015 survey reported that 89 
percent of urgent care centers saw increases in visits in 2014, and 91 percent anticipated growth 
into additional locations in 2015.45

Expanding from approximately 300 retail clinic sites in 2007, current projections estimate 
that the number of retail clinic sites will grow to 2,400 in 2016, with a 14 percent growth annually 
through 2017.46 In addition, more than 100 partnerships between retail clinics and health systems 
have been established where payers are integrating retail clinics into their care delivery networks 
to reduce emergency department usage and related costs.47 These partnerships and factors similar 
to those contributing to the growth in urgent care centers will continue into the future.

During the period between 2000 and 2011, annual emergency department (ED) visits increased 
26.2 percent, from 108 million to 136.3 million.48 The increase in ED visits was attributed to over-
all population growth, increase in illness-related diagnoses, and lack of private health insurance. 
The uninsured and Medicaid patients demonstrated the greatest increase in rates of ED use as 
compared with privately insured patients.49 In the future, ED visit volume will bear close watching 
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as the ACA’s implementation proceeds and new care-delivery models expand their reach. One of 
the expected effects of enrolling millions more Americans in private insurance and Medicaid was 
a decrease in expensive ED use as individuals gained improved access to primary care. However, 
a 2015 report by the American College of Emergency Physicians noted that ED volume actually 
increased since 2014 when the requirement to have health insurance became effective.50 Possible 
explanations for the continuing trend of increasing ED use may be the difficulty of the previously 
uninsured in breaking from prior habits and/or the difficulty in obtaining primary care appoint-
ments. The effect of the more proactive and preventive care focus of primary care may take several 
years to take effect, especially if the newly insured have a backlog of healthcare problems they need 
to address.

 ▸ The Healthcare Workforce
Because physicians and nurses are the primary participants in all dimensions of the healthcare 
system, the following discussions focus on these professions and their respective future roles and 
influences.

Health care is one of the nation’s largest and most important industries and employs a diverse 
workforce of 12 million people representing more than 200 occupations and professions.51 As 
the healthcare system continues to change and adapt to reforms, the kinds of employees and the 
sites of their employment will be in transition during upcoming years. Although hospitals remain 
the major employers, the trend is toward the highest employment growth among health mainte-
nance organizations, ambulatory clinics and services, and home healthcare providers. In addi-
tion, according to the U.S. Bureau of Labor Statistics, “Healthcare occupations and industries are 
expected to have the fastest employment growth and to add the most jobs in the nation between 
2014 and 2024.”52 New occupations and professions will continue to develop and require more spe-
cialized knowledge and more sophisticated skills to accommodate technological advancements. 
Such specialization also reduces the flexibility of employers to increase staffing efficiency and adds 
to costs. As a result, there is increasing deployment of multi-skilled health practitioners, partic-
ularly among hospitals, which may, for example, combine the roles of occupational and physical 
therapy assistants into one position. As hospitals continue to seek efficiencies in personnel deploy-
ment, such tactics are likely to continue in the future.

Physician Supply and Distribution
In 2006, the American Association of Medical Colleges (AAMC) set a target for a 30 percent 
increase in the number of first-year medical students based on 2002 enrollment data. Although 
not attained by 2015, the projected first-year medical school enrollment for 2019 represents a 29.2 
percent increase from 2002.53 In the period 2002–2014, the number of physician graduates grew at 
an annual rate of 2.8 percent.54 However, the AAMC currently estimates that by 2025, there will be 
a shortage of between 12,500 and 31,100 primary care physicians and between 28,200 and 63,700 
specialists.55 Adding to the shortfall issue, the CMS capped its support for hospitals’ physician 
residency training programs at 1996 levels, and with few minor exceptions, it has not added to 
these training program slots for 20 years.54 To help address this issue, the ACA authorized CMS 
to redistribute available residency training slots from hospitals that have closed or underutilized 
their slots to hospitals in need of additional residents.56 The ACA also promotes residency train-
ing in outpatient settings and in rural and underserved areas by increasing flexibility in the laws 
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and regulations that govern Medicare’s residency program funding.57 Although ACA provisions 
will help optimize the use of available CMS-funded residency slots, the gap between U.S. medical 
school graduates and available U.S. residency slots will increase at a time when projected physician 
shortages in the United States will become more pronounced.54 Despite predicted physician short-
ages, in 2015, U.S. medical schools began graduating more physicians than available residency 
program training slots.54 Unless Congress acts quickly to fund support for additional residency 
program training slots, the future will see a large and growing pool of successful medical school 
graduates whose careers will end due to lack of residency training opportunities—at a time when 
physician shortages will be increasing.

In addition to predicted physician shortages, the United States has long-term problems with 
the distribution of physician supply that can be expected to continue. A persistent problem is the 
geographic variation in physician practice location. The number of active physicians providing 
patient care per 100,000 population in each state varies from a high of more than 432.4 per 100,000 
population in Massachusetts to a low of 184.7 per 100,000 population in Mississippi.58 The low 
supply of physicians in rural and inner-city communities will continue to create a medical care 
delivery challenge for populations in these underserved areas.

Emerging Physician Roles
Hospitalists
Physicians called “hospitalists” substitute for patients’ primary physicians for the duration of the 
hospital stay and provide and/or coordinate all patient care by staff and specialists. Hospitalists 
reduce the inherent costs of primary care physicians by eliminating the need for daily primary 
care physician visits to inpatients. Because it is generally accepted that hospitalists shorten lengths 
of hospital stays, improve the continuity and quality of hospital care, and are economically advan-
tageous to hospitals, hospitalist medicine is rapidly becoming the preferred model of inpatient 
care.59 Given that hospital medicine is the fastest-growing medical specialty in the United States 
with more than 48,000 practitioners identifying as hospitalists, the hospitalist “movement” will 
likely continue to evolve rapidly as a mainstay of hospital care.60 Perhaps most emblematic of their 
growing importance in the healthcare system is the creation of a set of dedicated billing codes for 
hospitalists by the CMS in 2016.60

Physicians as Hospital Employees (Not Hospitalists)
Increasing employment of primary care and specialist physicians by hospitals has been one 
response to the changing healthcare system environment. The number of physicians directly 
employed by hospitals grew by 34 percent between 2000 and 2010. In one year from 2013 and 
2014 alone, physicians directly employed by hospitals increased from 10 to 21 percent.61 This 
trend is expected to continue. Physicians view hospital employment as freeing them from flat 
reimbursement rates, complex insurance and health information technology (HIT) require-
ments, high malpractice premiums, and work–life balance challenges. Hospitals view physician 
employment as opportunities to gain market share for admissions, increased use of diagnos-
tic testing and other outpatient services, and referrals to high-revenue specialty services.62 In 
addition, hospital executives cite physician–hospital integration as an important strategy to 
prepare for payment reforms such as accountable care organizations and penalties for hospital 
readmissions.63
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Physicians as Managers
Another emerging role for physicians is that of medical manager or administrator. Physicians, 
many with additional management or administration training, are entering the medical man-
agement field in leadership roles with ACOs. The emergence of ACOs as not-for-profit entities 
requiring executive leadership are offering new career paths for physicians interested in healthcare 
system management as an alternative to direct patient care.64

Whether or not ACA provisions will succeed in attenuating imbalances in both the medical 
specialty and primary care workforces to meet American society’s medical care needs will remain 
an open question. As in so many other aspects of health care, it is likely that market forces com-
bined with policy decisions will determine the outcomes.

Nurses
The latest available survey of the RN population indicated that in 2012, 2.9 million RNs were 
in active practice in the United States. Assuming RNs continue to train at current levels, and 
accounting for new entrants and attrition, the RN supply is expected to reach 3.8 million in 
2025—a 33 percent increase. However, the nationwide demand for RNs is projected to grow 
slower than the supply, such that by 2025, the projected demand will be 3.5 million—a 21 percent 
increase over 2012 numbers.65 The national projection of a surplus of RNs masks the projected 
imbalance of RNs at the state level. Sixteen states are projected to have RN shortages where state 
supply of RNs is not expected to meet state-specific demands.65 Another reason for the projected 
national level surplus is the increasing number of nursing school graduates. There was a 108  
percent increase in the number of nurses passing the national licensure examination for RNs 
during the 2001–2011 period.66 While experts agree that the next decade will see significant 
growth in the number of RNs, it remains uncertain as to whether the distribution of nursing 
supply will meet actual future needs.

National Health Care Workforce Planning
The United States has never planned comprehensively or strategically for the development and 
deployment of its healthcare workforce.67 Complex supply and demand factors influence work-
force requirements, and the prediction of future requirements is severely confounded by the lack 
of uniform data at national and state levels across the professions.68 Current workforce shortages in 
professions such as generalist physicians, nurses, and mental health workers; the disproportionate 
geographic distribution of many types of providers in urban and rural areas; and underrepresenta-
tion by minorities in the health professions were focal points to be addressed by the ACA’s National 
Health Care Workforce Commission (NHCWC). For the first time in U.S. history, the NHCWC 
intended to comprehensively address national workforce planning, development, and deployment 
issues. However, to date, the NHCWC has not convened due to Congress’ unwillingness to provide 
required funding.69 The aging population, the shifting nature of diseases, healthcare delivery and 
reimbursement reforms, new technology, and economic factors will continue to change consumer 
demands and provider expectations, all lending more complexity to the challenges of planning for 
future workforce requirements.

The continued influx of previously uninsured individuals as a result of the ACA alone will 
put unprecedented stresses on healthcare system personnel. In fact, there is mounting evidence 
that since implementation of the ACA, there has been an increase in the stress and burnout levels 

380 Chapter 13 Future of Health Care



of primary care physicians.70 In the future it will be necessary to modify the roles and scope of 
practice of many of the healthcare professions to adapt to changing service patterns. The cen-
trality of the healthcare workforce to the quality, costs, and accessibility of the healthcare system 
makes attention to resolving workforce issues essential to the future of healthcare delivery in the 
United States.

 ▸ Employer-Sponsored Health Insurance
In 2015, employer-sponsored health insurance covered 147 million people, 57 percent of the 
U.S. population under 65 years of age.71 It is the predominant form of health insurance coverage 
in the United States. Therefore, it was not surprising that in the wake of the ACA’s implementa-
tion, concerns arose about the law’s effects on employers. The law did not require employers to 
provide health insurance coverage. However, if an employer did so, by 2015, the law mandated 
those firms with 100 or more full-time equivalent (FTE) employees to provide health cover-
age to at least 95 percent of their full-time employees and dependents up to age 26, or pay a 
penalty of $2,000 per full-time employee (in excess of 30 employees).72 The primary concern 
about the law’s effects was that employers would cease offering health insurance coverage rather 
than face what could prove to be substantial penalties. In addition, in the decade prior to the 
ACA employer mandate taking effect, average total health insurance premiums had increased 
69 percent, potentially creating even stronger rationale for employers to drop health insurance 
coverage all together.73

To date, following implementation of the employer mandate, concerns about employers drop-
ping health insurance coverage have not materialized and the percentage of employers offering 
coverage has remained essentially unchanged.71,74 And, in spite of onerous predictions that the 
employer mandate would cause employers to decrease hiring of full time workers, to change full-
time workers to part-time status, or to increase new employee waiting periods to obtain health 
insurance coverage, only small percentages of employers made such changes.71

However, trends in employer-sponsored health insurance coverage are emerging in the form 
of employees’ adoption of high-deductible health plans (HDHPs). Today, almost one-fourth of 
workers have such plans, and since 2009, the percent of employees covered by HDHPs has tri-
pled.71 This trend is important because HDHPs substantially increase employees’ financial risk for 
their healthcare costs. While HDHP up-front premium costs are lower than other types of plans, 
46 percent of HDHP subscribers have annual deductibles of more than $1,000.75 The deductible 
is the amount individuals must pay out-of-pocket before insurance coverage begins. While in 
theory, requiring out-of-pocket spending should promote consumers’ prudent choices for care, 
expert observations and preliminary research are raising many concerns. Only a few of the con-
cerns include: consumer ignorance about how plans actually work, especially about provision of 
no-or-low cost deductibles for preventive services; evidence that consumers are avoiding nec-
essary and appropriate care due to costs; and evidence that out-of-pocket expenses negatively 
impact consumers’ compliance with medically recommended follow-up care including use of 
prescription drugs.75 Some studies suggest that HDHPs’ dampening effects on appropriate use 
of health services in the short-term may lead to costly health consequences in the long-term.75 
As adoption of HDHPs continues to accelerate and HDHPs impact ever-larger segments of the 
population, future longitudinal research findings on the effects of these plans will be central to 
informing policy decisions.
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 ▸ Medical Technology
In this era of health reform that emphasizes value over volume, debates continue about the inef-
fective and inefficient uses of medical technology. Following are just two examples of many that 
could be offered. The first discusses the rapid proliferation of an unproven technology. The second 
discusses the overuse of an existing technology.

In 2013, Modern Healthcare published an editorial entitled “End the Medical Arms Race.”76 
The editorial cited Americans’ fascination with high-technology medicine and the propensity to 
embrace even unproven technology when it is offered.76 Noting that “advanced technology sells,” 
the editorial discussed how competitive healthcare systems influence patient demand through 
aggressive marketing and advertising.76 The editorial noted that “the medical evidence that justi-
fies investing in the latest high-tech equipment often isn’t there, at least not yet.”76 This is illustrated 
by the first example, intensity-modulated radiotherapy (IMRT) for prostate cancer. The rapid 
adoption of IMRT reveals the coercive power of enticing, but as yet unproven, medical technology. 
IMRT treatment costs $15,000–$20,000 more than other standard therapies and may have poten-
tial benefits of improving treatment effectiveness and reducing side effects.77 However, definitive 
evidence that IMRT yields better outcomes than other standard therapies will not be available for 
several years when the results of a National Cancer Institute-funded study are known.76 Start-up 
costs for an IMRT installation are approximately $2 million with total hospital costs for an instal-
lation ranging as high as $10 million.76

University of Michigan researchers who studied more than 125,000 men diagnosed with 
prostate cancer during a seven-year period, reported limited evidence to justify IMRT as a 
replacement for a prior therapy that has “high-level evidence” for effectiveness.77 Nevertheless, 
in the seven-year study period, the researchers reported a tenfold increase in the use of IMRT 
and a 90 percent reduction in the use of prior standard therapy.77 Analyses gave several reasons 
for the rapid adoption of IMRT in advance of evidence to support its clinical benefits and cost- 
effectiveness. Reasons included ethical issues about withholding a potentially beneficial treatment, 
patient demands, economic competition among physicians, and financial incentives created by 
high Medicare reimbursement.77 In addition to high reimbursement rates fueling IMRT adop-
tion, researchers also cited physician ownership of treatment facilities and self-referrals as factors 
contributing to the proliferation of IMRT technology.77 Discussing policy implications of their 
findings, researchers suggested that delivery system changes such as shifts from fee-for-service 
reimbursement to financial risk-sharing arrangements, such as ACOs and bundled payments for 
care, may help to encourage more efficient care and limit the use of as yet unproven technology 
such as IMRT. With regard to developing evidence of effectiveness for new technology, they sug-
gest extension of Medicare payment for patients’ participation in clinical trials or disease registries 
to help determine net benefits.77

The second example illustrates the overuse of an existing technology. Indiscriminate use of 
computed tomography (CT) scanning remains an ongoing issue. In use since the 1970s, CT scans 
were a medical breakthrough and continue to be invaluable diagnostic aids. The number of scans 
grew from approximately 3 million in 1980 to more than 85 million in 2011. Recently, the Food 
and Drug Administration reports that 30–50 percent of CT scans are medically unnecessary.78

Using radiation doses equivalent to hundreds of x-rays, CT scans are not benign and studies 
suggest that long-term exposure to their radiation may contribute to the development of can-
cer.78 Controversies rage about risks versus benefits with some experts contending that diagnos-
tic benefits outweigh the risks of radiation exposure. Other experts note that while medically 
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necessary scans are beneficial, excessive and indiscriminate use poses clear dangers.78 There are 
still other dimensions to the issues with this technology. First, dubbed “incidentalomas” because 
they are found incidentally in CT scans performed for other purposes, findings include benign 
tissue abnormalities that often prompt unnecessary and expensive additional diagnostics includ-
ing invasive biopsies, additional scans over time, or even unnecessary treatment.78 Second, radi-
ation dosage can vary widely for the same type of scan; with the exception of mammograms, 
there are no federal regulations governing radiation doses. A study conducted by the University of  
California-San Francisco found that radiation doses for scans in the same hospital varied as much 
as 13-fold with doses much higher than required.78 In addition, many patients are inappropri-
ately subjected to multiple CT scans. Some reasons cited for duplication are physicians refusing to 
accept scans performed in facilities other than their own, the inability to access scans performed 
in other facilities, and specialists requiring patients to receive scans prior to a patient’s first visit.78

Recent initiatives to curb overuse of diagnostic procedures and treatments include the “Choos-
ing Wisely” Campaign (the Campaign) discussed in Chapter 4. Guidelines issued by the Cam-
paign include recommendations on appropriate use of head CT scans for emergency department 
(ED) patients.79 A 2013 study of ED visits and imaging procedures from more than 700 hospitals in 
45 states encompassing more than 600,000 minor head injury cases, found that almost two-thirds 
resulted in head CT scans—10 times more than the Campaign guidelines recommend. Other study 
findings noted that only 20 percent of EDs adhered to Campaign guidelines for patient complaints 
of fainting and headache.79 Another study reported in 2015 concluded that most CT scans in the 
ED are unnecessary.80 Reasons for excessive use of CT scanning include: technology availability, 
fears of missed diagnoses (and potential liability), physicians’ perceptions of patients’ desire for 
the test, patient expectations, and institutional financial pressure to make use of the equipment.81

As the foregoing examples illustrate, the issues of appropriate technology applications are 
multi-factorial involving matters such as personal and institutional financial incentives, patient 
expectations and demands, and the availability of the technology itself. As payers continue the 
direction toward rewarding higher value and more efficient care, there is reason for guarded opti-
mism that appropriate changes will evolve.

 ▸ ACA and MACRA: Reemergence of Population Health 
Principles

Historically, the different value systems of population health-oriented public health practitioners 
and individually centered private health providers have been a great divide in the healthcare sys-
tem. The scientific advances of the past decades heightened the value differences between prac-
titioners with a population perspective versus those focused on the cure of individual patients. 
Physician education emphasizing sophisticated technologies and specialization left little opportu-
nity for education on the core topics and concepts of population health. Despite the centrality of 
public health in providing basic health services and the well-documented economic advantages of 
prevention as compared with cure, public health has had neither public nor political recognition 
as an essential and all-encompassing effort to prevent illness and promote health.

However, core tenets of the ACA and the MACRA that focus on achieving improved pop-
ulation health by realigning reimbursement incentives from piecemeal care to care for popula-
tion groups are forcing change. With delivery system reforms under these laws such as bundled 
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payments for care, ACOs, and other alternative payment models, reimbursement drivers shift 
from a high-volume individually based orientation to prudent resource use linked with popula-
tion health outcomes. Over time, these reforms have potential to begin closing the gap between the 
principles of public health and medicine.

The ACA also created the Prevention and Public Health Fund (the Fund), the nation’s first 
mandatory funding stream dedicated to improving public health.82 The Fund was intended to 
eliminate the previously unpredictable federal budget appropriations for public health and pre-
vention programs. The ACA mandates the Fund’s use to “improve health and help restrain the 
rate of growth in private and public sector health care costs,” and emphasizes development of “a 
national prevention, health promotion and public health strategy.”82,83 The ACA originally autho-
rized $18.75 billion for the Fund for fiscal years 2010–2022 and $2 billion in each succeeding 
year.82 However, with funding reductions in 2012 and 2016 to accommodate other needs in the 
federal budget, the Fund was left with slightly less than 50 percent of its intended amount for pub-
lic health prevention, wellness, and preparedness activities.82 This outcome is a glaring example of 
political priorities pre-empting public health resource priorities.

The ACA includes several additional provisions with significant effects on public health. One 
example is the establishment of National Prevention, Health Promotion and Public Health Council 
(the Council) chaired by the U.S. Surgeon General to develop and lead a National Prevention Strategy 
that builds on existing federal programs such as Healthy People 2020 and to make recommendations 
to the President and Congress for federal policy changes that support public health goals.83–85 The 
Council currently provides leadership to and coordination of public health activities of 20 federal 
departments, agencies, and consults with outside experts and stakeholders.84,85 The Council’s 2014 
report outlined several accomplishments made with community partners across the United States 
in areas such as tobacco control and promotion of enhanced nutritional supplementation for low- 
income children.86 In the area of public health workforce development, the ACA has made signifi-
cant new resources available to expand the public health workforce in underserved areas and reduce 
minority underrepresentation in the workforce ranks through scholarship and loan programs.87–89

In summary, population health-oriented provisions of the ACA and the MACRA hold prom-
ise of a healthcare system that recognizes, and most importantly supports, the centrality of popu-
lation health concepts, principles, and practices to improving the health status of all Americans. As 
reforms advance, major challenges will remain to bring about necessary changes in strongly held 
perceptions and prior patterns of practice.

 ▸ Ethical Challenges
Physicians practicing in today’s healthcare system confront a two-faced ethical challenge in assuring 
their patients receive the best possible care. The first face of the challenge is insurers’ requirements 
that physicians conform to specific treatment, review, evaluation, reporting, service authoriza-
tion, and financial criteria for reimbursement. Physician practices typically deal with multiple 
insurers, which often have differing requirements, creating enormous bureaucratic burdens that 
subtract substantial time from patient care. As the delivery system moves from volume-driven to 
value-driven models, it is expected that these burdens will increase. Physicians already admit the 
need to sometimes exaggerate the severity of a patient’s condition to circumvent insurers’ criteria 
in order to assure that patients receive necessary care. Another dimension to this ethical challenge 
recognizes the lure of traditional fee-for-service reimbursement that fuels overuse, and wasteful 
and inappropriate services. The core ethical dilemma resides in how to balance legitimate cost and 
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quality concerns with patients’ best interests as the primary consideration. Physicians will remain 
“caught in the middle” for the foreseeable future.

The second face of ethical challenges results from a “success” problem. Medicine’s remarkable 
technologic advancement in the four past decades now enables life prolongation in a range from 
very premature infants to the terminally ill, to brain-dead individuals with no potential for future 
functional capacity. In the absence of transparent professional consensus on ethical guidelines to 
deal with decisions about continuing care in such cases, if a patient’s family does not agree with an 
attending physician’s recommendations, physicians are left without the support of professionally 
developed guidance.

In addition, among the most critical of future ethical issues are those related to advances in the 
field of molecular biology, gene manipulation, and gene therapy. The advent of inexpensive tech-
nology that will allow scientists to sequence an individual’s entire DNA in less than 72 hours is on 
the horizon in the next decade. President Obama’s proposed 2017 budget includes $309 million to 
“continue scaling up the Precision Medicine Initiative which is focused on developing treatments, 
diagnostics and prevention strategies tailored to the individual genetic characteristics of each 
patient.”90 As genome sequencing becomes more common, a host of unintended consequences 
and ethical issues will arise. The professional medical community is only beginning dialogue on 
the future obligations for the holders of individuals’ genome data. Traditionally, laboratory tests 
are analyzed, reported, acted upon, and then archived. Genomic data is different because as more 
discoveries are made, periodic reanalysis of patients’ genomic data could provide extremely valu-
able information for predicting future disease states and healthcare decision making. U.S. society 
has not even begun to approach questions about by whom, under what circumstances, and even 
whether or not such periodic reanalysis will be performed. These loom as significant future ques-
tions. In addition, training of physicians and other healthcare professionals about implications of 
the use of human genomic data in their practices will be an enormous future challenge. Enveloping 
all these challenges are concerns about the potential unethical applications of genome technology. 
In the future, the need for ethical discernment and transparent consensus on professional guide-
lines for medical practice will be paramount.

Finally, as discussed in Chapter 12, there are many research-related ethical concerns about 
conflicts of interest and appropriate public disclosure. Some of these have invoked legal actions.91 
Two of these concerns include shifting research funded by pharmaceutical and medical device 
companies from academic institutions to commercial research firms with obvious vested inter-
ests, and the shift of the FDA’s funding from the federal government to the same pharmaceutical 
companies it is intended to monitor.91,92 A provision of the ACA, the “Sunshine Act” that requires 
disclosures to the CMS about any payments or other transfers of value made to physicians or 
teaching hospitals, may help to bring these ethical breaches under control.93 Another continuing 
ethical issue is the violation of professional ethics found in the growing body of evidence that phy-
sicians at some of the most prestigious U.S. medical schools have been attaching their names and 
reputations to scientific publications ghostwritten by employees of pharmaceutical companies to 
boost sales of pharmaceutical products.93

 ▸ Summary of Predictions and Future Questions
Although tensions continue between the advocates of immediate system revisions and those who 
prefer more limited, incremental changes, the passage of the ACA and the MACRA recognized the 
need for transformative system reforms.
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Throughout the history of U.S. health care, the American public was persuaded to instruct 
its elected representatives that health care is an inherent “good.” Arguments about the system’s 
costs, disorganization, illogical redundancies, and inexplicable variations in quality and access 
were countered by prevailing beliefs that the healthcare system’s scientific and technologic superi-
ority offset its deficiencies.

The need to remedy the deficiencies in the U.S. healthcare system, however, grew to become 
undeniable concerns. An increasing proportion of American citizens and policymakers believed 
that the United States must develop a more socially responsible system of health care and end the 
nation’s embarrassing distinction as the only Western world democracy that does not provide 
universal health insurance coverage for its citizens. Health insurance in the United States evolved 
from the professional and economic objectives of providers rather than consumer needs and was 
financed by a convoluted system of private insurance augmented by inadequately managed and 
inflationary public-sector programs. It is therefore not surprising that the resulting system has 
been characterized by escalating costs and glaring gaps in coverage. Clearly, the problems could 
not be satisfactorily solved without major structural revisions. Solutions to the problems of huge 
variations in costs, treatments, and outcomes; fragmented services; episodic treatment of illness; 
and poorly distributed over- and under-capacity in the healthcare system are engendered by solu-
tions contained in the principles of the ACA and the MACRA:

 ■ Alter the healthcare focus from diagnosing and treating illness to maintaining wellness and 
preventing illness

 ■ Expand the healthcare system’s accountability from the health status of individual patients to 
that of defined populations

 ■ Change the health services’ emphasis from acute episodic care to continuous comprehensive 
care and chronic disease management

 ■ Eliminate the financial incentives to provide more services and substitute incentives to pro-
vide appropriate care at an appropriate level

 ■ Change from merely coordinating the delivery of services to actively managing the quality of 
processes and outcomes

 ■ Add a commitment to the resolution of community and public health issues

Healthcare reforms can make the systems of care different but cannot make health care better 
by themselves. Only healthcare providers working in concert with integrated systems can improve 
healthcare outcomes.

Reformed systems of reimbursement and accountability for population health outcomes 
intend to free primary care physicians and other providers from many of the incentives of fee-
for-service medicine in order to allow practitioners to emphasize wellness and prevention and 
reduce unnecessary interventions. Reforms in this regard include a 2015 CMS rule that authorized 
Medicare payments for non-face-to-face care planning and coordination activities for patients 
with multiple chronic illnesses.95 In 2016, CMS proposed another new Medicare payment rule 
to begin in 2017 that will compensate clinicians for their investment of time and other resources 
involved in primary care planning and coordination, mental health care, and care for cognitive 
impairment such as Alzheimer’s disease. Announcing the proposed rule, the acting CMS admin-
istrator commented, “If this rule is finalized, it will put our nation’s money where its mouth is by 
continuing to recognize the importance of prevention, wellness, and mental health and chronic 
disease management.”96

A 2015 report issued by the international accounting firm KPMG noted that to be successful, 
the reformed, value-based U.S. healthcare system must include:97
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 ■ Patient engagement, with patients as active participants in healthcare decisions
 ■ Outcome definition and measurement, transparent to providers and patients
 ■ Coordinated care among all involved providers including community participants
 ■ Strong governance earmarked by provider and management involvement
 ■ Contracts that commit providers to an outcomes-oriented approach to patient care

The relationship of hospitals with physicians will take on increasing importance as more phy-
sicians join hospitals as employees and prior hospital–physician relationships continue to undergo 
profound change in new integrated models of care delivery.

The changing demographics of an aging U.S. population will require major expansions of 
long-term care facilities and services. Long-term care will become an increasingly complex array 
of services integrated into vertical care systems. Of all the problems facing the future healthcare 
system, the aging population, with its attendant burdens of chronic disease and disability, presents 
a most formidable organizational and economic challenge. Long-term care facilities and services 
will be confronted with developing long-range plans to cope with burgeoning future demands.

The growing demand for support of chronic care will continue, driving changes in the national 
healthcare system structure. As increasing numbers of middle-aged Americans find themselves 
faced with the care of aged and functionally limited relatives, the demand for expanded support 
of chronic-care services will increase. Public awareness of the deficiencies of the current system 
will grow and likely bring considerable pressure for policy changes in care-giving systems and 
supports.

Although the healthcare system is in considerable turmoil in this reform era, it is certain 
that the healthcare sciences will continue to make progress. Clinicians and researchers will adopt 
advances such as devices for minimally invasive surgery, gene mapping and therapy, new vaccines, 
and other advances that will continue to transform the practice of medicine.

These dramatic advances, however, will be accompanied by new and vexing problems of 
cost, accessibility, training, and professional ethics. The availability of new knowledge also vastly 
exceeds the capacity of the institutions that deliver and finance health care to access and use it. The 
enormous potential for good that the U.S. healthcare system enjoys comes with deep concerns. 
How will the recipients of new technology be chosen? Who will address the ethical dilemmas that 
accompany genetic manipulation? When will the need to set stricter standards of competence 
when people’s lives are at stake be faced by the medical profession? When will the government 
reign in the unlimited profits of pharmaceutical firms that price their drugs beyond the means of 
those who need them the most? These and many other issues are central to a future constructive 
reformation of U.S. healthcare system.

The ACA and the MACRA represent new and pragmatic approaches to addressing longstand-
ing problems in the U.S. healthcare system. No matter how successful these laws turn out, the 
facts will remain that the laws represent historic landmarks after the nation’s long history of other 
attempts and failures made to enact much-needed healthcare reforms.

These are exciting times for students of health care. Never have large changes in an essen-
tial industry held the potential to intimately affect so many people. It is a time for introspection 
regarding values, circumspection regarding advocacy for positions, and careful review of ongoing 
experimental changes. Will healthcare system reforms achieve the long-sought balance among the 
key issues of access, cost, and quality? Can the United States achieve a more optimal health policy 
scenario marked by fiscal and clinical accountability for defined populations, equitable resource 
allocations, and transparent reporting on costs and quality? Answers to the foregoing and other 
questions will await actual experience and rigorous research over the next several years.
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 ▸ U .S . Government
Administration for Children and Families:

http://www.acf.hhs.gov/
Administration for Community Living:

http://www.acl.gov/
Administration on Aging:

http://www.aoa.gov/
Agency for Healthcare Research and 

Quality:
http://www.ahrq.gov/

Agency for Toxic Substances and Disease 
Registry:
http://www.atsdr.cdc.gov/

American Recovery and Reinvestment Act 
of 2009:
https://www.gpo.gov/fdsys/pkg/BILLS 
-111hr1enr/pdf/BILLS-111hr1enr.pdf

Bureau of Labor Statistics:
http://bls.gov/

Centers for Disease Control and Prevention:
http://www.cdc.gov/

Centers for Medicare & Medicaid Services:
http://www.cms.gov/

Children’s Health Insurance Program 
(CHIP):
https://www.medicaid.gov/chip/chip 
-program-information.html

Congressional Budget Office:
http://www.cbo.gov/

Websites
Congressional Research Service  

Careers:
https://www.loc.gov/crsinfo/

Department of Health and Human 
Services:
http://www.hhs.gov/

Department of Veterans Affairs:
http://www.va.gov

Federal Trade Commission:
http://www.FTC.gov

Food and Drug Administration:
http://www.fda.gov/

Health Resources and Services 
Administration:
http://www.hrsa.gov/

Indian Health Service:
http://www.ihs.gov/

Medicare Payment Advisory Commission:
http://medpac.gov/

National Center for Complementary and 
Integrative Health:
http://www.nccih.nih.gov/

National Center for Health Statistics:
http://www.cdc.gov/nchs/

National Guideline Clearinghouse:
http://guideline.gov/

National Institute on Drug Abuse:
https://www.drugabuse.gov/

National Institutes of Health:
http://www.nih.gov/
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American Academy of Urgent Care 
Medicine:
http://aaucm.org/

American Association of Medical Colleges:
http://www.aamc.org

American Board of Emergency Medicine:
https://www.abem.org/public/

American College of Physicians:
https://www.acponline.org/

American Hospital Association:
http://www.aha.org

American Board of Medical Specialties:
http://www.abms.org/

American Board of Internal Medicine:
www.abim.org

American Health Care Association:
http://www.ahcancal.org/Pages/Default 
.aspx

American Health Information Management 
Association:
http://www.ahima.org/

America’s Health Insurance Plans:
http://www.ahip.org/

American Medical Association:
http://www.ama-assn.org/ama

American Medical Informatics Association:
https://www.amia.org/

American Nurses Association:
http://nursingworld.org/

American Public Health Association:
http://www.apha.org

Association of Academic Health Centers:
http://www.aahcdc.org/

Association of American Medical Colleges:
http://www.aamc.org

Association of State and Territorial Health 
Officials:
http://www.astho.org/

Commonwealth Fund:
http://www.commonwealthfund.org/

National Library of Medicine Databases:
http://clinicaltrials.gov/ and http://www 
.nlm.nih.gov/medlineplus/

National Institute on Drug Abuse:
https://www.drugabuse.gov/

Office of Disease Prevention and Health 
Promotion:
https://health.gov/

Office of the National Coordinator for 
Health Information Technology:
http://www.healthit.gov/

Patient Protection and Affordable Care Act 
of 2010:
https://www.gpo.gov/fdsys/pkg/PLAW 
-111publ148/pdf/PLAW-111publ148.pdf

Substance Abuse and Mental Health 
 Services Administration:
http://www.samhsa.gov/

Veterans Health Administration:
http://www.va.gov/health/

 ▸ Non-governmental 
Organizations

AARP (formerly American Association of 
Retired Persons)
http://www.aarp.org

Accreditation Council for Graduate Medical 
Education:
www.acgme.org

Ambulatory Surgery Center Association:
http://www.ascassociation.org/home

American Association for Homecare:
https://www.aahomecare.org

American Association of Colleges of 
 Osteopathic Medicine:
www.aacom.org

American Academy of Family Physicians:
http://www.aafp.org/home.html
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National Association of County & City 
Health Officials:
http://www.naccho.org

National Center for Assisted Living:
https://www.ahcancal.org/ncal/Pages 
/index.aspx

National Committee for Quality  
Assurance:
http://www.ncqa.org/

National Council on Aging:
http://www.ncoa.org/

National Institute of Mental Health:
http://nimh.gov/index.shtml

National Prevention Strategy:
http://www.surgeongeneral.gov 
/priorities/prevention/strategy/

Robert Wood Johnson Foundation:
https://www.rwjf.org/

Urgent Care Association of America:
http://www.ucaoa.org/

U.S. Government Accountability Office:
www.gao.gov

World Bank (World Development 
Indicators)
http://databank.worldbank.org/data 
/download/GDP.pdf

World Health Organization:
http://www.who.int/en/

Families USA:
http://www.familiesusa.org/

Healthcare Information and Management 
Systems Society:
http://www.himss.org/

Henry J. Kaiser Family Foundation:
http://www.kff.org/

Institute for Healthcare Improvement:
www.ihi.org

Joint Commission:
http://www.jointcommission.org/

Medscape:
http://www.medscape.com/

Modern Healthcare:
http://www.modernhealthcare.com/

National Academy of Medicine (formerly 
Institute of Medicine):
https://nam.edu/

National Alliance for Caregiving:
http://www.caregiving.org/

National Alliance on Mental Illness:
http://www.nami.org/

National Association for Home Care & 
Hospice:
http://www.nahc.org/

National Association of Community Health 
Centers:
http://nachc.org/

Appendix A 395

http://www.naccho.org
https://www.ahcancal.org/ncal/Pages /index.aspx
https://www.ahcancal.org/ncal/Pages /index.aspx
http://www.ncqa.org
http://www.ncoa.org
http://nimh.gov/index.shtml
http://www.surgeongeneral.gov /priorities/prevention/strategy/
http://www.surgeongeneral.gov /priorities/prevention/strategy/
https://www.rwjf.org
http://www.ucaoa.org
www.gao.gov
http://databank.worldbank.org/data /download/GDP.pdf
http://databank.worldbank.org/data /download/GDP.pdf
http://www.who.int/en
http://www.familiesusa.org
http://www.himss.org
http://www.kff.org
www.ihi.org
http://www.jointcommission.org
http://www.medscape.com
http://www.modernhealthcare.com
https://nam.edu
http://www.caregiving.org
http://www.nami.org
http://www.nahc.org
http://nachc.org




© Lightix/Shutterstock

A
Academic health center: A university-affiliated 
complex of professional, academic, and clinical 
care facilities such as medicine, nursing, pharmacy, 
dentistry, and allied health professions that are the 
principal places of education and training for phy-
sicians and other healthcare personnel, the sites 
for most basic medical research, and the settings 
for clinical trials. Academic health center teaching 
hospitals are major providers of highly sophis-
ticated patient care required by trauma centers; 
burn centers; neonatal intensive care centers; and 
the technologically advanced treatment of cancer, 
heart disease, and neurologic and other acute and 
chronic conditions. Academic health center teach-
ing hospitals also provide much of the primary care 
for the economically disadvantaged populations in 
their geographical area.
Accountable care organization (ACO): A group 
of providers and suppliers of health care, health- 
related services, and others involved in caring for 
Medicare patients that voluntarily work together to 
coordinate care for the patients they serve under 
the original Medicare (not Medicare Advantage 
managed care) program. The ACA enables ACOs 
to share in savings to the federal government based 
on performance in improving quality and reducing 
healthcare costs.
Accreditation: A process whereby a professional 
organization or non-governmental agency grants 
recognition to a school, educational program, or 
healthcare institution for demonstrated ability to 
meet predetermined criteria for established stan-
dards. Accreditation contrasts with certification, 
which is a process through which a state or pro-
fessional organization attests to an individual’s 
advanced training and performance abilities in a 
field of healthcare practice.

Accreditation Council for Graduate Medical 
Education (ACGME): The independent, not-for-
profit professional organization that accredits 3–7 
year programs of advanced education and clinical 
practice required by physicians to provide direct 
patient care in a recognized medical specialty.
Agency for Healthcare Research and Quality 
(AHRQ): The federal agency charged with research 
to develop and disseminate evidence-based prac-
tice guidelines. The AHRQ’s National Guideline 
Clearinghouse maintains an online database orga-
nized by searchable topics for more than 2000  
evidence-based clinical practice guidelines that 
have met AHRQ evaluation criteria.
Aging in place: A healthcare system that brings 
together a variety of health and other supportive 
services to enable older, frail adults to live inde-
pendently in their own residences for as long as is 
safely possible.
Alternative medicine: The practice of using 
non-mainstream treatment approaches in place of 
conventional medicine.
Alternative payment model (APM): A model 
through which physicians and other healthcare 
providers accept a measure of financial risk and are 
reimbursed based upon prudent resource use and 
the quality of patient outcomes rather than on a 
piecemeal fee-for-service basis. Examples of APMs 
include bundled payments for care and account-
able care organizations.
Ambulatory care: Services that do not require an 
overnight hospital stay.
Ambulatory surgery center (ASC): A facility 
performing surgical and nonsurgical procedures 
on an ambulatory (outpatient) basis in a hospital 
or freestanding center’s general operating rooms, 
dedicated ambulatory surgery rooms, and other 
specialized rooms such as endoscopy units and 
cardiac catheterization labs.
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structure, and functions of the human body and its 
responses to external stimuli. Much basic science 
research is conducted at the cellular level.
Behavioral scientist: Behavioral scientists include 
professionals in social work, health education, com-
munity mental health, alcoholism and drug abuse 
services, and other health and human service areas. 
Bachelor’s or master’s level degree professionals in 
these fields counsel and support individuals and 
families in addressing the personal, economic, and 
social problems associated with illness, addictions, 
employment challenges, and disabilities.
Block grants: Mechanism to shift the federal 
government’s direct support and administration of 
healthcare programs to state and local governments.
Bundled payment for care initiative (BPCI):  
Developed by the CMS Center for Medicare & Med-
icaid Innovation (CMMI) that was created by the 
ACA; the BPCI recognizes that separate Medicare 
fee-for-service payments for individual services 
provided during a beneficiary’s single illness result 
in fragmented care with minimal coordination 
across providers and settings, rewarding service 
quantity rather than quality. The BPCI is testing 
whether, as prior research has shown, payments 
for bundled “episodes of care” can align incentives 
for hospitals, post–acute care providers, physicians, 
and other healthcare personnel to collaborate across 
many settings to achieve improved patient out-
comes at lower cost.

C
Capitation: A managed care reimbursement 
method that prepays providers for services on 
a per-member per-month basis whether or not  
services are used. If providers exceed the predeter-
mined capitation amount, they may incur a finan-
cial penalty. If providers use fewer resources than 
predicted, they may retain the excess as profit.
Case series: A published summary of a small num-
ber of individual cases in the biomedical literature 
that usually occur for extremely rare conditions or for 
new illnesses or syndromes and often when the diag-
nosis is unknown, typically without rigorous analy-
ses. Case series generally are developed by experts 
and undergo peer review before they are published.
Carve-out: A process through which insurers out-
source subscribers’ mental illness care oversight to 

American Board of Medical Specialties 
(ABMS): An independent, not-for-profit organi-
zation, the ABMS assists its 24 specialty member 
boards to develop and utilize professional and edu-
cational standards that apply to the certification of 
physician specialists in the United States and inter-
nationally.
Analytic studies: Test hypotheses and try to 
explain biologic phenomena by seeking statistical 
associations between factors that may contribute to 
a subsequent occurrence and the initial occurrence 
itself.
Assessment (as a core function of public 
health): Collecting and analyzing data to define 
population health status and quantify existing or 
emerging health problems.
Assisted living: A program that provides and/or 
arranges for daily meals, personal and other sup-
portive services, health care, and 24-hour oversight 
to persons residing in a group residential facility who 
need assistance with the activities of daily living.
Assurance (as a core function of public health):  
Governmental public health agency responsibility 
to ensure that basic components of the healthcare 
delivery system are in place.

B
Balanced Budget Act of 1997 (BBA): The Act 
contained significant changes to Medicare and 
Medicaid. It extended healthcare coverage to unin-
sured children with a major funding allocation to a 
new Children’s Health Insurance Program (CHIP). 
The Act also proposed to reduce growth in Medi-
care and Medicaid spending by $125.2 billion in 
five years. It increased beneficiary premiums for 
Medicare Part B and required new prospective 
payment systems for hospital outpatient services, 
skilled nursing facilities, home health agencies, 
and rehabilitation hospitals. One of its most sig-
nificant effects was opening the Medicare program 
to private insurers through the Medicare+Choice 
Program, by allowing financial risk sharing for the 
Medicare program with the private sector through 
managed care plans.
Basic science research: Conducted by biochem-
ists, physiologists, biologists, pharmacologists, and 
others concerned with sciences that are funda-
mental to understanding the growth, development, 
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drugs, medical devices, tests, surgeries, or ways to 
deliver health care.
Complementary medicine: Treatment that is 
not mainstream medicine but is used together with 
mainstream medicine. An example of complemen-
tary medicine would be using acupuncture to treat 
allergies in addition to obtaining conventional 
allergy medication prescribed by an allergist.
Computerized decision support system (CDSS):  
An electronic information-based system in which 
individual patient data is matched with a computer-
ized knowledge base such as evidence-based clinical 
practice guidelines, to assist healthcare providers in 
formulating accurate diagnoses, recommendations, 
and treatment plans. A CDSS may generate “hard 
stops” to prevent a disallowed practice or severe 
errors or “soft stops” that warn of less severe errors 
and allow physicians to choose to ignore or follow 
the warning.
Computerized physician order entry (CPOE):  
Process in which a physician enters patient treat-
ment orders into an individual patient’s electronic 
health record.
Continuing care retirement community (CCRC):  
Residences on a retirement campus, typically in 
apartment complexes designed for functional older 
adults. Unlike ordinary retirement communities 
that offer only specialized housing, CCRCs offer a 
comprehensive program of social services, meals, 
and access to contractual medical services in addi-
tion to housing.
Continuing life care community (CLCC): The 
most expensive of CCRC options. CLCCs offer 
unlimited assisted living, medical treatment, and 
skilled nursing care without any additional charges 
as residents’ needs change over time.

D
Deinstitutionalization: The mental health 
movement beginning in the 1960s through which 
severely mentally ill patients previously confined to 
large state or county psychiatric hospitals were dis-
charged to community boarding or nursing homes. 
The movement marked a major shift of mental 
health service provision from primarily inpatient 
settings to community-based facilities.
Department of Health and Human Services 
(DHHS): The federal government’s principal 

firms specializing in managing service use for men-
tal health diagnoses.
Certification: A regulatory process, much less 
stringent than licensure, under which a state or 
professional organization attests to an individual’s 
advanced training and performance abilities in a 
field of healthcare practice. Specific professions set 
certification standards for approval by their respec-
tive state or professional organizations.
Children’s Health Insurance Program (CHIP):  
Established by the Balanced Budget Act of 1997, the 
CHIP targets uninsured, eligible children for Medic-
aid enrollment. It has successfully enrolled millions 
of children in Medicaid and has been re-funded 
continuously since its inception, including for two 
additional years through the Medicare Access and 
CHIP Reauthorization Act of 2015 (MACRA).
Clinical Observation Unit (COU): Dedicated loca-
tions adjacent to hospital EDs or as beds located in 
other areas of the hospital, COUs use a period of 
6-24 hours to triage, diagnose, treat and monitor 
patient responses while common complaints such 
as chest pain, abdominal pain, cardiac arrhythmias, 
and congestive heart failure are assessed.
Clinical research: Primarily focuses on steps in 
the process of medical care such as the early detec-
tion, diagnosis, and treatment of disease or injury; 
the maintenance of optimal, physical, mental, and 
social functioning; the limitation and rehabilitation 
of disability; and the palliative care of those who 
are irreversibly ill. Clinical research is conducted 
by a variety of professionals in medicine, nursing, 
and allied health, often in collaboration with basic 
 scientists.
Community-rated insurance: Insurance plans 
in which all individuals in a defined group pay pre-
miums without regard to age, gender, occupation, 
or health status. Community ratings help ensure 
nondiscrimination against groups with varying risk 
characteristics to provide coverage at reasonable 
rates for the community as a whole.
Co-morbidity: When two disorders or illnesses 
occur in the same person, simultaneously, or one 
after another.
Comparative effectiveness research: Research 
designed to inform healthcare decisions by pro-
viding evidence on the effectiveness, benefits, and 
harms of different treatment options. Evidence 
is generated from research studies that compare 
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E
Ecological models: Models that identify causes of 
public health problems rooted in the physical and/or  
social environment and behavior related to an indi-
vidual. Ecological models take into account the vast 
number of determinants that affect the health status 
of groups of people and facilitate decisions about 
the most expeditious path to developing effective 
interventions.
Electronic health record (EHR): Computerized 
patient records that essentially replace paper charts.
Emergency Medical Treatment and Labor Act 
(EMTALA): Enacted in the 1995 federal budget 
because of concerns about inappropriate patient 
transfers between hospitals prompted by payment 
considerations. EMTALA requires hospitals to 
treat everyone who presents in their emergency 
departments regardless of ability to pay. Stiff finan-
cial penalties and risk of Medicare decertification 
by hospitals inappropriately transferring patients, 
accompanies the EMTALA legal provisions.
Empirical quality standards: Derived from dis-
tributions, averages, ranges, and other measures of 
data variability, empirical quality standards com-
pare information collected from a number of simi-
lar health service providers to identify practices that 
deviate from norms.
Employer mandate: Under the ACA, it requires 
all businesses with 50 or more full-time equivalent 
employees to provide health insurance to at least 
95 percent of their full-time employees and depen-
dents up to age 26, or pay a fee by 2016. Employers 
are subject to a $2,000 fee per full-time employee 
(in excess of 30 employees). The mandate does not 
apply to businesses with 49 or fewer employees.
Evidence-based clinical practice guidelines:  
Systematically developed protocols based on exten-
sive research that are considered the most objective 
and least biased clinical practice guidelines. They 
serve as a means to assist in preventing the use of 
unnecessary treatment modalities and in avoiding 
negligent events, with patient safety and the deliv-
ery of consistent high-quality care as foremost 
 priorities.
Experience-rated insurance: Insurance plans 
that use historically documented patterns of health-
care service utilization for defined populations of 
subscribers to determine premium charges.

agency concerned with health protection and pro-
motion and provision of health and other human 
services to vulnerable populations. In addition to 
administering the Medicare and Medicaid pro-
grams, DHHS includes 11 operating divisions.
Descriptive studies: Identify factors and condi-
tions that determine the distribution of health and 
disease among specific populations using patient 
records, interview surveys, various databases, and 
other information sources to provide the details or 
characteristics of diseases or biologic phenomena 
and the prevalence or magnitude of their occur-
rence. Descriptive studies are relatively fast and 
inexpensive and often raise questions or suggest 
hypotheses to be tested by analytic studies.

Diagnosis-related groups (DRGs): A case pay-
ment system that radically changed hospital reim-
bursement, shifting hospital reimbursement from 
the retrospective to a prospective basis. The DRG 
system provided incentives for the hospital to spend 
only what was needed to achieve optimal patient 
outcomes. If outcomes could be achieved at a cost 
lower than the preset payment, the hospital retained 
an excess payment for those cases. If the hospital 
spent more to treat cases than allowed, it absorbed 
the excess costs. This payment system was widely 
adopted by non-governmental health insurers.

Disability-adjusted life years (DALYs): The total 
number of years of life lost to illness, disability, or 
premature death within a given population.

Disease management programs: MCO pro-
grams that attempt to control costs and improve 
care quality for individuals with chronic and 
costly conditions through methods such as the 
use of  evidence-based clinical guidelines, patient 
self-management education, telemedicine, dis-
ease registries, risk stratification, proactive patient 
outreach, and performance feedback to providers. 
 Programs may also use clinical specialists who 
provide monitoring and support to patients with 
 disease  management issues.

Disproportionate share hospital (DSH) 
 payment: Federal law requires these Medic-
aid payments to states for hospitals serving large 
numbers of Medicaid and low-income, uninsured 
individuals. The law establishes an annual DSH 
allotment for each state. DSH payments provide 
 critical financial supplements to hospitals serving 
the neediest populations.
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Financial risk-sharing: A practice that transfers 
some measure of financial risk from  insurers to 
providers and beneficiaries. Such transfers of finan-
cial risk to beneficiaries commonly take the form of 
co-payments and deductibles. Co-payments require 
that beneficiaries pay a set fee each time they receive 
a covered service, such as a co-payment for each phy-
sician office visit. Deductibles require beneficiaries to 
meet predetermined, out-of-pocket expenditure lev-
els before an insurer assumes  payment responsibility. 
Financial risk-sharing by providers bases their reim-
bursement levels on insurer-determined parameters 
related to costs, patient treatment outcomes, and 
other factors for defined population groups.

Flexner Report: The landmark report result-
ing from a comprehensive review of the quality of 
education in U.S. and Canadian medical schools, 
funded by the Carnegie Foundation. Issued in 1910, 
the report was a searing indictment of most medical 
schools of the time. The report gave increased lever-
age to medical education reformers and stimulated 
financial support from foundations and wealthy 
individuals which enabled university-affiliated 
medical schools to gain significant influence over 
the direction of medical education.

G
Graduate medical education consortia: Formal 
associations of medical schools, teaching hospitals, 
and other organizations involved in the training of 
medical residents. The consortia provide central-
ized coordination and direction that encourages the 
members to function collectively with major aims to 
improve the structure and governance of residency 
programs, to increase residents’ ambulatory care 
training experiences, and to address imbalances in 
physician specialty and location.

H
Healthcare effectiveness data and informa-
tion set (HEDIS): A data collection and aggrega-
tion system that provides a standardized method 
for MCOs to collect, calculate, and report infor-
mation about their performance to allow employ-
ers, other purchasers, and consumers to compare 
different health insurance plans. The HEDIS has 
evolved through several stages of development and 

Experimental studies: In experimental studies, 
the investigator actively intervenes by manipulat-
ing one variable to see what happens with the other. 
Although they are the best test of cause and effect, 
such studies are technically difficult to carry out 
and often raise ethical issues. Control populations 
are used to ensure that other non-experimental 
variables are not affecting the outcome.
Expert opinion: The lowest or least rigorous form 
of evidence, but also the most commonly practiced; 
usually expresses the opinion of a medical special-
ist in an area of interest to a particular patient; it 
can occur formally, with a referral to a specialist 
by a patient’s primary care physician, or informally 
when physicians discuss a case or medical issue 
with a colleague via phone, email, or face-to-face in 
an informal setting.
Explicit quality standards: Standards that are 
professionally developed and agreed on in advance 
of a quality assessment. Explicit standards minimize 
the variation and bias that result when judgments 
are internalized.

F
Federally qualified health center (FQHC):  
Community-based primary care center staffed by a 
multidisciplinary team of health care and related sup-
port personnel, with fees adjusted based on ability to 
pay. FQHCs also provide services to link patients with 
other community resources. Funded by the Health 
Resources and Services Administration to serve the 
neediest populations, FQHCs must meet specific 
operating parameters and may be organized as part 
of a local health department, a larger human services 
organization, or a stand-alone, not-for-profit agency.
Federated model of health information 
exchange: An HIE design in which member insti-
tutions maintain their own data at their respective 
sites in the standardized format used by an HIE. In 
this model, individual, trans-institutional patient 
records are assembled in real time by searching 
all institutions’ databases only when requested by 
authorized users for a particular episode of care.
Focused Practice in Hospital Medicine (FPHM):  
The American Board of Internal Medicine educa-
tional program through which physicians already 
certified in the internal medicine specialty obtain 
certification as hospitalists.
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to deliberate and recommend healthcare resource 
allocations to their respective federal and state gov-
erning bodies.
High-deductible health plan (HDHP): First 
dubbed “consumer-driven health plan,” the plans 
are now known as high deductible health plans 
(HDHPs). HDHP’s goals are to entice employees 
with lower premium costs in exchange for agree-
ing to make out-of-pocket up-front payments for 
health services. The HDHP intends to encourage 
cost-consciousness about the use of healthcare ser-
vices. Today, HDHPs are the second most common 
type of plan offered by employers with 24 percent of 
U.S. workers selecting this option.
Hill–Burton Act: The 1946 federal law that pro-
vided funding to construct new and expand existing 
U.S. hospitals.
HMO Act of 1973: Federal legislation enacted by the 
Nixon administration that provided loans and grants 
for the planning, development, and implementation 
of combined insurance and healthcare delivery orga-
nizations and required that a comprehensive array of 
preventive and primary care services be included in 
the HMO arrangement. By linking the payment for 
services with the quality of care, the HMO Act paved 
the way for the proliferation of managed care princi-
ples that became the foundation of U.S. health insur-
ance reform in the succeeding three decades.
Horizontal integration: Consolidation of two or 
more hospitals or other entities under one owner 
through merger or acquisition.
Hospice: A philosophy supporting a coordinated 
program of care for the terminally ill that focuses 
on maintaining comfort and quality of life. The 
most common criterion for admission into hospice 
is a diagnosis of a terminal illness with a limited life 
expectancy of six months or less.
Hospital Consumer Assessment of Healthcare 
Providers and Systems Survey (HCAHPS): The 
first national, standardized, publicly reported sur-
vey of patients’ perspectives of hospital care created 
by the Department of Health and Human Services. 
Results are publicly reported on the CMS “Hospital 
Compare” website.
Hospitalist: A physician, typically board certified 
in internal medicine, who specializes in the care of 
hospital patients. A hospitalist may be an employee 
of one or more hospitals or an employee of one or 
more companies that contract with hospitals to pro-
vide services.

continuously refines its measurements through rig-
orous reviews and independent audits.

Health information administrator: Health 
information administrators are responsible for the 
activities of the medical records departments of 
hospitals, skilled nursing facilities, managed care 
organizations, rehabilitation centers, ambulatory 
care facilities, and other licensed healthcare enti-
ties. They maintain information systems to permit 
patient data to be received, recorded, stored, and 
retrieved to assist in diagnosis and treatment and 
supply research data for tracking disease patterns, 
evaluating the quality of patient care, verifying 
insurance claims, and maintaining patient record 
confidentiality. A bachelor’s degree in health infor-
mation administration is the entry-level credential.
Health information exchange (HIE): Networks 
that enable exchange among basic levels of interop-
erability of patient information among electronic 
health records maintained by individual physicians 
and healthcare organizations. HIEs are organized 
and governed by regional health information orga-
nizations (RHIOs).
Health Information Technology for Economic 
and Clinical Health Act (HITECH Act): A compo-
nent of the American Recovery and Reinvestment 
Act of 2009 dedicated to promoting nationwide 
adoption and use of electronic health records.
Health insurance marketplace (HIM): The ACA 
required states to establish health benefit exchanges 
(now known as health insurance marketplaces, or 
HIMs) to facilitate individuals’ and small employ-
ers’ choices among health plans. With participation 
by insurance companies in each state, HIMs created 
a competitive health insurance market by providing 
web-based, easily understandable, comparative infor-
mation for consumers on plan choices and standard-
ized rules regarding health plan offers and pricing.
Health services research: A research field com-
bining perspectives and methods of epidemiology, 
sociology, economics, and clinical medicine. Health 
services research also uses process and outcome 
measures reflecting behavioral and economic vari-
ables associated with questions of treatment effec-
tiveness and cost-benefit.
Health systems agency (HSA): An organiza-
tion created by the National Health Planning and 
Resources Development Act of 1974 that included 
broad representation of healthcare providers and 
consumers on governing boards and committees 
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fluids; test drug levels in blood to monitor the effec-
tiveness of treatment; and match blood for trans-
fusion. Technologists have a bachelor’s or higher 
degree; technicians may hold associate’s degrees or 
certificates.
Licensure: The most restrictive form of health 
professional regulation administered by individual 
states. It defines a professional’s scope of practice 
and educational and testing requirements to engage 
legally in the practice of a profession.
Long-term care facility (LTCF): An institution 
such as a nursing home, skilled nursing facility (SNF), 
or assisted living facility that provides health care to 
people who are unable to manage independently 
in the community. Care may represent custodial or 
chronic care management or short-term rehabilita-
tive services.

M
Maintenance of Certification (MOC): An Amer-
ican Board of Medical Specialties (ABMS) require-
ment of ongoing, educational programs and recer-
tification examinations every 10 years in each of 
the specialties and subspecialties in which a physi-
cian is certified. The requirements culminate in an 
ABMS-sponsored board recertification examina-
tion 10 years after first receiving certification and 
every ten years thereafter.
Managed behavioral healthcare organization 
(MBHO): A corporate entity to which a health plan 
may outsource the management of mental health 
services for its subscribers. The MBHO assumes the 
financial risks and benefits of managing treatment 
budgets and authorization for access to mental 
health services.
Meaningful use: The criterion defined by the 
ONC in collaboration with the Centers for Medi-
care and Medicaid Services that entails meeting a 
set of time-delineated requirements for eligible 
 professionals and hospitals to qualify for incentive 
payments under the HITECH Act. In 2015 this cri-
terion was redefined under the Medicare Access 
and CHIP Reauthorization Act.
Medicaid: Title XIX amendment to the Social Secu-
rity Act of 1935, Medicaid is a joint federal/state pro-
gram providing insurance coverage for a prescribed 
scope of basic healthcare services to Americans who 
qualify based on income parameters, established on 

I
Implicit quality standards: Standards that rely 
on the internalized judgments of expert individuals 
conducting a quality assessment and as such are sub-
ject to variation and bias.
Indemnity insurance: A form of insurance in 
which the insurance company sets allowable charges 
for services that it will reimburse after services are 
delivered and allows providers to bill patients for 
any uncovered excess costs.
Information blocking: A practice by some elec-
tronic health record providers and developers that 
actively blocks transfer of electronic information 
between institutions with different electronic systems..
Individual mandate: Under the ACA, the require-
ment that all American citizens (with specific exclu-
sions) obtain health insurance coverage or pay a 
penalty.
Informed consent: Legally recognized patient 
right, formalized in a document for a patient’s sig-
nature, to ensure patients’ understanding of the 
risks and benefits of a medical intervention.
Institutional review board (IRB): Professionally 
constituted expert groups of individuals who judge 
the merit of research studies and ensure appropriate 
and ethical participant safeguards are provided to 
protect research subjects’ safety. A primary function 
of an IRB is to ensure fully informed consent and 
research subjects’ understanding of risks and bene-
fits of participation.
International medical graduates (IMGs): Physi-
cians trained in medical schools outside the United 
States who fill the annual shortfall in U.S. medical 
school graduates required to staff hospitals. Respon-
sibility for evaluating credentials of IMGs enter-
ing the United States’ residency programs lies with 
the Educational Commission for Foreign Medical 
 Graduates.
Integrative medicine: A treatment approach that 
brings conventional medicine and complementary 
medicine together in a coordinated manner.

L
Laboratory technologists and technicians:  
Clinical laboratory personnel who analyze body flu-
ids, tissues, and cells checking for bacteria and other 
micro organisms; analyze chemical content of body 
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Monolithic model of health information 
exchange: An HIE design in which all member 
institutions send clinical data to one central reposi-
tory where all data reside together in one universal 
and standardized format. In this model, authorized 
users may access individual, trans-institutional 
patient records from the central repository.

N
National Center for Complementary and 
Integrative Health (NCCIH): A center of the 
National Institutes of Health devoted to defining, 
through rigorous scientific investigation, the use-
fulness and safety of complementary and integra-
tive interventions and providing the public with 
research-based information to guide health care 
decision making.
National Committee for Quality Assurance 
(NCQA): The most influential managed care 
quality assurance organization, formed in 1979. 
NCQA primary functions are accreditation for 
MCOs, PPOs, managed behavioral healthcare 
organizations, new health plans, and disease-man-
agement programs; certifying organizations that 
verify provider credentials and consultation on 
physician organizations; and utilization manage-
ment for organizations, patient-centered medical 
homes, and disease-management organizations 
and programs.
National Health Care Workforce Commission 
(NHCWC): Established by the ACA, the NHCWC 
was mandated to evaluate and make recommen-
dations for the nation’s healthcare workforce 
including education and training support for 
existing and potential new workers at all levels, 
efficient workforce deployment, professional 
compensation, and coordination among differ-
ent types of providers. Congress has withheld 
funding, so the NHCWC has never commenced  
work.
National Prevention, Health Promotion, and 
Public Health Council: Established by the ACA 
and chaired by the U.S. Surgeon General, an 
organization charged with developing and lead-
ing a national prevention strategy and making 
recommendations to the President and Congress 
for federal policy changes that support public 
health goals. The Council provides leadership to 
and coordination of public health activities of 17 

a state-by-state basis. Medicaid is principally funded 
from federal general funds with matching dollars to 
the states and state general funds. Unlike Medicare, 
which reimburses providers through intermediaries 
such as Blue Cross, Medicaid directly reimburses 
providers. Rate-setting formulas, procedures, and 
policies vary widely among states.
Medicare: Title XVIII amendment to the Social 
Security Act of 1935, Medicare guarantees a mini-
mum level of health insurance benefits to all Amer-
icans beginning at age 65 (and other special needs 
groups without regard to age). Medicare has four 
parts: A, B, C, and D, which cover (A) physician 
and outpatient services, (B) hospital care, (C) par-
ticipation in managed care plans, and (D) prescrip-
tion drugs. Most Medicare parts require beneficiary 
cost-sharing. Medicare funds derive largely from 
payroll taxes levied on all American workers that 
are matched by their employers in equal amounts.
Medicare Access and CHIP Reauthorization Act 
of 2015 (MACRA): Extends funding for Medicaid’s 
Children’s Health Insurance Program (CHIP) for two 
years and establishes a physician payment schedule 
that predictably specifies the inflation rate for Medi-
care physician reimbursement. The MACRA also 
promotes paying for value and quality of care rather 
than quantity through programs streamlining physi-
cians’ participation in quality reporting and payment 
incentives using the merit-based incentive payment 
system (MIPS) and alternative payment models 
(APMs).
Medicare Advantage: A program through which 
Medicare beneficiaries may have their benefits admin-
istered by managed healthcare organizations (MCOs).
Medicare Modernization and Prescription 
Drug Act of 2003 (MMA): In addition to adding 
prescription drug coverage for Medicare benefi-
ciaries, the Act established Medicare Advantage 
plans with new parameters to replace the Medi-
care+Choice option created by the Balanced Budget 
Act of 1997.
Merit-based incentive payment system 
(MIPS): Under the MACRA, combines three pre-
vious quality reporting programs into one report-
ing system, scoring eligible professionals (EPs) on 
quality, resource use, clinical practice improvement 
activities, and meaningful use of certified EHR 
technology. The composite MIPS performance 
score determines whether EPs will receive an annual 
upward, downward, or no payment adjustment.
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primary care, geriatrics, psychiatry, emergency 
medicine, or other medical fields. Nurse practi-
tioners function under the supervision of phy-
sicians and provide diagnostic, preventive, and 
therapeutic healthcare services and may pre-
scribe medications as allowed by law as delegated 
by physicians.

O
Observational studies: May be descriptive or 
analytical; descriptive studies use patient records, 
interview surveys, existing medical databases, and 
other information sources to identify factors and 
conditions that determine the distribution of health 
and disease among specific populations; descriptive 
studies are relatively fast and inexpensive and often 
raise questions or suggest hypotheses to be tested; 
they are often followed by analytic studies, which 
test hypotheses that try to explain biologic phenom-
ena by seeking statistical associations between fac-
tors that may contribute to a subsequent occurrence 
and the initial occurrence itself.
Office of the National Coordinator for Health 
Information Technology (ONC): The federal 
agency created to coordinate nationwide efforts 
to implement health information technology and 
exchange of health information.
Oregon Death with Dignity Act of 1994: Also 
known as the Oregon Physician-Assisted Sui-
cide Act, it legalized allowing “an adult resident 
of Oregon, who is terminally ill to voluntarily 
request a prescription for medication to take his 
or her life.”
Osteopathic medicine: A philosophy of medical 
education with particular focus on the musculo-
skeletal system. Graduates receive a DO rather than 
MD degree and are considered as rigorously trained 
and qualified as their MD degree counterparts.

P
Palliative care: Treatment given to relieve the 
symptoms of a disease rather than attempting to cure 
the disease.
Patient-centered medical home (PCMH): A 
team-based model of care led by a personal phy-
sician who provides continuous and coordinated 

federal departments, agencies, and offices and 
receives input from a 22 nonfederal member, pres-
identially appointed Prevention Advisory Group.
Natural history of disease: A matrix used by 
epidemiologists and health services planners that 
places everything known about a particular dis-
ease or condition in the sequence of its origin and 
progression when untreated. The matrix identifies 
causes and stages of a particular disease or condi-
tion and facilitates matching of causes and stages 
with appropriate types of interventions intended to 
prevent the condition’s occurrence or to arrest its 
progress after onset.
Naturally occurring retirement community 
(NORC): Apartment complexes, neighborhoods, or 
sections of communities where residents have opted 
to remain in their homes as they age.
Never events: Egregious medical errors occurring 
in hospitals, such as wrong-sided surgery, the treat-
ment for which the DHHS will not provide reim-
bursement.
NIH Public Access Policy: Mandated by Con-
gress, it requires authors of all scientific papers on 
NIH-funded research that are published in the peer- 
reviewed biomedical journals to deposit their 
accepted manuscripts in a repository maintained 
by the National Library of Medicine that is freely 
searchable on the Internet. Since the NIH policy 
was implemented, several additional federal agen-
cies adopted the policy including the CDC, Depart-
ment of Defense, Department of Agriculture, and 
the AHRQ.
Non-parity: Refers to reimbursement for psychi-
atric services on bases that are not on par with reim-
bursement for non-psychiatric illnesses. Examples 
include imposition of lifetime limits on eligibility 
for psychiatric services and selective insurer fee dis-
counts for psychiatric care.
Non-quantitative treatment limitations (NQTLs):  
Limitations or restrictions of covered insurance 
benefits which, though not numerically expressed, 
otherwise limit the scope or duration of benefits 
for treatment. In assuring parity of mental health 
with medical/surgical benefits, insurance plans 
must apply NQTLs in a comparable and no more 
stringent manner to mental health as compared and 
medical/surgical benefits.
Nurse practitioner: A registered nurse, typi-
cally with a master’s degree, who may specialize 
in a particular area of nursing practice such as 
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from available data to address public health prob-
lems, analyzing options for solutions, and mobiliz-
ing public and community organizations through 
implementation plans.
Population health focus: A healthcare system 
orientation to providing medical care and health- 
related services that shifts emphasis from individual 
medical interventions with piecemeal reimburse-
ment to providers’ accountability for the outcomes 
of medical care and overall health status of a defined 
population group.
Preferred provider organization (PPO): Formed 
by physicians and hospitals to serve the needs of 
private, third-party payers and self-insured com-
panies, PPOs guarantee a volume of business to 
hospitals and physicians in return for negotiated 
fee discounts. PPOs offer attractive features to both 
physicians and hospitals. Currently, PPOs are the 
most popular managed care plans.
Prescription drug monitoring program 
(PDMP): A state-operated program using an 
electronic database which tracks prescribing and 
dispensing controlled prescription drugs to give 
pharmacists and prescribers patients’ history and 
identify individuals at high-risk who could benefit 
from intervention.
Prospective payment system (PPS): PPS is 
the catch-all term for the case payment system of 
diagnosis-related groups (DRGs) that Medicare 
required beginning in 1984. PPS shifted hospital 
reimbursement from a fee-for-service retrospective 
mode to a pre-paid prospective mode. The PPS pro-
vides incentives for hospitals to spend only what is 
needed to achieve optimal patient outcomes. If out-
comes are achieved at a cost lower than the preset 
payment, hospitals retain the balance.
Prevention and Public Health Fund: Estab-
lished by the ACA, the nation’s first mandatory 
funding stream dedicated to improving public 
health. The Fund is intended to eliminate the 
prior shortcomings of unpredictable federal bud-
get appropriations for public health and preven-
tion programs. The ACA mandates the Fund’s 
use to improve health and help restrain the rate of 
growth in private and public sector healthcare costs 
through programs at the local, state, and federal 
levels to “curb tobacco use, increase access to pri-
mary preventive care services, and help state and 
local governments respond to public health threats 
and outbreaks.”

care throughout a patient’s lifetime to maximize 
health outcomes, including appropriately arrang-
ing patients’ care with other qualified profession-
als for preventive services, treatment of acute and 
chronic illness, and assistance with end-of-life 
issues.
Patient-Centered Outcomes Research Institute 
(PCORI): Created by the ACA as a not-for-profit, 
independent agency dedicated to conducting com-
parative effectiveness research, the PCORI is gov-
erned by a board of directors appointed by the U.S. 
Government Accountability Office. The PCORI 
maintains a strong patient and stakeholder orien-
tation with patient satisfaction recognized as an 
essential component of quality of care.
Patient Safety Network (PSNET): An AHRQ 
online access system providing annotated links to 
the latest patient safety literature and safety news.
Personal health record (PHR): Offered by pro-
prietary companies, a platform on which individual 
patients create their own records in standardized 
format to enable them to physically carry records 
to providers or make them available to providers via 
the Internet.
Physician assistant (PA): Provides healthcare 
services under the supervision of a physician. Most 
hold master’s degrees. PAs are trained to provide 
diagnostic, preventive, and therapeutic healthcare 
services as delegated by physicians and prescribe 
medications as allowed by law. PAs are employed 
in specialties such as internal medicine, pediatrics, 
family medicine, orthopedics, emergency medicine, 
and surgery.
Physician Compare: The CMS website, mandated 
by the ACA, to provide basic contact, practice char-
acteristics, and clinical quality data on Medicare 
participating physicians and other healthcare pro-
fessionals. As of 2016, quality data is available only 
at the physician group, not individual physician 
level.
Point-of-service (POS) plan: A POS plan is a 
hybrid of HMO and PPO plans; called “point-of-
service” because beneficiaries can select whether to 
use a provider in a POS approved network or seek 
care outside the POS plan network when a particu-
lar medical need arises. Selecting an out-of-network 
provider without a primary care referral can incur 
significant out-of-pocket costs.
Policy development (as a core function of 
 public health): Generating recommendations 
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self-image and identity through linking their 
strengths with family and community resources. The 
ROSC shifts care from the old episodic care model to 
one that emphasizes continuity and  provides choice 
through the treatment planning process.
Regional health information organization 
(RHIO): Organizations that create systems agree-
ments, processes, and technology to manage and facil-
itate exchange of health information between insti-
tutions and across different vendor platforms within 
specific geographic areas. RHIOs administer HIEs.
Respite care: Temporary surrogate care given to a 
patient when that patient’s primary caregiver must 
be absent. It includes any family managed care pro-
gram that helps to avoid or forestall the placement 
of a patient in a full-time institutionalized environ-
ment by providing planned, intermittent caregiver 
relief.
Retail clinic: Operated at retail sites such as phar-
macies and supermarkets under consumer-friendly 
names, such as “MinuteClinic” and “TakeCare.” 
Staffed by nurse practitioners or physician assis-
tants; a physician is not required on site; clinics have 
physician consultation available by phone.
Registration: Begun as a method to facilitate con-
tacts among professionals and potential employers, 
registration is the least restrictive form of health 
professional regulation. Most registration programs 
are voluntary and range from listings of individuals 
offering a specific service to professional or occupa-
tional groups requiring educational qualifications 
and testing.
Rural health networks: To address challenges 
of providing a continuum of care with scarce 
resources, networks join rural healthcare pro-
viders in formal, not-for-profit corporations or 
through informal linkages to achieve a defined set 
of mutually beneficial purposes. Networks may 
advocate at local and state levels on rural health-
care issues, cooperate in joint community outreach 
activities, and seek opportunities to negotiate with 
insurers to cover services for their communities’ 
populations.

S
Secondary prevention: Early detection and prompt  
treatment of a disease or condition to achieve an 
early cure, if possible, or to slow progression,  prevent 

Primary prevention: Measures designed to pro-
mote health and prevent disease or other adverse 
health occurrences (e.g., health education to encour-
age good nutrition, exercise, and genetic counseling) 
and specific protections (e.g., immunization and the 
use of seat belts).
PubMed Central: The National Library of Med-
icine repository of all scientific papers on NIH-
funded research and scientific papers funded by 
other federal agencies such as the CDC.

Q
Quality payment program (QPP): Established 
by the Medicare and CHIP Reauthorization Act of 
2015 (MACRA), the QPP allows physicians to select 
participation in one of two CMS system options that 
define the way in which they will be reimbursed for 
services under Medicare: either the Medicare incen-
tive payment program (MIPS) or the alternative 
payment model (APM).

R
Randomized controlled clinical trial: A study 
where patients are randomly assigned to two or 
more experimental groups where each group is iden-
tical to each other with the exception of the assigned 
treatment; often one of the “treatments” is a placebo 
or no treatment. Patient selection is controlled to 
reduce potential for any confounder or bias between 
the experimental groups. Study patients, their phy-
sicians, and the outcomes assessors are “blinded” 
to treatment each patient received, randomized to 
minimize potential bias of results. After systematic 
reviews, this is generally considered the highest 
form of evidence.
Readmissions reduction program: Mandated 
by the ACA, a Medicare program through which 
payments to hospitals are reduced based on the 
readmission of patients with specified diagnoses 
within 30 days of a prior hospitalization. Penalty 
determinations are based on three prior years’ hos-
pital discharge data.
Recovery-oriented systems of care (ROSC): A 
holistic, integrated, person-centered and strength-
based approach to mental health interventions. 
ROSC views recovery as a process of pursuing a ful-
filling life and seeks to enhance a person’s  positive 
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Telehealth: A collection of means or methods for 
enhancing health care, public health, and health 
education delivery and support using telecommu-
nications technologies.
Tertiary prevention: Rehabilitation and maximiz-
ing remaining functional capacity when a disease  
or condition has occurred with residual comprise to 
physical functionality.
Third-party administrator (TPA): A firm con-
tracted by an employer which self-funds employee 
health insurance to administer benefits, pay claims, 
and collect data on utilization. Many TPAs also 
provide case management services for potentially 
expensive cases to help coordinate care and control 
employer risk of catastrophic expenses.
Therapeutic science practitioner: Therapeu-
tic sciences practitioners include physical ther-
apists, occupational therapists, speech language 
pathology and audiology therapists, radiation 
therapists, and respiratory therapists, representing 
some of the allied health disciplines in this cate-
gory. Depending on their field, therapeutic science 
practitioners’ require credentials ranging from 
bachelor’s degrees to doctoral-level educational 
preparation.
Two-midnight rule: A CMS policy that defines 
hospital stays of less than two-midnights’ dura-
tion as outpatient visits billable under Medicare 
Part B, rather than more highly reimbursed inpa-
tient care under Medicare Part A. Exceptions to 
the rule may be granted only on a case-by-case 
basis per judgment of the attending physician and 
supporting documentation. The rule also moved 
hospital Medicare audits from Recovery Audit 
Contractors who were paid contingency fees, to 
independent not-for-profit Quality Improvement 
Organizations.

U
Urgent care center: A facility that provides 
walk-in, extended-hour access for acute illness 
and injury care that is either beyond the scope or 
the availability of the typical primary care prac-
tice or retail clinic. Urgent care centers also may 
provide other health services such as occupational 
medicine, travel medicine, and sports and school 
physicals.

 complications, and limit disability. Most preventive 
health care is currently focused on this level.
Skilled nursing facility (SNF): A facility, or dis-
tinct part of one, primarily engaged in providing 
skilled nursing care and related services for peo-
ple requiring medical or nursing care, or rehabili-
tation services. Skilled nursing care is provided by 
or under the direct supervision of licensed nursing 
personnel and provides 24-hour nursing care and 
other types of services.
Self-funded health insurance: An arrangement 
through which an employer (or other group, such as 
a union or trade association) collects and pools pre-
miums into a fund or account used to pay for medical 
benefit claims instead of using a commercial carrier. 
Self-funded plans often use the services of an actuarial 
firm to set premium rates and a third-party adminis-
trator to administer benefits, pay claims, and collect 
data on utilization. Self-funded plans offer advantages 
to employers, such as avoiding additional adminis-
trative and other charges made by commercial car-
riers, avoiding premium taxes, and enabling interest 
accrual on cash reserves held in the benefit accounts.
Social Security Act of 1935: The most significant 
social initiative ever passed by Congress with the 
core feature of providing monthly retirement ben-
efits to virtually all working Americans. It was the 
legislative basis for many major health and welfare 
programs, including the Medicare and Medicaid 
programs.
Serious mental illness: Mental illness resulting 
in profound functional impairment which substan-
tially interferes with or limits one or more major life 
activities.
Systematic review: A meta-analysis of several 
high-quality randomized, controlled clinical trials. 
An analysis of multiple analyses has more value as its 
conclusions are based on the larger, combined popu-
lations studied in all the individual clinical trials. This 
is usually considered the highest level of evidence but 
is also the most expensive and difficult to carry out.

T
Teaching hospital: A hospital affiliated with a 
medical school that provides accredited clinical 
education programs for medical students, medical 
and dental residents, and other health professionals.
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vertically integrated system encompasses medical 
and health-related services required throughout an 
individual’s life span.

Voluntary ambulatory healthcare agency:  
Governed by a volunteer board of directors, a 
community-based, not-for-profit agency that 
may provide direct medical care, education, advo-
cacy, or a combination of these services. Many 
voluntary agencies were established by interest 
groups to address unmet health or health-related 
needs of specific population groups. Financial 
support includes government grants, fees for 
services, third-party reimbursement, and private 
contributions.

V
Value-based purchasing (VBP): Mandated by 
the ACA; a Medicare program through which par-
ticipating hospitals may earn incentive payments 
based on clinical outcomes and patient satisfaction 
or incur reductions in Medicare payments based on 
compliance with Medicare-determined criteria for 
“clinical processes of care” and “patient experience 
of care measures.”
Vertical integration: A process through which 
one entity unites related and complementary 
organizations to create a system that provides a 
continuum of care. In its most complete form, a  
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