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PREFACE

The chapters to follow have been written as a textbook in health care management
and policy. The book may serve as an introduction to problems and issues in U.S.
health care for people entering related professional fields. It is also intended for use by
people already experienced in a particular aspect of management or policy for attain-
ing perspective on the system as a whole. The book will have value far beyond the
classroom. Every day, large numbers of Americans become newly interested in health
care management and policy for a variety of reasons. The chapters to follow constitute
an introductory resource for citizens, clinicians, and officials with an emerging interest
in managing or changing the system.

For no reader will the material presented here be entirely new. Without excep-
tion, everyone reading these pages will have experienced health care as a consumer.
It is hoped that this book will help readers of any background see their experience as
part of a large, complex, and ever-changing system. An improved view of where the
reader’s experience fits within this firmament will enable him to better render direct
service, manage human and material resources, influence policy, and utilize health
care for his own needs.

Many observations and comments in this book are based on the U.S. health care
system as it was in the twenty-first century’s first decade. At the end of this decade,
action by the U.S. Congress envisaged sweeping changes. But even these broad mea-
sures did not address many of the basic challenges facing managers, policymakers,
and clinicians. Earlier innovations hailed as system-changing in fact have had limited
overall impact. The U.S. health care system has long been and remains predominantly
private, decentralized, and employer-financed. These as well as certain essential char-
acteristics of health care that prevail worldwide suggest that problems already encoun-
tered will prevail well into the future.

Present-day challenges will persist, no matter what role government plays in the
U.S. health care system in the years to come or how much uniformity and regulariza-
tion will be introduced into health care financing and professional practice. Throughout
the world, health care is highly personal in nature, depended on for survival by many,
widely viewed as a “right,” and steadily increasing in cost. These basic features of
health care ensure continuing controversy over access to care, quality of services,
responsibility for payment, and reliability of outcomes.

For generations, critics have characterized issues facing health care in the United
States as unique. Yet similar challenges occur in many other countries. The wealthy
democracies of Western Europe, which all have national health plans of some kind,
experience socioeconomic disparities in health and life expectancy akin those observed
in the United States. Sweden, a country as strongly committed to the welfare state
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as any on the globe, still reports overcrowding and delay in its hospital emergency
facilities, just as we see in the United States. The health care system in Canada, to
which Americans have looked for generations as a model for the United States, today
faces severe challenges due to increasing health care costs and deteriorating facilities
and services. The problems and issues covered in this book, then, are likely to remain
important in the United States for many generations.

This book is intended to help readers see their own specialized area of the health
care system in the perspective of the whole. It covers a broad spectrum of health care—
related subject matter, including such diverse areas as epidemiology, health behavior,
the health care labor force, hospitals and ambulatory care organizations, and health
care finance. The chapters to follow may not necessarily provide information that is
new to specialists in the relevant area. But even for experts in a particular dimension
of health care, the book will contribute to a comprehensive understanding of the sys-
tem and its issues.

Within practical limits, this book attempts to be definitive and comprehensive—and
to be definitive in this case requires a highly factual approach to each area addressed.
Many unsupported assertions characterize management thinking and policy debate.
The field of health services research, however, has produced a tremendous volume of
relevant, high-quality studies. This book makes extensive use of such research.

The text attempts to be comprehensive in addressing the essential tasks of the health
care system, the features of each system component, and issues relevant to the future.
Truly comprehensive treatment of the U.S. health care system, however, would require
many more pages than those in this volume. The more closely one examines any dimen-
sion of health care, the more complex and multifaceted it reveals itself to be.

Rather than attempting to be exhaustive, the book concentrates on matters with
the broadest implications for the delivery of health services. Consistent with this
approach, hospitals receive more attention than long-term care organizations or public
health departments. The social and economic issues arising in long-term care are by no
means unimportant. But services delivered in hospitals predominate as drivers of health
care costs. Similarly, the labor supply and geographic distribution of physicians receive
more attention than the supply and distribution of nurses. None would dispute the impor-
tance of the nursing profession. Physicians, however, exercise more control over the
delivery process, and their decisions crucially affect health care utilization and costs.

This book is divided into three parts. Part One, The System and Its Tasks, provides
an overview of the U.S. health care system’s components and challenges. Chapter One
addresses the characteristics and dilemmas of health care as experienced by human
beings everywhere and across historical eras. The chapter points out that although
health care in the United States is poorly integrated and decentralized, it is indeed
a system, each of whose components is interdependent with several others. Chapter
Two identifies characteristics of the U.S. health care system that distinguish it from
other countries, explains why these features exist, and raises questions about the type
and degree of change acceptable to U.S. citizens. Chapter Three presents a very brief
summary of the field of epidemiology and the health issues that lead Americans to
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utilize health services. Chapter Four identifies patterns of human behavior, including
individual acceptance of risks to health, that help determine both need for and utiliza-
tion of health care.

Part Two addresses actual operations of the system. Chapter Five highlights the
importance of formal organizations—such as ambulatory care practices, hospitals,
and managed care firms—as the system’s actual operating components. Chapter Six
addresses the supply, demand, distribution, and management of health professionals,
placing special emphasis on physicians, nurses, and health care administrators. Chapter
Seven covers the ways in which Americans pay for their health care and the implica-
tions of insurance for consumer behavior and costs. Chapter Eight treats research as a
sector of the health care industry with special implications for the future of health care.
This chapter covers basic questions regarding the validity, usefulness, and potential
misuse of research in the health field. It highlights the challenge of making decisions
that are crucial for health care efficacy and cost on the basis of research findings.

Part Three examines approaches Americans have taken to improving the system,
its output, and the means that will be required to put innovations into effect. Chapter
Nine covers the effects of key innovations that have occurred in U.S. health care deliv-
ery over the past generation and assesses the impact of these measures. Chapter Ten
addresses the contributions that prevention can make to the well-being of Americans
and the control of health care costs. Chapter Eleven concentrates on government and
the political process as potential agents of progress or, when misused, causes of stag-
nation and backsliding.

Finally, Chapter Twelve examines alternative routes that Americans have consid-
ered toward an improved health care system. This chapter pays special attention to
the legislation passed by Congress at the end of the 21st century’s first decade. The
reader is encouraged to recall that past innovations in the U.S. health care system
have neither proven uniformly successful nor provided comprehensive solutions to the
system’s problems. Chapter 12 concludes by highlighting past controversies that are
likely to continue into the future and new ones that will almost certainly arise.

Each chapter ends with a series of discussion questions. These questions focus not
on review of principles or facts appearing in the chapters, but as means of encouraging
the reader to develop her own synthesis of the facts and principles. The questions are
intended to serve as the basis for personal reflection and group discussion.

TO THE STUDENT

Everyone using this textbook should consider it as one of many resources that can
promote an understanding the U.S. health care system. Students especially should note
that any observer of this system, its operations, and its components will inevitably
apply his individual experience and point of view. For this reason, students should feel
encouraged to challenge material they encounter in these pages. Everyone has ample
opportunity to find updated facts and competing points of view in the many special-
ized journals concerning health care available today and from high-quality mass media
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sources. Most important, students should form their own opinions and outlooks in
conversation with peers.

TO THE INSTRUCTOR

Several resources will be available to instructors as companions to this textbook. These
include, first, an Instructor’s Manual, containing PowerPoint slides, lecture outlines,
and suggested topics for class discussion. Instructors are encouraged to select materi-
als in the Instructor’s Manual that best support their own outlook on the health care
field and the topics that they believe deserve the greatest emphasis.

No textbook can anticipate the character and impact of major changes at the policy
level. This textbook addresses challenges and choices regarding the U.S. health care
system likely to remain important far into the future. Unanticipated developments,
however, are sure to occur, driven either by policy or technology.
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THE SYSTEM AND
ITS TASKS

Health care serves a basic human need and for this reason is one of the old-
est specialized human functions. Perhaps even before the recording of history,
specialized personnel in the human group acquired some degree of healing art.
Imperfect understanding, and perhaps even magic and mystery, characterize healing
from the layperson’s point of view. Still today, the layperson views health care with
varying degrees of awe, uncertainty, and suspicion. As experienced by many in the
modern world, the outcomes of health care are uncertain, the cost unjustifiable, and
the practitioners aloof.

The U.S. health care system shares many of the essential characteristics of health
care throughout history and across the globe. But the U.S. system is unusual in the
degree to which it is privately owned and operated and lacking in direction by a central
authority or agency. Values central to the American mind such as belief in the private
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sector have helped maintain these characteristics. A belief among Americans in the
right to choice and maximization of the things life has to offer also helps maintain
the system as it is.

The health care system’s basic tasks are to prevent and remedy illness and injury.
Chronic disease represents today’s principal threat to health. Diseases of this nature
tend to have multiple causes, both behavioral and environmental. They require close
collaboration between clinician and client for control. Because of the need for repeated
treatment, such diseases tend to be expensive to care for. Recently, infectious diseases
were relegated to historical accounts of epidemics and plagues. But the rise of serious
pandemics such as human immunodeficiency virus (HIV) and HIN1 influenza have
given infectious disease renewed currency.

Utilization of health services, and to some extent health itself, is an outcome
of human behavior. Individual human beings vary significantly in the taking of
health risks. Similarly, people differ in their perceptions and acceptance of illness.
Demographic factors strongly influence the tendency of people to seek health care
even when they perceive the need. The health care system’s tasks include development
of cultural competence and health literacy as means of providing quality care.



CHAPTER

UNDERSTANDING
HEALTH CARE

LEARNING OBJECTIVES

m To obtain an overview of health care as a concern in the U.S. and worldwide

m To appreciate the challenges experienced by health care consumers and
providers

= To identify objectives and goals for heath care
= To highlight the importance of public trust and professional ethics

m To frame health care issues within three perspectives: a systems approach,
critical thinking, and the public interest
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HEALTH CARE AS A NATIONAL CONCERN

Health and health care are subjects in which everyone has an interest. When young moth-
ers get together, talk soon turns to the health of their children. In search of health, men and
women of all ages work out at the gym. Among elders, conversation inevitably involves
aches, pains, and the merits and shortcomings of their physicians. Health and health care
periodically become major election issues. But acute concern for health, health care, and
associated costs are only a step away from each individual, who, if he has no direct con-
cerns, almost always has a friend, relative, or neighbor in need of care.

Health care in the United States is arguably the best in the world, and much evi-
dence suggests that the health of Americans is today the best it has ever been. Only
a few examples can convince most people that this is true. Children with leukemia,
whose illness amounted to a death sentence only a generation ago, now often survive
to live normal lives. Elders who at one time would have been confined to wheel-
chairs and nursing homes now live active, independent lives thanks to procedures such
as cataract surgery and hip transplants. Effective drugs and widely available surgery
are chipping away at heart disease, for generations America’s leading cause of death.
AIDS is now often controllable, whereas at a time still well remembered it invariably
led to a miserable death. Life expectancy in the United States has steadily increased,
from 69.6 years in 1955 to 75.8 years in 1995, and to 77.9 years in 2005."

Health care, however, has become a major source of dissatisfaction and contro-
versy in the United States. A challenge affecting the United States as a whole, and
Americans as individuals, is that of cost. As Figure 1.1 indicates, the cost of health care
increased markedly during the late twentieth and early twenty-first centuries. Despite
public policy aimed at controlling costs, the upward trend appeared to be accelerating
as the twenty-first century began.

Figure 1.1 takes on added significance when viewed alongside changes in the
health insurance available to the American public. Most of the dollars paid for health
care come from health insurance of some kind. As recently as the late 1970s, large
numbers of Americans paid nothing out of pocket for their health care. Hardly any-
one today enjoys such generosity. Now, both private and public insurers continuously
seek ways to reduce insurance coverage for individuals. Not only are health care costs
higher today, but Americans are more likely to have to pay them out of pocket.

The cost of health care has raised significant concern on many levels. Employers
complain that high employee health care costs have strangled international competi-
tiveness. Recipients of health care feel increasingly uncomfortable about increases in
out-of-pocket expenses. Some researchers have reported that health care costs con-
tribute to a majority of personal bankruptcies in the United States.”> Programs that
provide health care to the elderly and poor consumed a percentage of the federal
budget far in excess of defense. Because of their responsibility to provide health care
to the poor under Medicaid, individual states have experienced severe fiscal stress,
forcing some to cut infrastructure maintenance and education to meet their health care
obligations.?
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FlGU RE 1 1 Growth in the cost of health care in the United States,
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Often, the text to follow uses the term consumer in preference to patient, the tradi-
tional designation of a seeker or user of health services. The term consumer recognize
the health care user as someone capable of making free choices and exercising economic
power. Traditionally, the term patient has signified a suffering, dependent individual.

The economic downturns of the early twenty-first century sharpened the issue of
health care costs for many individual Americans. At that time, a majority of Americans
received health insurance through their employers or those of their parents or spouses.
But by 2009 it was estimated that 3.7 million working-age Americans had lost their
health care coverage as a result of unemployment.* Millions more, though still employed,
worried that they might lose their health insurance if the economy continued to slide.

Despite the resources allocated to health care in the United States, observers have
expressed doubts regarding the value Americans get in return. Although the United
States ranks highest in the world in per capita expenditures, it has an infant mortality
rate higher than most other wealthy industrialized countries. Singapore, the top-ranked
country in preventing infant mortality, recorded two infant deaths per 1,000 live births
in 2004; the United States recorded 6.8.° In 2003, the United States ranked sixteenth in
life expectancy worldwide.®

Concern over the quality of services received by the public is growing. A great
deal of attention has focused on patient safety. A highly influential 1999 report by the
Institute of Medicine estimated that between 44,000 and 98,000 Americans die each
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year due to preventable medical error. According to the report, more people die from
such error than from motor vehicle accidents, breast cancer, or AIDS. The authors
estimated total national costs (lost income, lost household production, disability, and
health care costs) of preventable adverse events (medical errors resulting in injury) to
be between $17 billion and $29 billion. The expense of additional health care required
by the victims of medical error accounted for over half the total. In the opinion of
the report’s authors, health care is a decade or more behind other high-risk industries
(such as aviation) in its attention to ensuring basic safety. Medication errors alone are
estimated to account for over seven thousand deaths annually.’

The quality debate has also addressed the basic efficacy of medical procedures.®
Strong scientific substantiation is lacking for many interventions widely used in medi-
cine today. Consequently, patients do not always receive the most effective treatments
available and may receive treatments that are ineffective or whose adverse side effects
outweigh beneficial ones. Awareness of this problem has led to a movement called
evidence-based medicine, whose goal is to develop standards of care validated through
both new research and synthesis of existing studies.

Great variability has been reported in both the cost and content of medical care
across geographical areas, suggesting the absence of accepted standards of care. As
recently as the late 1990s researchers reported that appropriate application of scientific
evidence in practice occurred only 54 percent of the time.” According to one observer,
“most clinicians’ practices do not reflect the principles of evidence-based medicine but
rather . . . tradition, their most recent experience, what they learned years ago in medi-
cal school or what they have heard from their friends.”!

Recently, health care in the United States has come under increasing criticism
owing to issues of social justice. The health care system serves the nation unevenly.
Inequality prevails among racial groups and economic strata in use of health services,
health status, and life expectancy. People who earn high incomes, have advanced edu-
cation, and are nonminorities tend to use more services, have better health status, and
live longer than their less advantaged counterparts.

Table 1.1 provides an illustration of this disparity. Male African Americans have
a higher mortality rate than men of any race. Women in all racial groups have lower
death rates than men. But within both gender categories, people who have not gradu-
ated from high school (less than twelve years of education) have death rates roughly
three times that of people with one or more years of college (thirteen or more years of
education).

The differences in death rates apparent in Table 1.1 are mirrored by other indica-
tors of well-being (or lack thereof). Similar disparities are apparent in infant mortality,
likelihood of death in diseases such as cancer, and disability due to illness. Although
researchers and social critics have increased their attention to these facts, public pro-
grams in the United States have long made major commitments to care for the disad-
vantaged. The disparities evident in Table 1.1 suggest that the billions of government
and private dollars allocated to care for the poor have not yet produced the desired
results.
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TABLE 1.1 Age-adjusted deaths per 100,000 U.S. residents, by
gender, race, and education

Gender
Male Female Both

All 994.3 706.2 832.7
Race

African American 1,319.1 885.6 1,065.9
Caucasian? 984.0 702.1 826.1
Asian 562.7 392.7 465.7
Latino or Hispanic 748.1 515.8 621.2
Native American 797.0 592.1 685.0
Years of education

Less than 12 826.8 496.8 669.9
12 650.9 349.4 490.9
13 or more 252.5 171.0 211.7

Excluding Latino or Hispanic.

Source: National Center for Health Statistics. 2006. Health, United States, 2005. Tables 29, 34, and 35.
Hyattsville, MD: National Center for Health Statistics.

The issues raised here merit the serious concern of Americans. The paradox of
abundant resources alongside unmet needs in the United States is striking. Basic prob-
lems in health care do not result simply from conditions that prevail in the United
States. Many challenges and dilemmas regarding the objectives and delivery of health
care are universal and timeless. Although many of these challenges may never be
resolved, effective management and policy can do much to ensure greater benefit from
health care for individuals and society as a whole.
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HEALTH CARE OBJECTIVES AND GOALS

An understanding of health care requires examination of both objectives and goals.
Objectives are short-term, measurable, and often individual in scope. Goals represent
broad aspirations for the future, reflecting the well-being of an entire nation or society.
Recognizable goals are necessary for assessing performance of any system as a whole.

Most objectives sought by consumers of health care are obvious. These include
prevention of illness, relief of symptoms, restoration of function, and extension of life.
Beyond these basics, though, people today seek a wide variety of health care objec-
tives that are relatively new. Many who are biologically normal, for example, desire to
improve how they look, feel, and relate to others, and look to health care for solutions.
The popularity of cosmetic surgery and lifestyle-enhancing medication illustrates this
development.

Objectives proposed for health care include some that are far beyond the tradi-
tional concerns of doctors and healers. Physicians today are legally required to report
evidence of child, spouse, or elder abuse. Doctors crusade against youth violence in
the name of protecting individuals’ health. On a global scale, physician organizations
have taken stands to reduce the threat of nuclear war, characterizing such action as
“the ultimate form of preventive medicine.”!!

Goals of health care depend on fulfillment of a multitude of objectives, but go
beyond any of those specified above. A goal of extreme breadth is implicit in the con-
ception of health adopted by the World Health Organization (WHO), a unit of the United
Nations. According to this conception, health is characterized as “a state of complete
physical, mental and social well-being, not merely the absence of disease or infirmity.”'?
Although this conception was formulated in 1947, it is still widely cited today.

An equally ambitious, though more concrete, goal of health care is the rectangu-
larization of survival."* This concept refers to concentration of deaths in a population
within a particular age range, presumably one approaching the natural limitation of
the human lifespan. Under such a scenario, nearly everyone might live to a particular
age (perhaps eighty, ninety, or one hundred years) and die rapidly thereafter.

Figure 1.2 illustrates a trend toward rectangularization of survival among U.S.
women between 1900 and 1995. This graph indicates a decreasing probability of
survival with every passing year in 1900, but a steady rate of survival until about age
sixty in 1995. Thus, the 1995 survival curve begins to look like a rectangle. Were
the trend to continue over the following century, the 2100 curve, it might be specu-
lated, would fall off even more sharply at some natural limit. In a variation on the
rectangularization concept, the goal of a health care system might be maintenance of
a “wellness span,” to a point where nearly everyone remained fully functional until a
particular and very old age.

Both the WHO-inspired goal for health care and the rectangularization of survival
present practical difficulties. Neither lends itself to straightforward measurement of
progress. Documentation of “complete physical, mental, and social well-being” would
require assessment of numerous features of the lives of a multitude of individuals.
Though more readily expressed as numbers, rectangularization of survival is no less
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FIGURE 1.2 survival curves by age for U.S. women in 1900 and 1995
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human populations. Demography. 1999;36(4):475-495. Table 1.c.

definitively measured. Scientists do not agree that there is a natural limit to human life.
According to some, there is little evidence that achievable human life expectancy, hav-
ing increased steadily over the past century, is reaching a limit."

Though important for assessing progress, widely acceptable goals are difficult to
both formulate and measure. In addition, pursuit of individual objectives may under-
mine achievement of overarching goals. Effective treatment of chronic, heritable dis-
eases—diabetes and certain kidney ailments, for example—increases the presence
of people with such conditions in today’s population and in generations to come.
Antibiotics may provide prompt relief of pain from minor infections, but limit the
remedies available to the seriously injured due to development of antibiotic-resistant
pathogens. The goal of health care cost containment is widely endorsed in the United
States. But denial of potentially useful services for reasons of cost is strongly resisted
by those whose individual service needs are affected.

ESSENTIAL CHALLENGES IN HEALTH CARE

As suggested earlier, health care involves features that create challenges and dilemmas
wherever it is practiced. Health care directly involves the client’s body; she cannot
walk away from the health care provider as readily as from a provider of other goods
and services. Health care addresses the most profound of human experiences, includ-
ing pain, suffering, life, and death. Across national boundaries and through the ages,
healers have held special but not entirely honored status in society. As consumers, the
sick seldom seem entirely satisfied. On several dimensions, tension and dissatisfaction
may be universal.
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Negative Demand

It is safe to say that few, if any, individuals desire health care in the normal sense.
Except possibly for hypochondriacs, no one wants to see a physician or be admitted to
a hospital. Even when people get sick, most would prefer to treat themselves or hope
the illness would resolve on its own. People seek care—however negatively they may
view it—when they feel they have no choice. In this respect, obtaining health care
resembles the purchase of a casket for a deceased loved one or coughing up tuition for
the feared finance or accounting course required for a management degree.

In consequence, consumers are often predisposed to viewing their encounters with
health care providers and organizations negatively. The wait time at a doctor’s office
is experienced as more onerous than a similar delay for a table at a fine restaurant.
Reasonable fees may be viewed as exorbitant. Paradoxically, some consumers seem to
enjoy complaining about their health care. These individuals thus obtain some emotion-
ally positive returns from what they perceive as a negative encounter with the system.

Uncertain Costs

Traditionally, charges to consumers are more variable in health care than they are in
other areas of trade. For centuries physicians have accepted payment on a sliding scale
dependent on the consumer’s resources. In nineteenth-century literature, the husband
of Madame Bovary, a physician, receives payment in gold from a wealthy patient,
but forgets to collect the meager debts owed him by the common people. In the mid-
twentieth century, physicians in the United States expected that a goodly proportion
of their bills would never be paid. Traditionally, hospital administrators have referred
to their receivables as spongy—never fully solid in terms of eventual collectability.
Well into the late twentieth century, health care managers practiced various forms of
cost shifting, in which higher charges to well-insured patients were used to subsidize
lower receipts from the poorly insured, uninsured, and indigent.

It is no accident, then, that payment for health care is viewed by the public as less
obligatory than payment for nonhealth goods and services. Many consumers feel a
sense of entitlement to health care. A bill is seldom paid entirely out of pocket. Few
patients ask a doctor how much a procedure will cost or shop for the lowest-priced
practitioner. An unpaid medical bill represents less liability to the consumer than a
neglected car payment—repossession of items such as pacemakers and prostheses
takes place rarely if at all.

Unpredictable Outcomes

An essential unpredictability prevails in much of health care. Many standard interven-
tions, preventive or curative, are available for a wide range of frequently encountered
diseases. But the human organism is variable, and many factors—both internal and
external to the individual—contribute to resistance versus expression of disease. In
some cases, diagnosis is complex and inconclusive, adding to uncertainty of cure.
In instances where diagnosis is evasive, physicians may treat a suspected disease in
hopes that diagnosis and treatment will be accomplished in the same step.
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Uncertainty of success accompanies many treatments for cancer and other chronic
diseases. Standard chemotherapy and radiation protocols cure some patients and not
others. Trials of new interventions are, from the patient perspective, instances of
chance taking. A physician can honestly tell his patient that there are no guarantees.

Whether associated with mild or life-threatening illness, uncertainty differenti-
ates health care from other goods and services. On the patient level, uncertainty may
raise issues of trust in the provider’s capability. Uncertainty may be humbling for
the provider. But acknowledgment of uncertainty underscores an essential element
of clinical practice. No two cases are identical. Good medicine cannot be practiced
cookbook-fashion.

An Evasive Diagnosis

Baffling even the most experienced physicians at a university medical center, the
case of a nine-year-old girl illustrates the evasiveness of clinical success. For six
months, the patient had been chronically nauseated, vomiting, unable to eat,
and losing weight. Extensive blood work and imaging failed to detect intestinal
obstruction, lactose intolerance, and the autoimmune syndrome Crohn’s disease.
Thinking they had ruled out gastroenterological causes, doctors considered the
possibility of a brain tumor and ordered an MRI.

The evening before the scheduled MRI, a family practice intern examined the
girl. He examined the girl’s hands—eating disorders are often revealed by calluses
caused by chronic self-induced vomiting—and, finding no calluses, ruled out an
eating disorder. Although there were no calluses, the intern noticed a darken-
ing of the skin. Darkened skin can be a clue for Addison’s disease, an adrenal
gland disorder. Measures were taken of sodium, potassium, glucose, and cortisol,
which, abnormally low, confirmed Addison’s disease as the correct diagnosis.

Low levels of sodium, potassium, and glucose had been detected earlier.
But other features of the girl's illness seemed to explain the low concentration of
these blood chemicals, and the possibility of Addison’s disease was not pursued.
A simple observation of darkened skin led a physician still in training to make a
diagnosis that had stumped others for months. Within hours of starting treat-
ment for Addison’s disease, the patient began to recover.'

Emotional Involvement

Health care is often given and received in an atmosphere inflamed by human emotion.
Anxiety and fear follow hard upon injury, illness, and the possibility of death. Medical
uncertainty—along with the ever-present possibility of failure—fosters disappoint-
ment, frustration, and anger at health professionals and institutions. The role of patient
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is the most powerless that many people ever experience. A story is told by a distin-
guished obstetrician about President John F. Kennedy watching as doctors struggled
to successfully deliver his son. Even the most powerful man in the world could do
nothing but watch in this situation.

In few, if any, societies, then, do people live in complete comfort alongside those
who treat their illnesses. The uncertainty of success, unpredictability of cost, aloofness of
providers, and emotional overlay—along with the fact that few, if any, individuals desire
to be patients—inevitably promote fault finding. An essential discomfort with medicine
throughout the ages is evident in mythology and literature as early as ancient Greece.
Century after century, storytellers and commentators have connected health care with
excessive expense, inexcusable error, calculated self-interest, and potential injury.!®

Aloof Providers

In contrast to the emotional involvement of patients is a seeming aloofness of medi-
cal professionals. Many patients perceive emotional detachment on the part of their
providers, particularly physicians. Researchers report that low-income and minority
patients are most likely to sense absence of a caring attitude on the part of their provid-
ers.!” A vast gulf in income, education, and privilege is evident between physicians
and most patients.

Some aloofness, however, may be necessary for clinical practice. Even a prac-
titioner who is skilled at communicating and emotionally secure requires a degree
of detachment from the challenges facing her patients. According to one physician,
factors conducive to detachment include fear of adverse outcomes and consequent
criticism, and “an instinct to separate oneself from another’s suffering.”'® Training and
mutual support within a closed community of peers helps the practitioner accommo-
date the emotional challenges encountered in practice.

Health professionals of all types receive privileges and responsibilities allocated
to few others. Practitioners are allowed to see patients naked, ask personal questions,
pierce flesh with needles, and insert hands into bodies through surgical openings. The
symbolism and ritual of medicine, still represented today by the snakes and staff of
the caduceus, help maintain the provider’s paradoxical combination of presence and
absence.

Challenges on the Front Lines

Like consumers, people in the health care industry experience confusion, frustration,
anger, and feelings of powerlessness. Those at the front lines most directly experience
the impact of increasing demands, limitations on resources, and challenges raised by
advances in biomedical science. Following are some examples:




Public Trust and Professional Ethics 13

Reacting to a reduction of compensation under the federal Medicare program, a
Brooklyn physician commented, “My expenses go up and up and up every year.
For the government to lower what it pays me when my expenses are rising—that
doesn’t make sense. It's an insult.”

Also commenting on Medicare compensation changes, a doctor in Texas asserted,
“| have a hard-and-fast rule. | don't take any new Medicare patients. In fact, | don’t
take any new patients over the age of sixty because they will be on Medicare in

the next five years.” "

Rationing, or withholding potentially useful services because of resource constraints,
is a reality today. Clinicians and managers at the University of Texas Medical Branch
(UTMB) must choose which indigent patients may receive potentially lifesaving care
for cancer. UTMB uses a detailed playbook to help determine who gets treated and
who doesn’t.?° Following are more examples in a similar vein:

Despite a federal law prohibiting patient dumping, a Chattanooga hospital dis-
patcher told an ambulance crew not to bring in an unconscious man found in a
poor neighborhood to the hospital because, he said, the administrator “would kill
us if we took another indigent.”?!

A change in federal policy regarding lung transplantation brought grievous reac-
tions from patients moved from high to low priority. “We tried our best to educate
and communicate, but many felt they had been cheated,” recalls the director of a
university transplantation program.?

PUBLIC TRUST AND PROFESSIONAL ETHICS

As suggested earlier in this chapter, health care everywhere involves elements of
detachment and mystique. Consistent with the uncertainty of diagnosis and cure is an
essential independence of health care providers, particularly physicians. This indepen-
dence is justifiable on technical grounds. Because of the uniqueness of each case, only
a large fund of knowledge and experience enables the provider to recognize the range
of possibilities that may be involved. The variability in the ways that human illnesses
manifest themselves and respond to treatment precludes development of formulas—or
so physicians have long argued.

Still, good health care requires partnership between providers and the public.
Trust constitutes a key element of this partnership—and trust depends on a widespread
belief that principles of honest public service prevail in health care. Patients must feel
confident in the trustworthiness of their providers to seek care, reveal sensitive infor-
mation, submit to treatment, or participate in research.?® Trust is also crucial for the
operation of health care at a societywide level. Citizens will support expenditures for
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programs such as research and indigent care only if they believe that human beings
will benefit and funds will be used appropriately.

Means of ensuring trustworthiness in the health care industry include gov-
ernment oversight and professional ethics. From the point of view of many in the
industry, codes of ethics established by peers are a preferred means. Ethics may
be thought of as obligations of an individual to act toward others in a manner con-
sistent with socially reinforced values. Widely accepted principles of health care
ethics include duties to help all patients in need, maintain the confidentiality of any
information obtained, obtain informed consent for procedures used, avoid conflicts
of interest, and apply medical skills and technology only in a competent and appro-
priate manner.?*

As with other matters addressed in this chapter, resolution of issues in health care
ethics is often not straightforward. Deliberately or consciously unethical behavior is
rare in health care. But clinicians and managers often encounter issues that cannot be
resolved via formula and whose resolution, whatever it may be, is subject to criticism.
Refusal of care, examples of which were cited earlier (see box titled Challenges on the
Front Lines), may be seen as unethical; however, such refusal may be necessary to pre-
serve the operation of a health care unit. The principle of confidentiality would seem
inviolate. But the need to protect the public from harm via disclosure of hazards repre-
sented by a patient’s positive HIV status or homicidal intent may contradict the confi-
dentiality mandate.

The lack of certainty in medicine itself creates ethical challenges, as the following
example illustrates:

A physician believes a course of chemotherapy using a newly
licensed agent may benefit a desperately ill cancer patient. Other
doctors of equal competence may consider such treatment to be of
marginal value to patients with this malignancy and presumably so
close to death. The physician orders the chemotherapy; the patient
experiences discomfort due to the treatment and dies soon thereaf-
ter. The doctor submits a bill and receives payment.

Multiple ethical issues may be seen in this episode. Treatment with the new che-
motherapeutic agent might be viewed as misapplication of medicine because it caused
discomfort and ultimately failed to extend life. Some might charge that the physi-
cian’s ordering of a newly developed treatment was inappropriate. The indications for
newly licensed pharmaceuticals are often revised as experience is accumulated. Yet
the patient and her family may have requested aggressive intervention. Since the phy-
sician will ultimately receive payment, conflict of interest may be suspected. Multiple
motivations and trade-offs are made in situations such as the one described here. As
in other domains of life, it may be impossible to determine whether or not an ethical
transgression has occurred.
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THREE PERSPECTIVES ON MANAGEMENT AND POLICY

The issues raised in this chapter are likely to appear wherever health care is practiced.
Some will likely remain important in the United States, even if the mechanisms of
financing and delivery fundamentally change. Practitioners involved in the delivery
of health services will continue to deal with intractable dilemmas and irresolvable
public debates. Within these limits, the United States can achieve maximum benefit
from its investment in health care through effective management and policy. Both
high-quality management and policy require a broad and accurate understanding of
health care as an industry and its relationship to the society it serves. Three perspec-
tives are presented next as tools for achieving such understanding.

A Systems Approach

A systems approach views the situation of an individual—whether a consumer, a man-
ager, or a policy maker—in terms of his connection to the multiple and interrelated
components involved in health services delivery today. Health care delivered to a sin-
gle individual is the joint product of numerous individuals, organizations, and institu-
tions. Administration of a single dose of medication, for example, is made possible only
by the participation of numerous entities and individuals: the medical school at which
the basic science needed to produce the drug was developed, the private foundation
or government agency that funded the medical school’s research, the pharmaceutical
firm that produces the drug, the physician who prescribes the medication, and the tech-
nician who administers the dose.

The systems approach involves realities outside the medical field itself. Consumers
must be motivated to spend money on health care. A favorable political and eco-
nomic environment is required for health-related goods and services to be provided.
Congressional action (often spurred by interest groups and lobbyists) may be needed
to fund research agencies. Capital markets have to be sufficiently generous to enable
the pharmaceutical firm to develop and test a drug. A climate of public opinion sym-
pathetic to science is needed to permit research to take place involving human beings,
animals, or cell lines of human origin. For the patient to ultimately thrive, a safe and
healthful physical and social environment is essential.

The importance of a systems approach for understanding health care issues
increased in the last decades of the twentieth century. In earlier generations, partici-
pants in the health care system could work in substantial isolation. Today, however,
a physician ordering blood must take the blood bank’s costs and safety assur-
ances into consideration. A nursing supervisor must understand telemetry and the
structuring of liability insurance. A hospital administrator must understand capital
markets.

According to some observers, the United States does not have an actual health
care system. These observers have argued that many parts of the system work at cross-
purposes. Hospitals and insurance companies, for example, are viewed as adversaries,
at best communicating inefficiently with each other. Acknowledging the absence of
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a tightly run system, this text interchangeably uses the terms health care system and
health care industry.

However, it makes sense to think of health care in the United States as a poorly
integrated system. Patients do move from community physicians to specialists, though
often with delay. Physicians do receive insurance payments, although hassles may
occur along the way. Newly trained health professionals do receive an education that
enables them to help patients, although the relevance of some of their educational
requirements may be difficult to establish. Figure 1.3 illustrates an array of organiza-
tions, institutions, and individuals whose actions ultimately produce what is needed in
health care, but connection, communication, and coordination among the units are far
from perfect.

Critical Thinking

Critical thinking reflects the perspective under which people question assertions made
by others—peers, “experts,” or administrative and political superiors. A perspective of
this kind is particularly important in health care for a number of reasons. As closely
as health care is tied to emotional and economic interests, ill-conceived and self-
interested recommendations are likely to abound. A consultant with a new system for
managing information in a hospital gains financially from adoption of that plan, just as
does a physician advocating for a procedure in which she excels or a pharmaceutical

FIGURE 1.3 us. health care (greatly simplified): an imperfectly
integrated system
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company promoting a new medication. An organization lobbying for increased
research funding for a specific disease claims that the entire public is at risk, directly
or indirectly, from its consequences.

The history of health policy in the United States illustrates the importance of criti-
cal thinking. Policy can be thought of as an approach taken by government in response
to a public concern. Many vigorously promoted policies and innovations regarding
health care have been adopted, only to be found less effective than first hoped or aban-
doned when the political climate changed. Examples of concepts whose popularity has
come and gone (or at least dropped from the policy discussion) include regional health
planning and public support for health maintenance organizations. It is important for
leaders in health care management and policy not to let themselves get swept up in the
passions of the moment.

The Public Interest

A third perspective important for today’s health care leadership is that of the pub-
lic interest. This term refers to the relevance of health care far beyond those directly
involved as provider and recipient. Because it affects the quality of the labor force and
thus the performance of the overall economy, health itself has implications for society
as a whole. The general quality of life in a society is marked by the health of its mem-
bers. The truth of this statement is easy to grasp by the experience of an individual
from a rich country traveling in a poor one. The traveler, for perhaps the first time in
his life, is likely to regularly observe people with missing teeth, clouded eyes, club
feet, and open lesions.

Health care should be recognized as a public good. No individual, profession, or
agency can claim “ownership” of health care. Medical education enjoys large pub-
lic subsidies in the form of tax mitigation for universities and hospitals, as well as
direct aid through guaranteed loans to students and grants to faculty. Much biomedical
research is supported by government or foundations, which in turn receive direct or
indirect support by the public. Service by patients as teaching cases or experimental
subjects also constitutes a contribution to the health care enterprise.

Everyone is ultimately a consumer of health care. Thus, everyone has an inter-
est in availability, quality, and affordability of health care. No matter what system
a society uses to allocate health care, it more closely resembles publicly recognized
necessities such as drinking water and police services than discretionary items such as
automobiles, clothing, or ice cream.

KEY TERMS
Objectives Patient
Goals Ethics

Consumer Policy
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SUMMARY

This chapter provides a basic framework for understanding health care and taking
action toward its improvement.

Health care is an issue of concern for people everywhere, particularly in the United
States. U.S. health professionals are arguably the world’s best trained, and U.S. health
care technology is the world’s most advanced. Health care in the United States is also the
world’s most expensive, said to bankrupt American households and hamper America’s
economic competitiveness. Health care is difficult to obtain or prohibitively expensive
for millions. For many, the health care system seems inaccessible, culturally hostile, and
emotionally cold. Many solutions have been proposed and several important ones imple-
mented. However, none has proven sufficient.

This chapter emphasizes several themes to promote a broad-based and accurate under-
standing of health care. As advanced by statespersons and scientists, the goals of health
care reflect large-scale social aspirations. But objectives of actual services focus on indi-
vidual and immediate needs. Health care requires a balance between independence of pro-
viders and their acceptance of social obligations as manifested in public expectations and
professional ethics.

This book aims at promoting effective action in developing and operating a health
care system that serves Americans well. Three principles are proposed for achieving
this goal: (1) seeing individual roles, interactions, and institutions in health care as
parts of a broader system, (2) taking a critical approach to widely shared views among
policy makers and the public; and (3) viewing health care as linked inextricably with
the public interest.

DISCUSSION QUESTIONS

1. Making your best guess, would you say that health care today seems less “mys-
tical” to the average consumer than it did in the Neolithic world? In medieval
times? One hundred years ago?

2. How much more predictable are the outcomes of health care likely to become in
the future than they are today?

3. African American men have an age-adjusted death rate over four times that of
Asian American females. How much of this disparity can be explained by differ-
ences in the health care the two groups receive?

4. Should control of costs be adopted as the principal goal of the U.S. health care
system at this time? Explain why or why not.

5. How widespread do you believe ethical transgressions in health care are today?
In which segment of the industry are they most likely to occur?



CHAPTER

THE U.S. HEALTH CARE
SYSTEM

Features, Development, and Controversies

LEARNING OBJECTIVES

m To understand the basic features of the U.S. health care system and its
development

= To emphasize how the U.S. health care system differs from systems
elsewhere

m  To learn how the health care system in the United States fits with and has
been influenced by the country’s values and traditions

= To appreciate the system’s level of acceptance among Americans
= To specify major issues facing Americans regarding health care
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THE U.S. HEALTH CARE SYSTEM'S MAGNITUDE

The most striking feature of the U.S. health care industry is its size. By 2007, total
expenditures for health care in the United States exceeded $7,000 per person and
topped 16 percent of gross domestic product (GDP). The total national outlay for
health services in the United States approximated $2.2 trillion.! This figure exceeded
the entire GDP of every country in the world except China, Japan, India, and Germany.>
The United States spent more for health care than the value of all goods and services
produced in such countries as the United Kingdom (U.K.), Russia, and France.

Health care constitutes a major source of employment in the United States. By the
twenty-first century’s first decade, health care employed nearly 15 million individu-
als—over 10 percent of the U.S. labor force. Included in this total during 2006 were
about 2.4 million registered nurses; 1.4 million nursing aides, orderlies, and atten-
dants; 921,000 physicians; 720,000 licensed practical nurses and licensed vocational
nurses; and 240,000 pharmacists.’ Health care personnel saw patients in physician
office settings 964 million times and made 34.9 million admissions to hospitals. U.S.
pharmacists filled 2.4 billion drug prescriptions or medication orders.*

UNIQUENESS OF THE SYSTEM

Chapter One emphasized the potentially universal features of health care. But the
health care industry in the United States is distinct from those in the rest of the indus-
trialized world in several respects. The distinguishing features of the U.S. health care
system may become less prominent in the years to come. For the immediate future,
however, they represent the reality with which management and policy must deal. The
private sector is more important to health care in the United States than it is elsewhere.
In comparison with most systems, health care in the United States is less centralized
and integrated. The U.S. health care system is newer in some respects than Europe’s
systems, and it continues to evolve.

Dominance of the Private Sector

Newcomers to the United States are often surprised that the U.S. health care system
is predominantly private. Unlike most other countries, hospitals are privately owned.
Of 5,747 hospitals operating in the United States in 2006, 3,808 were private, either
nonprofit or for-profit.’ In the United States, most physicians work as members of
private partnerships or corporations or as independent professionals. Even those who
work for hospitals or managed care plans do so predominantly as contractors, rather
than employees. The majority of dollars charged for health care are remitted by private
insurance companies or collected directly from the pockets of individual consumers.
In 2006, 54.7 percent of all health care dollars were paid by private insurance, out of
pocket by consumers, or other private dollars.

The private sector in the United States conducts a great deal of health-related activity
beyond direct provision of health services. Health insurance used by employed individuals
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is purchased by their employers from private firms. Government programs themselves
are operated in part by the private sector. Private firms known as fiscal intermediaries
provide interface between public health care programs and the hospitals and doctors
receiving payment under them. Like other potential private contractors, firms compete
with each other to be selected as fiscal intermediaries. Firms such as Mutual of Omaha,
Blue Cross, and Blue Shield process claims on behalf of the Centers for Medicare and
Medicaid Services (CMS), the federal agency responsible for Medicare and Medicaid.

Other examples of the private sector’s dominance include organizations concerned
with maintaining professional standards and quality in the health care industry. These
include most prominently The Joint Commission, formerly the Joint Commission
on Accreditation of Healthcare Organizations, or JCAHO. CMS recognizes Joint
Commission accreditation as a requirement for hospitals’ participation in the Medicare
and Medicaid programs, a crucial line of business for most. Joint Commission policy is
made with the participation of five corporate members representing hospital-oriented
interests in the health care industry. These include the American College of Physicians,
the American College of Surgeons, the American Dental Association, the American
Hospital Association, and the American Medical Association, all private-sector organiza-
tions. In addition to hospitals, The Joint Commission evaluates and accredits home health
agencies, hospices, nursing homes, rehabilitation centers, and independent laboratories.

Another private agency involved in quality assurance on behalf of health care pur-
chasers and the public is the National Committee for Quality Assurance (NCQA).
A private, nonprofit organization, NCQA reviews, accredits, and certifies managed
care organizations, utilization review organizations, and several additional types of
health care organizations. In making accreditation and certification decisions, NCQA
applies capacity-related criteria, such as physician credentialing review, and outcome
measures, such as health risk reduction and patient satisfaction. NCQA maintains the
Healthcare Effectiveness Data and Information Set (HEDIS), widely used in indus-
try to assess the quality of care in employee health plans. HEDIS measures address
areas such as asthma medication, hypertension control, antidepressant medication, and
smoking cessation. As with The Joint Commission, NCQA offers a range of com-
mercial products to help health plans prepare for accreditation procedures. On a pro-
prietary basis, NCQA offers health plan reports on peer health care organizations.
Through a process known as benchmarking, the recipient organizations are expected
to work toward performance at the level of the highest-scoring plans.

Yet another instance of the private sector’s importance is visible in biomedical
research. For 2009, officials of the National Institutes of Health (NIH) asked Congress
for a budget allocation of $29.5 billion, a figure supplemented later by funds from the
2009 Recovery Act. Most of these funds were spent to support research outside NIH,
under what is known as the extramural research program. NIH distributes approxi-
mately 85 percent of its budget to outside organizations in the form of grants, contracts,
cooperative agreements, and training support. The majority of NIH’s extramural support
goes to colleges and universities, many of which are private nonprofit organizations.
In 2005, two of the three universities that had received the most funding, Johns
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Hopkins and the University of Pennsylvania, were private. Johns Hopkins received
over $449,000,000 and the University of Pennsylvania over $399,000,000.”

Multiple Subsystems

No single financing arrangement or means of providing care dominates in the United
States. A variety of subsystems provide care for different segments of the population.
Division into these subsystems reflects the imperfect integration that characterizes
health care in the United States. Potential segregation of consumers within individual
subsystems raise questions about adequacy of services provided by each.

Subsystems and Populations Served. Table 2.1 summarizes basic characteristics of
each subsystem and the primary population it serves. Two of the subsystems utilize
privately owned facilities, are privately operated and staffed, and are funded primarily
from private sources. These subsystems, which serve a majority of Americans, include
private fee-for-service and private managed care.

Unrestricted fee-for-service care provides consumers with the most choice. In-
dividuals receiving private fee-for-service care are free to obtain services from the pro-
fessional or facility of their choice. Payment is made according to charges for each
encounter between consumer and provider. Evidence suggests that relatively older,
wealthier, and Caucasian consumers are drawn to such plans despite their higher costs.®

Private managed care plans today serve a majority of Americans. Much will be said
about managed care in later chapters. For now, it is sufficient to understand managed
care as an arrangement under which an administrative structure is placed between
provider and consumer to regulate expenditure of resources. Although individuals may
pay for fee-for-service care out of pocket, managed care is always linked to a health
insurance plan for which an individual or his employer has prepaid. Traditionally, man-
aged care plans have paid only for services provided by health professionals employed
by or contracting with the managed care organization (MCO). More recent managed
care innovations have covered services provided by larger panels of providers and
offered partial coverage for services by providers outside these panels.

A variety of public programs serve specific segments of the U.S. population.
Medicare finances health care for the elderly and some others, paying primarily pri-
vate providers to deliver actual services. The Department of Veterans Affairs (VA),
which operates hundreds of facilities throughout the United States, serves veterans
with service-connected disorders and in some instances other complaints. An agency
known as Tricare serves military dependents and civilian employees of the armed ser-
vices. The Indian Health Service (IHS) provides care to Native Americans and Alaska
Natives. Medicaid, a federal program designed for poor people, pays for care at public
and private facilities for individuals such as public welfare clients and indigent elderly
in nursing homes. Historically, many poor people have not been eligible for Medicaid.
These individuals have obtained care from public and charity-funded clinics, medical
practices, county hospitals, and hospital emergency departments. Specialized units
in prisons, military installations, and universities provide care for individuals with
restricted access to services in the community.
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Population-specific health care subsystems in the

Subsystem

Description

Primary Population Served

Private fee-for-service

Private managed care

Medicare

Tricare

Veterans
Administration

Indian Health Service

Medicaid

Local clinic system

Consumer choice from among
all qualified providers

Consumer choice from
restricted groups of providers

Federal program to fund care
for elders; managed care
options available

Department of Defense
provides choice of plans and
some direct service

Federally operated hospitals
and clinics

Clinics and referral to contract
providers

Health insurance provided
under joint federal-state
funding; increasingly from
designated managed care
providers

Emergency rooms, low-fee
and free clinics, county health
facilities, charity care

Employed individuals and
dependents able to pay high
coinsurance

Employed individuals seeking
convenient, economical care
(or fee-for-service option is
not offered)

Virtually everyone age 65 and

over

Civilian employees of military
services, dependents of active
duty military

Disadvantaged veterans
Primarily reservation-based
and rural Indians

Historically, members of
welfare families

Working uninsured,
undocumented immigrants
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Segregation of Subsystems. No one is absolutely confined to a single health care
subsystem, and subsystems overlap, providing services to each other’s populations.
Most veterans, for example, do not regularly use the VA system, opting to receive care
under other plans to which they may have access. Research suggests that veterans
most likely to use the VA are younger, have service-connected health problems, are
African American, and live in cities. Those in need of services related to mental health
and alcohol and drug use often turn to the VA.® People in private managed care plans
have the option of paying out of pocket for outside, fee-for-service care. Many man-
aged care plans today offer point-of-service (POS) options that provide some insur-
ance coverage for care obtained by providers outside the plan.

Access across subsystems is more difficult among disadvantaged consumers.
A trend toward establishment of MCOs primarily or exclusively treating Medicaid
beneficiaries was clear as early as the 1990s.'° At least one study has found that requir-
ing Medicaid beneficiaries to obtain care only from designated MCOs reduces utiliza-
tion and increases unmet needs.!! Referral of poor people treated at public and charity
clinics to outside specialists is particularly difficult, since these specialists are often
unsure of how (or how much) payment will be made.!> Many private physicians do not
accept Medicaid patients or accept only a limited number into their practice.

Operation of the IHS illustrates the difficulties that result from division of U.S.
health care into subsystems. This agency both delivers and finances care to mem-
bers of federally recognized Native American and Alaska Native tribes and bands.
Historically, the agency has concentrated its resources on reservation-based clinics that
provide direct care. The scope of clinic capabilities tends to be routine care, requiring
consumers with nonroutine issues to seek care from contracted health service provid-
ers outside the IHS.

Critics comment that it is in fact difficult for IHS beneficiaries to obtain care from
outside providers. The story of a fourteen-year-old girl in Arizona provides an illustra-
tion. When the girl hurt her foot in gym class, her mother took her to an IHS clinic,
where it was recommended that the girl have magnetic resonance imaging (MRI) and
possibly surgery—services not available through IHS. The girl was referred to an out-
side contract service provider. However, the IHS would not pay for the service. The
mother was told to apply for Medicaid, which took more than forty-five days to grant
approval while her daughter “limped through school on crutches.” Even after receiving
approval from Medicaid, the private doctor to whom they had been referred refused to
perform the MRI because the daughter had Medicaid coverage.'

An Evolving System

Recent development of key components and continuous change help distinguish the
U.S. health care industry from systems elsewhere. Despite its size and importance,
the U.S. health care industry is new when viewed in broad historical context. Some
of the system’s most basic features developed within living memory. Since the end of
World War II, moreover, the U.S. health care system has undergone a continuous pro-
cess of dynamic evolution. This process has resulted in a system with whose features no
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manager or policy maker has complete familiarity or expertise. The newest of innova-
tions may still be under development as health care managers put them into use.

Table 2.2 presents selected milestones in the system’s development and the decades
in which they were achieved. These milestones represent developments in the organi-
zation, delivery, regulation, and financing of care. All can be said to reflect scientific,
demographic, epidemiological, economic, ideological, and political developments in
both health care and the broader society.

TABLE 2.2 some milestones in the development of the U.S. health
care system

Milestone Decade
Medical licensure 1900s
Hospitals serving the mainstream public 1920s
Private health insurance 1940s
Proof of efficacy required for licencing pharmaceuticals 1960s
Hospital accreditation 1950s
Managed care 1970s
Selective contracting 1980s
Corporate health care 1990s

Major government programs

Research 1930s
Training of health professionals 1960s
Health insurance for elderly and poor 1960s
Health insurance for children 1990s
Insurance exchanges, subsidies for insurance purchases, Medicaid 2000s

expansion
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Health Care Institutions and Professions. Health care systems outside the United
States are also relatively new in the scheme of world history. But they are typically
older, better established, and less subject to change than the U.S. system. Founded in
1150, the University of Bologna provided medical education to an international clien-
tele.'* In 1523, an act of Parliament gave the Royal College of Physicians the power to
license physicians throughout England." It should be noted that the licensure act did
not prevent certain nonphysicians, such as surgeons and apothecaries, from practic-
ing medicine. As early as 1883, German Chancellor Otto von Bismarck established a
state-mandated, payroll tax—funded national health insurance system.!'®

Events in the history of U.S. health care are, of course, much more recent. It
is difficult to imagine that it was ever legal to practice medicine without a license
in the United States. New York City was the first American jurisdiction to enact a
medical licensure law, which it did in 1760. However, the requirement of a license to
practice medicine did not become law in every state of the union until 1901. The first
American medical school began operation as part of the University of Pennsylvania
in 1765. The United States has yet to equal Bismarck’s achievement in national health
insurance.

Hospitals and Health Insurance. Hospitals achieved a central position in U.S. health
care only in the 1920s. The precursors of modern hospitals had begun in America as
early as the eighteenth century as charitable or government-supported facilities. These
institutions resembled modern hospitals only slightly. They functioned first as custo-
dial facilities for people without family resources for their care, admitting individuals
with a wide range of physical and mental dysfunctions. They also functioned as quar-
antine quarters for people with contagious diseases. Only with the development of
professional nursing and reliable, antiseptic surgery did hospitals emerge as organiza-
tions focused primarily on treatment of illness. With this added capacity, hospitals
began supporting themselves through billing of middle-class users for services such as
birthing and surgery.

Health insurance, a fundamental feature of today’s health care system, became
widespread only in the 1940s. It is likely that some form of health insurance always
existed in America, as communities and benevolent societies passed the hat for the
ill or injured. Historians often look to the establishment of a hospitalization plan by
Baylor University Hospital for Dallas teachers in 1929 as the first formal health insur-
ance product in the United States. Under the plan, each subscriber paid $6 per year
in return for which they were entitled to twenty-one days in the hospital. This con-
cept was developed as the Blue Cross plans, nonprofit organizations with statewide
territories under the auspices of the American Hospital Association. By 1940, Blue
Cross plans had enrolled six million members; for-profit insurance companies that
had trailed Blue Cross into the hospital insurance business had enrolled an additional
3.7 million by that year.!” Health insurance received a boost as an employee bene-
fit during World War II and became a standard element of employee compensation
thereafter.
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Government Participation. Today the U.S. health care industry would be unthink-
able without the strong participation of government, because it would lack profes-
sional licensure and health insurance. U.S. government agencies have been involved in
health and health care since 1798, when Congress established the U.S. Marine Hospital
Service—the predecessor of today’s Public Health Service (PHS)—to provide health
care to sick and injured merchant seamen. State and local governments established
health departments and boards of health throughout the latter half of the nineteenth
century.

A trend toward massive government involvement in health care began as biomedi-
cal research. The signing of the National Cancer Institute Act by President Franklin D.
Roosevelt in 1937 created the National Cancer Institute within the National Institute
of Health, a PHS subunit. Funding was quite modest, with the entire PHS research
budget under $3 million in 1938. By the end of the 1940s, several new institutes had
been added, each at the behest of groups interested in specific categories of disease.
During the remainder of the twentieth century, a number of additional institutes and
centers were created within NIH, with a proposed funding level for 2008 of $28.8
billion.

Though significantly expanded during the latter half of the twentieth century, fed-
eral support for biomedical research pales before outlays in other areas. The federal
government began providing funds for health professions training in the 1960s. By
the mid-1990s, Titles VII and VIII of the Public Health Services Act were receiv-
ing annual appropriations in the $300 million range. These titles aim at adding to the
number of health care professionals, placing these professionals in underserved areas,
and training more minority health professionals. Mechanisms for accomplishing these
objectives include direct student assistance such as loans and grants to institutions for
expansion or maintenance of health professions education and training.'®

Most notable in government’s participation in health care is the funding of
Medicare and Medicaid, programs that became operative in 1966. Requested appro-
priations in the president’s 2008 budget for these programs totaled roughly $600 bil-
lion. In that year, the president also requested $6.6 billion for the State Children’s
Health Insurance Program (SCHIP), begun in 1997.' As a new program, SCHIP was
a rarity in the late twentieth century. The program provided low-cost health insurance
to children in low-income homes. Eligibility was more liberal than that of Medicaid,
in that children whose parents had limited income but weren’t technically poor could
be beneficiaries. In California, children whose family incomes were 300 percent of
poverty level could still enroll. California officials contemplated expanding eligibil-
ity to the parents of qualifying children, but abandoned the prospect when the state
encountered an unexpected fiscal shortfall.

Accreditation, Managed Care, and Competition. The Joint Commission, identi-
fied earlier in this chapter as a key institution in U.S. health care, began operation in
the early 1950s. The organization began operation in its current form in 1951 as the
Joint Commission on Accreditation of Hospitals and began offering accreditation in
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1953. A more expansive name, the Joint Commission on Accreditation of Healthcare
Organizations (JCAHO), was adopted to include a broader range of organizations.
The Joint Commission today accredits over ten thousand hospitals, laboratories, and
other health care outlets.

Managed care, another ubiquitous feature of health care today, became prominent
in the United States in the 1970s. This form of health care delivery, initially provided
on the health maintenance organization (HMO) model, existed in the United States
from at least the 1940s, but it occupied a limited niche in the health care market.
Organizations such as the Health Insurance Plan of Greater New York, Group Health
Cooperative of Puget Sound, and Kaiser Permanente began during and just after World
War 1II and served restricted populations of voluntary subscribers for the decades to
follow. In 1973, the federal HMO Act made incentives available for offering managed
care products to a much broader market.

Like managed care, selective contracting is a fundamental part of health care today.
Private preferred provider organizations (PPOs) and contracting for state Medicaid
programs would be impossible without legal enablement of selective and competitive
contracting. Prior to the 1980s, insurance companies and government insurance pro-
grams were required by law to pay “any willing provider” for serving their enrollees.
After a California law enabling selective contracting passed in 1983, financing entities
could select the providers they were willing to pay, thus directing their enrollees to
specific health professionals and facilities. This legislation, eventually reproduced in
other states, made a competitive market possible in health plans of all kinds.

Corporatization of Health Care. The “corporatization” of health care became appar-
ent in the 1980s and 1990s, as profit-seeking business organizations acquired hospi-
tals and bundled them into national networks. Corporations such as National Medical
Enterprises (later Tenet) and Humana raised capital by the sale of stock to make acqui-
sitions. In 1975, for-profit hospitals operated 5.0 percent of the hospital beds in the
United States. By 2003, the percentage had more than doubled, to 11.4. By 2005,
Columbia/HCA became the world’s largest for-profit hospital chain. The corporation
was established in a merger of the Columbia and HCA systems, both of which had
aggressively bought smaller health care businesses during the 1980s and 1990s. By
1995, the new company operated some 180 hospitals and nearly 100 surgery centers,
with annual revenues of roughly $25 billion.?

Strictly speaking, the 1980s and 1990s did not introduce corporate management
into health care. Many conventional health care operations are legally corporations
and utilize familiar corporate management techniques. Late twentieth-century corpo-
ratization, though, saw strong involvement of Wall Street, large profit margins, and
eventual scandals among industry leaders Tenet and Columbia/HCA.

Pharmaceutical Regulation. Several important changes occurred in the regulation of
pharmaceuticals in the period covered by Table 2.2. Signed by President Theodore
Roosevelt in 1906, the original Food and Drug Act focused on enforcing the purity
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of foods and medicines sold to the public. Although the measure was also intended
to prohibit unproven claims of pharmaceutical efficacy, court rulings precluded
enforcement. Successor legislation in 1938, the Pure Food, Drug, and Cosmetic Act,
emphasized detection and control of toxic components in medications. Only in the
1962, through an amendment of the 1938 act, did federal legislation actually require
proof of efficacy as a requirement for release of a new drug onto the market.

Beginning in 1992, the Prescription Drug User Fee Act allowed the Food and
Drug Administration to collect fees from drug manufacturers to cover part of the cost
of regulation. Resources generated in this fashion have enabled the agency to acceler-
ate the drug approval process, long criticized as a bottleneck to innovation. Critics
of the charges, however, have objected that dependence on user fees may compromise
the FDA’s independence.

Attempts at System Change. The period covered in Table 2.2 saw major initiatives
toward health care reform led by four presidents of the United States: Truman in the
1940s, Nixon in the 1970s, Clinton in the 1990s, and Obama in the 2000s.

Changes initiated by Presidents Ronald Reagan and Barack Obama were the most
far-reaching. Characterized by a free-market orientation, the Reagan administration
promoted the use of prospective payment mechanisms on health care organizations
and individual providers. These mechanisms, which include diagnostic-related groups
and capitated contracts, designated fixed payments to providers for each patient
encounter or illness episode—a marked departure from traditional cost-plus payments
that assured providers of a profit. The Obama Administration looked to more direct
government action. On President Obama’s initiative, both houses of Congress passed
different versions of a measure known as the Patient Protection and Affordable Care
Act in 2009. This measure aimed at making publicly-funded and subsidized health
insurance available to millions of previously uninsured Americans and expanding
regulation of the health insurance industry.

AMERICAN VALUES AND HEALTH CARE

It is not difficult to identify drawbacks in U.S. health care. The system is unquestion-
ably high cost and serves different members of the public unequally. Some critics have
conceived of the system as one involuntarily imposed on the public by special inter-
ests intent on maintaining their privileges and income. This may explain some features
of the industry. But a powerful set of values widely shared among Americans does
much to hold the system in place. These have strong historical grounding and appear
likely to endure well into the future.

Table 2.3 presents examples of these values. In the table, they are characterized as
two types: social values and political culture. Social values concern the manner in which
people are expected to behave and what they have a right to expect from others. Political
culture addresses how public decisions should be made, how government should treat
the citizen, and the claims that the public sector may make on the individual.
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TABLE 2.3 1he impact of social values and political culture on
U.S. health care

Value Impact

Social Values

Private property and the Keeps health care within the private sector; has

free market historically restricted involvement of government to
programs for the poor, disadvantaged, and senior citizens

Meritocracy Prevents generous funding of programs for the poor and
disadvantaged; protects employee benefits and non-

means-tested public programs

Maximization Encourages obtaining and utilizing resources to increase
personal benefit

Personal choice Restricts growth of closed-panel managed care plans and
centralization of health care delivery

Political Culture

Equality Supports maintaining opportunity for all; discourages
special privilege

Pluralism Restrains any tendency for central direction or financing
of health care

Incrementalism Discourages rapid, large-scale changes in the system

Social Values

Private Property and the Free Market. The right to private property is taken as fun-
damental in the United States. It receives emphasis in such iconic documents as the
Declaration of Independence and the Constitution and is ramified throughout public
law. Closely associated with the holding of private property is the right to exchange
goods and services in a free market—one facilitated rather than restrained by govern-
ment and protected from monopolies and unfair competition.

Business values are lionized in America. Socialist movements have crossed the
political stage but have never achieved national predominance or had electoral success
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beyond state and local government. Class rhetoric in the United States has typically
been restrained, and proposals for redistribution of wealth from the well-off to the
disadvantaged have been unpopular.

In keeping with this value, Americans are suspicious of “big government.” Econo-
mists such as Milton Friedman who support the free market gain national prominence.
Simple-sounding concepts have captured an important element of the public spirit, such
as that attributed to President Calvin Coolidge: “The business of America is business.”

America’s reliance on the private sector for health services, then, would appear to
be no accident. Many Americans believe that business can do the job better than gov-
ernment. In addition, business is often perceived as less dangerous to personal liberty
and well-being than government.

Meritocracy. Meritocracy is the belief that those who work and achieve should
receive the highest rewards. Like private property, the value of meritocracy is readily
observed in the United States. Its reflection is visible in practices such as pay for per-
formance, bonus giving, promotion examinations in bureaucracies, and standardized
tests for admission to college and graduate school. Meritocracy can be thought of as
the opposite of a human being’s worth gua human being or the equality of all men and
women before God.

The idea of meritocracy contradicts that of the welfare state. The welfare state,
which exists to some extent in most of the wealthy countries of the world, provides an
economic floor below which no citizen is permitted to fall. Countries such as Sweden,
Germany, and the U.K. have strong welfare states. A strong sense of community pre-
vails in these countries, and health care is provided to all with a strong measure of
equality. Americans generally believe that the poor should receive basic health ser-
vices. But they may not believe that the disadvantaged should receive health care in
the same facilities or with the same amenities as the middle class.

Maximization. A concept reflecting the desire of individuals to achieve the best possi-
ble results of any effort, maximization captures a desire widespread among Americans
not to settle for “just good enough.” Americans have high expectations. They believe
in progress and intergenerational advancement up the social and economic ladder.
They want the best products and services.

It cannot be expected, then, that many Americans willingly refrain from demand-
ing the best that health care has to offer. Few, it seems, would forgo a new medication,
surgery, or device only because it would save money for the government or an insur-
ance company. Americans would have great difficulty accepting the style of health
services offered in countries such as Canada or the U.K. These nationally financed
systems operate at considerably lower expense than does the United States and cover
a higher proportion of their citizens. Due to stretched resources, however, they skimp
on maintenance and place patients on long waiting lists for services readily available
in the United States.

Personal Choice. The value to Americans of personal choice has an enduring
quality evocative of the words “life, liberty, and pursuit of happiness.” Throughout
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the republic’s history, U.S. citizens have enjoyed more choice in their lives than their
counterparts elsewhere. Religious freedom was a fundamental guarantee. As late as
the nineteenth century, some Europeans needed government permits to move from city
to city. Americans could head west on a whim.

The issue of personal choice had great visibility during the early 1990s, when
comprehensive health care reform was first under serious discussion. Because health
care is a highly personal service, perceived limitation of choice catalyzes resistance in
America. Opponents of reforms proposed by President Clinton and others emphasized
the possibility that they might compel people to join government-supervised plans or
to purchase health insurance.

The rise and fall of the HMO as a model for the future illustrates the degree to
which Americans reject perceived limitation of personal choice. From the 1970s on,
federal policy encouraged the formation of HMOs. Enrollment of consumers in HMOs
grew rapidly at first. But their popularity was soon outstripped by managed care plans
that offered greater choice of providers. By 2002, more than half of Americans enrolled
in private health plans received their care from PPOs, plans offering a wide choice of
health professionals and facilities.?!

Political Culture

Equality. The value Americans place on equality would at first seem to contradict
that of meritocracy. The focus of this value in America is equality of opportunity to
participate in public life. Key beliefs of this nature include visibility in government
operations and the principle of “one person, one vote.”

Rejection of elites, particularly when they are secretive or hereditary, is an impor-
tant manifestation of this value. The Constitution explicitly states that no citizen of
the United States shall accept a title of nobility. Thus, the cornerstone of elite life in
Europe was banned from the earliest days of the republic. Modern Americans may no
longer fear domination by a titled nobility, but they tend to be suspicious of experts,
particularly when these experts meet behind closed doors to discuss public issues.
Public enthusiasm for the reforms proposed in the early 1990s diminished as elites in
Washington, D.C., secretively deliberated over details.

America’s longstanding valuation of equality and its suspicion of elites helps
explain a long delay establishing licensure as a requirement to practice medicine in
the United States. As noted above, the first U.S. jurisdictions to enact the licensure
requirement did so in the mid- to late 1700s. States in the newly independent nation
enacted new licensure laws into the early years of the nineteenth century. However,
most, if not all, of these laws had been rescinded by 1852.

Pluralism. A second value closely tied to U.S. political culture that in turn affects
health care is pluralism—the belief that society should encompass many distinct
repositories of power, centers of decision making, financial structures, and educational
systems. Pluralism is most visible in America’s religious history, in which no one
denomination has ever dominated.
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Pluralism is a definite feature of health services in the United States. There is no
central institute or bureau mandating the elements of care or procedures that must be
used to diagnose and treat specific conditions. Physicians are free to prescribe any
licensed drug for any condition they believe appropriate. Physicians who graduate
from one residency program are likely to differ somewhat in their practice of medicine
from physicians trained in another residency program. Hospitals tend to offer the same
treatment at different prices and, depending on the resources possessed by the hospi-
tal, deal with different presenting conditions differently. At bottom, Americans oppose
overriding, all-powerful authorities, be these King George III of England in 1776 or a
“health care czar,” as has been proposed under some reform plans.

Incrementalism. Incrementalism is a longstanding feature of the Anglo-American tradi-
tion. In addition to being a value in itself, incrementalism represents a method of bring-
ing about social change. Incrementalism involves pursuing change in a patiently applied
series of small steps. Incrementalism is the opposite of political sectarianism. Ideally, an
incrementalist tries to coalesce support around measures that have limited impact but
no clearly obnoxious contents. Thus, supported by successive coalitions backing small-
scale proposals, a piecemeal process of progress toward a broader goal may take place.

Incrementalism militates against rapid and fundamental change. Historically,
Americans have preferred that change occur in small increments. This value may
have contributed to the failure of the Clinton health care plan proposed in the early
1990s, which would have revolutionized the financing and delivery of health care in
the United States. In contrast, little opposition arose to the SCHIP program, which
later expanded in scope.

How Satisfied Are Americans with the System?

The U.S. health care system appears compatible with some key values in American
society. But how well do Americans actually like the system? How much confidence
do they have in it? To what degree, and in what direction, would they like to see the
system change? Answers to these questions have important implications for the likeli-
hood of basic change in the foreseeable future.

Three recent studies address these questions from slightly differing perspectives.
All are based on high-quality surveys.

The first study, supported by the Commonwealth Fund, compared findings from
surveys in Australia, Canada, New Zealand, the United Kingdom, United States, and
Germany.?? This study was particularly valuable because it reported results obtained
from people who were sicker than the population average, and hence more sensitive
to health care issues.

(Continued)
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(Continued)

This study found that only 23 percent of U.S. respondents thought that the system
worked well, and only minor changes might be needed. However, the percentages of
individuals reporting satisfaction according to this definition were lower for Canada
(21 percent) and Germany (16 percent). The United Kingdom and New Zealand were
higher (30 and 27 percent, respectively).

The second study reported data from the Employee Benefit Research Institute’s
Health Confidence Survey (HCS), an annual survey conducted on a random sample of
one thousand Americans over the age of twenty-one.?* Conducted annually, the HCS
makes it possible to track changes in the thinking of Americans over time.

Following are some of the findings:

e A majority (53 percent) of respondents surveyed in 2006 felt extremely confident
or very confident about their ability to get needed treatments, compared with 55
percent in 2002.

e Only a minority (29 percent) of those surveyed in 2006 felt extremely or very con-
fident about their ability to afford health care without financial hardship, down
from 35 percent in 2002.

e Only 39 percent of those surveyed in 2006 rated the U.S. health care system as
good, very good, or excellent; 31 percent rated the system as poor, up from 15
percent in 1998.

e A majority of 2006 survey respondents (54 percent) said that they were extremely
satisfied or very satisfied with their current health plan, up from 52 percent in
1998.

The third study,?* combining information from over one hundred public opinion
polls conducted between 1945 and 2000, found the following:

e In 1991, at the start of an era of intense national concern over health care,
42 percent of Americans believed that the U.S. health care system needed to be
completely rebuilt; by 2000, only 29 percent continued to hold this view.

e Over twenty years of surveys have indicated basic satisfaction among Americans
with their health care; in 2000, 84 percent of respondents said they were satis-
fied with their last visit to a doctor (compared with 88 percent in 1978); 72 per-
cent thought that hospitals were doing a good job.

e A majority of Americans (67 percent) surveyed in 2000 felt confident that they
had enough money to pay for a serious illness; in 1978 the figure had been 50
percent.

The authors conclude that most of the U.S. public has never been completely satisfied

with the system. Still, no consensus regarding solutions is apparent. In 2000, when
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asked in general about national health insurance financed by taxes, 56 percent of
respondents said they were in favor. But when a clause was added specifying that all
Americans would get their health insurance from a single government plan, support
fell to 38 percent of registered voters. To underscore this finding, only 21 percent of
survey respondents in 2000 indicated that they trusted the federal government, down
from 77 percent in 1958.

Finally, a survey just preceding the U.S. presidential election of 2008 found that
only 24 percent of likely voters believed “there is so much wrong with our health care
system that it needs to be completely overhauled.”?

CONTROVERSIES IN U.S. HEALTH CARE

Key values of Americans appear consistent with distinguishing features of the U.S.
health care system, and there is a high level of satisfaction with the health care
Americans receive. Yet concern about rising costs and insecurity about health care
coverage has troubled many. Although they espouse values such as private property
and meritocracy, Americans do not lack compassion. According to a 2005 study, a
majority of Americans favored government insurance for all, even if a tax increase
was required.”® The interplay of concerns, values, and ever-advancing technology and
costs has given rise to four fundamental controversies. Many day-to-day challenges
facing managers, policy makers, and citizens boil down to these basic questions, none
of which can be readily resolved. These four controversies are (1) what care should be
allocated and to whom; (2) what should be done for the disadvantaged; (3) what are
the appropriate roles in health care for government and the market; and (4) who should
pay for the care of people who cannot pay for themselves?

How Much and What Kind of Health Care Should Be Provided?

The volume and type of health services delivered to any given individual has become
a continuing issue in U.S. health care. The issue has arisen in part because the mar-
ginal benefit of a unit of care is often quite small. An initial operation for breast cancer,
for example, will often bring added years of life for the patient, at relatively low cost.
However, intensive radiation and chemotherapy for advanced disease may extend sur-
vival only a few weeks, at great expense. The phenomenon of declining marginal util-
ity of health service is illustrated by Figure 2.1, from health economist Henry Aaron’s
influential book Serious and Unstable Condition.”

The presence of health insurance encourages the use of interventions of marginal
benefit. This is because the patient pays only a small part of her costs. Thus, addi-
tional treatments may be quite expensive for the insurance plan, but insignificant for
the patient. This is particularly true for desperately ill individuals. For many patients
and their families, extreme remedies (of uncertain benefit) are worth the cost; the
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FIGURE 2.1 Declining benefits from units of health care
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alternative is reconciling to the certainty of death. Trained to do the maximum for their
patients, physicians tend to try any potential remedy, unless restrained by the mecha-
nisms of managed care.

Out of this dilemma comes the question of who should decide when an element of
care should be delivered. Should such decisions be based on science? If so, how should
the science be interpreted, and by whom? Should the decision be based on economics?
In such cases, there would need to be widely acceptable estimates of the value of the
individual’s health, function, or survival. Should the quandary be resolved by experts
on the relative value of an individual’s contributions to society? What role should the
patient’s position in the community or the socioeconomic ladder be allowed to play?

What Should We Do for the Disadvantaged?

The United States made substantial commitments to the disadvantaged during the
1960s. These commitments have slowed but have continued on a substantial level in
the 1990s and 2000s. The problems with health care in the United States are still great-
est among the disadvantaged. A sense of justice, it would appear, would require that
the disadvantaged receive some measure of equality.

However, the mechanism and generosity of health care for the disadvantaged is
a matter of contention. Criteria for eligibility are an example. It may be argued, for
instance, that undocumented aliens should be denied coverage. But millions of such
individuals live in the United States today. Should the SCHIP program be expanded to
include entire families? What level of income should be the eligibility cutoff? Should
recipients of such benefits enjoy choice of health care providers, or should they be
restricted to contracted entities?

Another fundamental dilemma concerns whether U.S. health policy should be
driven by concern for the disadvantaged. An argument in this direction might say that if
the system were run more economically, sufficient resources could be saved so that the



Controversies in U.S. Health Care 37

disadvantaged would be covered without new taxes on working people. Such a recon-
figuration of the health care system, though, might require a diminution in the choice
and quality of care available to those who today enjoy private insurance coverage.

What Are the Appropriate Roles for the Market and Government?

At present, goods and services related to health care are distributed by a combination
of market forces and government mandates. Americans today face a dilemma regard-
ing the proper balance of these mechanisms of distribution.

A complete free market in health care may make sense when viewed in the abstract.
Under such as system, the consumer can choose what he thinks best. Health insurance
rates would reflect the degree of choice the consumer wished to enjoy.

On the other hand, the market does not always lead to the best long-term choices.
Of course, reliance on market forces would leave some disadvantaged Americans
without needed services. In addition, free choice over the use of one’s health care dol-
lars might lead to significant waste. An example of such waste is expenditure of large
sums on services and medications that are close to useless.

Who Shall Pay?

Perhaps the ultimate controversy in U.S. health care concerns wherewithal. Resources
will be required to implement any decisions that are made and to empower whoever is
asked to carry them out. Like all goods and services, the items in the health care pack-
age are ultimately scarce. Decisions must be made about whether limited resources
are allocated to health or other purposes. Sources of funds will need to be designated.
Some consumers will rely on others for resources. The disadvantaged need to be sub-
sidized, as do people temporarily without resources and at the end of life.

Financial responsibility for health care has shifted among potential payers over
the past half-century. Health insurers and ultimately employers took on the burden
in the 1950s. Government agencies and ultimately taxpayers started playing a major
role in the 1960s. In the last decades of the twentieth century, consumers had begun to
assume an increasing share of health care costs.

Over the years, paying for health care began to resemble a shell game, with different
sectors of the industry seeking ways to make other segments pay. Hospitals, becoming
the predominant recipient of health care dollars in the mid-twentieth century, developed
invisible mechanisms for subsidizing uninsured patients, shifting their costs onto the
bills of the well-insured. Government agencies and private insurers countered by adopt-
ing prospective payment schemes. Employers increased the worker’s share of company
health insurance premiums and offered plans with increased cost sharing. Government
ratcheted down payments to providers through selective contracting with hospitals and
reduced compensation to physicians and other health professionals. Although polls
suggest willingness by the public to increase taxes so that all will have access to health
care, resistance to increased taxation for any purpose may be anticipated.

As illustrated in Figure 2.2, U.S. health care today seems like a kind of tug-of-war.
Insurance companies try to shift costs to doctors and hospitals. Employers increasingly
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FIGURE 2.2 Contradictory concerns in the U.S. health care system
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attempt to shift costs to individual employees. The federal government tries to shift
costs to the states, which in turn look to local governments to make up the shortfalls.
At every level consumers assert their right to the best possible care. Pressure groups
of many kinds agitate for higher quality and more advanced care without increased
financial responsibility. Examples include unions, health professionals, and advocates
for poor people or victims of specific diseases. A more equitable and secure health care
system in the United States will require development of a mutually agreed-upon set of
expectations regarding division of financial responsibility.

It is noteworthy that the Patient Protection and Affordable Care Act referenced
earlier had insufficient power to resolve these controversies. The measure did not
address the system’s essential features. Health care in the United States remains
privately delivered and pluralistically financed. Concerns about costs and who will
ultimately pay them remain prominent. Public beliefs regarding incrementalism and
the limited role of government keep reform limited.

KEY TERMS

Managed care Meritocracy

Medicare Pluralism

Medicaid The Joint Commission
Social values Incrementalism

Political culture

SUMMARY

This chapter summarizes basic features of the U.S. health care system and the issues
it faces. The U.S. health care system is different from its counterparts in most of
the world. Ownership and financing of health care in the United States are primar-
ily private. It is pluralistic, with distinct subsystems serving specific segments of the
population. By historical standards, most features of the system have developed only
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recently. The values that prevail in the United States have done much to shape the cur-
rent system and have helped prevent fundamental change.

Americans express dissatisfaction with certain aspects of the health care system,
but reject the idea of a government-run plan. The cost of insurance and personal health
care appears to be the most prevalent cause of discontent. Support of coverage for the
uninsured at taxpayer expense is widespread.

Within America’s unusual system and the values that support it, the public and policy
makers continually grapple with several core issues. These include (1) what care should
be allocated and to whom; (2) what should be done for the disadvantaged; (3) what are
the appropriate roles in health care for government and the market; and (4) who should
pay for the care of people who cannot pay for themselves? Pressure by payers to restrict
expenditures versus desire by consumers for readily accessible and high-quality services
constitutes the master controversy in U.S. health care.

DISCUSSION QUESTIONS

1. The U.S. political culture and the values associated with it have helped keep
the health care system from fundamental change. In general, have these values
helped or hurt the quality of care available to most Americans?

2. Programs such as SCHIP and the Patient Protection and Affordable Care Act have
mandated subsidies for purchase of insurance by families earning incomes well
above the federal poverty line. What are the pros and cons of such subsidies.

3. The U.S. health care system depends heavily on private conduct of functions that
are allocated to public agencies in other countries. What are the advantages and
drawbacks of this American practice?

4. Do you see the pluralistic feature of the U.S. health care system as a positive or
negative?

5. Following are a number of assertions regarding health care in the United States
which, though widely made, might be disputed by critical thinking. Consider
each, and explain why you believe it to be true or false:

The United States spends too much on health services.

a.
b. The poor lack health care.

e

Systems in other countries are better.

i

The U.S. health care system today is in crisis.

e. Health care is a right.






CHAPTER

MAJOR HEALTH PROBLEMS

IN MODERN SOCIETY

LEARNING OBJECTIVES

To understand health and illness as basic challenges to the health care
system

To learn about the causes of illness and injury

To become familiar with the basic concerns, concepts, resources, and applica-
tions of epidemiology

To appreciate the relative importance of specific threats to health and longev-
ity in the United States

To recognize the implications of demographics and epidemiology for health
care management

To see how epidemiology can be applied in management and policy
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CONCEPTIONS OF HEALTH AND DISEASE

The health care industry’s manifest task is to maintain and improve the biological
functioning of Americans despite the ever-present threat of illness and injury. This
chapter provides an overview of the diseases and other biological challenges to health
that create the need for health care. This material provides the reader with concrete
information about the job of the health care system. It also presents controversies about
how that job is actually defined. Definitions, conceptions, and expectations regarding
health and illness play a crucial role in the decisions made by consumers, managers,
and policy makers.

Conceptions of health and illness vary by frame of reference. The purely biologi-
cal frame of reference sees health and illness in terms of observable and measurable
parameters. These include microscopic, metabolic, or clinical variables. Evidence of
disease can be pathological, as in the examination of tissue; cytological, as in the
examination of cells; chemical, as in levels of cholesterol, prostate-specific antigen,
or blood sugar. Ultimately, though, objectively measurable data are less important
than human perceptions about health within the context of individual expectations and
social surroundings.

Medical Criteria and Classifications

Traditionally, medicine has relied on signs and symptoms as signals of the presence of
disease. Signs refer to objective physical findings detected by an examiner. Symptoms
are subjective evidence of disease as perceived by the patient.

Sometimes a single sign may suffice for diagnosis. A low hematocrit is a marker
for anemia. A throat culture giving rise to colonies of streptococci is diagnostic in
a straightforward manner. Jaundice imparts a characteristic skin color. Microscopic
inspection of tissue can identify cancer cells.

Diagnosis of disease usually requires more than a single sign or symptom. Specific
combinations and sequences of observations are more often required to make a diag-
nosis. Some diseases are never specifically diagnosed. Systemic lupus erythematosus
(or simply lupus) is such a disease, designated by convention as present when four or
more symptoms or signs on a list of eleven are observed. In some instances, diagnosis
is made through treatment, as when a physician gives an antibiotic for a disease that
she believes is bacterial and the possibility is substantiated when signs and symptoms
disappear.

Despite the uncertainty that sometimes attends diagnosis, the health care industry
today uses an extensive set of metrics to indicate the presence of disease and its sever-
ity. Two of the most widely used systems for disease classification are the International
Classification of Diseases (ICD)" and the Diagnostic and Statistical Manual of Mental
Disorders (DSM).?

The ICD, currently published by the World Health Organization, has appeared
in successively updated editions since 1900. The ICD provides codes that classify
diseases and a wide variety of signs, symptoms, abnormal findings, complaints,
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social circumstances, and external causes of injury or disease. Every health condi-
tion receives a unique code and is often placed in a category of clinically related and
similarly numbered diseases. The ICD is used worldwide for morbidity and mortality
statistics and insurance payment.

Table 3.1 presents the major categories of disease included in the tenth major revi-
sion of the ICD, or the ICD-10. These classifications correspond roughly to disease
categories successively considered by health professionals in the processes of history
taking and diagnosis. Some of the categories are linked with specific tissues, organs,
or organ systems. Other disease categories are defined in terms of their etiology—the
causes of and factors leading to the disease.

TABLE 3.1 Major ICD categories and codes

Code Range Title

A00-B99 Certain infectious and parasitic diseases

C00-D48 Neoplasms

D50-D89 Diseases of the blood and blood-forming organs and certain disorders

involving the immune mechanism

EO0-E90 Endocrine, nutritional, and metabolic diseases

FO0-F99 Mental and behavioral disorders

G00-G99 Diseases of the nervous system

HO0-H59 Diseases of the eye and adnexa

H60-H95 Diseases of the ear and mastoid process

100-199 Diseases of the circulatory system

J00-J99 Diseases of the respiratory system

K00-K93 Diseases of the digestive system

L00-L99 Diseases of the skin and subcutaneous tissue

MO00-M99 Diseases of the musculoskeletal system and connective tissue

(Continued)
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TA B L E 3 . 1 (Continued)

Code Range Title

NOO-N99 Diseases of the genitourinary system

000-099 Pregnancy, childbirth, and the puerperium

PO0-P96 Certain conditions originating in the perinatal period
Q00-Q99 Congenital malformations, deformations, and chromosomal

abnormalities

RO0-R99 Symptoms, signs, and abnormal clinical and laboratory findings not
elsewhere classified

S00-T98 Injury, poisoning, and certain other consequences of external causes

V01-Y98 External causes of morbidity and mortality

The Diagnostic and Statistical Manual of Mental Disorders is the primary diagnostic
system for psychiatric and psychological disorders in the United States and elsewhere.
Like the ICD, it is used for both statistical and insurance purposes. The DSM contains
five dimensions or axes according to which clinicians make diagnoses. This multiaxial
approach enables diagnoses to capture multiple dimensions of the patient’s complaint,
reflecting the complexity of many psychiatric diagnoses. For example, an individual
may have an Axis I diagnosis of major depression, an Axis III diagnosis of arthritis
(presumably contributing to depression), and an Axis IV diagnosis of severe stress due
to a job situation.

In addition to classifications of disease, the health care industry has developed
an elaborate set of standard measures of the severity of individual diseases and their
impact. Perhaps most familiar is cancer stage, with people in late stage having more
disseminated disease and shorter life expectancy than those in early stage. A staging
methodology for chronic kidney disease divides this condition into five categories (mild
kidney damage through kidney failure), according to the kidneys’ filtration rate.’ Forced
expiratory volume is an index of severity of asthma and other diseases of the lung.

Physical or mental dysfunction has been widely adopted as a criterion for illness
or as a measure of its severity. Examples of widely used metrics include counts of
impairment of specific activities of daily life or general level of dysfunction (Karnofsky
scale);* pain (McGill Pain Questionnaire and visual analogue scales);> mood (Profile
of Mood States);® and multidimensional questionnaires that include both mental and
physical dimensions (RAND MOS-36).
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Health service researchers have also developed quantitative measures relevant to
specific diseases or individual disease dimensions. Researchers, for example, have
formulated scales to assess the severity of gastrointestinal involvement in scleroderma
(an autoimmune disease), sexual function in cervical cancer, and incontinence follow-
ing prostate cancer surgery. Later chapters in this volume will address measurement of
disease severity and impact in greater detail.

Despite the objectivity with which twenty-first-century medicine approaches
health and illness, it is difficult to define disease without an element of subjective
interpretation. Some commentators define illness in terms of the individual’s percep-
tion and disease as a biological condition. This distinction is especially useful for so-
called mental illness. An individual’s behavior may appear bizarre, yet he cannot be
considered “ill” if there is no sense of personal distress or dysfunction.

Social, Cultural, and Political Interpretations

Culture, politics, and other social forces help determine how individuals interpret signs
of illness and what society will accept as a disease. In this sense, biological factors are
only one dimension of illness. A society’s conception of disease determines what will
be treated as disease rather than normal variation among individuals, divine interven-
tion, or criminality. Society’s conception in turn determines the public’s consumption
of medical care, release of the sick from social and work responsibilities, and support
for biomedical research.

Ethnicity and Disease. A person’s ethnic background can strongly influence how he
recognizes disease and explains its development. A classic study of disadvantaged
U.S. African Americans in the mid-twentieth century provides an illustration. People
interviewed in this study identified “high blood” as an illness not to be confused with
high blood pressure. High blood was thought to concern the amount of blood in the
body or a shift in its location, resulting from improper diet or emotional shock. An
interview subject described the condition as “too much blood, the blood goin’ to your
heart, to your brain or somethin’,” and its cause as “eatin’ too much and gettin’ too fat,
[as a result of which] the blood goes up to your head too fast.”®

Members of other ethnic groups have identified diseases unrecognized by main-
stream medicine. Examples from Latino communities include mollera caida and empa-
cho, linked with gastroenteritis in infants and children.” Mollera caida refers to the
fallen fontanelle (soft spot) on an infant’s head. It is believed to be caused by a fall or
by sudden withdrawal of the breast during breastfeeding. Empacho is a gastrointestinal
disorder believed to be caused by an obstruction in the stomach or intestines. Empacho
is often associated with eating too much, eating the wrong type of food, eating poorly
prepared food, or eating at the wrong time. Treatments for empacho include massages;
ingestion of teas, oils, and purgatives; dietary restrictions; mercury; and lead.

A classic study of pain addressed ethnically conditioned interpretation of a symp-
tom rather than the presence versus absence of disease.'” Around 1950, Zbrowski
interviewed members of New York City’s then-prominent ethnic communities regard-
ing their interpretations of pain due to serious illness. Comparison of old ethnic stock
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(predominantly Irish), Italian Americans, and Jews revealed significant differences.
Descendants of old ethnic stock tended to be stoic, either minimizing the importance
of their pain or denying it altogether. Italian Americans freely expressed their pain
and felt satisfaction when it was reduced via medication. Jewish patients also freely
expressed their pain, but, concerned with its implications for their underlying medical
condition, were less satisfied even when their pain was effectively controlled.

In a broader sense, society and community determine the individual’s perception
of a normal and desirable condition versus a disease or illness. Psychiatric conditions
provide good illustrations. A culture encouraging stoicism and reserve, for example,
would be less likely to identify depression as an illness than a culture encouraging
exuberance and emotional display. Modern Japan provides an illustration. Producer
Kenichiro Takiguchi, who worked for Japan’s biggest television broadcaster, read
Peter Kramer’s Listening to Prozac," a book that had helped popularize selective
serotonin reuptake inhibitors (SSRIs) in the United States. As the Wall Street Journal
described subsequent events,

Takiguchi persuaded his bosses to air a fifty-minute prime-time special presenting
depression as a treatable disease rather than a character flaw. Millions watched and
more than 2,000 viewers called in afterward to thank the network.

It was the beginning of an extraordinary transformation in Japan. Once, says
Mr. Takiguchi, “no one would say, ‘| have a psychiatric illness.” ... It was really a
shameful disease.”

Japan’s attitude toward mental illness . . . offers an insight into the country’s
culture. As the nation plunged into deep economic slump in the late 1990s, wide-
spread bankruptcies and layoffs contributed to an increasing divorce rate and a sui-
cide rate that is now double that of the U.S. Yet . . . Japanese psychiatrists continued
to focus almost exclusively on psychosis and depression severe enough to require
hospitalization.

Hiroko Mizushima, who was a medical student specializing in psychiatry at pres-
tigious Keio University in the early 1990s, says, “We weren't taught anything about
how depression is increasing or how it’s the disease of the modern age.” Instead, the
traditional Japanese view prevailed, that depression was just a figment of the imagi-
nation that could be solved with konjo, or willpower.'?

Politicization of Disease. In addition to ethnicity and social climate, politics often
influences what is considered disease and the actions considered appropriate in
response. Politics in this sense is a process by which a person or group attempts to
influence collective thinking or action. Groups and individuals use politics to accom-
plish a deliberate purpose—for example, to preserve or challenge prevailing expecta-
tions and practice. Individuals and groups use politics to mobilize collective resources
to their benefit or that of their allies. Politics is a competitive process. In politics,
people promote the thinking or action they desire over the preferences of others.
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Agitation over chronic fatigue syndrome (CFS) illustrates the interrelationships
that sometimes develop between politics and disease. The health care industry recog-
nized CES as a disease in the 1980s, with criteria for diagnosis including “debilitating
fatigue . . . present for at least six months, some functional impairment, and. ..
this fatigue and impairment have not been caused by any other identifiable clinical
condition.”!® Other characteristics sometimes cited include flulike symptoms, chemi-
cal sensitivities, balance impairments, and cognitive difficulties. The vagueness of the
condition still leads some to question its legitimacy as a disease. It seems doubtful that
CFS would have been recognized and research on the condition funded without public
advocacy.

Individuals to whom the disease description applies and at least one national
organization have advocated vocally for people with CFS. Much of this agitation has
focused on public resources. CES advocates have argued for more research funding,
commenting that current funding levels are consistent with a policy of neglecting
women’s health (a majority of people with CFS are female). Advocates have also
demanded antidiscrimination legislation for CFS, a single-payer health care system
ensuring choice of physicians, and a “toxic-free environment.”

Other conditions await potentially successful advocacy. Multiple chemical
sensitivity provides an interesting example. This condition is alleged to predispose
those affected to react adversely to a wide range of scented products, ranging from
perfume to laundry detergent. Despite lack of scientific evidence, the condition seems
to be gaining recognition. The San Francisco mayor’s disability coordinator has com-
mented that “ten years from now it will be politically incorrect to wear perfumes in
public.” An organization known as the Human Ecology Action League has announced
that “perfume is going to be the tobacco smoke of tomorrow.”'*

Medicalization of Deviance. Sociologists use the term deviance to mean violation of
cultural norms in a fashion suspect or repugnant to the broader society. Crime consti-
tutes a prime example of deviance. Less obtrusive forms of deviance include adverse
forms of behavior and lifestyle such as alcoholism or drug abuse, chronic (and vol-
untary) unemployment, sexual experimentation or excess, and disruptive behavior.
Subsistence on welfare among the nonelderly is sometimes regarded as deviant, as are
fringe lifestyles such as homelessness, sadomasochism, and bohemianism.

A seminal work of the 1980s, Deviance and Medicalization: From Badness to
Sickness, identified several areas in which medicalization has helped transform public
and official views.!® Instances of the transformation include insanity, at one time seen
as possession by evil forces, though today the clear province of psychiatry. Alcoholism
constitutes another example, with severe susceptibility to alcohol abuse today widely
recognized as appropriate for medical intervention. Inattentive and disruptive chil-
dren who at one time were considered ill behaved are diagnosed today with ADD and
treated with drugs.

Criminal behavior is sometimes viewed as a proper focus for medical intervention.
A long lineage of biomedical and social scientists has attributed criminal behavior to
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genetic flaws or other heritable factors. Medical interventions have been developed
for such crime-related predispositions as low threshold for violent reactions to stress.
Repeated sexual crime has been attributed at least in part to a high testosterone level. In
response, nine U.S. states have passed laws mandating interventions to reduce repeated
or pedophilic offenders’ circulating testosterone, either through surgical castration or
drugs that drastically reduce testosterone secretion (“chemical castration”).!s

Medicalization of deviance raises the fundamental question of whether some peo-
ple are actually “evil” or “bad” or whether they are violating social norms because
of illness. Medicalization of nondeviant behavior raises other issues. Birth and death
have been considered natural processes throughout most of human history and usually
took place at home. During the twentieth century, these great passages of life moved
from the home to the hospital. Movements favoring natural childbirth and death at
home have arisen in reaction. Aging presents another instance of questionable medi-
calization. In the decades following initiation of Medicaid, people have asked whether
actual medical need justifies placement of the elderly in residential long-term care
facilities. Some would argue that the practice simply reflects an unwillingness of off-
spring to cohabit with their aged parents.

Supernormality. People are increasingly unwilling to accept limitations that were
once considered normal. The term supernormality refers to transcendence over limita-
tions placed on the individual by heredity, aging, or the natural features of the human
body. Modern health care offers many opportunities for pursuit of supernormality.

Resources for achievement of supernormality include sports performance—
enhancing drugs, human growth hormone for normal individuals, Prozac and other
SSRIs for the slightly depressive, and cosmetic surgery of many kinds. Agents such
as Botox and its successors have become popular for smoothing foreheads and crows’
feet, filling wrinkles and creases, and reshaping noses, chins, and cheeks. Liposuction,
aesthetic lip modification, and, if advertising on the Internet is to be believed, even
penis enhancement are big business. For men, Viagra promises restored potency, and
products offering similar benefits for women are in the pipeline.

It is tempting to view the desire for supernormality as only a manifestation of
human vanity and narcissism. But creditable reasoning lies behind the desire of many
to surpass traditional normality. The parent seeking human growth hormone for a son
may share the widespread belief that tall men are more likely to succeed than men who
are average in stature. Often rightly, the athlete believes that she cannot compete at a
sport’s highest level without the aid of the drugs used by her peers. Taking an SSRI
to attain supernormal sociability and pep is understandable in a person who desires to
live life to the full.

It is important to remember that only a few decades ago normality meant some-
thing different from its meaning today. Before the development of in vitro fertil-
ization and SSRIs, it was considered normal for some couples to be childless and
some individuals to suffer lifelong intractable depression. Some considered coronary
bypass surgery, hip replacement, and laser cataract surgery for elders to be medical
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extravagance. It seemed normal for an elderly person to suffer regular bouts of pain,
require the aid of a walking cane, and wear heavy-lensed eyeglasses.

THE CAUSES OF DISEASE

Knowledge about the causes of illness is essential to understanding issues facing the
U.S. health care system. Factors leading to the occurrence of disease are of primary
concern to public health, a professional field responsible for disease prevention and
control. Knowledge of the causes of disease is important to the consumer, because it
will likely help him avoid illness and, in the event of illness, take steps toward recov-
ery. An understanding of the causes of disease is a crucial ingredient in public policy
formulation, for example, regarding funding of biomedical research, public health
interventions, health services, and disease prevention. Some causes of disease may be
unavoidable. But others, such as the individual’s environment—his biological, physi-
cal, and social surroundings—can often be made less hazardous.

Microorganisms

To the professional and the layperson alike, germs are the most familiar cause of
disease. Germ theory explains disease on the basis of infection, multiplication, and
adverse action by pathogenic microorganisms. The nineteenth-century pioneers of
germ theory investigated diseases caused by bacteria such as anthrax, cholera, tuber-
culosis, and plague. But the explanation of diseases as infection by microorganisms
originating outside the host applies more broadly. Larger microorganisms such as pro-
tozoa give rise to diseases such as giardiasis and malaria. Viruses, much smaller than
either bacteria or protozoa, also produce disease through infection and self-replication.
Pathogenic microorganisms tend to seek out and multiply in specific organs or tissues,
a fact that helps explain why each disease produces characteristic signs, symptoms,
and impact. In this fashion, the poliomyelitis virus infects muscle tissue, and HIV
infects a specific category of T lymphocytes—white blood cells that play a key part in
the body’s immune response.

As is true in much of science and health care, germ theory is of relatively recent
origin. The theory emerged from the work of prominent nineteenth-century scientists
such as Louis Pasteur (1822-1895), Robert Koch (1843-1910), and Joseph Lister
(1827-1912). Science had known of the existence of microorganisms since the 1600s,
when Anton van Leeuwenhoek (1632-1723), an early experimenter in microscopy,
became the first to see bacteria, yeast plants, and protozoa.

But humankind was slow to learn the connection between microorganisms and
human diseases. Only in the mid-1800s did scientists demonstrate this connection,
and the remainder of the nineteenth century passed before germ theory was widely
accepted. Pasteur’s experiments (see Chapter Eight) demonstrated that weakened
bacteria could produce immunity from infection when injected into susceptible hosts.
Koch’s work conclusively demonstrated the causative nature of bacteria in disease.
The surgeon Lister, suspecting that what was becoming known about pathogenic
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bacteria might explain the widespread mortality among surgical patients of his day,
began applying antiseptics to surgical wounds. The marked reduction in mortality he
thus achieved made possible the era of modern surgery. Similarly, the experiments of
Koch and Pasteur laid the groundwork for modern pharmaceutical immunization.

In the twentieth century, germ theory achieved new relevance. Scientists found
associations between viral infection and certain forms of cancer. Human papilloma
virus is associated with cervical cancer'” and hepatitis B virus with liver cancer.'
Epstein-Barr virus has been linked to cancers of blood-forming tissues.!’

Immune System Malfunction

Although infection by microorganisms accounts for much disease, the host’s
immune status plays a parallel role. Mechanisms for resisting microorganisms and
larger parasites were established early in the history of organic evolution. These
have been passed on and improved for the benefit of modern organisms, including
humans. Weakening or disruption of the immune system predisposes any organism
to disease.

HIV provides an important illustration. This virus replicates in and destroys
CD4 cells, a key component of the body’s immune response. With the destruction
of these cells, the immune system becomes inoperative. Frequently present but usu-
ally resisted microorganisms then have a chance to proliferate and cause disease—an
outcome known as opportunistic infection. Patients frequently die of a form of pneu-
monia caused by Pneumocystis carinii. Spores of this organism are present in the lung
tissues of many, if not most, individuals. However, they do not cause disease as long
as the host’s immune system remains intact.

Immunosuppression results from many conditions other than HIV. A number of
medical procedures either deliberately or incidentally involve immunosuppression.
Tissue and organ transplantation, for example, require suppression of the patient’s
immune system to promote acceptance of the transplanted material. Adverse condi-
tions that result from medical suppression of the immune system fall into the category
of iatrogenic disease—illness resulting from an attempt at cure.

Immune suppression also occurs naturally. A number of hereditary diseases
reduce the competence of the immune system, particularly in children. Poor diet may
weaken immune response. Linkages have been reported between low protein intake
and impairment of several components of the immune system; it has been asserted that
“malnutrition is the most common cause of immunosuppression worldwide.”?

Some evidence suggests that an environment rich in disease-causing microorgan-
isms reduces the strength of the human immune system.?! Reduced immune system
capability may explain the devastating effect of AIDS in Africa.

Diminution in ability to fight infection is not the only way the immune system can
malfunction. The immune system can also misdirect its powers against normal and
healthy tissues and organs. Such conditions are known as autoimmune diseases. They
include such widespread illnesses as systemic lupus erythematosus and rheumatoid
arthritis.
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Physical Environment

Along with germ theory, factors in the physical environment are broadly identified by
the public as causes of disease. Environmental effects on individual health are clear-
est in instances of industrial exposure. Historically, coal miners, textile workers, and
shipbuilders have suffered from occupational respiratory illnesses such as black lung
(pneumoconiosis), brown lung (byssinosis), asbestosis, and lung cancer. The discov-
ery among chimney sweeps of old London of a relationship between coal tar exposure
and testicular cancer constituted one of the first discoveries of occupational disease.

Public concern has also focused on air pollution. Of historical significance was the
so-called Killer Fog of 1952 in London. In five days during a December temperature
inversion, a mixture of trapped fog and dirty fuel effluent killed as many as 12,000
Londoners. A recent field study in London focused on more normal levels of exposure
to air pollution. The study demonstrated that asthmatic individuals exposed to diesel
exhaust experienced small reductions in pulmonary function. Although reduction of
this magnitude was not accompanied by clinically significant symptoms, the study
team concluded that individuals with more severe asthma would be likely to sustain
greater impact.”? Longer-term studies have demonstrated increased risk of cardiovas-
cular disease among individuals living in areas with high levels of particulate matter
from automobile emissions.*

Several notorious events following the London Killer Fog have alerted the pub-
lic to the health threat represented by environmental toxicity. In the United States, a
housing development known as Love Canal in New York State was found to have
been built on a chemical waste dump. Prior to evacuation of the site in 1978, expo-
sure to hazardous materials appears to have caused more than half the pregnancies
in the development to end in stillbirths. Radioactive products from the 1986 nuclear
plant explosion in Chernobyl, Ukraine, are expected to produce four thousand excess
deaths from cancer in the surrounding area. Tougher antipollution laws have made
similar environmental catastrophes less likely in England and the United States. But
countries undergoing rapid industrial growth today, such as China, face catastrophic
health risks.

Chemical compounds in food, water, and consumer products also increase the risk
of disease. A review of agents of this type identifies widely encountered substances as
carcinogenic, including halogenated plastics such as polyvinyl chloride compounds
(PVCs), pesticides such as hexachlorobenzene, and pharmaceutical and cosmetic prod-
ucts such as certain hormones and hair dyes.?* Exposure to chemical carcinogens may
occur directly or through contact with persons who have had direct contact. Thus, the
families of asbestos workers have contracted asbestos-specific cancers due to residues
on the workers’ clothing. Unborn children and infants receive carcinogens through the
placenta or the mother’s milk.

Public health researchers have recently become interested in the structures and
streets in which people spend their lives—the so-called built environment. These
researchers identify lack of open space as a cause of disease. An absence of open
spaces such as parks denies people the opportunity to exercise, socialize, and relax.
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Streets made unsafe by excessive automobile traffic or violent criminals expose resi-
dents to risk of trauma. Buildings themselves can represent hazardous environments
due to use of hazardous construction materials (such as PVCs and asbestos), toxic
cleaning agents, tobacco smoke, dust mites, and molds.

Heredity

It is natural for people to look to ancestors and relatives for clues to their own health
risks and life expectancy. Genetic variation does indeed play a role in individual risks
for specific diseases. Well-researched examples include heart disease, certain types of
cancer, asthma, Alzheimer’s disease, and systemic lupus erythematosus. The appear-
ance of diseases recurring over multiple generations in prominent families illustrates
the inherited component of disease etiology. Hemophilia in the court of the nineteenth-
century Russian czars constitutes a familiar historical illustration.

Some of the strongest evidence linking diseases with genetic heritage has emerged
from research on so-called cancer-prone families. A prominent study of colon cancer,
for example, has demonstrated that individuals with several near relatives who have
had colon cancer have a 50 percent lifetime risk of contracting the disease.” This com-
pares with a 2 percent risk in the general population. Similar results have been found
for other cancers, most prominently cancer of the breast.

Studies of identical twins have also helped scientists understand the contribution
that genetic background makes to development of disease. In one important investiga-
tion of cancer risk, scientists studied the health histories of 44,788 pairs of twins in
Scandinavia. Generally, a person whose twin had a particular type of cancer experi-
enced an elevated risk of developing that same cancer.?

Similar findings have been reported in mental illness. In a U.S. study of 794 pairs
of female twins, the investigators compared the importance of genetic and environ-
mental factors (particularly concerning family) in the development of conditions such
as conflicted interpersonal relationships, anxious-depressive symptoms, substance use,
lack of social support, and low self-esteem. Genetic effects were observed for all these
dimensions; total heritabilities ranged from 16 percent to 49 percent. Genetic factors
had more comprehensive effects than family environment.?’

Despite ample evidence of genetic influence on health and illness, the relation-
ship is not necessarily a simple one. Single genes or genetic mutations do explain the
appearance of some conditions. In many instances, though, the effects of multiple
genes interact with each other to produce disease. In still other cases, genetic pre-
disposition interacts with environmental conditions to initiate or promote a disease
process.?

Individual Behavior and Attitude

The biological and physical causes of disease discussed earlier by no means exhaust
potential explanations of health and illness. A great deal of evidence suggests
that lifestyle and diet cause many cases of disease. Public health authorities pre-
dict that today’s overweight adolescents will become tomorrow’s diabetes and heart
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disease patients.” Tobacco and alcohol are obvious factors in development of dis-
ease. People who seldom exercise are likely candidates for heart disease, stroke, and
perhaps cancer. Those who engage in hazardous occupations place themselves at risk
of injury or illness. People who look for good times in activities and venues ranging
from drugs and sex in high-crime neighborhoods to double-diamond runs in Aspen or
Switzerland risk injury. Relationships between behavior and health risk will receive
detailed attention in Chapter Four.

A number of widely read commentaries have asserted that adverse emotion and
personal outlook contribute directly to poor health.’*3! Rigorous investigations have
produced mixed results. A team of researchers, for example, reviewed a large num-
ber of studies on the effects of stress due to loss of a job, death of a spouse, lack of
control over life, war, and natural disaster. They found that stress was associated with
development of cardiovascular disease, but not cancer.*> Attitude, outlook, and emo-
tional state will remain important considerations even if future studies show that they
do not directly affect physical health. People with positive attitudes toward life and
who believe they can control their destiny seem more likely to follow doctors’ orders
and to exercise conscientious self-care.

Geography and Community

Occurrence of diseases and life expectancy tend to differ across geographical area. Life
expectancy is longer in some parts of the United States than in others. Heterosexual
HIV/AIDS, for example, occurs more frequently in the southeastern United States
than on the west coast. Violent crime occurs more often in big cities than in suburbs.
However, methamphetamine manufacture and use are highly prevalent in rural areas.

To some extent, individual outlook and behavior explain the influence of place
on health. Mormonism, which is predominant in Utah, promotes family life, a health-
preserving practice, while forbidding use of tobacco and alcohol. Nevada, on the other
hand, attracts holiday-seekers oriented toward smoking, drinking, gambling, and
prostitution. The relatively unstable population of Nevada makes it more difficult for
people to maintain strong social ties, a personal asset that research has linked with life
expectancy.®

In addition to individual behavior, though, public health researchers now pay
serious attention to factors outside the individual that influence her thinking and
actions. These include social norms, forms of behavior viewed as acceptable in a
given community. Local laws regarding advertising of alcohol and tobacco as well as
enforcement of building codes affect the health of residents. Availability of fresh fruits
and vegetables in a neighborhood promotes healthful diets, while a predominance of
fast food joints does the opposite. Together, these diverse factors define communities
that are healthful versus illness-prone.

A strong body of research has developed attempting to explain these differences on
the basis of the strength of communities. The frequency of contact among individuals with
intimate ties to each other has been found to increase longevity.** This finding has been
replicated in both rural and urban settings and in different regions of the United States.



54 Major Health Problems in Modern Society

The strength of social ties across the community as a whole has also been credited
with promoting health and longevity. The town of Roseto, Pennsylvania, for example,
has attracted the attention of researchers. In the tradition of south Italian immigrants
who originally founded Roseto, residents in the mid-twentieth century consumed a
lard-rich diet. They used tobacco at about the national average. However, they suf-
fered heart attacks at about half the national rate. Researchers have attributed Roseto’s
surprisingly low heart attack rate to the strength of community ties. Both modest- and
high-income earners in Roseto interacted regularly and participated in civic activity.*
Reinforcing this interpretation, a national study found that communities with rela-
tively small differences in the incomes of individuals tended to experience lower death
rates than communities with large income differences.*

Health Risks and Local Culture

Although towns like Roseto may represent a model healthy community, other places
represent just the opposite. Poverty and exposure to environmental hazards can make
a neighborhood an unhealthy place. However, factors associated with local culture
can also foster disease and reduce life expectancy. The city of New Orleans furnishes
an example, as illustrated by observations reported in the Wall Street Journal:>’

Gluttony and excess are to New Orleans what pilgrims and prayer are to Mecca.
The city’s catchphrase, “Let the Good Times Roll,” has become a cliché, and even
the names of places and events—Bourbon Street, Desire, Fat Tuesday, the Sugar
Bowl, the Big Easy—are redolent of debauchery. But living the good life, it seems,
may also mean living the short life. Recent studies by the federal Centers for
Disease Control and Prevention and other groups have named New Orleanians
the fattest people in America, the most likely to contract lung cancer and
among the shortest-lived, with an average life span roughly equal to citizens of
Mauritius, North Korea, and Uzbekistan.

The city also has held the dubious title as America’s murder capital, and it has
ranked in the top tier for AIDS, infant mortality, and other afflictions.

In many cities, statistics like these would spark cries of shame, alarm, or outrage. In
New Orleans, they are generally received fatalistically, or with black humor and
raffish pride. Andrei Codrescu is a poet and editor of a literary journal, Exquisite
Corpse. Told that at fifty-one he is only thirteen years short of the average age of
death for males here, he gestures around the crowded bar where he sits drinking
whiskey and smoking at 3 a.m.

“You have to allow for one fact,” he says. “We're awake twenty hours a day, so
really we live much longer even if we drop dead at sixty-four.”
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NONDISEASE THREATS TO HEALTH, FUNCTION,
AND SURVIVAL

In addition to disease, accidents and other adverse events in daily life must be han-
dled by the health care system. Table 3.2 presents the most frequent nondisease
causes of death in the United States in 2004. These are generally designated as exter-
nal causes of mortality (ICD-10 codes S00-T98 and V01-Y98)—meaning external
to normal or abnormal processes within the individual organism. The numbers of
individuals who survive each event indicated in Table 3.2 are much larger than those
who succumb. Thus, the numbers in the table are merely suggestive of the need for
health services associated with accidents and injury. Numbers corresponding to a
few widely known but infrequently occurring causes of death not presented in the
table provide perspective. In 2004, for example, 52 Americans were killed by legal
execution, 46 by lightning strikes, 22 by floods, and 6 by contact with venomous
snakes and lizards.

TAB LE 3 2 Nondisease causes of death in the United States, 2004

Cause of Death Number of Deaths
Motor vehicle accidents 44,933
Intentional self-harm (suicide) 32,439
Poisoning and exposure to noxious substances (including 20, 950
narcotics)

Falls 18,807
Assault (with firearms, sharp objects, and so on) 11,624
Accidental suffocation, strangulation, or obstruction of airway 5,891
Drowning 3,308
Fire and smoke exposure 3,229
Complications of surgical and medical care 2,883
Mechanical forces (such as machinery) and explosions 2,759

Source: National Safety Council. www.nsc.org/Irs/statinfo/odds.htm. Accessed February 21, 2008.
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EPIDEMIOLOGY: THE SCIENCE OF THE DENOMINATOR

Personal health services aimed at curing or ameliorating threats to an individual’s
health, function, and survival constitute the most visible work of the health care
system. Epidemiology, by contrast, focuses on the health of populations. In this fash-
ion, epidemiology serves as an essential resource for management and policy making.
Health services achieve results on the level of individual patients. But managers con-
figure resources on the basis of an entire community’s needs. Policy makers develop
legislation, regulations, and interventions that address the health challenges ranging
from local to global in scope.

The science of epidemiology provides information on risk of specific diseases
observable in a city, state, or country’s population. Epidemiology identifies the means
through which pathogens survive in the environment to periodically spawn new out-
breaks. Identification of the mechanisms and routes by which disease is transmitted
within and across communities is a classic focus of epidemiological investigations. In
the absence of direct biological evidence, epidemiology can help identify the causes
of disease by determining common characteristics among those affected—in this man-
ner, tobacco and asbestos were first identified as causes of lung cancer.

Epidemiology is sometimes known as the science of the denominator. This is
because epidemiologists concern themselves primarily with rates of disease—obtained
by dividing the number of people with an illness by the population at risk—rather than
the ill individuals, as do clinicians. Epidemiology covers many manifestations of dis-
eases. Often, it addresses incidence of diseases (the number of new cases occurring
in a population within a specified time period) and prevalence (the number of cases
that exist within a population at a given point in time). Epidemiologists study conse-
quences of disease such as pain and disability.

An early example illustrates how characteristics of people who frequently con-
tract a particular disease may provide clues to the disease’s immediate, if not ultimate,
cause. Percival Pott, the famed eighteenth-century London surgeon, noticed high rates
of scrotal cancer among the city’s chimney sweeps. Inferring that chimney soot was
somehow responsible for the disease, Pott advised chimney sweeps to take precau-
tions against excessive and prolonged contact with soot. It was not until the twentieth
century that Japanese scientists identified the specific chemical compound in coal resi-
due responsible for scrotal cancer. The epidemiological evidence observed by Pott had
the capacity to save lives threatened by a disease whose actual cause was unknown in
his time.

Early epidemiologists also made inferences based on the geographic points
around which epidemic cases occurred. Such findings often pointed to reservoirs of
disease—human groups, neighborhoods, or manmade facilities that harbor and main-
tain disease-producing factors, known or unknown. The British physician John Snow’s
discovery during a severe epidemic of cholera between 1853 and 1854 provides a clas-
sic example. Snow discovered that the residences of cholera victims tended to cluster
around a water supply source known as the Broad Street Pump. The pump in fact
dispensed water contaminated by cholera-bearing sewage. Snow stopped the epidemic
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by removing the handle of the now-infamous pump, whose tainted water comprised,
quite literally, a reservoir of disease.

It is instructive that Snow never learned the actual cause of cholera. He believed it
to be a water-borne poison somehow associated with sewage. Only some thirty years
later did Robert Koch identify vibrio cholerae as the responsible bacillus. Even before
the actual cause of a disease has been determined, epidemiology can serve as the basis
for effective action.

The Concept of Relative Risk

Epidemiologists sometimes use the concept of relative risk to compare likelihood of
morbidity or mortality in two distinct populations or population segments. Relative
risk (or risk ratio) is computed by dividing the probability of an event—for contracting
a disease, for example—in one group by the probability of that event in another. As a
hypothetical example, consider the potential effect of exposure to a certain chemi-
cal on the likelihood of contracting cancer. An experimental situation compares 462
nonexposed individuals with 851 exposed. It is found that over an extended period
of time, 154 people who were not exposed contracted cancer, while 709 of those
exposed did. The risk experienced by the nonexposed people would be 33 percent
(154/462); the risk of those exposed would be 83 percent (709/851). The risk ratio of
individuals exposed to the chemical and those not exposed would be 2.5 (.83/.33),
clearly suggesting that the chemical causes cancer.

Alternatively, epidemiologists compute odds ratios to compare the likelihood of
an event's occurring between two groups. In the above example, the odds of a non-
exposed individual’s remaining cancer-free would be 2 to 1 (decimally expressed as
154/308 = .5). The odds of an exposed person’s contracting cancer would be approxi-
mately 5 to 1 (expressed as an exact decimal of 709/142 = 4.993). The odds ratio
would be 4.99/.5 = 9.99, again indicating the chemical’s strong carcinogenicity.

Both statistics have advantages. Relative risk has a more intuitive meaning: in the
above example, people exposed to the chemical have a risk of developing cancer 2.5
times greater than those not exposed. However, relative risk cannot be computed in
all experimental designs and may overstate small differences in likelihood of an event's
occurring within comparison groups.

Adapted from: Simon SD. Understanding the odds ratio and the relative risk. Journal of
Andrology. 2001;22(4):533-536.

Traditional Epidemiology

Identifying features that many individuals with a given disease have in common
remains a model for epidemiology today, as it did in the time of Edgar Snow. Both the
risk groups and the routes of transmission for AIDS were determined in this fashion.
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In 1983, epidemiologists at the federal Centers for Disease Control and Prevention
(CDC) analyzed data on the first one thousand cases of AIDS reported to the agency.*®
All but sixty-one of the cases could be classified into one or more of the following
groups: homosexual or bisexual men, intravenous drug abusers, Haitian natives, or
patients with hemophilia. These findings suggested that AIDS was caused by a blood-
borne pathogen and served as the basis for public health alerts to the relevant risk groups.
Identification of the specific virus that caused AIDS, however, was still years away.

Identification of reservoirs of disease and routes of transmission to susceptible popu-
lations has been a source of international concern since the fourteenth century. Realizing
that bubonic plague originated in Asia Minor and was disseminated along trade routes,
officials in Italian port cities such as Venice instituted the practice of quarantine, prohib-
iting ships from the East to dock until their occupants were proven disease-free. Today
international systems of influenza surveillance have been established to identify poten-
tial sources of global epidemics and to initiate measures to mitigate them.

Action against avian flu in the early twenty-first century provides an example.
Localized cases of the disease were identified in Southeast Asia and Hong Kong, where
domestic chickens apparently transmitted the virus from wild birds to humans. Chickens
in huge numbers were killed and burned in an effort to prevent global exposure.

The following examples illustrate the contemporary importance of epidemiologi-
cal detective work:

®  An epidemic of diarrhea in Rome, New York, during the mid-1970s also illus-
trates the techniques and continuing relevance of traditional epidemiology. The
epidemic was traced to a species of protozoa known as Giardia lamblia. This
microorganism causes diarrhea of explosive intensity, along with cramps and
fever, and is occasionally fatal. Over 10 percent of the residents of the city of
Rome became infected with G Lamblia, the largest epidemic of its kind in U.S.
history. The epidemic was traced to the city water supply.”® A combination of
antiquated chlorination and filtration systems, plus an increase in human habita-
tion in the watershed, appear to have produced the infestation.

m A well-known epidemiological investigation in the 1990s traced a Florida wom-
an’s HIV infection to her dentist.* An absence of typical risk factors (such as
intravenous drug use or sexual contact with potentially infected men) alerted pub-
lic health officials to the possibility of a new source of infection. The woman
identified her dentist as a possible source, and he indeed was suffering from AIDS
and had ceased to practice. Examination of additional former patients identified
several others with HIV infection. Retrospectively tracing the source of infection
to a specific individual or reservoir is sometimes called look-back procedure.

B An outbreak of syphilis in San Francisco during the late 1990s was traced to a
gay Internet chatroom. Users made contact with a single infected individual, or
index case, through the chatroom. They contracted syphilis upon subsequent
physical contact with this individual and went on to infect others.! Although
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syphilis bacilli do not literally travel through cyberspace, a series of social con-
tacts initiated through the Internet promoted spread of the disease. The chatroom
may be thought of as a virtual reservoir of disease.

m In an instance of food-borne illness, a case control study was used to identify the
source of an outbreak of salmonella saphra in southern California.** Although
only a few cases of this infection normally occurred each year, public health offi-
cials were notified of fifteen cases occurring within a period of three weeks. The
officials performed a case-control study, in which salmonella patients, designated
as cases, were compared with controls, individuals unaffected by the organism.
Both cases and controls were intensively interviewed regarding the foods they
had eaten recently. Patients were more likely than controls to have consumed can-
taloupe (88 percent versus 45 percent). Through interviewers with grocery store
managers and distributors, the officials identified the source of the epidemic as a
particular growing region in Mexico. The investigation pointed up health risks
from food importation and the importance of washing produce.

The Florida HIV outbreak and the Rome diarrhea epidemic illustrate concerns
and controversies in epidemiology. Both examples illustrate the importance of unusual
occurrences to epidemiologists. In themselves, AIDS and giardiasis are widely
encountered. However, AIDS occurs largely within recognized risk groups such as
gay men and injection drug users (IDUs). The disease is said to be endemic in these
populations—continuously present and neither markedly increasing nor declining in
prevalence. Similarly, infection by G. lamblia occurs regularly among backpackers
and travelers returning from countries with faulty infrastructure. An AIDS diagnosis
would be very serious, and giardiasis troubling for any individual. But AIDS in an IDU
or giardiasis in an adventure tourist would spark no extraordinary concern purely for
epidemiology.

The Florida HIV case also illustrates challenges for epidemiology. Epidemiological
techniques can provide strong clues about the origin and spread of disease. But they
can seldom provide conclusive proof. Critics, for example, have argued that the HIV
victims in Florida may have contracted the disease from sources other than the dentist.
These critics also raise the possibility that some of the individuals may have lied about
their sexual history or orientation.

The Epidemic Cycle

Scientists have repeatedly demonstrated that epidemics occur in cycles. Plotted
against time elapsed from a zero point, incidence of an epidemic disease approximates
a normal distribution. Figure 3.1, for example, illustrates the increase followed by the
decline in incidence of an atypical strain of influenza in Mexico during April 2009.
This influenza strain, the HIN1 or swine flu virus, later gave rise to widespread dis-
ease in the United States and elsewhere. But its incidence rose and fell in its venue of
origin, a sequence ultimately expectable worldwide.
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FlG U RE 3 . 1 Epidemiological curve of swine-origin influenza A (HT1NT)
virus infection: Mexico, April 2009
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Epidemics since ancient times seem to have arisen and declined in similar fash-
ion. A classic formulation known as Farr’s law offers an explanation.** Accordingly,
a virulent microorganism eventually runs out of new individuals to infect. All indi-
viduals are not equally susceptible, nor are they equally exposed. As the availability
of susceptible but as yet unaffected individuals declines, the chain of transmission is
broken. Thus, even the most fearsome epidemics have burned themselves out.

Modern Applications

Like traditional epidemiology, today’s investigators monitor and analyze the occur-
rence of disease (morbidity) and death (mortality). But epidemiology can also address
derivative phenomena such as pain, disability, avoidable hospitalization, and survi-
vorship. Related studies go beyond observations of which clinicians themselves are
capable. Thus, studies of pain in the general population alert health professionals to
potential undertreatment of pain in doctor’s offices and hospitals. Epidemiological
studies of disability have demonstrated that resources such as flexibility in working
hours can help keep people with physical dysfunction in the mainstream.* Research on
hospitalization for conditions potentially treatable in community settings—so-called
ambulatory care—sensitive disease such as asthma and congestive heart failure—point
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up the need for more community medical resources.* Studies of cancer survival have
identified the consumer’s access to care and ability to navigate the health care system
as factors capable of extending life expectancy.*

An Epidemiology of Violence

The city of Los Angeles is sometimes viewed as a place where gang violence flourishes.
News reports of drive-by shootings make people elsewhere think that gunplay is ram-
pant among citizens driven mad by road rage.

Using a database on gangs maintained by the Los Angeles Police Department,
researchers conducted an epidemiological study of drive-by shootings that occurred
in a single year.#” The researchers found that 429 individuals had been killed or
wounded.

Of this total, 303 (71 percent) were gang members. The majority of shootings
occurred in areas plagued by violent street gangs, typically economically deprived
African American and Hispanic neighborhoods. Most shootings result from gang
rivalry and largely affect gang members.

The researchers concluded that “drive-by shootings are not random events,” but
a phenomenon particular to the inner city.

Traditional epidemiology focused on acute disease and physical routes of trans-
mission. Today epidemiologists must also concentrate on what may be termed mod-
ern diseases, whose development is often obscure, complex, and slow. Applications
of epidemiological principles today, whether focused on acute or chronic conditions,
extend to social, economic, and environmental factors. Diseases that are caused by
human efforts to prevent disease are also concerns of the modern epidemiologist.
Generally, such diseases are known as iatrogenic. The creation of drug-resistant
bacteria through overuse of antibiotics illustrates the iatrogenic process. Infections
that occur in hospitals, known as nosocomial infections, constitute a special case of
iatrogenesis.

Today’s epidemiologists are concerned with the rapid development and worldwide
transmission of new strains of disease and perhaps even new diseases. The potential
exists for pathogenic microorganisms to mutate into new forms with greater capac-
ity to harm human populations. Thus, bacteria in time become resistant to antibiotics
and cancer cells become immune to chemotherapeutic agents. Viruses that breed in
animals acquire the ability to infect human hosts. An exchange process taking place
within the intestines of pigs on farms of mainland China has worldwide implications.
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In this process, viruses in the pigs’ guts exchange DNA fragments with human DNA
that the pigs have ingested via household waste. It is feared that the process may give
rise to contagious and lethal forms of influenza, readily spread worldwide by migrat-
ing birds and the global transportation network.*

Outbreaks of diseases heretofore confined to isolated outposts of humanity have
begun to spark international concern. Ebola and Marburg, two viral diseases, produce
extreme morbidity in the form of massive hemorrhaging. Originally, these diseases
occurred in isolated African jungle locales. Transmitted only by contact with body
fluids, they have devastated individual villages, but did not readily spread to neighbor-
ing settlements. However, acquisition by the Ebola or Marburg virus through mutation
of a capacity for aerosol transmission (via coughs and sneezes) could create a disease
with the potential of becoming widespread.

Managerial Epidemiology

Today epidemiology contributes directly to the work of managers and policy makers.
Contributions of this nature are sometimes grouped under the label of managerial
epidemiology. Management of many types of health services benefits from epidemio-
logical methodology. A good example may be found in the planning and pricing strat-
egy of health plans offering prospective payment contracts to consumers (typically
employee groups). Under such contracts, the plan is required to provide or pay for care
required by the insured group at a fixed price. Epidemiology provides an understand-
ing of the likely disease burden of the insured group, allowing the health plan to price
its services appropriately. Planning and locating health facilities constitutes another
application. Health care entities contemplating where to establish new facilities may
wish to place them in areas where the complaints in which they specialize are most
frequent.

HEALTH AND ILLNESS IN THE TWENTY-FIRST CENTURY

Compilations of figures by state and federal agencies help define the task of the U.S.
health care system. Table 3.3 indicates the most frequent causes of death in the United
States. Heart diseases, cancer, and strokes are now the predominant causes of death,
both in the United States and other economically advanced countries.

Morbidity and Mortality

The twentieth century saw striking changes in the predominant causes of death in the
United States. Early in the century, infectious diseases accounted for a much higher
proportion of deaths. The three most frequent causes of mortality were influenza,
pneumonia, and tuberculosis, which together accounted for almost a quarter of all
deaths. Food-borne and water-borne diseases such as cholera, diarrhea, and intesti-
nal ulceration constituted another frequent cause of mortality, accounting for 8 per-
cent of all deaths. The public health systems and antimicrobial drugs deployed in the
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TABLE 3.3 The most frequent causes of mortality in the United States,
2005

Number of Deaths Percentage of

Cause (Thousands) Deaths
All causes 2,448

Diseases of heart 652 26.6
Malignant neoplasms 559 22.8
Cerebrovascular diseases 143 5.8
Chronic lower respiratory diseases 131 5.4
Unintentional injuries 118 4.8
Diabetes mellitus 75 3.1
Alzheimer’s disease 72 2.9
Influenza and pneumonia 62 2.8
Nepbhritis, nephritic syndrome, nephrosis 44 1.8
Septicemia 34 1.4

Source: National Center for Health Statistics. 2009. Health, United States, 2008. Table 30. Hyattsville,
MD: National Center for Health Statistics.

twentieth century brought infectious diseases under control. However, it is important
to remember that the causes of these diseases are still prevalent in the environment and
may not have been controlled permanently.

Notable differences in the most frequent causes of death are found across age and
racial groups. Among men, suicide was the eighth leading cause of death in 2005.
Among African Americans, human immunodeficiency virus (HIV) disease was the
ninth leading cause. Among individuals twenty-five to forty-four years of age, uninten-
tional injury was the leading cause of death, accounting for 24.4 percent of deaths in this
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age group. Suicide, homicide, and HIV accounted for 9.1, 6.1, and 4.5 percent of deaths
respectively among Americans ages twenty-five to forty-four.

Like the differences observable over the past hundred years, more recent changes
in prevalence of mortality causes are important. Although heart disease is still the
most frequent killer of Americans, its frequency as a cause of death has declined sig-
nificantly since the mid-twentieth century. The proportion of cancer deaths, however,
has increased over time. Effective medical and surgical treatments for heart diseases
and underlying circulatory pathology have come into widespread use. These include
drugs for prevention of sclerotic plaque and cardiac arrhythmia, as well as coronary
artery bypass surgery. But progress in treatment for some of the most lethal cancers,
such as lung and pancreas, has, despite well-funded efforts, been frustratingly slow.

Although the diseases named in Table 3.3 represent the immediate causes of death,
many public health scientists would seek the root causes of mortality beyond these
figures. These observers point to smoking as the actual cause of many cancer deaths,
overweight and sedentary lifestyle as the cause of much heart and vascular diseases,
and poverty and racial discrimination as the cause of many deaths from other immedi-
ate causes.

Tables 3.4 and 3.5 provide other perspectives on the tasks facing the U.S. health
care system. These tables indicate the reasons people have sought care in doctors’
offices and hospitals.

TABLE 3.4  The most frequent reasons for office visits in the
United States, 2006

Number of Visits Percentage of
Reason for Visit (Millions) Visits
All visits 902.0
General medical exam 66.4 7.4
Progress visit, not otherwise specified 51.3 5.7
Cough 26.7 3.0
Postoperative visit 23.4 2.6

Prenatal exam 21.7 2.4
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TABLE 3.4
Number of Visits Percentage of
Reason for Visit (Millions) Visits
Gynecological exam 19.4 2.1
Medication 19.0 2.1
Stomach pain or cramps 16.0 1.8
Knee symptoms 15.0 1.7
Well-baby exam 13.6 1.5
Back symptoms 13.3 1.5
Symptoms referable to throat 13.3 1.5
Test results, not otherwise specified 13.1 1.4
Visual dysfunctions 12.2 1.4
Fever 12.2 1.3
Hypertension 11.6 1.3
Earache or ear infection 11.4 1.3
Headache or pain in head 10.2 1.1
Skin rash 10.1 1.1
Nasal congestion 9.4 1.0
All other reasons 512.7 56.8

Source: Cherry DK, Hing E, Woodwell DA, et al. National Ambulatory Medical Care Survey: 2006 sum-
mary. National Health Statistics Reports. Table 8. August 8, 2008 (No. 3).
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TABLE 3.5 Leading discharge diagnoses from U.S. short-stay hospitals,
2004

Number of Percentage of

Category of First-Listed Diagnosis Discharges (Millions) Discharges
All conditions and diseases 34.9

Heart, stroke, or circulatory system 4.4 12.6
Females with deliveries 4.1 1.7
Psychoses 1.6 4.6
Pneumonia 1.3 3.7
Cancer 1.2 3.5
Fractures 1.0 2.9
Cerebrovascular disease 9 2.6
Complications of surgical or medical care 9 2.6
Osteoarthritis and related 7 2.0
Diabetes .6 1.7
Cellulitis and abscesses .6 1.7
Dehydration .5 1.4
Asthma .5 1.4
Chronic bronchitis .5 1.4
Urinary tract infection A4 1.1

Source: Kozak LJ, DeFrances CJ, Hall MJ. National Hospital Discharge Survey: 2004 annual summary
with detailed diagnosis and procedure data. Vital Health Statistics. 2006;13(162):1-209.
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Table 3.4 presents the most frequent reasons identified by physicians for visits by
their patients. People most often visit the doctor for a general medical examination, a
“progress visit” to follow up on an intervention such as medication, or postoperative
care. Of general patient-perceived symptoms, coughs appear most frequent, followed
by stomach, knee, and back problems.

Table 3.5 presents data on the most frequent reasons for treatment in the hospital.
Diagnosis charted at discharge, or discharge diagnosis, is commonly used as the basis
for statistics on reasons for hospitalization because a diagnosis may not be readily
available at admission. Heart and circulatory disease, including strokes, are the most
frequent reasons for hospitalizations. Women giving birth account for the second most fre-
quent category. Emergent conditions such as fractures are included among the leading
discharge diagnoses. Surprisingly, serious mental disorders (psychoses) account for
more instances of hospitalization than cancers.

The Concept of Modern Disease

It is useful to think of the diseases that cause the most deaths in the contemporary
United States—and also account for many doctor visits and hospital stays—as modern
diseases. These include cancer, heart disease, stroke, diabetes, and chronic obstruc-
tive pulmonary disease. These diseases existed in earlier times as well. However,
with the control of infectious disease, they have become more prominent as causes of
mortality.

Modern diseases involve a cluster of the following distinguishing characteristics:

m Chronicity. Modern diseases are chronic in nature; that is, they are often never
fully cured, but remain part of the patient’s life, to be lived with and managed. Cancer
and AIDS are examples. Like other chronic diseases, cancer and AIDS are distin-
guished from diseases that posed the greatest problems in yesteryear, which were
acute and self-limiting. Diseases of this kind would rapidly reach a crisis, at which
time the patient would die or survive, retaining a measure of immunity from further
infection. Measles and smallpox are examples.

m Multifactorial in etiology. Early life scientists such as Koch and Pasteur thought
of diseases as being caused by a single, identifiable agent. Modern diseases, however,
usually arise from a combination of factors. Biologically, a person may be predisposed
to contracting a cancer or heart condition due to genetic heritage. The environment,
including one rich in damaging radiation or lacking healthy nutrition, may potentiate
the biological predisposition. The individual’s social surroundings, which promote or
deter healthy behavior, may affect risk of the disease.

m Expensive to treat. Modern diseases are more expensive to treat than acute,
self-limiting ones. This is because the individual requires continuing treatment for a
number of years, until he succumbs to the diseases or is done in by a competing cause
of mortality. Episodes of treatment are also more expensive than a single episode of a
familiar, infectious disease.
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® Require physician-patient collaboration. Unlike the case of many acute, self-
limiting diseases, patients need to be participants in their care. Many modern diseases
require behavior changes and dietary revisions. For most such diseases, the patient
bears responsibility for collaborating with the medical regimen.

Although so-called modern diseases today account for most mortality and mor-
bidity in the industrialized world, diseases of the contagious, acute, and self-limiting
variety are still present in the human environment. Modern diseases, moreover, may
ultimately decline in importance, as scientists chip away at the threats represented by
heart disease, cancer, AIDS, and similar conditions. A new class of challenges to health
and survival may emerge, perhaps fitting the label postmodern diseases. Postmodern
threats to health and survival arise from a combination of social, economic, and envi-
ronmental factors. Although colon cancer is often cured, for example, mortality may
result from a combination of factors including an absence of practical assistance in
the subject’s neighborhood, inadequate opportunity for screening and treatment, poor
nutritional resources, and lack of skills in self-care.

FUTURE THREATS TO HEALTH

Conditions in the world today expose populations to new health threats. Disease can
migrate from an isolated African cave to the heart of Western Europe in a matter of
hours. Modern medicine enables individuals with heritable diseases to survive long
enough to pass dysfunctions on to succeeding generations, increasing the prevalence
of heritable diseases. Economic abundance itself has pathogenic effects. As leisure
time and inexpensive carbohydrates become more widely available, pathological con-
sequences such as obesity and diabetes become more prevalent. Other emerging and
potential health hazards are illustrated below.

Drug-Resistant Microorganisms

As humankind has fought disease with antibiotics, it has helped create strains of patho-
genic organisms that are resistant to these drugs. Thus, a new generation of “super-
bugs” has begun to emerge. Methicillin-resistant Staphylococcus aureus, or MRSA,
has become a major problem in U.S. hospitals. New drug-resistant strains can be
expected to emerge in the coming years.

Broadly speaking, the emergence of drug-resistant microorganisms may be con-
sidered an iatrogenic phenomenon. Use of antibiotics for conditions in which they
are unnecessary or ineffective has stimulated mutation to immunity by microbes.
Reducing such use of antibiotics in the community, however, has proven difficult.
Consumers demand treatment for diseases such as ear infections that, though pain-
ful, are likely to spontaneously resolve themselves in time. Antibiotics are used to
prevent disease in some settings. Livestock are fed such drugs to enable them to sur-
vive in crowded pens. Prostitutes in some cities take antibiotics to prevent infection
by clients, promoting the development of drug-resistant strains within their bodies.
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These drug-resistant microorganisms are then spread worldwide by sailors, sex tour-
ists, and others global transients.

Species-Threatening Epidemics

In addition to the perspective on epidemics as self-limiting presented above, it is
important to note that unique events in organic evolution may occur in the future as
they undoubtedly have in the past. Homo sapiens have evolved some immunity to most
pathogens in their environment. Thus, infectious microorganisms seem to eventually
run out of hosts. However, an alternative scenario underscores the importance of both
surveillance and the capacity of civilization to rapidly develop and deploy remedies to
unexpected threats.

Begin with a thought experiment: What might it take to produce a virus with the
potential to eliminate Homo sapiens? For a start, it should be one that we are unfa-
miliar with, our physical naiveté ensures only perfunctory resistance to virulent infec-
tion. To preserve the element of surprise, the virus must cross to humans from another
species. Airborne transmission would encourage such a leap—a cough or simply
sharing a breath, especially if only a tiny amount of virus were needed to establish
a human foothold. Once inside us, the virus must multiply with extraordinary rapid-
ity, producing catastrophic and irreversible damage to all major organs: liver, heart,
lungs, brain, kidneys, and gut. During this phase of fertile proliferation, subtle but
significant changes to its structure (mutation) would enable the virus to evade any
rear-guard attempt by our immune system to reestablish control. To give the virus
the ultimate upper hand, we should possess neither drug nor vaccine to challenge
the infection. Finally, we should be denied the means to restrain viral spread, an easy
condition to fulfill if one is ignorant of where it normally (and peacefully) resides.*®

KEY TERMS

Etiology Incidence
Environment Prevalence
Epidemiology

SUMMARY

This chapter identifies the illnesses and injuries that are most often encountered by
health care providers today, illustrates the most important health risks presently facing
the public, and describes new threats to health that are possible in the future.

The health care industry aims at maintaining normal biological functioning among
Americans despite the challenges posed by illness and injury. Defining the health care
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system’s proper domain, however, is more difficult now than in the past. Social, cul-
tural, and political factors affect conceptions of health and illness. Definitions of nor-
mality themselves are subject to change. The causes of illness, moreover, are not fully
understood.

The science of epidemiology contributes to understanding of health and illness
by identifying sources of disease and the means by which risk of illness is distributed
within a population. Unlike other branches of the health care industry, epidemiology
concerns itself with health of a society, jurisdiction, or neighborhood. Information of
this kind has wide implications for policy, planning, and marketing. In this connec-
tion, the term managerial epidemiology has come into use.

Pain, depression, allergies, respiratory diseases, high cholesterol, hypertension,
and peptic disorders comprise the most frequently encountered health problems in the
United States. Cancer, ischemic heart disease, and stroke, followed by unintentional
injuries, chronic obstructive pulmonary disease, pneumonia or influenza, diabetes,
and chronic liver disease are the most frequent causes of death. Subjective perception
and intercultural differences help determine whether an individual considers himself in
need of health care.

The diseases that represent the greatest threats to health and longevity in the United
States today are chronic in nature and of multifactorial etiology. They are caused by
combinations of environmental, hereditary, and behavioral factors. Their treatment and
control often require multiple interventions, which raise issues for the health care sys-
tem. Once thought to have become unimportant, infectious diseases today represent an
increasing concern.

DISCUSSION QUESTIONS

1. Health risks and causes of death vary among people of different genders, age
groups, and races. What issues does this observation raise for American society?

2. Of human concerns today that are considered normal, are any likely to become
legitimate targets of medical intervention in the future?

3. Since the mid-twentieth century, decline in tobacco use has contributed mark-
edly to the health of Americans. Can you identify any public health or policy
interventions capable of contributing similarly to public health in the years to
come?

4. The causes of death in the United States today are different from those of a hundred
years ago. What will be the most frequent causes of death a hundred years hence?

5. How likely do you consider the occurrence of a species-threatening epidemic in
the next twenty years?
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LEARNING OBJECTIVES

m To learn about individual perceptions of illness
= To understand why people accept some health risks but not others

= To see how social, economic, and cultural factors affect the seeking of health
care and demand for health services

= To become familiar with steps intended to promote appropriate utilization of
health care and favorable outcomes

= To appreciate key consumer preferences in health care
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THE BEHAVIORAL DIMENSION

This chapter focuses on the thinking and the behavior of health care consumers. As dis-
cussed in the preceding chapter, human behavior can promote or reduce risk of disease.
This chapter takes a closer look at human behavior related to health and health care.
It addresses not only behavior but the reasons why it takes place, including the indi-
vidual’s thinking and forces outside the individual. The availability to an individual of
medical facilities and effective treatments does not ensure that she will benefit from
them. Even people who make use of available medical resources may not do so appro-
priately. Social factors as well as individual experience affect utilization. Acceptability
of risk plays a part not only in exposure to disease but utilization of health care. In a
feedback cycle of major importance, the behavior of health professionals and organiza-
tions can affect the thinking and actions of consumers in a positive or negative fashion.

THE CONCEPT OF THE SICK ROLE

A classic concept in medical sociology known as the sick role' helps make sense of
the differences in how individuals respond to symptoms. The concept provides insight
into how illness may change an individual’s relationships with those around him or
her and society as a whole. It also provides a framework for characterizing individual
patients and anticipating how they might respond to the offerings or instructions of
health professionals.

Dimensions of the sick role concept include self-conception and social relations
considered appropriate in the event of illness. The term role in this context reflects the
characteristics and behavior that society expects of a sick person. Expectations of this
kind include both privileges and responsibilities. The sick role, for example, grants
the individual release from work and social obligations. But it requires the individual
to seek care, adopt lifestyle modifications required for recovery, and avoid exposing
others to infection.

Differing tendencies prevail among individuals with regard to acceptance of the
sick role. Some individuals readily accept the role. Gross symptoms contribute to
acceptance of illness. Social pressure to accept the sick role may come into play, as,
for example, when someone with a bad cold is urged by colleagues at the workplace
to go home. Other social influences may discourage an individual from accepting the
sick role. Many people keep working despite obvious disease or take drugs to mask
the appearance of illness in order to recreate or socialize.

Psychological and personality factors frequently impel individuals to reject the
sick role. People are often reluctant to admit to themselves that they have a life-threatening
disease. Rejection of the sick role in such instances has been characterized as denial.
Denial may occur in less severe instances. Some people, for example, think of them-
selves as “never getting sick.” Others place so high a value on self-sufficiency that they
cannot accept the privileges of help from others or release from work.

People do not adopt the sick role, then, simply because they develop symptoms of
disease. Adoption of the sick role also depends on the individual’s values, personality,
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and social background. Women, for example, seem to adopt the sick role more readily
then men.? Stress can motivate people to embrace the sick role, or to reinforce the sick
role in motivating people to seek medical care.* The need to justify nonachievement
of personal objectives or unfavorable social status can induce people to adopt the sick
role. According to one study, public welfare recipients unable to become self-support-
ing looked to illness as an acceptable explanation.*

Despite its potential for abuse, the sick role should not be confused with malinger-
ing or fraudulent claim of illness. When adopting the sick role, an individual makes a
positive contribution to the society around him. The individual’s adoption of the sick
role invokes compatible responses from the holders of other roles (by substituting at
work or caretaking, for example). By going home or staying away, the person adopt-
ing the sick role protects others from contagion.

HEALTH RISK BEHAVIOR

Along with acceptance versus rejection of the sick role, an individual’s choices regard-
ing risk help determine her health status and utilization of services. Chapter Three
addressed risks over which an individual may have little or no control, such as hered-
ity, environment, or exposure to microorganisms. Individuals, however, may exercise
substantial choice over other risks. To varying degrees, individuals are free to choose
their lifestyles, occupations, neighborhoods, and exposure to substances. Choices such
as these in turn affect the individual’s health.

Personal Acceptance of Risk

Lifestyle. Many Americans pursue lifestyles and use substances that place their health
in jeopardy. Despite increased understanding, acceptance of personal health risks in
these areas remains widespread. Table 4.1 indicates that over one-third (37.6 percent)
of Americans are physically inactive. A large majority of Americans are overweight
(65.1 percent), and 21.5 percent now smoke tobacco. The percentage of U.S. adults
who smoke fell considerably during the late twentieth century, declining by 50 percent
during the century’s closing decades. Still, over one in five continue this highly lethal
practice.

Table 4.1 also illustrates differences in the degree of risk across major demo-
graphic categories. Females, for example, are less likely to smoke than males, but
more likely to be physically inactive. Higher levels of education correspond to lower
levels of inactivity and smoking. Latinos and Asian Americans are less likely to smoke
than Caucasians or African Americans. Not shown in the table is a growing tendency
among Americans to become overweight. During the period 1960 to 1962, 44.8 per-
cent of Americans were overweight, compared with 65.2 percent during the period
1999 to 2002. Overweight occurs most frequently today among African American
women (77.1 percent) and Mexican American men (73.2). While rates of smoking
and inactivity are higher among the disadvantaged, the tendency to be overweight is
shared by all socioeconomic categories.
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TABLE 4.1 Major health risks by demographic characteristics

Health Risk (%)

Inactive Overweight® Current Smoker*

All 37.6 65.1 21.5
Gender

Male 354 68.8 23.7

Female 39.5 61.7 19.4
Race

African American 48.5 70.1 18.1

Caucasian? 334 69.4 22.7

Asian 35.9 n.a. 6.3

Latino or Hispanic 51.9 72.7 10.9

Native American 54.7 n.a. 31.3
Years of education

Less than 12 61.2 65.2 29.7

12 45.5 68.8 27.8

13-15 28.1 64.9 21.1

College graduate 10.2

Excluding Latino or Hispanic.

®Race percentages for overweight are approximate (average male and female); “years of education”
in this column are “poor, near poor, and nonpoor.”

‘Adults over 18.

Source: National Center for Health Statistics. 2006. Health, United States, 2005. Tables 63, 64, 65, 72,
73. Hyattsville, MD: National Center for Health Statistics.
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Table 4.1 underscores the fact that lifestyle and consumption choices are not
independent of people’s social conditions and background. The personal health risks
addressed in the table are concentrated among the socially disadvantaged. Data on
some of the most acutely lethal health risks reinforce this impression. Deaths due
to illicit drug overdose, for example, are most likely to occur among racial minori-
ties.> A majority of habitual users of illicit drugs overdose from time to time, though
not always with fatal results. However, overdose is a major cause of death in large
American cities, constituting, for example, the ninth leading cause of death in 2000 in
the city of New York. In 1998, male rates of fatal overdose were 21.3 per 100,000 for
African Americans, 18.9 for Latinos, and 15.2 for Caucasians.

Relatively advantaged people engage in behavior that, while neither socially
frowned upon nor illicit, nevertheless places them at risk of ill health and mortality.
Many, in fact, consider such activity to be healthful, wholesome sport. An estimated
425,900 Americans aged six though seventeen were treated at U.S. hospitals for gym-
nastics-related injuries between 1990 and 2005.° About 200 million people worldwide
ski Alpine-style. Among these individuals, risk of anterior cruciate ligament injury is
comparable to that of college football players.” Sports that place their participants at risk
of spinal cord injury and paralysis include diving, horseback riding, trampolining, and
air sports such as hang gliding. A total of 14.5 percent of paralyzed patients brought to a
trauma rehabilitation facility had been injured in sports, a majority of these in diving.?

The influence of an individual’s subculture on acceptance of health risks may be
strong. It has been observed, for example, that few teenage skateboard enthusiasts
consistently wear helmets, wrist guards, or kneepads.” A culture of youthful bra-
vado and invulnerability discourages visible risk avoidance. The writer of an article
in Skateboarder magazine comments, for example, that “pads make you look like a
dork” and that “elbow pads, kneepads, and wrist guards are equally dorky-looking.”!
Similarly, networks, neighborhood, and affinity-group cultures seem likely to affect
willingness of individuals to take a broad range of risks.

Drugs favored by poor people and minorities, as well as daring maneuvers by
skateboarders, may be seen as risks engaged in by the backward or immature. But the
thinking of educated, presumably progressive-minded people may also give rise to
increased risk. The gender-equality movement, for example, appears to have increased
the average young woman'’s risk of traumatic injury. In comparison with years past, many
more women today participate in competitive sports such as soccer and basketball. Women
are considerably more likely to sustain serious injuries in soccer, basketball, and other
sports than are men.!!

Across the globe, other forms of risk taking with roots in culture and tradition may
be observed. One such risk is consanguineous union, or marriage ranging from cousin-
cousin to more distant relatedness. Prevalence is highest in Arab countries, followed
by India, Japan, Brazil, and Israel. Within the United States, pockets of consanguine-
ous union prevalence exist within religious communities such as Utah Mormons and
Pennsylvania Old Order Amish. In Saudi Arabia, where consanguineous union is com-
mon, offspring are at elevated risk of juvenile rheumatic disease'? and retinoblastoma,
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A teenager practices skateboarding. Note absence of protective gear strongly recommended by
public health authorities such as helmet, kneepads, and wrist guards. Culture, whether defined
by ethnic or age group, significantly affects the risks an individual will accept.

an eye cancer that usually occurs among young children."® Both Utah Mormons and
Old Order Amish experience high rates of mortality among the young men in their
communities.'*1

Medical Risk. The choices an individual makes regarding health care may itself involve
risk. Some medications have side effects that for selected individuals outweigh their
benefits. Physicians and pharmacists today take pains to inform patients of risks associ-
ated with prescription drugs. Surgery for conditions such as spinal disk disorders and
certain cancers may or may not help the patient, but involve risk to both function and
survival.

A study of individuals with cystic fibrosis (CF), a progressive, disabling, and
ultimately fatal lung disease, illustrates the trade-offs patients must consider at the
extreme. Today many CF patients are offered the option of lung transplantation. A
successful lung transplant can allow previously compromised individuals an essen-
tially normal life. However, most lung transplants are not successful. The procedure
fails perhaps 75 percent of the time. Those who receive the failed transplants suffer
greatly, with lower quality of life and often shorter life expectancy than they would
have had if they had not undergone the procedure. In a study of people faced with this
choice, Maynard comments:

Many patients, if they are willing to accept a more circumscribed life with less func-
tion, will live a longer life without transplant. If patients are unwilling to live a more
circumscribed life, then transplant may be a gamble they wish to pursue, a gamble
that poses a sequelae of risks and benefits for them to consider. Does transplant
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represent a beacon of light and hope or a series of half measures by which life has the
possibility of being extended just a little bit more? Does transplant represent a form
of cure or the acquisition of another disease haunted by its own series of declines
and disabilities? Is transplant a last desperate measure or a calculated gamble for a
“normal” life with fully functional lungs?'®

As in other instances, the decisions an individual makes regarding risky medi-
cal interventions are influenced by peers and the surrounding culture. According to
Maynard, values such as being able-bodied and strong and fighting illness through heroic
means are fundamental elements of American culture. Indeed, the sick role emphasizes
an obligation to achieve wellness through whatever means may be available.

Health Risks: Measurement and Intervention

Government, business, and the public health profession consider personal health
risk taking of vital importance. The willingness of individuals to accept risk increases
demands on public agencies, threatens corporate profits, and diminishes the health
and well-being of the population. Means for understanding and changing patterns
of personal health risk include the Behavioral Risk Factor Survey and the Health Risk
Appraisal.

The Behavioral Risk Factor Survey (BRFS) is a continuous data-gathering effort
spearheaded by the Centers for Disease Control and Prevention (CDC) and conducted
independently by all fifty states.'” Through telephone surveys, each state determines
the prevalence of practices such as tobacco use, excessive alcohol consumption,
unsafe sex, and keeping of loaded guns in the home. BRFS results have identified
significant differences among states in health risks and their outcomes. In 2006, for
example, nearly 10 percent of adults in Mississippi were diabetic, compared with half
this percentage in Connecticut.

Because it is continuously administered, the BRFS makes it possible to detect
trends in the risk behavior of Americans. An analysis of BRFS results from 1995 to
2004, for example, alerted public health authorities to the increase that was taking
place in the percentage of Americans who were overweight, obese, and diabetic.'®

The Health Risk Appraisal (HRA) is a questionnaire on health variables and prac-
tices that enables analysts to predict an individual’s likelihood of death within the next
ten to twenty years. Many such instruments have been developed since the 1970s.
Items appearing on them typically include blood pressure, family history of disease,
HDL cholesterol, seatbelt use while driving, and drinking behavior.'® These instruments
also include behavioral dimensions such as hours of sleep, social ties, involvement in

violent arguments, and frequenting high-crime neighborhoods and bars.
(Continued)
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(Continued)

Survival models associated with HRA instruments enable them to provide individuals
with information about the degree to which their behavior patterns place them at risk of
mortality. Computerized versions of HRA instruments deliver instant feedback. Messages
based on an individual’s responses on an HRA instrument are often presented as “risk
age”—the age a typical person has to reach to have the same mortality risk. A person
whose risk age is greater than her actual age is in excessive danger of sickness and death.

Health promotion efforts have utilized HRAs as tools for both assessment and moti-
vation. Through HRAs, individuals learn that they may increase their years of healthy life
by changing their habits and practices. HRAs can also help individuals formulate concrete
objectives for modification of lifestyle and behavior.

Occupation. Occupational hazards comprise risks incurred as a consequence of
choosing a job or career. Risks of traumatic injury in a variety of occupations in 2006
are presented in Table 4.2. Individuals involved in mining, agriculture, forestry, fish-
ing, and construction had the highest rates of fatal injury. Workers in white-collar
occupations such as finance and insurance were much safer.

Job-related mortality due to accidents represents only one type of industry-specific
health risk. Risk of disability due to accidents is also important. In addition, risk of par-
ticular diseases is often associated with exposure to particle and chemical substances
found in specific industries. Black lung (coal workers’ pneumoconiosis), caused by
breathing coal dust, is perhaps most familiar. Increased risk of chronic obstructive
pulmonary disease (COPD) has been reported among workers in industries such as
rubber, plastics, leather, office building services, textiles, food, trucking, health care,
and armed services.”

Studies of relatively advantaged job holders also report occupational health risks.
Law enforcement personnel have been found to experience increased health risks due
to overweight, high cholesterol, stress, shift work, lack of exercise, and poor dietary
habits.?! The night-shift work required of many nurses is associated with increased
intake of fat and refined carbohydrates, reduced physical activity due to fatigue, and
decreased social contact outside work.?? People who travel regularly on business face a
variety of associated health risks. Extended airplane trips expose travelers to infectious
diseases of fellow passengers and to blood clots from long periods of inactivity. Time
away from home is conducive to family disruption and associated stress,> as well as to
risks such as poor nutritional and sleep practices, alcohol abuse, and unsafe sex.

It is important to remember that although people choose their jobs, they often do so
within a limited range of options. Individuals in many communities have limited choice
regarding employment and disinclination or inability to move away. In rural areas, for
example, employment is typically scarce. People may be disinclined to relocate, how-
ever, making lifestyle choices favoring proximity to family, friends, and familiar places.
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TA B LE 4 2 Number and rate (per 100,000 workers) of traumatic
occupational fatalities by industry, 2006

Industry Rate per 100,000 Number of Deaths
Agriculture, forestry, and fishing 30.0 655
Mining 28.1 192
Transportation and warehousing 16.8 860
Construction 10.9 1,239
Utilities 6.3 53
Wholesale trade 4.9 222
Professional, scientific, management, and 3.2 459

administrative

Manufacturing 2.8 456
Retail trade 2.2 359
Finance, insurance, real estate, rental, 1.2 126
and leasing

Total for 2006 4.0 5,840

Source: National Center for Health Statistics. 2009. Health, United States, 2008. Hyattsville, MD: National
Center for Health Statistics.

Residence. Residence in a disadvantaged, inner-city neighborhood is associated with
multiple health risks. Scientists have not yet determined the full range of neighborhood-
level health hazards that may exist, but a complex of interrelated factors seems to pre-
vail. As cited in a New York Times report, the following facts stand out:

m  There are three times as many bars in poor neighborhoods as in rich ones

m  There are four times as many supermarkets in white neighborhoods as in black
ones

m  There are fewer parks in low-income neighborhoods than in higher income ones*
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Although people are technically free to live where they please, actual choice is
highly constrained. Racial discrimination and unequal income distribution create ghet-
tos. Conditions in such areas further constrain individual choice. As the New York
Times report comments, ‘“Poor people are more likely to have unhealthy habits because
fast food and cigarettes are abundant and cheap in their neighborhoods, and healthy
alternatives tend to be limited.”

Public Perceptions and Responses to Risk

Most people’s behavior is guided not by scientific inquiry but by perceptions and
beliefs. Individuals’ perception of risk may not match the findings of scientists. This
disparity between fact and perception has important implications. Inaccurate percep-
tion of risk can lead people to ignore serious hazards. Beyond the personal level, inac-
curate perception of risk can lead to faulty public policy. Many government decisions
are driven by public perceptions, rather than scientific facts. Thus, public officials may
be tempted to support interventions that address health concerns other than those rep-
resenting the greatest risk to the most people. Adverse decisions in areas such as law-
making, regulation, and research funding may result.

The public suffers from many misperceptions regarding health risks. Perceptions
about risk of contracting diseases illustrate this fact. Surveys in the late twentieth cen-
tury found U.S. women to be far more concerned with the risk of contracting breast
cancer than other cancers or heart disease. One review quotes a survey of one thou-
sand women ages forty-five through sixty-five, 61 percent of whom said they were
concerned about developing breast cancer, but only 9 percent of whom were con-
cerned about having a heart attack. In fact, at the time the survey was conducted, a
woman’s chance of dying from lung cancer or heart disease was much higher than her
likelihood of dying from breast cancer.?

Misconceptions about cancer in general are widespread in the United States. A
study published in 2007 compared perceptions of the general public with those of
professional epidemiologists. Over two-thirds of the general public thought that the
risk of dying from cancer in the United States was increasing; over one-third thought
that living in a polluted city was a greater risk for lung cancer than smoking a pack
of cigarettes per day. None of the epidemiologists thought that either proposition was
true. Nearly one-third of the public (29.7 percent) thought that electronic devices like
cell phones could cause cancer. All the epidemiologists who were familiar with this
topic expressed doubts, considering the link between electronic devices and cancer to
be false, likely to be false, or difficult to evaluate.?

Areas of public misconception are evident in infectious disease. The scare over
West Nile virus at the turn of the twenty-first century provides an example. West Nile
virus is transmitted by mosquitoes that feed on infected birds and then infect humans.
Public officials fretted about the spread of West Nile virus from the eastern United
States to the Pacific coast states. Yet West Nile virus generally produces mild symp-
toms and is seldom fatal, except in the elderly.
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Diseases that are much more widespread and potentially lethal arouse scant public
concern. A New York state outbreak of West Nile virus in 1999, for example, made
headlines. At the same time, outbreaks of E. coli and whooping cough aroused lit-
tle public attention.”” These diseases in fact endangered a far greater number of New
Yorkers. Both E. coli infection and whooping cough can be life-threatening, particu-
larly in young children. Both diseases are readily controllable through conventional
means—proper food handling in the case of E. coli, and immunization in whooping
cough. Control of West Nile virus, however, may require extensive and costly mos-
quito eradication programs.

A synthesis of research by psychologist Paul Slovic summarizes the nonfactual
basis on which most people assess risks. According to Slovic, response to hazards
is mediated by social influences transmitted by friends, family, fellow workers, and
respected public officials. People may downplay the level of risk associated with
behavior in which they regularly engage. Slovic adds: “Experts’ judgment appears to
be prone to many of the same biases as those of the general public, particularly when
experts are forced to go beyond the limits of available data and rely on intuition.” %8

Generally, Americans express greater concern with health risks imposed on them
than the ones they incur on their own. Unions negotiate for engineering solutions to
workplace health risks rather than for solutions involving self-protection by workers.
Lawsuits are launched against industrial polluters. Increasingly, municipalities and
states have banned workplace smoking to protect nonsmoking workers from exposure
to sidestream smoke. Research on public perception of risks associated with technol-
ogy can be readily applied to health. A review of research in this field has concluded
that the public will accept risks from voluntary activities (such as skiing) that are
roughly one thousand times as great as risks from involuntary hazards (such as food
preservatives) that provide the same level of benefits.?

However, Americans neglect some of the most widespread heath risks. The natu-
ral environment, for example, contains a number of carcinogens. In recent years, the
public has become more familiar with risk of cancer associated with sun exposure.
Risks associated with natural carcinogens in vegetables such as mushrooms and pea-
nuts are as potent as widely feared PCBs and DDT.* Yet cancer risks associated with
vegetable consumption have not yet attracted the public’s attention.

In summary, three factors seem consistently important in determining how people
perceive health risks:

m Newness of threat. A newly recognized health risk is likely to draw more atten-
tion than one that has been known for many years. West Nile virus, as described above,
illustrates this phenomenon. The disease was new to most Americans; hence, it created
more concern than E. coli infection and whooping cough. Alzheimer’s disease today
attracts considerable public attention. Although “senile dementia,” as the disease was
once known, has always occurred, greater recognition of its prevalence and a renam-
ing have transformed the condition into a seemingly new disease capable of arousing
increased concern.?!
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m Political promotion and media exposure. Advocacy around health issues is big
business in the United States. Powerfully organized and well-funded advocacy groups
have raised public consciousness about breast cancer, AIDS, Alzheimer’s disease, and
a number of other conditions. The process by which advocacy groups promote the
importance of specific diseases is detailed in Chapter Eleven. Skilled advocates use
the media as a tool in their promotion efforts, increasing the public’s knowledge and
perceived vulnerability to the relevant disease.

m Imposition of risk. The importance of imposition versus personal acceptance of
risk is crucial. Americans tend to emphasize risks for which they can blame forces out-
side themselves. Despite the known hazards, millions of Americans still use tobacco and
ride bicycles and motorcycles without helmets. Public outcries, however, have arisen
upon introduction of supposedly risky technologies such as genetically engineered
crops and exposure of food products to radiation for preservation and pest control.

The Famous (or Infamous) Delaney Clause

Responding to vastly increased use of artificial chemicals in food production and dis-
tribution, Congress amended the federal Food, Drug, and Cosmetic Act to require
the following:

No additive shall be deemed to be safe if it is found to induce cancer when
ingested by man or animal, or if it is found, after tests which are appropriate
for the evaluation of the safety of food additives, to induce cancer in man
or animal.*

Introduced by Representative James Delaney in 1954, the provision became
known as the Delaney Amendment or the Delaney Clause. It remained unchanged
for over forty years amid continual controversy. A literal interpretation of the clause
(which was supported by the courts) required the Food and Drug Administration (FDA)
to ban from the food supply substances that exposed consumers to even a statistically
negligible (de minimis) risk of cancer.

For decades, food producers and pesticide manufacturers argued that the clause
actually undermined the public interest by banning agriculturally important chemi-
cals and potentially jeopardizing an adequate and economical food supply. Scientists
pointed out that carcinogens naturally occurring in foods such as peanuts and grains
posed greater risks to humans than many of the banned artificial additives.

Fearing a public outcry, Congress has been unwilling to repeal the Delaney
Clause, although its importance was reduced in 1996 by exemption of pesticides from
its jurisdiction. The decades-long endurance of the Delaney Clause is testimony to the
public’s sensitivity to risks that are imposed and poorly understood.
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USE OF HEALTH SERVICES

Research on human behavior is particularly important in predicting utilization of health
services. This chapter has already discussed the variability of utilization. People who
accept the sick role are more likely to visit a health care provider than those who resist
the role. As in the example of cystic fibrosis presented earlier, people weigh the risks
and benefits associated with treatment and make utilization decisions accordingly. As
in the case of health risks, many elements of an individual’s thinking other than aware-
ness of physical symptoms determine whether he will obtain health care.

Understanding of the differences in utilization patterns among segments of the
population is of key practical importance. Managers require this information, along
with associated epidemiological facts, to ensure that their facilities have appropriate
professional staffing and physical capacity for the expected patient volume. Policy
makers need to ensure levels of funding and revenue for the needs of clients in public
programs. Both managers and policy makers require information on utilization dif-
ferences to design and operate programs that encourage the populations they serve to
obtain appropriate care.

Demographic Variation

Distinction along demographic lines is the most elementary step in understanding
variations in health service utilization. Demographics refers to the distribution of age,
gender, race, ethnicity, immigration status, and national origin within a population.
Scientists who study demographics also concern themselves with population dynam-
ics such as birth rates, death rates, and population changes due to excess of births over
deaths (“natural increase”) or migration. Beyond their traditional concerns, demogra-
phers today examine income distribution and chances for moving up the social ladder
as important features of a city, regional, or national population.

Table 4.3, addressing health care and dental visits over the past year, provides
an illustration of demographic variation in health service utilization. The table indi-
cates that gender, race, and income all affect the likelihood of an individual’s having
received services at least once in the past twelve months. The independent effects of
poverty and minority race are most visible in dental services. Only 36.7 percent of poor
Latinos saw a dentist within the past twelve months. Among poor, non-Latino African
Americans and Caucasians, 39.9 and 50.6 percent respectively visited a dentist.

Age, race, and gender—the three principal demographic variables—affect utiliza-
tion of many forms of health care other than doctor and dentist visits. Some research
findings suggest disparities potentially affecting quality. One study, for example,
reports that African Americans and Latinos are less likely to utilize new medications
than non-Latino Caucasians.*> Among individuals with arthritis, utilization rates for
hip and knee surgery differ by both age and race. Among older individuals (sixty-
five and up) but not among younger individuals, African Americans are less likely to
have hip or knee surgery than Caucasians.** Immigrant women are less likely to have
mammograms or Pap smears than women born in the United States.* The differences
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TABLE 4.3 Percentage utilizing health care and dental services in
past twelve months by major demographics

Service Utilized

Health Care? Dental®

All 82.8 62.2
Gender

Male 77.2 57.7

Female 88.2 67.1
Race

African American 84.0 55.6

Caucasian 82.8 63.3

Asian 78.1 68.7

Latino or Hispanic 72.9 47.2

Native American 79.5 51.0
Poverty status

Poor 79.4 44.8

Near poor 79.9 46.8

Nonpoor 85.5 69.6

2Includes visits to doctor’s offices, emergency departments, and home visits, 2006.
®Includes individuals ages eighteen through sixty-four, 2006.

Source: National Center for Health Statistics. 2009. Health, United States, 2008. Tables 75, 84. Hyattsville,
MD: National Center for Health Statistics.
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between immigrant and native-born women decline when the effects of insurance cov-
erage, having a usual source of care, and acculturation to life in the United States are
taken into account.

Personal Outlook

Several dimensions of personal outlook introduced in this chapter affect individual
consumption behavior. People who readily accept the sick role would appear more
likely than others to utilize health services of all kinds. Individuals who acknowl-
edge risk of illness and take personal responsibility for reducing their risks are rela-
tively likely to utilize preventive services. Not surprisingly, for example, researchers
have found that women who perceived their risk of developing cervical or colon can-
cer as moderate to very high were more likely to get screened for these diseases
than women who considered themselves at no or very low risk.* Parental attitudes
about the health care needs of their children, again not unexpectedly, have much to do
with the health care that the children utilize.”” The absence of a father in the house-
hold and the presence of large numbers of children reduce the likelihood that an
individual asthmatic child will receive appropriate health care or that her asthma will
be controlled.*®

Clearly, many personal and social factors explain the utilization behavior of indi-
vidual consumers of health care. Many factors in addition to those already cited appear
important as well. Health services researchers since the 1950s have investigated and
catalogued these predictors of utilization behavior.

The Behavioral Model of Health Care Utilization

The many factors shown to affect health care utilization can be summarized accord-
ing to the so-called Behavioral Model of Health Care Utilization. Table 4.4 presents
the basic elements of this model. According to the model, multiple interacting factors
strongly influence the individual’s tendency to use or not to use health services. The
original model explained variations in health care utilization through three factors:
need, predisposing, and enabling.*® In later years, factors associated with the health
care system itself were added to the model. Health services researchers have periodi-
cally augmented the model further.

In the version of the model summarized in Table 4.4, need is the most obvious
factor. The individual must believe he is ill or may potentially become ill to seek
health care. Need is experienced as the classic signs of illness such as fever, pain, red-
ness or other skin manifestations, and swelling—the calor, dolor, rubor, and tumor
articulated by the ancient Romans to describe inflammation. Other dimensions of need
are more subjective. As discussed earlier in this chapter, acceptance of the sick role
involves acknowledgment of need for health care. Denial of illness is the opposite
and a quite widespread phenomenon. Awareness of personal risk and acceptance of
personal responsibility for its reduction contribute to the feeling of a need for health
services, particularly of the preventive variety.
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TAB LE 44 Factors in the Behavioral Model of Health Care Utilization

Population Factors

Need Predisposing Enabling System Factors

Perception of illness:  Belief in benefits of ~ Health insurance status Policy

pain, function, health care
disability, observations Income or wealth Resources
of others Ethnicity or history;

Culture Ambulation Organization
Perception of risk:
exposure to illness, Immigration status  Ability to drive or use
desire for or years in the U.S.  public transit
immunization,
screening Gender Accessibility of facility

Education Availability of assistance

in community

Language or translation
services

Child care

Self-efficacy

The relationships of basic demographics to visits to health professionals visible
in Table 4.3 may reflect differences in perception of need. Women, for example, seem
more comfortable with the sick role than men. Interethnic differences may arise in
part because of differences in the ways Latinos (particularly immigrants) and Native
Americans recognize illness in comparison with Caucasians. People with more years
of education may be more sensitive to early signs of illness than those with fewer
years. The more educated are relatively high utilizers. The greater tendency of the edu-
cated to use health services is particularly strong in the absence of apparent disease.
People with more years of education are relatively likely to have general physicals,
tests, immunizations, preventive procedures, and prenatal care (within the first three
months of pregnancy) in comparison to people with fewer years of education.

Predisposing factors are associated with the feeling of potential benefit from
health care and emotional comfort with the health care system. The concept of
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predisposition to health care utilization offers an additional explanation of the impact
of demographics. Additional years of education may foster a stronger belief in the
benefits of science and medicine. Immigrants often feel uncomfortable approaching
mainstream institutions such as those involved in health care. This is particularly true
among undocumented individuals. Whether immigrants or not, members of ethnic
minority groups may have similar feelings of discomfort with mainstream U.S. institu-
tions. Women, who often have primary responsibility for the health care received by
their families, may be more sensitive to the need for such services than men.

Enabling factors constitute the ways and means associated with utilization of
health services. Today insurance coverage is paramount. As a later chapter will demon-
strate, the uninsured tend to consume less (and lower-quality) health services than the
insured. Money, either as disposable income or accumulated wealth (such as invest-
ments or home equity), may substitute for or supplement insurance. Nonmonetary
enabling factors are important as well. These include convenience, such as the geo-
graphical proximity of a health care facility, its accessibility by public transportation,
and accommodation to people with disabilities. For young families, a child-friendly
environment (with or without actual child care) is often important. Factors related to
health care personnel include their ability to communicate in the patient’s language
(directly or through a translator), and, whatever language may be involved, to be good
listeners. For women, particularly those from third-world cultures, the presence of
female providers may be important.

Specific dimensions of an individual or her environment may play multiple parts:
both need and predisposing, predisposing and enabling, and so forth. Accordingly,
ethnicity may be a predisposing factor, as described earlier. In addition, ethnicity may
affect perceived need. Cultures associated with individual ethnic groups often contain
definitions of health. A human quality that may be considered either predisposing or
enabling is that of self-efficacy.®® Self-efficacy refers to the individual’s belief that he
can be effective in pursuing improvements in conditions of life or human relation-
ships. Self-efficacy both militates against acceptance of an adverse health condition
and promotes the individual’s ability to overcome any barriers to health care that he
may encounter.

Table 4.4 presents a summary list of factors that can affect an individual’s use of
health services. However, the model also has a dynamic feature.*' This feature is illus-
trated in Figure 4.1.

Unlike earlier versions, the version of the Behavioral Model of Health Care
Utilization shown in Figure 4.1 highlights the importance of factors outside the indi-
vidual. Need, predisposing, and enabling factors remain important, referenced as
“population characteristics.” However, this version also includes the health care sys-
tem itself and the individual’s external environment. The schematic in Figure 4.1 illus-
trates the manner in which the constructs in the model interact. Thus, characteristics
of the health care system (such as cost and cultural bias) may have negative effects on
individual predisposing and enabling factors (namely, wherewithal and self-efficacy),
ultimately affecting utilization.
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FIGURE4.1 & dynamic model of health care utilization
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Source: Andersen R. Revisiting the behavioral model and access to medical care: does it matter?
Journal of Health and Social Behavior. 1995;36(1):1-10.

ADVERSE PATIENT BEHAVIOR

Although the Behavioral Model of Health Care Utilization and associated research are
of great practical value, they provide an incomplete understanding of health behavior.
Requirements for favorable consumer behavior extend beyond making visits to pro-
viders and receiving prescriptions and recommendations. Meeting the health care sys-
tem’s goals require that the consumer act in a manner consistent with the prescriptions
and recommendations of providers. Health professionals use the terms nonadherence and
noncompliance to denote deviation from medical advice. The term nonadherence is
preferred today, since it does not imply fault or shortcoming on the patient’s part. The
two terms are used interchangeably from now on.

Adverse patient behavior may be observed throughout the health care system. Its
forms include not taking medications according to instructions or not at all, failing
to follow through for recommend or scheduled procedures, and leaving the hospital
without having been officially discharged. Express refusal of care may represent unfa-
vorable patient behavior in some instances, but reasonable prudence and wisdom in
others.

Nonadherence or Noncompliance

Failure to follow medication regimens represents the most widespread form of non-
compliance. It has been estimated that up to 50 percent of patients do not take the
medications they are prescribed or do not take them as directed.*” Patients may fail to
take medications for a number of reasons. They may think that the medications will
be ineffective, produce adverse effects, are not necessary, or cost too much money.
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Communication with health care providers makes a difference in patient behavior.
Patients who report better general communication with their doctor, better instructions
on how to take a medication, and who receive more medication information are more
likely to take medications as prescribed.

A smaller but potentially significant percentage of patients who receive recom-
mendations for intrusive procedures fail to follow up. According to one report, about
5 percent of patients for whom angiograms and coronary bypass surgery are recom-
mended do not ultimately receive these procedures.* A study released in 2006 reported
that about 18 percent of scheduled surgeries are ultimately cancelled, 30.1 percent
of these because the patient did not show up. Almost half of the cancellations could
be attributed to noncompliance, including patient nonappearance, patient or guardian
refusal, and failure of patients to abstain from food or water by mouth shortly before
the scheduled surgery.* Nonappearance for surgery was in part predictable, occurring
most often among individuals who had not regularly kept prior clinic appointments.

Premature departure from the hospital represents not only a hazard for the patient but
financial loss to the hospital. According to a study of adult hospital admissions, 1.4 per-
cent of those admitted on an urgent or emergency basis eventually left the hospital against
medical advice.* Although the percentage may seem small, it represents hundreds of
thousands of self-discharges in every year. This study did not cover psychiatric, substance
abuse, or federally operated hospitals (such as facilities of the Veterans Administration),
in which patient-initiated departures might have occurred at a higher rate.

Research has demonstrated that factors identified in the Behavioral Model
of Health Care Utilization may help identify individuals at risk of nonadherence.
Predisposing factors associated with race and ethnicity can be important. Caucasian
patients, for example, are 50 percent more likely to leave the hospital against medical
advice than Latinos. Enabling factors are also clearly applicable. Patients responsible
for their own medical bills are over three times as likely to leave the hospital against
medical advice as those with private health insurance. As late as 2005, over 15 percent
of Medicare beneficiaries did not follow medication regimens due to the cost of the
required drugs.*

The greatest impact of need, predisposing, and enabling factors, however, may
take the form of a feedback cycle. A favorable experience with the health care system
increases the individual’s predisposition to use health services when new needs arise.
The opposite is also true. A history of unfavorable encounters with the system low-
ers predisposition to utilize services and, even when services are utilized, promotes
noncompliance. A study of patients in whom signs of cancer had been detected at a
screening facility illustrates the feedback cycle. Individuals who had had weak link-
ages with the health care system or experienced poor service prior to screening tended
not to follow up the facility’s findings to obtain definitive diagnosis.*’

Refusal of Care

A patient’s refusal of potentially beneficial care represents an extreme form of adverse
behavior. Religious beliefs are perhaps the most visible reason for refusal of medical
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intervention. Some thirty different religions currently practiced in the United States
prohibit or restrict widely used medical procedures. Because of the frequent need for
blood and blood products, members of the Jehovah’s Witnesses often refuse surgery or
other procedures that may require transfusion. Refusal or delay of care occurs among
Christian Scientists and other religious communities who believe that prayer should be
the primary or sole intervention in time of illness.*

Patients may refuse care because they believe the proposed intervention will be
ineffective, prove excessively burdensome, or fail to achieve desired results. A study of
patients with life-threatening illnesses provides facts about the preferences of patients
among whom such decisions clearly matter. These patients were strongly inclined
to express positive sentiment if success seemed highly likely or assured. However,
positive sentiment declined if the treatment involved substantial pain or discomfort.
Relatively little acceptance of treatment was expressed if it was assumed that the treat-
ment might preserve life but result in physical or mental impairment.*

Like many features of health behavior, refusal of care has causes and implica-
tions beyond the individual patient’s bedside. Ethicists ask whether the rising cost
of health care may someday result in widespread efforts by health professionals and
managers to persuade the desperately ill or elderly to refuse treatment. In recent times,
broader issues have emerged surrounding refusal of or noncompliance with treatment
of tuberculosis. This disease, endemic among homeless individuals, poses threats to
life and well-being in the broader community. When treated, the street resident with
tuberculosis often fails to take her entire course of antibiotic medication. This practice
has promoted the development of drug-resistant strains of tuberculosis, a potential
peril to thousands. In response, public health authorities in some places have resorted
to forced confinement and medication of homeless patients. While this issue raises
both ethical and civil libertarian concerns, the practice continues in the tradition of
quarantine established in earlier centuries.

HEALTH LITERACY AND CULTURAL COMPETENCE

Thus far, the present chapter has concentrated on individual thinking and behavior
with only minor attention to the organizations, institutions, and professionals who
deliver health care. Factors outside the individual, however, strongly influence his
thoughts and actions. Race, socioeconomic status, and culture exercise powerful influ-
ences. But so do the structures, operating procedures, and outlooks of organizations
and individuals involved in health services delivery. The individual’s experience with
the health care system helps mold his outlook and behavior as a consumer of health
care. Negative outcomes from this process create barriers to achievement of the health care
system’s goals regarding personal or population health. An understanding of these bar-
riers can lead to development of means for surmounting them.

Two areas of concern in the health care industry—health literacy and cultural
competence—have arisen from observation of the consumer’s interaction with the
system. Often tied to race, socioeconomic status, and culture, concerns with health
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literacy and cultural competence expose some of the basic cleavages in American soci-
ety. More generally, these concerns reflect disconnection from the health care system
capable of producing negative outcomes for both the individual and society. Health
care providers are becoming increasingly aware of health literacy and cultural compe-
tence as necessary for appropriate consumer behavior. Many organizations concerned
with health services have made significant efforts to build capacity in these areas.

Health Literacy

According to a definition used by the Institute of Medicine, health literacy refers to
“the degree to which individuals have the capacity to obtain, process, and understand
basic health information and services needed to make appropriate health decisions.”
Traditionally, health literacy has meant a patient’s ability to understand communica-
tions from health professionals and written medication or self-care instructions. But
the concept may be extended to an understanding of reports on disease outbreaks and
other health risks in mass and specialized media.

Lack of health literacy affects areas other than communication between clinicians
and patients. It prevents people from obtaining health benefits for which they may
qualify and understanding the range of treatment options that may be appropriate for
them. In the role of citizen, only adequate health literacy enables people to assess
policy positions and options affecting their community and nation.

According to some, the problem has its roots in the degree of general literacy
possessed by many in the United States. One researcher>' has reported that half the
U.S. population has deficiencies in reading and computation sufficient to inhibit full
participation in “what we might consider normal daily activities.” But even the well-
educated may fare poorly in interpreting arcane language in medical and insurance-
related communication. In even the best-educated individuals, level of comprehension
may decline with age, particularly likely among people with chronic diseases or defi-
cits in vision or hearing.

It would be a mistake to attribute lack of understanding of medical communication
solely to deficits in comprehension by consumers. Medical professionals today are not
consistently trained to communicate well. Communication with even the best-educated
patients requires translation of technical terminology into everyday language. Many
clinicians today lack the time required to make this translation, and some are not tem-
peramentally fitted to do so. Clinicians in different specialties, moreover, do not always
understand the procedures, objectives, or terminology (much less the cultures) of cli-
nicians in other specialties. Clinicians are not trained to understand the language or
technicalities of management and policy analysis, two fields increasingly important in
health care.

Clinicians and health services researchers have increasingly experimented with
interventions to remedy low health literacy since the beginning of the twenty-first
century. One important action group in health literacy, the Partnership for Clear
Communication, combines interests including the AMA, Pfizer, Inc., the American Public
Health Association, the American Pharmacists Association, the American College of
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Nurse Practitioners, and several other professional and industrial groups. Interventions
include a campaign called Ask Me 3, which encourages patients to press their care-
giver for clear, useful information via three simple questions:

®  What is my main problem?
m  Whatdo I need to do?
®  Why is it important for me to do this?

Other interventions attempt either to increase the patient’s level of health literacy
or bypass its effects on comprehension. Interventions often encourage clinicians to
substitute simple, everyday words for medical terminology—some, of potential value
for nonspeakers of English, utilize cartoons, pictographs, and other nonword-based
communication modules associated with medical procedures, prescriptions, and pre-
vention; others introduce health-related material into elementary school reading cur-
ricula. Laws in several states ensure that pharmacists are available to instruct patients
receiving new prescriptions. A particularly innovative experiment has involved read-
ing to children waiting for their appointments in pediatricians’ offices.>

Cultural Competence

A concept relevant to many fields other than health, cultural competence can be
thought of as an individual, organizational, or systemwide capacity. At all levels, cultural
competence requires acknowledging and incorporating into practice “the importance
of culture, assessment of cross-cultural relations, vigilance toward the dynamics that
result from cultural differences, expansion of cultural knowledge, and adaptation of
services to meet culturally unique needs.”* Culture, an often misused word, comprises
ethnically and historically transmitted beliefs, values, ethics, and general concep-
tions about how the world works. Cultural competence involves a person or organi-
zation’s appreciation of the culture of others and willingness to adjust one’s practices
accordingly.

Culture differs from socioeconomic status. Ethnic minorities may typically be
poor. But important cultural differences prevail among Latinos, African Americans,
and Chinese Americans, to name only a few. Even among Latinos overall, Cuban
immigrants and their descendants in Florida differ in history and outlook from Puerto
Ricans in New York and immigrants from Central America in Los Angeles. Urban
homeless people and migrant agricultural workers may both be itinerant but have
vastly differing experiences and cultures.

Elements of culture relevant to health care include conceptions of illness. The
preceding chapter has identified diseases recognized in one culture (mollera caida and
empacho) but not in others and nonacknowledgement within some cultures of diseases
that are widely recognized in the United States (such as depression). In an era when
ethnic distinctions in the United States were very strong, recognition of pain and its
implications seemed to differ strongly among ethic groups.
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Expectations regarding health services stand out among important cultural differ-
ences. The health care system embodies the mainstream of U.S. institutions and pro-
fessions. While some cultures may view the health care system as friendly and helpful,
others may view it as distant and sinister. The Tuskegee experiment, in which African
American men were allowed to suffer and die from untreated syphilis, remains in the
memory of many in the African American community. Even among Latinos settled
in the United States for many generations, fear of the authority represented by main-
stream institutions remains strong. Across many ethnic groups, then, an atmosphere of
mistrust and avoidance prevails regarding health care providers.

Lack of cultural competence among health professionals and organizations is
often visible in a number of areas. Most obvious is language. With increasing immi-
gration in the United States has come a growing proportion of health care consumers
lacking English fluency. No health care organization can serve these individuals well
without adequate translation services. Hours of clinic operation may be incompatible
with work patterns in the community. Clinic intake procedures and hospital visitation rules
may prove antagonistic to some groups. The use of home or traditional remedies may
be kept secret by minority patients who fear embarrassment or criticism.

Of special importance is prevention of ethnic stereotyping by providers. According
to one study, minority race was associated in the minds of physicians with disregard
for the patient’s intelligence, weak feelings of affiliation with the patient, and pes-
simism about patient’s risk behavior and compliance with medical advice.* Other
research suggests that stereotyping, in the worst cases, may lead to less aggressive or
effective treatment decisions by providers.*

Following are several steps widely viewed as essential for achievement of cultural
competence by a provider organization:

m Adequate translation services. Services of this kind are widely available today
through specialized firms or via real-time telecommunication.

m Ethnically representative staff. Most health professions in the United States
today underrepresent ethnic minorities other than Asian Americans. A more appropri-
ate balance, it has been reported, would facilitate better communication and adherence
to medical regimens.

m Cross-culturally trained providers. Doctors, nurses, and other health profes-
sionals aware of the health beliefs of all their patients and the effects these have on
perceptions and behavior provide better care.

m Monitoring processes and outcomes. Systems that provide information on
potentially disproportional waiting room times, successful referral, and outcomes of
treatment enable provider organizations to ensure high quality of care for all consum-
ers, regardless of social background.

Outcomes of Health Literacy and Cultural Competence

Association of health literacy and cultural competence with actual health outcomes has
not yet been demonstrated in a consistent fashion. Some researchers have found low
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health literacy to be associated with adverse health outcomes. Diabetics with low health
literacy, for example, are less likely to achieve high glycemic control than their more
health-literate counterparts. Other studies have failed to detect relationships of health
literacy to outcomes such as control of blood clotting conditions.”® Some relationships
between cultural competence and patient outcomes have been reported, including
improvement in diabetes control among Latinos. These were attributed to increased
cultural awareness among providers and use of Spanish-speaking diabetes educators.”’

Neither health literacy nor cultural competence has yet been established as a
strong, causal element in health outcomes. However, circumstantial evidence sug-
gests that relationships exist. Difficulty in measurement of health literacy and cultural
competence may mask important relationships between health literacy, cultural com-
petence, and health outcomes. Large-scale attempts by health professionals and orga-
nizations to promote health literacy and cultural competence are historically recent
phenomena. Development of more effective means of building these capacities among
both consumers and providers may well help establish stronger relationships of cause
and effect.

COMPLEMENTARY AND ALTERNATIVE MEDICINE

Although allopathic medicine predominates in the United States, the public still con-
sumes a substantial volume of services involving different principles and interventions.
The term allopathic denotes what is traditionally thought of as Western medicine, which
is based on factual observation, scientific experimentation, and disciplines such as anat-
omy, physiology, immunology, and pharmacology. Medical care based on other theories
and traditions is known today as complementary and alternative medicine (CAM).

Table 4.5 provides an overview of the use of CAM by U.S. consumers based on a
federally supported survey conducted in 2002. Consumption of products and services
associated with CAM is clearly quite widespread, with approximately 127 million
U.S. adults using CAM in some form.>® About 35 percent of U.S. adults used one or
more of the therapies included in the table. U.S. consumers spend billions of dollars
on CAM every year. The percentage of U.S. adults using CAM in the early years of
the twenty-first century differs only slightly from the percentages found in earlier sur-
veys.” Use of some practices has changed over the years. Chiropractic, for example,
declined between the 1990s and the early 2000s; use of herbs and yoga for the individ-
ual’s “health or treatment” increased.

The demographic profile of CAM users has several distinct characteristics.
Individuals forty to sixty-four years of age are most likely to have used CAM in the
past year. In this age category, 39 percent reported having used CAM, compared with
25 percent of individuals sixty-five and over. Women (39 percent) were more likely to
have used CAM, compared with 31 percent of men. Non-Hispanic whites (37 percent)
and “others” (41 percent)—presumably including many Asian American individuals—
were most likely to have used CAM, compared with 27 percent of Hispanics and non-
Hispanic African Americans.
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Frequency of use of complementary and alternative medicine
(CAM), United States, 2002

Percentage Used in

Estimated Number of

Type of Therapy Past Twelve Months Users (Thousands)
Herbs 18.6 38,183
Relaxation techniques 14.2 29,220
Chiropractic 7.4 15,226
Yoga 5.0 10,386
Massage 49 10,052
Diet 3.3 6,765
Megavitamins 2.8 5,739
Homeopathy 1.7 3,433
Tai chi 1.2 2,565
Acupuncture 1.0 2,136
Energy healing or Reiki 0.5 1,080
Qi gong 0.3 527
Hypnosis 0.2 505
Naturopathy 0.2 498
Biofeedback 0.1 278
Folk medicine 0.1 233

(Continued)
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TABLE 4 5 (Continued)

Percentage Used in Estimated Number of

Type of Therapy Past Twelve Months Users (Thousands)
Ayurveda 0.1 154
Chelation 0.03 66
Total 127,046

Source: Tindle HA, Davis RB, Phillips RS, et al. Trends in use of complementary and alternative medicine by
U.S. adults: 1997-2002. Alternative Therapies. 2005:11(1):42-49.

CAM users are often socially and economically advantaged people. Relatively
high income strongly predicts CAM use: 44 percent of people with annual household
incomes of $65,000 or more reported using CAM, compared with 29 percent of those
with incomes below $20,000. U.S. citizens were more likely to use CAM than nonciti-
zens (36 versus 25 percent).

CAM has been found to have a place in disadvantaged communities as well. A
study of African American asthmatics in a disadvantaged community found that some
use of CAM was associated with nonmainstream theories of illness in a disadvan-
taged community.®’ It is certain that some of the originally Asian practices appearing
in Table 4.5 are practiced in disadvantaged immigrant communities, but it would be
incorrect to conclude that disadvantaged CAM users had abandoned mainstream care.
Most of the African American asthmatics who used CAM said they trusted their allo-
pathic physicians and followed their advice. The use of traditional healers in perhaps
most ethnic communities today would appear a rarity. The curandero, or traditional
Mexican American healer, is often mentioned as an important resource in the Latino
community. However, a study of employed California Latinos, about two-thirds of
whom were immigrants, found that less than 1 percent identified a curandero as their
usual provider of health care.5'

A number of studies have shown that U.S. consumers use CAM to supplement,
rather than replace, conventional medicine. A study of cancer patients in the 1980s,
for example, found that about one-third used some form of unconventional care.®
Such care included procedures believed to arrest cancer, including visualization and
meditation. This study did not find that consumers substituted unconventional for con-
ventional cancer treatment. Most continued to see their regular doctors and undergo
mainstream therapies; however, they would receive unconventional interventions as
well. The authors of this study speculate that more emotive care, better communication,
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and opportunities to take make decisions regarding therapy contribute to the attrac-
tiveness of unconventional care. The use of CAM, moreover, has been interpreted as a
means through which patients frustrated with chronic or intractable conditions attempt
to exercise control over their lives.*

CONSUMER PREFERENCES AND HEALTH CARE MARKETING

Emerging only in the late twentieth century, the field of health care marketing plays
an increasingly visible role in the operation of professional practices, health plans,
and hospitals. Health care marketing aims to enable providers to offer services that
best meet the consumer’s needs in a convenient and affordable manner. Health care
marketers conduct surveys, mine publicly available databases, conduct focus groups,
and study regional maps to determine which products, services, and facilities are most
attractive to the public. Two of the principles emerging from a generation of health
care market research—insistence on quality and valuation of choice—provide final
insights on the health behavior of Americans. These principles also raise issues for
management and policy.

Insistence on Quality

Despite differences between rich and poor in the United States, people from all walks of
life insist on quality in their health care. Every day, consumers are reminded of products
and services that exceed their capacity for purchase. Americans may accept lack of access
to top-quality automobiles, clothing, and education, but will not explicitly acknowledge
acceptance of health care they feel is inferior to that available to the better situated.

This fact was illustrated in a series of focus groups conducted to learn how the
public assesses quality of managed care plans.* The groups were composed of women
ages thirty through fifty-five, a demographic that plays the central role in selection of
family health care providers. Of special interest were responses to a question about
how the women would view a health plan that would be 50 percent cheaper than their
current plan, but would clearly not be of top quality. It was explained to the women
that providers in the plan would be licensed and otherwise qualified, but would not
be the best in their fields. The plan, it was explained, would have equipment that was
adequate, but not the most advanced.

Very few of the women considered the inexpensive plan attractive. This was espe-
cially true in a focus group whose members were predominantly members of minority
groups. These women expressed strong feelings about not accepting care at a level of
quality lower than that provided to the more advantaged members of society.

The public’s concern with quality raises a challenge to health care management.
Measures of quality are difficult to standardize in health care. Critics have commented
that the public confuses quality in medical care with convenience, cleanliness, and
courtesy. Measures of quality widely accepted by professionals are in widespread use
today. But these measures are not widely known to the general public and may not
fully address consumer concerns.
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Valuation of Choice

The American public places great value on choice. Perhaps the best evidence for this
assertion is the decline in popularity of health maintenance organizations (HMOs)
since the end of the twentieth century. HMOs are health plans that typically place tight
restriction on the providers and facilities of which subscribers may make use. The
public, however, has expressed preference for less restrictive plans and options. Thus,
the preferred provider organization (PPO) has become the predominant type of health
plan in the United States, surprising many pundits who had predicted a health market-
place composed largely of competing HMOs.

Concern with choice has bedeviled policy makers as well as HMO managers. Fear
of reduction in choice has been a barrier to widespread acceptance among Americans
of policy changes aimed at extending health insurance to more people. According to
some, the American consumer’s concern with choice has an ironic feature. Relatively
few Americans actively shop for their doctors. Few ask where their doctor received
her training, and many may not even know their physician’s specialty. Though a value
strongly expressed by the public, choice in health care may be exercised by only a few.

KEY TERMS

Sick role Complementary and alternative medicine
Health literacy (CAM)

Cultural competence Health care marketing

SUMMARY

This chapter identifies aspects of human thinking and behavior that affect health
and the use of health services. Individual choice ultimately determines utilization of
health services and in some cases health itself. People differ in the value they place
on health services and the extent to which they accept risks to their health. Individual
behavior and thinking are affected by culture, community, and broad social forces.

The Behavioral Model of Health Services Utilization specifies factors that affect
consumer behavior. Elements of the model include need factors (comprising dimen-
sions of perceived need, such as physical symptoms, pain, and dysfunction); predis-
posing factors (including age, education, and ethnicity); and enabling factors (such as
income, wealth, insurance, and physical and linguistic access).

Consumers often do not utilize health care appropriately and hence fail to obtain
its potential benefits. Noncompliance or nonadherence, in which the patient receives
care but does not follow provider recommendations, may render the value of health
services negligible. Health literacy, or the ability of the consumer to understand treatment
and provider instructions, is required for maximum benefit from health care. Both
individual understanding and system-level accommodation contribute to favorable
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consumer behavior. Cultural competence by the provider is believed to promote
favorable consumer understanding and behavior.

Many consumers today are attracted to complementary and alternative medicine

(CAM), products and services outside the medical mainstream. The popularity of CAM
may be explained in part by consumers’ desire to exercise more direct control over their
care and avoid the perceived aloofness of mainstream providers.

DISCUSSION QUESTIONS

1.

To what degree are health risks among Americans today voluntarily accepted
versus imposed? What implications may be drawn for health care management
and health policy?

Age can be regarded as the most important (and least preventable) health risk.
Why might this be considered true, and can steps can be taken to reduce age-
related risk?

This chapter has characterized neighborhood-level and occupational risks as
imposed, rather than voluntary. To what degree is this true?

Can the Behavioral Model of Health Care Utilization be used to explain not
only use of health services but behavior, such as noncompliance with medica-
tion instructions and leaving the hospital against medical advice? Explain your
answer.

Does the popularity of CAM suggest widespread deficits in consumer under-
standing of medicine and science? Does CAM’s popularity raise issues regarding

conventional health care in the United States?






MEANS OF DELIVERY

The U.S. health care system employs a large number of organizations and a vast labor
force to accomplish the tasks that were outlined in Part One. Health care organiza-
tions include ambulatory practice settings, hospitals, mental health facilities, nursing
homes, and many more. Most significant business in the United States is conducted
in formal organizations, recognizable by physical facilities, specialized job descrip-
tions, and organizational charts. Health care organizations, however, encounter dis-
tinct challenges in carrying out their tasks. The professional independence enjoyed by
physicians and nurses reduces the ability of managers to exercise command and con-
trol. Health care organizations are highly visible institutions, and public expectations
regarding standards of behavior and community benefit are high.

Health care workers in the United States comprise a key segment of the labor
force. Professionalism, the possession specialized knowledge and independently for-
mulated codes of behavior and ethics, distinguishes health care workers from other
personnel. Examples of key health professionals include physicians, nurses, and health
administrators, each of which has a unique history and set of contemporary challenges.
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The U.S. health labor force is marked by uneven distribution of personnel. This is
particularly true of physicians, who locate predominantly in economically advantaged
urban areas. Racial minorities are strongly underrepresented in medicine and other
health professions. Policy makers have had difficulty determining the optimal number
of health professionals needed in the United States, and policy interventions have peri-
odically resulted in surplus or shortage.

An elaborate financing system drives health care in the United States. Most health
care bills are covered by third-party payers, which are usually private employers and
public agencies. Rising health care costs in the United States have caused health care
finance to become a key public issue. Cost accelerators in the United States include
the continuous development of new technology and expectations by the public that
their requirements will be met expertly and promptly. Lack of health insurance has
placed a growing number of Americans in a position of health care insecurity. The
high cost of health insurance is largely at fault, discouraging employers from offering
insurance to their workers and making it impossible for individuals to afford private
plans.

Research constitutes a key feature of the health care system in the United States,
and research personnel are an important segment of the health care labor force.
Research is essential for development of new technology and has clearly contributed
to the well-being of Americans. Managers, clinicians, and policy makers require an
understanding of the methods used by researchers and the pressures under which they
operate to assess the validity and applicability of their findings. Politics, ideology, and
competition are important features of the world of research. Decision makers, then,
must review research findings with attention to methodology and detail. This principle
is particularly relevant to determining whether costs of procedures are justified by
benefit to the patient and whether innovations in the delivery of health care have been
effective.



CHAPTER

HEALTH CARE
ORGANIZATIONS

LEARNING OBJECTIVES

To obtain an overview of organizations that deliver health care in the United
States

To appreciate the connection between organizations and the market segments
they serve

To understand the structure, characteristics, and challenges of health care
organizations

To distinguish differences among managed care organizations

To recognize the policy issues raised by the organization of health care in the
United States
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THE IMPORTANCE OF ORGANIZATIONS IN HEALTH CARE

Effective delivery of health services requires an understanding of human organization.
Health care today usually involves coordination of large numbers of diverse individu-
als. “Diverse” in this sense signifies not only differences in the racial, cultural, and
religious backgrounds of individuals, but also differences in professional training, per-
sonal experience, and individual values. A few providers of health care today may work
alone. But the most important entities providing health care combine the effort of hun-
dreds, if not thousands: health professionals, management staff, and support personnel,
to name only a few. Medical science, management philosophy, and public policy can
affect the consumer and society as a whole only if they are implemented by effective
organizations. Organization amounts to assignment and supervision of people for the
purpose of maintaining cooperation and focusing effort on defined objectives.

Modern society achieves this level of cooperation and focus through the so-called
formal organization. According to one definition,' a formal organization is “a body
of individuals working under a defined system of rules, assignments, procedures, and
relationships designed to achieve identifiable objectives and goals.”

In another perspective, formal organizations (organizations for short) may be
recognized by certain distinct properties. They have boundaries, enabling outsiders to
join or engage in commerce with those inside only by demonstrating distinct qualifica-
tions. To become members of a health care organization, providers must have specific
professional credentials. Formal organizations also have a recognizable structure.
Established patterns of command and control, information exchange, and resource
allocation help define the structure of an organization. The familiar organizational
chart, featuring lines of communication stemming from the chief executive officer
(CEO) to department heads and finally to production workers, reflects a key dimen-
sion of structure.

For generations, management courses and textbooks have highlighted the impor-
tance of organizations and provided instruction on how they should be run. Today’s top
executive in business, government, or the nonprofit sector is more likely an expert in
running an organization than in manufacturing, medicine, or any other technical field.
Required expertise in organizational management includes setting strategy, financing
operations and expansion, ensuring favorable relations with the public and other organi-
zations, resolving internal conflict, and promoting productivity and morale. The strategy,
structure, and management of an organization determine its ability to serve the public.

Organizations involved in health care in the United States include ambulatory
care practices, hospitals, mental health facilities, skilled nursing facilities, nursing
homes, managed care organizations, and many others. The variety of U.S. health care
organizations has given rise to a plethora of abbreviations and acronyms, an “alphabet
soup” including MSOs (managed services organizations), PPOs (preferred provider
organizations), and IPAs (independent practice associations). By describing the most
important types of health care organizations in operation today, the present chapter
highlights the system’s key players. By addressing structural features and sources of
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stress and conflict within some of these organizations, this chapter illustrates major
challenges taking place in U.S. health care today.

HEALTH SERVICE INDUSTRY SECTORS

Before focusing on health care organizations themselves, it is important to examine
some divisions into which health services are often placed. Marketing language pro-
vides a basic framework. A market sector is composed of similar types of organiza-
tions offering similar products—for example, the hospital or HMO sector. A market
segment refers to a group of consumers with common characteristics, such as age,
gender, or level of disposable income. Health care organizations comprising a particu-
lar market sector may specialize in serving a particular market segment.

Other marketing terminology promotes an understanding of divisions within the
health care industry. Mass market health services include those that anyone through-
out society may find useful. Among mass market services, some are used regularly by
many people, others rarely and by only a few. Niche services, by contrast, constitute
those used by only restricted segments of the population. Services of this kind are
often elective in nature, utilized by choice rather than on the basis of immediate neces-
sity. Understanding the sector in which a particular health care organization special-
izes helps explain the challenges with which it must deal.

The Mass Market: Levels of Service

Mass market services may be grouped under the labels primary, secondary, and tertiary
care. The term quaternary care is also sometime used, but the term is often misused,
and true quaternary care is rare.

m Primary care. Primary care is the first line of services in the health care indus-
try. A primary care provider (PCP) is the first practitioner a consumer normally visits
in response to illness or injury or for preventive services. Primary care is typically
of routine nature. PCPs provide diagnosis and treatment for such common concerns
as ear aches, sprains, and sore throats. They may manage blood pressure medication
or perform school examinations. Among physicians, PCPs typically include family
practitioners, general internists, and pediatricians. Sometimes, obstetricians/gynecolo-
gists may provide primary care to women for whom reproductive or female health
is a predominant concern. Nonphysician health providers, including nurse practitio-
ners and physician assistants, also function as PCPs. The ability to provide services
for a wide range of day-to-day complaints is the hallmark of primary care practice.
Traditionally, consumers have sought primary care within their neighborhood or close
to their workplace.

m Secondary care. The term secondary care describes services beyond the scope
of general medical practice. Services in this category include general and some special-
ized fields of surgery and specialized fields of internal medicine such as gastroenter-
ology, rheumatology, and oncology. Unlike primary care, consumers typically reach
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secondary care providers via referral from PCPs. Though psychiatry is technically
a secondary care specialty, it is often obtained via self-referral. As in the case of primary
care, consumers usually obtain secondary care within or near their own communities.
A great deal of secondary care is delivered in hospitals, where patients receive
such typical surgical interventions as appendectomy, gall bladder removal, skin lesion
excision, and mastectomy. Such surgeries more often take place in community hos-
pitals than in regional medical centers. As yesterday’s advanced science becomes
today’s routine care—in the case of coronary artery bypass graft, for example—more
services are received in secondary care settings. The area from which secondary care
hospitals draw their patients—known in hospital administration lingo as the catchment
area—includes a number of adjacent neighborhoods, zip codes, or census tracts.

m Tertiary care. Tertiary care denotes services of greater specialty than would
be available in most communities. Services of this kind may include highly specialized
and advanced interventions, such as complex heart surgery or unusual or scientifically
advanced cancer therapies. Tertiary care is available only in major cities with populations
large enough to generate sufficient volumes of unusual cases. Large medical centers or
university-operated or -affiliated facilities predominate among providers of tertiary care.
It is not unusual for consumers and their families to commute long distances for tertiary
care or to temporarily reside close to the facility in instances where treatment requires
an extended time period. It is not unusual to find wealthy or politically powerful people
from far-distant countries occupying the beds of U.S. tertiary care centers.

Of thousands of hospitals in the United States, only a few hundred are true ter-
tiary care facilities, such as the University of Chicago Medical Center, the Texas Heart
Institute in Houston, and the Fred Hutchinson Cancer Research Center in Seattle. Often
tertiary care is delivered in connection with clinical trials—experimental procedures
through which biomedical scientists determine whether treatments still under develop-
ment have true therapeutic value. Tertiary care is almost always obtained on referral.
Self-referral, however, is not unknown, as desperately ill patients shop among facilities
and providers for acceptable financial terms or services that are of uncertain benefit.

Quaternary Care

Although everyone is potentially a consumer of quaternary care, services in this cat-
egory cannot be considered mass-market products. This category of services includes
interventions that are at once highly specialized and rarely used. Quaternary care is
delivered only in the most specialized facilities. Outstanding examples include the
National Institutes of Health Clinical Center in Maryland and the Hospital for Tropical
Diseases in London. Quaternary care may include diagnosis of rare or evasive disease
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entities or extreme interventions for the gravely ill or injured. The catchment area for
quaternary care spans the entire world.

Diagnosis and treatment of a case of trypanosomiasis originating in South Africa
and seen at the Hospital for Tropical Diseases in London provides an illustrative instance
of quaternary care. This disease, a form of sleeping sickness, is caused by a parasite,
Trypansoma brucei rhodensiense, spread to humans via mosquitoes. In addition to a
wide array of imaging and standard tests, diagnosis requires distinction of the caus-
ative parasite from other organisms via genetic analysis. A multidrug regimen plus
intensive life support intervention enable the patient to survive despite relapses.?

Another illustration involves a surgical procedure known as translumbar amputa-
tion (TLA), also known as hemicorporectomy. TLA is a radical surgical procedure used
as a last resort for patients with a life-threatening diagnosis (such as intractable cancer
or severe traumatic injury) but good health in other respects. The procedure entails
removal of the entire body from the lower lumbar vertebrae downward, and involves
loss of the pelvis, rectum, bladder, genitalia, and both legs. Continued survival and
functioning requires an elaborate system of tubes, prostheses, and devices. At least
one treatment center, however, reports long-term survival with a significant measure
of independence.?

Niche Markets in Health Care

The health care market covers additional areas that, though important, are utilized
largely by people with special interests, unusual needs, or nonmainstream lifestyles.
Marketing professionals often refer to these consumer populations as niche markets.
As in the plant and animal worlds, the term niche reflects a limited range of opera-
tion, specialized resource base, and a restricted universe of competition. Participants
in a niche market evolve in a manner adapted to these restrictions and opportunities.
Health services of this kind are difficult to fit into the traditional categories of primary,
secondary, and tertiary.

Niche markets may be based on a number of dimensions, including disease cat-
egory, ethnicity, age group, geographical residence, and lifestyle. The sociological
term status group can also define a market niche. Status group in this sense refers to
individuals of similar socioeconomic status whom society regards and honors (or dis-
honors) in a special way. Corporate CEOs and U.S. senators belong to distinct status
groups, as do homeless individuals and incarcerated criminals. Health care organiza-
tions offer distinct products adapted to the needs and resources of these status groups.
Status group-related niches have attracted the interest of both mainstream health care
facilities and specialized entities. Private groups of physicians offer their services to
the advantaged on a concierge basis, maximizing convenience to these individuals.
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On the opposite end of the spectrum, private health care organizations are providing
an increasing proportion of health services received by prisoners: in 2006, member
organizations of a private industry trade group received a $3 billion share of the $7.5
billion budgeted for correctional health care nationwide.*

Some services in niche markets are highly population-specific, but widely familiar.
These include substance abuse treatment venues, weight reduction clinics, and
many of the complementary and alternative treatments referenced in the preceding
chapter. Lifestyle-related niche products include relatively limited interventions such
as plastic surgeries to reduce, enlarge, or reshape lips, buttocks, and stomachs. More
extensive procedures of this nature include surgical interventions providing male
and female transsexuals with genitals that conform to those of the desired sexual
identity.’

Intrasectoral Competition

The structure and internal operations of health care organizations will receive detailed
attention in the pages to follow. Internal matters of this nature have dominated
the attention of managers and researchers for generations. But the external environ-
ment in which a health care organization operates is also quite important. Rival orga-
nizations constitute a crucial dimension of the external environment. Competition for
both business and the means of doing business is the most readily visible result.

Providers of primary, secondary, and tertiary care tend to practice in different
types of organizations. Primary care providers most often practice in small profes-
sional organizations. Less often, they work in clinics or HMOs whose workforce may
have up to a thousand physicians and other providers. Much of the work of secondary
and tertiary care personnel takes place in similar settings. However, the most distinct
forms of secondary and tertiary care, such as imaging and surgery, are carried out in
hospitals. Hospitals differ in their mix of secondary and tertiary care. Community vol-
untary hospitals predominate among providers of secondary care. Large metropolitan
or regional medical centers, often university-affiliated, provide most of the hospital-
based tertiary care consumed in the United States.

Competition among health care organizations occurs predominantly within the
market sectors described earlier. The competitive picture for primary care providers and
their organizations resembles that of small business everywhere. Traditionally, peers
(either individuals or organizations) have competed against each other. Increasingly,
solo practitioners and small professional organizations have faced competition from
large, lower-cost providers such as closed-panel HMOs much in the way that main-
street merchants face supermarket chains and big-box outlets.

Community hospitals face competition from nearby peer institutions. Competition
among hospitals may take the form of underbidding each other in hopes of obtain-
ing managed care contracts. Hospitals add capacity that, though unprofitable, dem-
onstrates service offerings equal to those of its competitors. Industrial espionage is
not unknown. In the last few decades, freestanding facilities owned by physicians
or health care management companies have begun to compete with hospitals. These
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facilities offer services once available only in hospitals, such as imaging, surgery, and
emergency care.

Tertiary care facilities engage in major regional or worldwide competition. They
cultivate vast networks of physicians in far-flung locations as potential sources of
referral, providing these individuals with free or low-cost education and consulting
services. Tertiary care hospitals compete for the most influential physicians to upgrade
their services or to start new ones. Intense competition occurs over funds obtained
from sources other than patient care for construction and equipment. Most, if not all,
hospitals of significant size maintain development offices and staffs to cultivate poten-
tial donors. University medical centers engage in fierce competition for research grants
from both government and private sources.

Cross-sectoral competition also occurs. Rivalry between university medical cen-
ters and local community doctors serves as an example. It has been observed that
community physicians hesitate to refer patients to highly specialized and prominent
doctors for fear that their work will be criticized or that the patient will not be returned
to the original doctor’s care. A study of referral of cancer patients to the University
of Chicago Medical Center found that out-of-state physicians were more likely than
local doctors to refer to the facility. One observer explained that local doctors feared
that their patients would stay with the university even after the specialized work was
completed. Doctors in other states had no such fear, knowing that their patients would
return home and back to their care after treatment in the far-off city.

Battle of the Giants: Tertiary Care Facilities Square Off over Liver Transplant

The University of Washington Medical Center tried to keep a rival hospital from
competing for liver transplant cases through an appeal to the courts. Hospitals may
reap substantial profits from transplanting livers. In 2008, a liver transplant could cost
$500,000, plus the expenses of follow-up care.

Since the procedure was introduced, the University of Washington Medical
Center, located in Seattle, had enjoyed a liver transplant monopoly in a service area
comprising the states of Washington, Alaska, Montana, and Idaho (collectively known
as WAMI). Swedish Medical Center, a rival tertiary facility in Seattle, wanted into the
business.

In order to offer liver transplants, Swedish Medical Center had to obtain approval
from the Washington State Department of Health. State legislation dating from the
era of federally mandated health planning (see Chapters One and Eleven) required
that organizations wishing to establish a new transplant program apply for a cer-
tificate of need (CON) prior to entering the market. The certificate of need law was
intended to keep excess capacity out of the health care market, believed by many to
increase costs and lower quality.

(Continued)
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(Continued)

The University of Washington vigorously opposed Swedish Medical Center’s CON
application. Its representatives argued that the university already met all the region’s
needs. An additional facility, they argued, would lead to relatively low transplant vol-
ume at both the university and Swedish facilities, as available cases were split. It is
well known that high volume for a number of surgical procedures corresponds to high
rates of success.’

The Department of Health approved Swedish Medical Center's CON application
in 2004. State officials reasoned that relatively few liver transplants occurred in the
WAMI region, that patients often had to travel to other regions for transplants, and
that donor livers were often not used for the benefit of local residents but were
exported for transplantation in other regions.

Aided by both private attorneys and the state attorney’s office, the university
appealed the CON award to the state supreme court. In 2008, after four years of argu-
ment, litigation, and delay, the court finally rejected the university’s appeal. Swedish
Medical Center planned to begin transplanting livers within a few months.®

AMBULATORY CARE ORGANIZATIONS

Organizations that deliver ambulatory care function as the basic units of the health
care system. Derived from the Latin root ambulare (to walk), the term ambulatory
is traditionally used to describe a class of patients with the ability to walk. In mod-
ern usage, ambulatory care refers to services delivered in a physician’s office—to
which the patient has presumably walked—rather than a hospital or an emergency
room. The terms office-based care and outpatient care are nearly synonymous with
ambulatory care, except for the fact that many physicians who see patients in their
offices treat these same patients in hospitals. A surgeon or interventional radiolo-
gist, for example, generally requires hospital-based resources for key treatment
procedures.

Internal Organization

The types of practice organizations in which ambulatory care takes place are numer-
ous. Solo practice, the most traditional, is not an organization in the strict sense. In
past generations, many physicians practiced alone, frequently in offices that were part
of their homes. They were often assisted in practice by their wives in the manner of a
small family business. Solo practice is still important in the United States, but today’s
solo practitioner usually works in a setting closer to that of a formal organization. He
is likely to maintain an office away from home, employ an office staff for matters such
as scheduling and billing, and retain one or more aides such as physician assistants or
nurse practitioners.
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Several types of formal associations involving multiple physicians are nota-
ble. Seen from the perspective of physicians, lawyers, and others involved in the
delivery of health services, key classifications are associations, partnerships, and
corporations.

m Associations. Physicians share the expenses of maintaining common facilities
such as offices, equipment, aides, and the like, while maintaining their own panels of
patients. Under such arrangements, physicians may establish relationships with others
to care for their patients during vacations or other absences.’ Physician associations
often involve real estate investment, with each member, for example, owning shares
in title to the building that houses the offices of the members. Real estate deals of this
kind provide considerable income to U.S. physicians as mortgages are successively
refinanced.

m Partnerships. This form of organization involves a high level of member com-
mitment. Income from all patients may be pooled and distributed according to for-
mula. New members may buy into the partnership. Current members wishing to sever
their relationship for retirement or other reasons may sell their shares to newcomers.
In this fashion, a mechanism for turnover of personnel is established, enabling the
capture of a pool of patients as a stable asset of the partnership irrespective of which
members remain or depart. Partnerships may involve only two individuals, as when
an established physician allows a newly licensed individual to buy into her practice.
Partnerships may include hundreds of members, however, sometimes practicing (indi-
vidually or in clusters) at separate locations throughout a geographical region.

Partnerships are legally organized according to devices such as the limited liabil-
ity partnership (LLP). Organizing as an LLP enables the entity to make contracts with
outside parties such as managed care and other insurance carriers. LLPs can bring suit
and be sued. Entities known as group practices are generally organized under the LLP
mechanism.

m Corporations. In some instances, physicians wishing to practice in a collabor-
ative fashion are best served by a corporate structure. A legal mechanism often found
convenient by physicians who wish to incorporate is the professional limited liability
company (PLLC or LLC). Professional corporations have advantages over partner-
ships in providing greater protection of members from malpractice liability of other
members. As applied to medicine, state limited liability corporation laws—those of
Iowa, for example—allow only physicians to own voting shares. The LLC mechanism
provides offers several features convenient to small entities. Compared with other
types of corporations, LLCs do not have to hold regular ownership and management
meetings and are taxed in a manner more convenient to individuals. As do LLPs, LL.Cs
serve as the legal underpinnings of many group practices.

It is important to note that organization under a partnership or corporate char-
ter (via LLP or LLC) does not necessarily signify group practice. Substantively,
group practice means participation in a common patient pool, coverage during
absences, potential pooling and redistribution of income, and, increasingly, collective
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obligations under managed care contracts. The LLP or LLC mechanism may be just
as valuable to physicians in “associations” as the term is used earlier. Individuals
wishing to share only a real estate venture (typically the building in which they prac-
tice) often find the LLP model useful. Solo practitioners often incorporate. Larger
practices, though, must adopt a formal partnership or corporate structure. Selecting
the most advantageous partnership or corporate format is a job for attorneys. Criteria
vary by context and may change as the practice develops or as external conditions
affecting practice alter.

Most health care organizations are small in comparison with the entities of corpo-
rate America. Some, such as those providing medical services for Kaiser Permanente
and other large HMOs, may have a few thousand physician members. However, a great
many physician organizations are similar in size to their counterparts of the 1950s. Of
the group practices active in the late 1950s, for example, those with three to five full-
time physicians comprised 57 percent.'® According to data from the National Center
for Health Statistics, almost 75 percent of nonsolo and nonpartnership practices active
in 2005 and 2006 had between three and five members.!" These same statistics indi-
cated the continuing importance of solo practice, with 36.8 percent of all ambulatory
care physicians working in solo practice settings as late as 2006.

The limited size of most ambulatory care physician organizations reflects a profes-
sional culture of independence. For over a hundred years, representatives of physicians
such as the American Medical Association have fought the establishment of corporate
delivery of health care. For a long time, group practice itself was frowned upon. As late
as the beginning of the twenty-first century, only about 25 percent of U.S. physicians
were employees.'?

Organizations involving patient care professionals other than physicians may employ
the same mechanisms described above for doing business collectively. Partnerships and
corporations of nurse practitioners, physician assistants, podiatrists, perfusionists, and tech-
nicians in many specialties often make contracts with hospitals and medical groups for
providing services. Firms that serve the health care industry in areas such as law and
consulting are often structured similarly. In addition, partnerships or corporate struc-
tures are widely used by physician entities that, while not having their own patients,
contract with health plans to provide specialty services. These “unbedded” specialists
include diagnostic radiologists, anesthesiologists, pathologists, hospitalists, and emer-
gency physicians.

Practice Setting

The internal arrangements involved in ambulatory practice organizations are of great
concern to professionals. But they hold little interest for the consumer, for whom the
suffix LLP or LLC on the door usually means nothing. Consumers, though, readily
grasp the setting in which care takes place and choose the places where they seek
care according to related preferences. Ambulatory care settings correspond to specific
types of organizations or organizational subunits.
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Settings in which ambulatory care is widely practiced include
m  Private physician offices
m Integrated delivery systems
m  Community health centers
m  Urgent care centers
m Retail clinics
m  Hospital emergency facilities

According to the federal National Health Interview Study of 2007, 76.2 percent
of Americans who had a usual source of care identified a private physician’s office
(including HMO facilities) as the place they went when sick. Nearly 20 percent named
the clinic or health center as their usual source, and 1.2 percent the hospital emergency
department. The remainder were scattered among a wide variety of health care outlets.

The Private Physician’s Office. The private physician’s office is likely familiar to
most readers. Consumer surveys indicate a strong preference for treatment in such
facilities.'® Private medical practice, however, has encountered serious challenges in
recent years. The most traditional forms of private office—based service delivery—
solo practice and practice in small partnership settings—have been in decline. Doctors
who practice in small office settings face challenges of dealing with government pro-
grams, private insurance, and increasingly expensive necessities such as the computer-
ized health record.

Among the most noticeable trends in ambulatory care practice organization in the
early twenty-first century has been growth in single-specialty at the expense of multi-
specialty practices. At one time analysts thought that multispecialty practices would
predominate in U.S. health care. Multispecialty practice includes both primary care
doctors and specialists practicing under a single roof. It was reasoned that this mix of
physicians could readily exchange information, provide convenient one-stop shopping
for consumers, and help restrain costs by reducing avoidable specialty care. However,
specialists such as cardiologists, orthopedic surgeons, and oncologists have increas-
ingly banded together in moderate to large group practices (six to fifty physicians).
Such groups attract procedure specialists due to their profitability. Single-specialty
practices are able to buy the expensive equipment required by “procedure-oriented”
physicians and bill at high rates for their utilization. Single-specialty practices are also
better able to negotiate with hospitals and health plans, ensuring still higher billing
rates. Single-specialty practice frees the specialist from having to share income or
governance with primary care providers, who bill at lower rates.!'*

Integrated Delivery Systems. The integrated delivery system (IDS) is distinguished
by formal linkages among individual health care providers and shared resources
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supporting the delivery of medical care. The centerpiece of the IDS is a large, multi-
specialty group practice. Like the large single-specialty practice, the IDS is able to use
pooled resources to purchase equipment. Pooled resources include shared services such
as physician recruitment, regulatory compliance, and financial management. An IDS
today is likely to have a computerized health record system. The IDS is also capable of
facilitating communication among health professionals for determining best practices
and supporting patient referrals. The IDS model can be found in both managed and
nonmanaged care environments, government agencies, and private organizations such
as policlinics. Well-known IDS examples include organizations as diverse as Kaiser
Permanente, the Veterans Administration, and Intermountain Health Care.

The IDS encounters challenges in fulfilling its potential for controlling cost and
promoting patient convenience and favorable outcomes. The relatively large size of
the IDS raises organizational concerns such as faulty communication and interunit
rivalry. Consumers may encounter feelings similar to those of HMO patients, sensing
that service is insufficiently personal. A great deal more will be said about HMO and
other managed care outlets in this and later chapters.

Community Health Centers. The term community health center denotes several types
of provider organizations that deliver ambulatory care to underserved populations.
These populations may be urban core or rural. Both tend to have high rates of poverty
and a shortage of health professionals. Community health centers typically provide
services at reduced fee or free of charge. Because they often provide services to the
poor and uninsured, community health centers are important safety net providers.

The so-called free clinic is a type of community health center. Originating in the
1960s to care for the transient and drug-oriented, these clinics in the early years of
the twenty-first century numbered over 1,700 and treated 2.5 million people, largely
uninsured and Medicaid clients.”® They are formally free-standing but often affiliated
with hospitals or faith-based organizations. They provide health services directly and
refer patients to networks of physicians willing to provide services for low or no fee.
Free clinics face a recurring cycle of funding shortages and are heavily dependent on
private donations. Physicians and other health professionals typically serve on a vol-
unteer basis.

Federally qualified health centers (FQHCs) provide a greater volume of services
within the safety net, reportedly treating 14 million people per year. Most people
receiving care from FQHCs are uninsured or insured through Medicaid.'® In the early
twenty-first century there were over one thousand FQHCs, most of which served
patients at multiple sites.'” These organizations rely heavily on federal grants, receiving
close to 60 percent of their income from the federal Bureau of Primary Health Care and
Medicaid.'® FQHCs are governed by boards on which clinic users are strongly repre-
sented, comprising an unusual degree of consumer presence.

Most physicians working at FQHCs are in primary care specialties. These doctors
rely heavily on RNs, nurse practitioners, and physician assistants, who are strongly
represented in FQHC staffing. Although federal funding for FQHCs has remained
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strong, these organizations have had increasing difficulty recruiting physicians and
finding specialists willing to see their patients on referral.”

It is notable that hospital outpatient departments and clinics operated by local
health departments share the safety net mission with FQHCs.

Urgent Care Centers. Urgent care centers represent a relatively recent development
in U.S. health care. The Urgent Care Association of American defines the services
these facilities offer as “ambulatory care outside of a hospital emergency department
on a walk-in basis without a scheduled appointment, [treating] many problems that
can be seen in a primary care doctor’s office, [but including] some services that are
generally not available [such as] X-rays and minor trauma treatment.” The number of
urgent care centers in the United States was estimated to be as high as twenty thou-
sand in the early 2000s.% According to the Urgent Care Association, nearly half were
owned by private profit-seeking firms, 26 percent by hospitals, and 8 percent by mul-
tispecialty group practices or clinics. Under certain types of managed care contracts,
large multispecialty practices can save money by routing patients after hours to urgent
care centers. Physicians and other health care personnel may be salaried, but are often
retained on contract.

The urgent care center serves a market niche of the convenience-oriented customer.
Urgent care centers serve this need by not requiring consumers to make appointments
and staying open on evenings and weekends. According to some, the urgent care cen-
ter’s popularity stems from the public’s frustration with doctors’ office scheduling.
Consumers often report having to wait several weeks for a regular doctor’s appoint-
ment. For many, the hospital emergency department does not provide an attractive
alternative. As described earlier, these facilities are often overcrowded and require
long waits for all but the most emergent cases.

Critics of urgent care centers dismissively describe them as “doc-in-the-box”
facilities. In this fashion, the critics liken urgent care centers to inexpensive, drive-in,
presumably low-quality fast food outlets. However, consumer satisfaction with ser-
vices received at the urgent care center compares well with other medical outlets.

Retail Clinics. Among the organizations involved in health care delivery, retail clinics
represent the most recent development. If “doc-in-the-box” describes the urgent care
center, “mall medicine” applies to the retail clinic. Retail clinics are small facilities
located in supermarkets, big-box stores, and shopping malls. Like urgent care centers,
they draw consumers primarily on the basis of convenience, by not requiring appoint-
ments. The retail clinic’s scope of service is smaller than that of the urgent care center,
and care is more likely to be given by a nonphysician health professional.

Retail giant Wal-Mart has actively adopted the retail clinic model in its facilities.
In 2007, clinics operated in seventy-six Wal-Mart stores; plans were afoot to open four
hundred more. In this enterprise, Wal-Mart established partnerships with local hos-
pitals hoping for downstream business. A majority of the Wal-Mart clinic consumers
were uninsured.?!
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Both retail clinics and urgent care centers occupy the convenience niche in health
care. They share this niche with hospital emergency departments. The hospital emer-
gency department, though, is a much more important part of the health care system.
Its functions extend well beyond the needs of the distressed or convenience-seeking,
ambulatory patient. The hospital emergency department raises key issues for health
care management and policy. It will receive in-depth attention later in this chapter.

THE HOSPITAL

Today’s hospital descends from an era when hospitals were usually charitable organiza-
tions dependent on private donations. The majority of U.S. hospitals are still classified
as community nonprofit; only about 20 percent are for-profit. This history has led the
public to expect hospitals to act in a more charitable manner than they are sometimes
perceived to act.

History and Impact of the Hospital

Some of the earliest hospitals in the United States were federal public health institu-
tions. Dating from the late 1700s, these hospitals were established in seaport cities to
observe and quarantine seamen stricken with potentially contagious diseases. These
hospitals continued to function until the 1980s, when they were decommissioned
under the administration of President Ronald Reagan.

During most of the nineteenth century, hospitals in the United States and elsewhere
had minimal science and technology on the basis of which to offer services. In this
era, they functioned largely as almshouses and pesthouses. As almshouses, hospitals
provided custodial care to sick people who had no family and were too poor to hire
others to care for them at home. As pesthouses, hospitals served as quarantine facilities
for people with contagious diseases. Exceptions to these were hospitals such as New
England General and Johns Hopkins University, which conducted research leading to
major medical advances.

Many hospitals in the late nineteenth and early twentieth century were founded
by private charities. During this period, one of high immigration to the United States,
numerous ethnic groups formed benevolent societies for the purpose of helping com-
munity members who became ill and the families of those who died. The same forces
established hospitals, often led by successful members of the ethnic community who
contributed start-up funds. Hospitals in large U.S. cities still bear the imprint of their
ethnic origins. These include Mount Sinai Hospital in New York, Cabrini Hospital in
Chicago, and Swedish Hospital in Seattle. Also in this category are hospitals founded
by religious orders, such as the Sisters of Charity in New York, Florida, and Ohio,
and the Sisters of Mercy in California. Because these hospitals received support from
voluntary donations, they were know as voluntary hospitals, a synonym for the desig-
nation of community hospital in common use today.

By the early twentieth century, hospitals began to benefit from the development
of medical science. They were able to offer surgery that was made safe by sterile
technique and tolerable due to the availability of anesthetics. Such offerings attracted
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paying customers from the middle class seeking services such as assisted childbirth
and formerly dangerous and excruciating procedures such as appendectomy and gall
bladder removal. Ownership of the hospitals included physicians, a practice that gave
rise to the name doctors’ hospital in a number of municipalities.

The 1950s and 1960s began another era in the history of U.S. hospitals. By that
time, health insurance had become widespread, and most hospital payments were made
by health insurers. The movement toward hospitalization insurance was furthered by
Medicare and Medicaid legislation in the mid-1960s, which provided generous ben-
efits for care in the hospital.

A number of milestones are notable in this development, involving legislation,
payment, and management. Federal and state legislation made major changes in the
hospital industry. The Hill-Burton Act of 1946, also known as the Hospital Survey and
Construction Act, provided financial support for refurbishing old and building new
hospitals. The legislation intended to make up for years of neglect to the sector due to
the Depression and World War II. The measure resulted in a large increase in the num-
ber of hospitals operating in the United States and obliged hospitals receiving funds
under the measure to provide a specified amount of care to indigent persons.

Later federal legislation had both a direct and an indirect impact on the man-
ner in which hospitals were paid. In the early 1980s, the Tax Equity and Fiscal
Responsibility Act mandated a prospective payment system structured under diagnos-
tic-related groups (DRGs) for Medicare payments. A 1983 California law mandated
that a selective contracting procedure be used to select a small number of hospitals
eligible to receive payment under Medi-Cal (the California Medicaid program).
A law that passed in close sequence allowed private insurance companies to also
engage in competitive contracting. Due to these laws and related regulatory decisions,
hospital payment changed markedly. Earlier, hospitals had billed on a cost-plus basis,
charging payers the cost of the services they delivered plus a negotiated rate of profit.
Afterward, hospitals had to bill under a DRG (or its equivalent in the private sector),
according to a negotiated schedule with insurance companies.

Legislation and resulting billing changes created a more competitive market for
hospital services than had previously existed. Important management changes fol-
lowed. Although private donors had ruled the roost in the early days of U.S. hospi-
tals and physicians assumed this role later on, professional hospital administrators
were now needed in leadership roles. These trained specialists were best equipped to
conduct newly important negotiations and manage the paperwork associated with the
hospital’s insurance and regulatory environment.

Changes in the Hospital Industry

Table 5.1 presents an overview of hospital ownership in the United States today. The
information in this table is consistent with data presented earlier (see Chapter Two).
The majority of hospitals in the United States are of the nonprofit community variety.
Such hospitals operate beds in far greater numbers than all government agencies and
for-profit entities combined. They are governed by a board of trustees that holds the
hospital’s assets in trust for the public.
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TABLE 5.1 Distribution of hospital beds and occupancy rates in the
United States, 2006

Ownership Number of Beds Occupancy Rate

All hospitals 947,412 68.9
Federal 46.691 66.4
Nonfederal 900,721 69.1
Community 802,658 67.1
Nonprofit 559,216 68.8
For-profit 115,337 58.7

State-local government 128,105 67.4
6-24 beds 6,446 32.9
25-49 beds 34,217 47.2
50-99 beds 69,408 57.6
100-199 beds 160.426 63.0
200-299 beds 148,541 67.7
300-399 beds 121.747 69.4
400-499 beds 79,732 71.1
500 beds or more 182,141 75.2

Source: National Center for Health Statistics. Health, United States, 2008. Table 116. Hyattsville, MD:
National Center for Health Statistics; 2009.

A look at changes in the hospital industry over time supplements the view
presented in Table 5.1. The picture is one of consolidation. The number of hospi-
tals operating in the United States dropped from 7,156 in 1975 to 5,747 in 2006.
The number of beds operated by these organizations declined from approximately
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Montefiore Medical Center, Bronx, New York, early twenty-first century. Varied architecture
reflects over one hundred years of change in the U.S. hospital industry. The copper-roofed brick
structure in the left foreground is the original Montefiore Hospital. Dating from the late 1800s,
the facility offered limited services to neighborhood residents. Serving a worldwide clientele, the
Montefiore complex today includes several specialized hospitals, research and educational
facilities, and housing for patient families.

1.5 million 947,412 in this period.”> These declines occurred as a consequence of
adoption of DRGs in Medicare and Medicaid and their equivalents in private plans.
From the hospital point of view, DRGs and analogous private systems turned lengthy
hospital stays from money-makers to money-losers. Shorter stays in turn meant lower
occupancy rates and pressure on the bottom line. Between 1975 and 2006, almost 20
percent of U.S. hospitals closed their doors or were acquired by hospital management
firms or other hospitals.

Contemporary Challenges

Although it occupies a dominant position in the U.S. health care system, the hospi-
tal today faces many challenges. Hospitals are visible institutions in their communi-
ties; hence, public expectations of them are high. They operate in a tightly regulated
environment. Most must maintain accreditation from the Joint Commission on
Accreditation of Healthcare Organizations; without such accreditation, hospitals may
not bill for services under Medicare and Medicaid. Licenses from the state must be
sought and maintained. Requirements of local agencies such as the fire marshal must
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FIGURE 5.1

Simplified structure of a community hospital
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be met. Constructive ties with physicians, who alone can admit patients, must be cul-
tivated. Strategic planning and marketing must be carried out with great accuracy in
today’s intensely competitive environment. Three challenges facing hospitals merit
special attention: internal organization, finance, and public image.

Internal Organization. Everyone who has worked for a large organization has seen
an organizational chart. Usually, this illustrates a hierarchical structure with a single
chain of command. Thus, the organizational chart of most private firms depicts a chief
executive officer on top, with a number of department heads reporting to her. Under
these department heads may be individual programs, functions, or support units.
Continuous subdivision of authority continues downward until it reaches the ranks of
the operatives, employees who do standardized work and have no supervisory respon-
sibility. The administrative hierarchy of a typical community hospital is illustrated in
Figure 5.1.

The structure shown in Figure 5.1, however, tells only part of the story. Hospitals
differ from most other work organizations in that they have a duel hierarchy. The
management hierarchy mirrors the traditional structure of most organizations, and a
separate medical hierarchy exists as well. The attending staff, comprising fully trained
physicians, usually has an outside office—based practice and admits patients to the
hospital. These physicians work outside the authority of the management. Physicians
maintain a separate hierarchy, supervising house staff; among house staff itself, more
experienced residents supervise newer ones. Nurses, it may be argued, constitute yet
another hierarchy. It is notable that highest-ranked members of the management hier-
archy cannot issue orders to the lowest member of the medical hierarchy.
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The dual (or tripartite) character of the hospital creates problems for management.
No single individual has the authority to direct the entire organization. Negotiation
must take place across hierarchies to get things done. Cleavages open between doctors
and managers, often over resources for building or acquiring new equipment. During
the 1990s, it was said that a hospital CEO could expect to hold his job for no longer
than three years.

Financial Management. Selective contracting and a general trend toward com-
petitiveness among payers has created significant difficulty for hospital managers.
Hospitals, for example, must admit patients under a DRG for Medicare and Medicaid
or its equivalent for privately insured patients. Under this mechanism, hospitals are
assured a fixed payment for admission under each DRG category. Thus, hospitals
take a risk with each admission. If the patient stays a short amount of time and uses
relatively few resources, the hospital makes money. If the patient exceeds the aver-
age reflected in the DRG, the hospital incurs a deficit. The hospital, then, must man-
age patients with great care. Hospitals hire personnel to determine the specific DRGs
under which they can operate profitably, and expand (or reduce) the hospital’s capa-
bilities accordingly.

Hospitals are also active in the bond market. They borrow from this source to
purchase equipment and finance expansions and retrofits (as is now required in earth-
quake-prone California). In some states, hospital charges are regulated, adding to the
complexity of financial management.

Public Image. Because they are part of a regulated industry, hospitals are concerned
with their public image. An unfavorable public image can attract the attention of regu-
latory agencies that oversee hospitals. Hospitals are extensive users of public resources,
such as land in congested urban areas, local streets, and the local labor force.

The amount of public benefit that hospitals deliver has recently become contro-
versial. As nonprofit organizations, community hospitals have a legal obligation to
contribute to the public good. Both politicians and academics have criticized the non-
profit hospital sector for contributing too little in this area. In a famous critique, econo-
mist Regina Herzlinger presented evidence suggesting that for-profit hospitals provide
as much public benefit (including primarily charity care) as nonprofits do.

Today hospitals of all types face limits on their ability to provide charity care.
Most, if not all, hospitals have fully discharged their responsibilities under the Hill-
Burton Act. For many years, hospitals were able to cover the cost of charity care by
cost-shifting: well-insured patients could be charged enough to cover both their care
and that of charity cases. Competition and prospective payment today, though, have
reduced both operating margins and the hospital’s ability to shift costs.

As a consequence of these factors, hospitals try to avoid admitting charity patients.
Those seen in the emergency department may be stabilized and released while still
obviously impaired. Some hospitals have moved aggressively to recover bad debt.
These actions sometimes give the hospital a highly uncharitable appearance, a percep-
tion that has drawn the attention of legislators.
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How Charitable Are Nonprofit Hospitals?

The degree to which nonprofit organizations operate in a manner consistent with
public expectations has become a major policy issue. The public expects nonprofit
organizations, from churches with worldwide membership to local food banks, to
have warm hearts and offer a helping hand to the community. Hospitals are among
the most visible institutions in the nonprofit world.

Many people have been shocked to find that hospitals today behave like busi-
nesses. It is even more shocking to discover that hospitals that legally incorporate as
nonprofits can be as aggressive and tight-fisted as any profit-seeking firm.

Here are a few recent examples:

In 2004, Richard Scruggs, the lawyer who with great success sued
tobacco firms for billions of dollars on behalf of state governments, led a
class-action suit against nonprofit hospital systems in eight states. The suit
argued against allowing these systems to keep the exemption from taxes
they had long enjoyed by virtue of their nonprofit status.

Scruggs alleged that nonprofit hospitals overcharge uninsured patients.
Hospitals often bill individual patients without insurance at substantially
higher rates than they have negotiated with insurance companies. They are
also said to engage in aggressive collection tactics, such as placing liens on
homes and assessing interest, fines, and legal fees.

The suits charged that nonprofit hospitals had violated “an explicit or
implicit contract with the government to treat needy patients with compas-
sion in return for significant tax breaks.”?*

In its issue of July 14, 1997, the Wall Street Journal published an arti-
cle entitled “Nonprofit Hospitals Sometimes Are That in Little but Name.”
Nashville’s Baptist Hospital was reported to have leased a skybox at the
Houston Astrodome for $75,000 per year. As the Houston Oilers’ official
health care provider, Baptist was reported to give discounts to injured play-
ers. The football connection was part of Baptist’s marketing strategy, which
implied to the public: If Baptist is good enough for the Qilers, it's good
enough for you.?®

Especially striking was a report on the Daughters of Charity, an inter-
national order of nuns involved in the delivery of health care. In 1998, the
order owned forty-nine hospitals in the United States. The order’s movement
of its capital from hospitals to more profitable investments excited the atten-
tion of the business world. The tendency of Daughters of Charity Hospitals
to locate in affluent suburbs and treat fewer Medicaid patients than other
hospitals drew public criticism. The nuns’ financial acumen led Wall Streeters
to coin the nickname Daughters of Currency.?
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Even so, the order reported that it spent 86 cents of every dollar it earned

on charity health care and other community work. Representatives of the order

summarized their approach as “No margin, no mission” or, as a spokesperson

put it, “We don’t say we'll take care of the poor until we run out of money.”

Key U.S. Senators and other public officials have expressed doubt that nonprofit
hospitals deserve their favored tax status. Facing the possibility of adverse changes in
tax laws, community hospitals have instituted systems to audit and report the value
of the community benefits they generate. Such reporting is mandatory in California.
Determination of public benefit, however, is complex and uncertain. A 2007 report
by the California state auditor indicated that nonprofit and for-profit hospitals pro-
vided charity care of equal value. Operators of nonprofits, however, have argued that
they generate benefits to the community other than charity care. These benefits are
alleged to include medical research, physician training, and wellness promotion.?’

The Hospital Emergency Department

The hospital emergency department (ED) has long been an important resource for
consumers. Once operating in highly confined spaces adjacent to the hospital entrance,
the so-called emergency room has evolved to an extensively staffed, expensively
equipped department, or profit center, in many places. Glamorized in movies and tele-
vision, EDs serve functions ranging from the most heroic to the most mundane. Of
all the health care organizations discussed in this chapter, today’s ED combines the
greatest breadth of access and service offerings. EDs are open virtually all the time.
They serve as an intake mechanism for the full range of professional and hospital care.
Issues regarding access, quality of care, and health care cost crystallize in the context
of the modern ED.

Types of Emergency Facilities. Hospital EDs today differ significantly in resources
and capacity. Best known are frauma centers. A system comprising three categories
of trauma centers is used by the American College of Surgeons (ACS) and state-level
agencies:?®

m  Level I Facilities that deliver the highest level of emergency care available are des-
ignated level I trauma centers. The level I trauma center serves as a regional resource
for teaching and research as well as patient care. It is required to be open twenty-
four hours per day, have immediate access to trauma surgeons, and be able to obtain
at short notice the services of specialists in fields such as orthopedic surgery, neuro-
surgery, anesthesiology, emergency medicine, radiology, internal medicine, oral and
maxillofacial surgery, and critical care. The ACS stipulates volume requirements
for level I trauma centers, including 1,200 admissions per year, 240 major trauma
patients per year, or an average of 35 major trauma patients per surgeon.
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m  Level II. A level II trauma center supplements level I centers in its area or pro-
vides trauma services in areas less densely populated than an urban core. Level
II trauma centers provide twenty-four-hour service and must have ready access
to essentially the same personnel and equipment as level I centers. There are no
minimum volume requirements and the unit is not expected to maintain a teaching
or research program.

m  Level Ill. A level III trauma center does not have full availability of specialists,
but does have resources for emergency resuscitation, surgery, and intensive care
of most trauma patients. Level III centers have transfer agreements with level I or
level II facilities. Typically, level III facilities serve communities that do not have
immediate access to a level I or II center.

The designations level IV and level V trauma centers are sometimes used to denote
facilities capable of providing life support to trauma patients prior to their transfer to
facilities with superior emergency resources. Hospitals as a whole, rather than EDs
themselves, are designated by the ACS as trauma centers. In the first decade of the
twenty-first century there were 190 level I trauma centers, 263 level II trauma centers,
and 251 level III trauma centers operating in the United States.

Most EDs are not trauma centers. Trauma centers have special capacity to treat
immediately life-threatening conditions such as serious traffic injuries and gunshot
wounds. Cases such as these arrive by ambulance. Nontrauma EDs specialize in
emergent cases such as sudden illness, burns, lacerations, fractures, and poisoning.
Conditions such as these may threaten function or survival, but they are generally less
severe than the cases seen in trauma centers.

ED Utilization. EDs, and particularly trauma centers, are best known for the urgency
and intensity with which they can provide care. Historically, however, people have
used EDs for nonemergent, primary care purposes. Nonemergent in this context sig-
nifies the likelihood that a complaint could be taken care of without adverse conse-
quences after a delay of a day or so—when the consumer could often find care in
the community. Nonemergent conditions include such everyday complaints as tooth-
aches and earaches. But they may also include examination of potentially cancerous
growths and blood tests for diabetes.

Poor access to health care in the community contributes to use of the ED for non-
emergent conditions. Those with poor access are most often economically disadvan-
taged or members of minority groups. Looking to the ED as a usual source of care is
one index of utilization for nonemergent needs. The 2007 National Health Interview
Survey asked Americans whether they could identify a place where they usually went
when they got sick. Of those who could identify such a place, only 1.8 percent named
a hospital emergency room. Among employed Latinos in California, a group whose
members often lack health insurance, this percentage increased to 3.5.%

Repeated ED visits in a single year is another index of use for nonemergent needs.
Table 5.2 illustrates the relationship between social background factors and repeated
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TABLE 5.2 Percentage of U.S. children and adults with two or more
emergency department visits, 2006

Children (Under 18) Adults (18 and over)

All Americans 7.7 7.4
Race

White 7.5 7.0

African American 9.9 1.3

American Indian or (not available) 10.5

Alaska Native

Asian 5.8 3.8
Latino background

Latino (any race) 7.7 5.7

Not Latino 7.7 7.3
Percentage poverty level

Below 100% 10.1 13.0

100 to 199% 8.8 10.6

200% or more 6.4 5.5
Health insurance

Private 6.3 53

Medicaid 10.8 20.7

Uninsured 7.0 6.9

Source: National Center for Health Statistics. Health, United States, 2008. Tables 91 and 92. Hyattsville,
MD: National Center for Health Statistics; 2009.
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ED visits. This table presents percentages of individuals in each racial, ethnic, and
socioeconomic category who made two or more visits to an ED in 2006.

Table 5.2 indicates that members of some minority racial groups (African
Americans and American Indians or Alaska Natives) are more likely than others to
make repeated ER visits. The table presents evidence for a strong relationship between
poverty and repeated ED use. Americans below 100 percent of the federal poverty
line are more than twice as likely as nonpoor Americans (with incomes 200 percent or
more above poverty) to repeatedly use the ED.

However, poverty and minority group membership do not tell the whole story.
People covered by Medicaid, a joint federal-state health insurance program for
poor people, are the most likely of those represented in Table 5.2 to report repeated ED
use. Some physicians do not readily accept Medicaid patients, leaving them to seek
primary care in the ED. White and nonpoor Americans, moreover, make a significant
number of repeat visits. Some of these individuals may not have primary care physi-
cians or may find doctors’ or clinic hours inconvenient.

Public Policy Regarding Duties of Emergency Departments. Use of the ED for non-
emergent purposes is encouraged by the open access EDs provide. EDs are required to
see (though not necessarily treat) all comers. An important federal law known as the
Emergency Medical Treatment and Active Labor Act (EMTALA) mandates this access.

Explicitly, EMTALA requires that all emergency departments in hospitals receiv-
ing funds under Medicare must treat anyone with an emergency medical condition
and may not transfer such a patient unless he has been stabilized. In practice, how-
ever, EMTALA requires an ED to see any individual who presents herself for any
condition. Regulations associated with EMTALA define an “emergency condition”
as a medical condition manifesting itself by acute symptoms of sufficient severity
(including severe pain, psychiatric disturbances, and/or symptoms of substance abuse)
such that the absence of immediate medical attention could reasonably be expected
to result in

m Placing the health of the individual (or, with respect to a pregnant woman, the
health of the woman or her unborn child) in serious jeopardy

m  Serious impairment to bodily functions
m  Serious dysfunction of any bodily organ or part

Stabilized means that no material deterioration of the emergency condition is
likely, within reasonable medical probability, to result from or occur during the trans-
fer (including discharge) of the individual from a facility.

Quality of Care. The quality of care that people receive for nonemergent needs is
thought by many to be variable. The ED’s staffing, configuration, and mandate are
inconsistent with the best primary care. ED physicians focus on the patient’s most
emergent condition and are not obligated to look for underlying diseases or health risk.
Thus, a patient who routinely seeks care in the ED may never receive screening tests
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for diabetes or cancer. He is unlikely to receive advice about staying well. ED physi-
cians are often highly focused and rushed.

Continuity of care is also a classic problem in the ED. Because visits are unsched-
uled, no attempt can be made to obtain patient records, even if the patient has been
seen in the same ED beforehand. This denies the physician baseline data on any pre-
senting condition and information about potentially important features of the patient’s
history.

Crowding and Queuing. Both health professionals and consumers often express
concern about crowding of emergency facilities and resulting delays in care. It is not
unusual for a patient with a condition that is not clearly urgent to wait several hours
before seeing a provider. Such delay is a major source of consumer dissatisfaction.
Health professionals worry that delayed care for people who need prompt treatment
may result in avoidable morbidity, dysfunction, or mortality. Triage, a process in
which patients are sorted by urgency of their needs, is an integral part of ED function-
ing. But the process is not infallible, nor is it always possible to treat urgent cases with
the desired promptness.

A large number of studies reveal the following factors as the most important in
causing ED crowding and delay:*°

®m  Nonurgent care, as described earlier.

m  “Frequent fliers,” or people who made four or more annual visits; these individu-
als have been estimated to account for 14 percent of all ED visits.

m  Seasonal complaints and outbreaks. Flu season brings more people to the ER, as
may episodes of air pollution, which aggravates asthma and other lung diseases.

m  Insufficient staff. An unfavorable ratio of staff to patients is an obvious cause of
delay; this problem may be particularly severe in psychiatry, where lengthy inter-
viewing and examination are sometimes needed.

m  [Insufficient community resources. Unavailability of primary care providers in the
community may lead people to seek nonemergent care in the ED. Of great impor-
tance may be the lack of sufficient trauma care in a catchment area. Ambulances
may be redirected from an emergency facility of choice when that facility is filled
to capacity, a process known as diversion.

Despite these issues and challenges, EDs can function as profit centers for hospi-
tals. The mix of emergent and nonemergent patients seen in most EDs facilitates this
process. A recently published comment by a specialist in this field summarizes the
logic by which queuing of nonemergent cases may contribute to the bottom line:“When
patient influx ebbs and flows, an overstaffed department inevitably sees quiet times
when costs surpass revenue and employees sit idle. The easiest way to remedy this
problem is to lop off the peaks in patient flow by stockpiling them in waiting rooms to
fill the valleys.”?!



128 Health care Organizations

This comment helps explain the experience of many consumers seeking care for
emergent as well as nonemergent complaints in the ED. A crowd of seated patients
waits. Slowly, individuals are called one by one to be seen by a provider. Suddenly, the
routine is punctuated by the arrival of an ambulance, perhaps accompanied by a police
car and trailing relatives. The victim of an accident or shooting is rushed into the treat-
ment area. The room quiets. Again, seated patients are called slowly, one by one. The
cycle repeats throughout the night.

Costs. Health care managers and policy makers often remark on excess cost of non-
emergent care in the ED. The ED’s primary mission is to treat and stabilize emer-
gent conditions. The staffing, equipment, and physical plant required for emergent
cases greatly exceeds that usually found in a doctor’s office. This is particularly true
of a trauma center. Bills issued by EDs for nonemergent care reflect the presence of
resources unnecessary for such services.

THE MANAGED CARE ORGANIZATION

The increasing proliferation of managed care in the United States has given rise to a
variety of organizations of distinct types. Managed care refers to an arrangement under
which an administrative entity intervenes between the consumer and the provider. This
administrative entity may take the form of a scheduling bureaucracy, case manager, or
utilization review agency. The administrative entity has been viewed in a number of
ways, including a means for ensuring optimal care and a rationing device. Large man-
aged care organizations (MCOs) emerged in the 1940s, serving a restricted but stable
market. Federal legislation enacted in 1973 (the Health Maintenance Organization
Act) and numerous state laws in the 1980s, though, moved managed care onto center
stage among U.S. health care organizations. Table 5.3 summarizes the characteristics
of the major organizational forms found in managed care.

Health Maintenance Organizations

MCOs, first, include the health maintenance organizations (HMOs). HMOs often
own physical facilities such as office buildings and hospitals. Typically, they retain
physicians under exclusive contract. They provide care under capitated contracts—
prospective agreements to care for a specified population for a fixed time period.
HMOs tend to have tight utilization review and practice a conservative style of medi-
cine. Physicians are paid a salary or its equivalent, plus a small bonus in some plans if
costs have been adequately restrained.

Several distinct organizational forms exist under the general label HMO. The
Kaiser Permanente HMO, predominant in the states of Hawaii, Oregon, and California,
has an unusual yet apparently effective and enduring structure. Kaiser Permanente is
really a cluster of three organizations, separately incorporated: the Kaiser Health Plan,
Kaiser Hospitals, and the Permanente medical group. The health plan acts as an insur-
ance company, and the hospital system owns and operates hospitals. A Permanente
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Types of managed care organizations

Independent Preferred
Health Practice Provider
Maintenance Organization Organization
Organization (HMO) (IPA) (PPO)
Legal status Nonprofit For-profit For-profit

Relationship with
physicians

Physician payment

Relationship with
hospitals

Utilization

review, practice
management, and
practice guidelines

Relationship with
payers

Patient access

Patient costs

Exclusive engagement,

staff or group

Salary with risk
sharing bonus and/or
withholding

Owns and/or contracts

with hospitals

Frequent (over 75
percent)

Prospective
contracting

Normally limited to
plan physicians and
hospitals

No charge beyond
small copayment for
within-plan care; no
coverage outside
plan

Open engagement:
physicians may join
multiple [PAs

Capitation, possible
risk sharing

Contracts with
hospitals

Frequent (over 75
percent)

Prospective
contracting

Normally limited to
plan physicians and
hospitals

Small copayment
for visits and
prescriptions

Open engagement:
physicians may join
multiple PPOs

Fee-for-service, no
risk sharing

Contracts with
hospitals

Occasional (60
percent or less)

Prospective
contracting

Available from
large network of
providers

80 percent
coverage within
plan; higher
copayment outside
plan

medical group is incorporated separately in each state where Kaiser Permanente oper-
ates. Each Permanente medical group negotiates exclusive contracts with the health
plan. Members of the medical groups receive salaries, sometimes accompanied by
bonuses for economical operation.
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Independent Practice Associations

Independent practice associations (IPAs) combine individual physician practices into
entities that contract independently with health plans or MCOs. Under this arrange-
ment, the individual physician keeps her practice and sees patients in her own office.
The IPA structure serves as an entity capable of negotiating contracts on behalf of
individual physicians. [PAs pay their physicians primarily on a capitation basis, with
some services being reimbursed on a fee-for-service basis. It is important to note that
an individual physician may join multiple IPAs and at the same time retain his private
practice. Although an IPA may have a strong utilization review mechanism, member-
ship in multiple IPAs may attenuate its impact.

Preferred Provider Organizations
Preferred provider organizations (PPOs) are entities that contract with independent
physicians to provide discounted care to large purchasers of health care. Under these
arrangements, the physician or physician group practices fee-for-service medicine,
according to a discounted fee schedule. Utilization review is less frequent and less strin-
gent than in the HMO or IPA. Like IPA members, individual physicians or groups may
join multiple PPOs. During the past decade, the PPO emerged as the predominant form
of MCO, propelled by the desire of consumers for choice. PPOs typically carry out less
extensive utilization review and thus cannot control costs as effectively as HMOs.
Some researchers and commentators have contended that, among all MCO struc-
tures, the HMO is best suited to economical operations. The typically strong utilization
review mechanism of the HMO, it is said, contributes to this objective. The exclusive
contracts (or employment relationships) accepted by HMO physicians may also con-
tribute to cost restraint. IPA and PPO physicians, it should be remembered, may con-
tract with multiple MCOs. These physicians are less dependent on, and less acutely
conscious of, the cost control objectives of their individual contracting partners.

OTHER HEALTH CARE ORGANIZATIONS

Other organizations involved in health care include nursing homes, mental health
facilities, free-standing surgical operations, and research agencies, both public and
private. The numbers of these organizations have waxed and waned as the U.S. health
care system has changed, and their structure is continuously evolving. Only a few of
the remaining types of organizations will be described here.

Mental Health Facilities

As Table 5.4 indicates, residential mental health facilities maintained approximately
212,231 beds in 2004, about 15 percent of all inpatient beds operated in the United
States. Although of considerable importance, the number of residential mental health
beds operated today represents a mere fraction of the number a few decades ago. As
recently as 1986, there were 111.7 mental health beds per 100,000 Americans; in
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2002 there were 71.2 per 100,000. The decline in number of beds has resulted from
a deinstitutionalization movement in mental health, as well as the development and
widespread use of antipsychotic medications. This is particularly true of the public
institutions that once housed large numbers of mentally ill people, often hospitalized
involuntarily. In the eighteen-year period represented in the table, the number of state
and county mental health beds declined by about 60 percent.

Despite these decreases in inpatient capacity, the mental health market is not in
decline. The number of mental health beds maintained by private, general hospitals
declined by a little over 25 percent during the period covered by the table. But most
hospitals that had psychiatric services in 1986 still had them in 2004. New means
of delivering psychiatric services also evolved. Nonhospital mental health services
have become popular, delivering outpatient, nonresidential care. MCOs often provide
mental health care through “carve-outs” to companies that specialize in providing and
managing mental health and substance abuse services. Known as managed behavioral
healthcare organizations, these agencies typically contract with fee-for-service behav-
ioral health care providers.*

Long-Term Care Facilities
Long-term care facilities provide a mix of health and nonhealth personal care ser-
vices for the elderly and disabled. In the first decade of the twentieth century, about
16,000 long-term care facilities certified as eligible for Medicaid or Medicare funding
operated in the United States. The majority, about 10,000, were operated by private
profit-seeking firms or individuals. Another 5,000 were operated by nonprofits, and
the remainder by government and other entities.>* About 1.5 million people lived in
long-term care facilities in 2005.

Many types of long-term care facilities exist today. These types of facilities serve
the needs of people with differing levels of medical and service need. Following are
some of these types of facilities:

m  Continuing care communities. Continuing care communities (also known as assisted
living facilities) offer a continuum of living options—including independent living,
enriched living, assisted living, and skilled nursing home care—on one campus.
Residents can move from one level of care to the next as needs change.

B Adult homes. Adult homes are small residential facilities intended for people who
are unable to live independently. They usually include supervision, personal care,
housekeeping, and meals. Facilities such as these are sometimes called board and
care homes.

m  Skillednursing facilities. Skilled nursing facilities (SNFs) provide twenty-four-hour
medical attention by trained nurses, therapists, or other health care professionals.
People may reside in SNFs on only a temporary basis, following operations or ill-
nesses. Patents are managed according to intensive treatment plans developed by
physicians.
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m  [Intermediate nursing facilities. These facilities provide care for individuals whose
condition is stable and does not demand twenty-four-hour attention, but who still
need daily care. A physician creates the treatment plan, but it is likely to be carried
out by certified nursing assistants and supervised by nurses. The nursing assistants
manage the patient in daily issues such as bathing and eating.

m  Custodial care facilities. Custodial care comprises a basic array of services to main-
tain patients who can no longer bathe, eat, or dress without assistance. Because it
does not require concentrated medical care, those performing custodial care are
generally without medical skills.

Full discussion of long-term care and associated issues must be sought in a more
specialized source than this text. In a surprising observation, however, the number of
nursing home beds in the United States declined between the late twentieth and early
twenty-first century. The number of total beds was reduced from about 1.48 million in
1995 to 1.45 million in 2003. In that period, the occupancy rate of U.S. nursing homes
declined from 84.5 to 82.6 percent. This decline can be attributed in part to greater
maintenance of function among the elderly. This has been particularly true among the
very old. In the period 1973 to 1974, more than 25 percent of Americans eighty-five
years of age and over resided in long-term care facilities; in 2004, the percentage had
fallen to 13.9.%

Practice Management Organizations

Practice management organizations represent a departure from the ambulatory care
organizations covered earlier in this chapter. Practice management organizations accu-
mulate large volumes of physician service capacity under the control of a single man-
agement structure. Theoretically, advantages accrue to both physician members and
practice management organization operators and owners. Practice management orga-
nizations promise physicians leverage with insurance entities and a guaranteed patient
flow. Initiators and owners of practice management organizations seek business for
hospitals and other facilities in which they have an interest. They also obtain profits
from delivery of physician services.

Physician hospital organizations (PHOs) represent one type of practice manage-
ment organization. A hospital or system of hospitals is the centerpiece of the PHO.
Under one model, hospitals buy physician practices, contract with medical groups, or
directly employ physicians. Under these arrangements, they may finance physician
office development or equipment purchase. PHOs offer hospitals a way to promote
admissions and compete effectively with other hospitals.

Physician practice management (PPM) organizations constitute another mech-
anism for large-scale accumulation of medical practice capacity. PPMs are orga-
nized independent of hospitals and may seek hospital resources for their patients
from a number of hospitals through a selective contracting process. Like PHOs,
PPMs purchase individual physician practices and medical groups. They also form
or purchase IPAs, which in turn contract with physicians or employ them directly.
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While most U.S. hospitals and associated PHOs are nonprofit, PPMs are typically
profit-seeking and owned by shareholders. Shares of PPMs are often traded on stock
exchanges.

The late twentieth century saw a strong spurt of growth in practice management
organizations. PPMs grew to significant size. MedPartners, for example, employed or
contracted with thousands of physicians and provided services to hundreds of thou-
sands of patients. Like other PPMs, MedPartners grew by merging with or acquiring
smaller PPMs.* By the first decade of the twenty-first century, however, serious prob-
lems began to appear in the practice management organization sector. Disputes over
payment to physicians developed, lawsuits ensued, and several key organizations
downsized or disintegrated.*

Health Networks and Systems

Health networks and health systems represent the organization of health services
on the largest scale. Like physician practice organizations, health networks and sys-
tems accumulate large volumes of assets and capacity under one management roof.
Organization via health networks and systems, however, primarily involves physical
facilities rather than professional personnel. The most visible feature of these organi-
zations is coordination among or ownership of multiple hospitals. But health networks
and health systems may also include mental health, long-term care, and insurance
components.

Health care organization specialists Gloria J. Bazzoli and Steven M. Shortell dis-
tinguish health networks and health systems according to how tightly their components
are linked.”” Health networks are linked in a relatively loose fashion. Networks of this
kind fundamentally amount to strategic alliances among hospitals. Linkages are main-
tained among hospitals (as well as other types of health care organizations) through
contracts. Health networks are sometimes referred to as virtual organizations.

Health systems involve stronger linkages among hospitals and other units. In
health systems, one corporation owns, leases, or operates associated hospitals and
other health care units. Key health systems today include corporations such as Tenet
and Community Health Systems, Inc. Both companies are worth billions of dollars and
are publicly traded.

Health care executives seek to establish networks and systems for purposes
such as control of costs, leverage with insurance companies, and bargaining power
in local or national insurance markets. Integration of operations—coordination of
resources under one decision-making structure—is the general objective of both net-
works and systems. Networks and systems are said to be horizontally integrated if
they concentrate on acquiring or contracting with similar entities, such as hospitals.
They are said to be vertically integrated if they acquire or contract with entities that
provide a variety of services and address multiple levels of care. Under vertical inte-
gration, for example, a hospital (or hospital system) may acquire mental health and
long-term care facilities. Networks and systems may be both horizontally and verti-
cally integrated.
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Other Types of Health Care Organizations

A number of other types of health care-related organizations are clearly worthy of
attention. Free-standing imaging and surgical centers have become an important part
of the U.S. health care scene. Research organizations such as those operated by the
government, pharmaceutical companies, and independent nonprofit and for-profit enti-
ties play a basic role. Home care agencies attend to the daily needs of people with
severe chronic illnesses. Hospices provide care and comfort to people approaching the
end of life. Public health departments, ubiquitous among county agencies throughout
the United States, provide vital services in disease surveillance, toxicology, and facility
inspection. They play an important role in providing health services to the uninsured
in some localities and are being looked to for disaster preparedness everywhere.

ORGANIZATIONAL MANAGEMENT IN HEALTH CARE

Even the brief overview presented here demonstrates the wide variety of organizations
involved in delivery of health care in the United States. The diversity of health care
organizations described here reflects the complexity of the health care system itself, as
represented in Chapter One. Figure 1.3 depicts the U.S. health care system as a jumble
of triangles and quadrilaterals representing functions such as hospital care, ambulatory
practice, and long-term care. Actual formal organizations are required to carry out the
functions depicted in Figure 1.3. Thousands of organizations may participate in per-
forming each of these functions. An individual organization may combine the efforts
of thousands of individuals.

The effectiveness with which each organization operates ultimately determines the
degree to which the public benefits. Challenges faced by hospitals—strategy, financ-
ing, public relations, interpersonal conflict—also apply to MCOs, mental health facil-
ities, and the numerous other organizations concerned with health care. Additional
challenges are widespread in the health care industry. Following are some examples:

B Recruitment, retention, and motivation of personnel. Every health care facility
requires qualified and reliable staff. Adequate monetary compensation is a basic neces-
sity. However, other considerations are important as well. An organization must be
viewed as a desirable place to work. Desirable features include acceptable expectations
regarding patient care volume, presence of up-to-date and well-maintained equipment,
and high professional standards. The importance of women in health care organiza-
tions should not be underestimated. Employed women today often have disproportion-
ate responsibility in caring for children and elders. Health care organizations must take
steps to help women both carry out their job duties and meet family needs.

B Maintenance of communication. All organizations depend on effective com-
munication. Communication linkages enable top management to understand changes
occurring at ground level and operations personnel to carry out the directives of the top
ranks. People in different specialty areas must coordinate their actions. Faulty com-
munication, however, frequently occurs in organizations with hierarchical structures.
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Transmission though extended channels of communication reduces both the volume
and accuracy of information. Individuals in separate specialty areas often lack the
opportunity or motivation to communicate.

m Adaptation to change. All organizations operate in a continuously chang-
ing social, economic, technological, and legal environment. The history of business
abounds with once-prosperous enterprises that failed because they were unable to per-
ceive or adapt to changes in the world around them. Health care changes more rapidly
than perhaps any other industry. Effective strategic planning in health care organiza-
tions requires not only perception but anticipation of change.

B Avoidance of malfeasance. Any industry characterized by high cash flow and
insufficient accountability is predisposed to financial malfeasance. At times, health
care organizations have shared these features with mafia-operated casinos in Los
Vegas. The uncertainty that characterizes diagnosis and cost of care, as well as the
presence of uninformed and vulnerable clients, creates opportunities for fraud. In 2006
alone, the FBI conducted 2,400 investigations of billing by health care organizations
for unnecessary interventions or services never delivered.*®

m  Effectiveness of leadership. Perhaps the most popular topic in management
science, leadership is an indispensable element in any organization. Leadership can
be summarized as the ability to develop a program of action and enlist the energy of
others to carry the program forward. Leaders initiate action when it is called for. They
set the cultural and ethical tone of an organization. People exercise leadership in a
wide variety of ways, but organizations without leadership have difficulty meeting any
of the challenges listed earlier.

KEY TERMS

Formal organization Mass market
Structure Niche services
Market sector Leadership

Market segment

SUMMARY

This chapter describes the operating components of the health care system and the
internal and external challenges they face. Health care organizations—doctors’ offices,
hospitals, and many others—constitute the venues where the actual work of health
care takes place. Organizations such as these make application of professional skill
and technology possible on a large scale. Organizations are systems of human rela-
tionships that are designed through recognizable rules, assignments, and procedures
to achieve identifiable objectives and goals, directs individual efforts toward shared
goals. Health care organizations range in size from solo professionals working with
a few aides to corporations that employ thousands. Effective and efficient health ser-
vices depend on the structure and leadership of the organizations that deliver them.
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Hospitals are the most visible type of organization in the health care industry. They
differ from other large organizations in that they have multiple hierarchies, including
separate administrative and medical chains of command. This organizational structure
creates challenges for management and has led to instability within top leadership
ranks. The hospital emergency department, where particularly intense and expensive
care takes place, raises additional issues. Managed care organizations (MCOs) have
taken their place alongside hospitals as key facilities for delivering health services.

Both hospitals and MCOs today face significant challenges in areas such as
financing, competition, regulation, and public image. They compete fiercely, yet form
alliances ranging from loose and flexible to firm and centralized. The degree to which
the operations of health care organizations may affect the cost and quality of care is a
continuing concern among both managers and policy makers.

DISCUSSION QUESTIONS

1. In comparison with traditional, small-scale health care organizations, what
benefits (if any) might large-scale organizations provide?

2. Urgent care centers and retail clinics represent relatively new practice settings
for physicians. On balance, do these innovations benefit or harm the consumer?
Explain your answer.

3. What leadership challenges result from the unusual organizational structure of
the modern hospital?

4. To what degree are today’s tax exemptions for nonprofit hospitals justified by the
community services they render?

5. EMTALA was originally intended to protect the public from being “dumped”
when seeking emergency care. What unanticipated consequences have occurred
from this legislation?

6. Is there evidence that increasing size and complexity in health care organizations
correspond to an increased likelihood of ethical and legal transgression among
professionals and managers? Explain.

7. What are the prospects for future growth in the long-term care sector? In which
segment of the industry is growth likely to be the most pronounced?
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LEARNING OBJECTIVES

m To attain an overview of the health care labor force

m To appreciate the histories of selected health professions and their impact on
present-day management and practice

m To distinguish professionalism from other occupational orientations
= To understand the challenges posed by health professionals to management

m  To become familiar with policy issues associated with the size and distribution
of the health care labor force
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HEALTH CARE LABOR FORCE ISSUES

The preceding chapter identified health care organizations as the operating units of the
system. Whatever system of health care a country adopts, formal organizations are
necessary as the venues for providers to exchange services for payment. The indi-
vidual health professional represents an even more fundamental element of the heath
care system. The quality of services available to consumers can be no better than the
skill, motivation, and availability of individual health professionals.

From a systems perspective, society requires mechanisms that ensure sufficient
numbers of readily available and appropriately qualified health care providers. Policy-
making tasks include determining the supply of health professionals and exercising
oversight. Policy makers carry out these functions by initiating and supporting train-
ing programs, establishing licensure and oversight machinery, and adjusting immigra-
tion policy to help alleviate shortages.

Ideal public policy would aim at a fine-tuning of the supply of health profession-
als, since either under- or oversupply of such personnel has undesirable consequences.
Undersupply of health professionals, for example, may result in excess and expensive
hospitalization. If access to appropriate health professionals is available in the commu-
nity, many widespread illnesses can be treated in the doctor’s office and not require hos-
pital care. Examples of such illnesses, known as ambulatory care—sensitive conditions,
include asthma, diabetes, and congestive heart failure. People with these conditions who
cannot get a medical appointment or who wait long periods of time for an appointment
are more likely to be hospitalized than those with ready access to health professionals.'

Alternatively, oversupply of health professionals does not necessarily result in a
benefit to society. Excess physicians may schedule patients more often than they really
need to be seen. Specialists with unfilled practices may recommend procedures of
marginal value.

The professional character of the health care labor force creates challenges for
managers. Traditional management tools such as command, control, and supervision,
for example, are difficult to apply, if not prohibited by law. Routine management tasks
in the context of health care personnel include the following:

m  Recruiting personnel, often within a competitive market
m  Verifying professional credentials

m  Scheduling personnel to ensure that all services are covered when consumers
require them

B Maintaining a professional community in which providers share information,
make referrals to each other when needed, and continuously improve their level
of practice skills

To illustrate the policy and management issues regarding the health care labor
force, this chapter concentrates on three health professions: physicians, nurses, and
health service administrators. Physicians make key clinical decisions and thus direct
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many of the system’s resources. Nurses constitute the largest number of health profes-
sionals and have become the subject of much administrative concern due to issues
of supply. Health service administrators, who comprise a relatively new profession,
hold much of the responsibility for both operating and shaping the health care system.
Personnel such as X-ray technicians, perfusionists, physician assistants, and many
others are no less important to the industry. But detailed examination of physicians,
nurses, and health care administrators well illustrates the range of policy and manage-
ment challenges raised by health care personnel.

THE CONCEPT OF PROFESSIONALISM

The term professionalism itself raises issues for management and policy. In popular
usage, professionalism signifies simply a high degree of training and specialization.
But social scientists add a number of key dimensions regarding mission, self-identity,
actions, and power. According to this thinking, true professionals belong to a community
of fellow practitioners united by common beliefs, values, and economic interests. In
theory, membership in such a community is sufficiently powerful to counteract the
demands of the organizations in which professionals work.

The Hippocratic Oath

Attributed to the ancient Greek physician Hippocrates, the Hippocratic Oath is the
best known of all professional credos. Generations of modern physicians have taken
the oath upon graduation from medical school. Elements of the oath emphasize the
obligation to serve humanity and to refrain from doing or assisting in harm. For exam-
ple, those who take the oath swear to

Benefit of the sick, remaining free of all intentional injustice, of all mischief and in
particular of sexual relations with both female and male persons, be they free or
slaves.

Neither give a deadly drug to anybody who asked for it, nor will | make a sugges-
tion to this effect [nor] give to a woman an abortive remedy. [Keep to myself] what
I may see or hear in the course of the treatment or even outside of the treatment in
regard to the life of men, which on no account one must spread abroad.

Notably, the oath emphasizes respect for fellow professionals and loyalty to the
professional community. The oath requires the physician to “hold him who has taught
me this art as equal to my parents and to live my life in partnership with him, and if he
is in need of money to give him a share of mine and to regard his offspring as equal to
my brothers . . . and teach them this art without fee and covenant.”*
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According to some well-known formulations,”? the characteristics of a profession
include the following components.

Service Orientation and Ethical Obligation. Professions typically embody a sense of
mission. The professional mission comprises obligation by the individual practitioner
to help those in need and contribute to the general social well-being. Perhaps every true
profession has a written code of ethics. These codes typically emphasize the duty to
help others, refrain from dishonest or harmful behavior, and practice according to the
technical standards of the professional community.

Dominance over Knowledge and Technology. A true profession is said to exercise
ultimate control over knowledge and technology relevant to its area of competence.
In the health field, physicians exercise strong dominance over both development of
knowledge and instruction of people seeking to enter the field. Physicians play the
lead role in biomedical research, occupy most teaching positions in medical schools,
instruct medical students and residents, and exercise oversight and discipline in a peer-
review process.

Independent Organization. No body of individuals constitutes a true profession
without a formal organization. Although the American Medical Association (AMA)
has the highest visibility, all health professions have similar organizations. These
organizations express their members’ professional identify and serve a variety of
individual needs. Professional organizations contribute to development of knowl-
edge and technology by holding conferences and publishing journals. Of potentially
greater importance, professional organizations advocate for the profession’s rights
and privileges. The AMA has served as a powerful voice for American medicine since
the nineteenth century. Organizations representing nurses, pharmacists, optometrists,
chiropractors, and many other health professionals also act as advocates. These
organizations exercise political influence in both state legislatures and at the national
level.

Legal Recognition. The most successful professions stake out legally protected
spheres of practice for their members. The legal requirement of a license to practice
represents an important milestone in the development of a profession. Nascent profes-
sions push state legislatures to require licenses for practice and to empower members
of the profession to write and administer licensure examinations. The developing pro-
fession also seeks to dominate boards and commissions responsible for surveillance
and discipline of its members. Legal recognition includes the privilege of practice
without supervision from outside the profession and the right to independently bill
insurance companies and government programs for services.

Laws passed at the state level known as practice acts specify procedures that
members of a particular profession may carry out and the areas of the body over which
they have jurisdiction. Professional organizations perennially dispute limitations on
their scope of practice. Georgia podiatrists, for example, have contested state law that
permits them to operate on the ankle, but not to amputate toes.’
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Professionalization can occur by degrees. Medicine, the oldest of the health pro-
fessions, is the most strongly professionalized. Physicians are represented by strong
professional organizations, hold licenses, and enjoy an extensive scope of practice.
Medical doctors dominate biomedical research and medical education. Many states
prohibit nonphysician corporations and hospitals from employing physicians—the so-
called corporate practice of medicine. States that do not expressly prohibit such prac-
tice restrict the liberty of corporate supervisors to direct physician’s decision making.

Nursing, though a well-established professional field, is not as strongly profes-
sionalized as medicine. Like physicians, nurses hold licenses and teach in professional
schools. They have professional organizations that publish journals, hold conferences,
and lobby for the interests of their members. The scope of practice of nurses, however,
is limited in comparison with that of physicians. Usually, nurses do not practice or bill
independently, but carry out instructions of physicians and are employed by hospitals.
Advanced practice nurses, discussed later in this chapter, are an exception.

The most successful health service administrators can enjoy higher earnings than
any physician or nurse. Yet health service administration is a weaker profession than either
medicine or nursing. Organizations such as the American College of Health Executives
(ACHE) provide voluntary certification. But no licensure requirement exists.
Universities have offered professional health administration programs since the 1930s.
However, hospitals, HMOs, and other health care organizations can hire administra-
tors with any background or training they find desirable. The most prominent uni-
versity health service administration programs today base their curricula on master
of business administration (MBA) requirements, with relatively minor contributions
from epidemiology and medical sociology.

Professionalism as considered here has both a positive and a negative dimension.
By asserting their independence from corporate superiors and politicians, profession-
als achieve the liberty to concentrate on the patient’s best interests. Licensure excludes
unqualified individuals from practice. However, professionalism also reduces the range
of services available to the public and raises costs. From the administrative perspective,
restriction on corporate practice of medicine reduces the range of organizational options
available for the delivery of health care. The independence inherent in professionalism
constitutes a barrier to supervision of any kind. The standard setting and self-disci-
pline that characterize professionalism reduce public accountability. In this respect, the
famed author George Bernard Shaw once remarked that the professions are “all con-
spiracies against the laiety.””

HISTORY, BACKGROUND, AND CHALLENGES
IN THREE KEY FIELDS

The professions whose members participate in the health care industry are too numer-
ous to address in detail. Examination of three professions helps identify a range of
issues associated with the professional labor force from a management and policy
perspective. Two of these, medicine and nursing, dominate the health professions
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numerically and are familiar to everyone. A third, health administration, is less pub-
licly visible. But this profession is indispensable for the delivery of health care and is
increasing in importance.

Medicine

While a great many patient care professions have attained significance, medicine occu-
pies the central position. This is true even though physicians composed well under 10
percent of the health care labor force in the first decade of the twenty-first century (see
Chapter Two). One hundred years earlier, two out of every three people who made
their living in health care were doctors.®

Still, medicine deserves more attention than any other segment of the health labor
force. The importance of doctors arises from their domination of clinical decision mak-
ing, rather than their gross numbers. This dominance has key ramifications for both
the content and cost of care. Economist Victor Fuchs has written in a classic book:

The dominant role of the physician is particularly important with respect to the prob-
lem of the cost of care. This is not primarily because physicians’ fees are too high,
though they are in many instances, but because physicians control the total process
of care. Typically, this process begins when a patient seeks help. From then on, the
initiative passes to the physician, whose decisions significantly influence the quantity,
type, and cost of service utilized.®

In this fashion, the physician exercises great influence over the pharmaceu-
tical products purchased by the patient, laboratory and imaging studies, referral
to other physicians, and procedures such as biopsy and surgery. All of these involve
costs, and the appropriateness of their application affects quality of care and ultimate
outcomes.

Like other features of modern health care, modern medicine developed only in
the late nineteenth and early twentieth centuries. Today, medical training is time-
consuming and highly standardized. Licensure is required throughout the United
States. Many hospitals and health care organizations require their affiliated physi-
cians to hold an additional credential in the form of board certification, which must
be periodically renewed. Hospital credentialing committees carefully verify whether
physicians who apply for admitting privileges have actually attained the degrees and
training they claim.

As recently as the late nineteenth century, however, patients could count on none
of these features in their medical care. In the early days of the republic, some states had
enacted licensure and practice laws. However, most people who practiced medicine or
other forms of health care lacked formal education and were not licensed. Farmers and
frontiersmen and -women who possessed a few medical skills would work as part-time
practitioners. Because America lacked a system of roads between isolated farms and
towns, it would have been difficult for even a well-educated provider to earn a living
only from medicine.
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During the early nineteenth century, medical science was itself primitive. Mainstream
medicine provided few demonstrable benefits to patients. Fueled by egalitarian ideology
and mistrust of elites, a movement arose to prohibit states from issuing medical licenses.
Most, if not all, of the states that had instituted licensure repealed these laws. Proponents
of open practice of medicine argued that licensure would be equivalent to establishment
of a state religion. Among the forces that opposed licensure was the Thomsonian move-
ment. Led by Samuel Thomson, a botanical practitioner, this movement paralleled the
Jacksonian thinking of the early nineteenth century in its opposition to elite institutions.

Freed from a dominant model of healing, medical practice in the United States
became highly diverse. In addition to allopathic medicine, the approach that pre-
dominates today, many physicians practiced in the botanical, homeopathic, or eclectic
traditions. Much medical training took place under an apprenticeship model, under
which aspirants to medicine took informal study with an established practitioner. Even
formal medical schools often required no more than two or three years of study.

The late nineteenth century, though, brought economic and technological devel-
opments that enabled medicine to develop into its modern form. As noted in earlier
chapters, this era brought basics such as antisepsis and anesthesia into medical prac-
tice. The public and policy makers began to recognize that medicine had achieved the
ability to actually benefit patients. Led by scientific progressives in the medical pro-
fession, a movement arose to require rigorous scientific training and licensing of phy-
sicians. Established in 1893, the Johns Hopkins Medical School required all entrants
to hold college degrees and to complete four additional years of study for graduation.
Leading university-based medical schools throughout the United States adopted this
model. Licensure laws were passed in every state by 1901.

A milestone in the development of modern medicine was passed in 1910. A his-
torically significant study evaluating the quality of contemporary medical education
appeared in that year. Initiated by the AMA and conducted by the Carnegie Foundation,
the ensuing report was named after Abraham Flexner, the Carnegie Foundation
researcher who conducted the investigation. The famed Flexner Report indicated that
a high percentage of U.S. medical schools were inadequate beyond remedy. These
schools lacked such essentials as qualified faculty, laboratories, and requirements for
class attendance. Other schools were found to be wanting, but were encouraged to
make improvements. Championed by the AMA, the Flexner Report resulted in large-
scale closure of medical schools that did not conform to the model established by
Johns Hopkins and other leading institutions.

While a modernizing event, the Flexner Report greatly restricted entry into
the practice of medicine. The 131 U.S. medical schools operating in 1906 had
dropped to 81 by 1922; the number of medical school graduates had been 3,535
in 1915, but declined to 2,529 by 1922. Because the schools that admitted women
and African Americans were largely those considered irremediable, new female and
African American physicians ceased to be graduated. Fields such as naturopathy,
homeopathy, and eclectic medicine, which had flourished in the nineteenth century,
drastically declined.
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Medicine at a Crossroads

The Flexner Report was instrumental not only in standardizing medical education
but in standardizing medical practice itself. Medical schools approved in the report
tended to emphasize the allopathic approach. As the twentieth century wore on,
several important fields of healing went into eclipse, a process vigorously promoted
by the AMA.

Homeopathy, for example, dates from the late 1700s. According to its practitio-
ners, homoeopathy emphasizes activation of the body’s natural healing mechanisms.
Traditionally, homeopathic physicians have subscribed to the doctrine that “like cures
like,” according to which agents that produce the symptoms of a disease in fact cure
that disease. As medications, modern homeopaths prescribe highly diluted solutions
of agents believed to be curative. Homeopathic remedies also include water from
which the agent believed to be active has been filtered, under the assumption that
the water retains a memory of the filtered-out ingredient.®

Although many fewer than before the Flexner Report, schools of homeopathy
still operate in the United States. A homeopathic diploma does not in itself lead to
licensure. To legally practice homeopathy in most states, homeopaths must hold a
license in another health profession. Homeopathic services are not generally covered
by health insurance.

Naturopathy uses interventions such as therapeutic nutrition, botanicals, and life-
style counseling to both prevent and treat illness. In 2001, there were five institutions
of higher learning in the United States that awarded the degree of doctor of natu-
ropathic medicine (ND). In that year, NDs were licensed in twelve states. Generally,
neither private insurance nor government programs cover naturopathic medicine."

A remarkable survivor of this historical shakeout has been chiropractic. First
organized as a profession in 1895, chiropractic uses musculoskeletal manipulation
to treat complaints such as back and elbow pain. Chiropractic operates its own edu-
cational system and formulates and conducts licensure examinations. An increasing
number of Americans have used chiropractors in recent years, and some scientific
research indicates that procedures such as spinal manipulation are effective. Unlike
other nonallopathic fields, chiropractors may bill government and private insurance
plans for services. A high proportion of managed care plans offer chiropractic. For a
hundred years, allopathic medicine and chiropractic engaged in intense conflict. The
AMA's code of ethics, for example, forbade physicians from making referrals to chiro-
practors, a provision that was finally deleted in response to a series of antitrust suits
by the chiropractic profession.'?

Another survivor has been osteopathy. Osteopathy distinguishes itself from allo-
pathic medicine by including manipulative techniques in its practice. Similar in some
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respects to chiropractic, this approach, known as osteopathic manipulative medicine
(OMM), is characterized by manual, rather than pharmaceutical or surgical, interven-
tion. An osteopathic physician, for example, may apply manual techniques to increase
the range of motion in a joint. In the United States, about three thousand doctors of
osteopathy graduate from institutions specialized in that field each year. These individ-
uals qualify for medical licensure, are welcome in mainstream residencies, and, despite
the distinctive history of their field, are virtually indistinguishable from allopaths.

Over the generations, the AMA has served as the principal professional orga-
nization of U.S. physicians. The AMA began as a progressive organization. Its
founding members championed modern scientific medicine. Founded in the 1840s,
the association played an important part in both reinstatement of licensure and the
requirements of medical education. AMA members worked the politics of their local
state legislatures to pass such laws. As early as 1904, the AMA’s Committee on
Medical Education lobbied state legislatures to grant licenses only to people who
had graduated from four-year postgraduate medical institutions and had completed
internships.

The AMA became a conservative force in the twentieth century. Through most
of the century, the AMA strove to keep the supply of physicians available to the pub-
lic low. Despite an increasing U.S. population, the AMA opposed both expansion
of medical education and immigration by foreign physicians into the United States.
In addition, the AMA opposed health insurance when the concept first appeared. As
recently as the 1950s, county medical societies—Ilocal units of the AMA with consid-
erable independence and power—excluded physicians involved in HMOs. The AMA
opposed the legislation that gave rise to Medicare and Medicaid in the 1960s.

Today, the AMA mixes some progressive policy positions with seemingly tradi-
tional positions regarding the medical profession’s interests. In the first decade of the
twenty-first century, for example, the AMA favored use of government funds to cover
all uninsured Americans. But the organization also backed legislation to permit bal-
ance billing under Medicare." This practice would allow physicians to charge patients
the difference between the rates paid by Medicare and the higher rates that physicians
often consider justified.

Professional organizations other than the AMA have become increasingly impor-
tant. Organizations of specialists such as orthopedic surgeons lobby independently
in the interest of their members. The American Association of Medical Colleges
(AAMC) represents academic medicine. The American Medical Women’s Association
(AMWA), which focuses on women’s health issues, refers to its charter members as
the Founding Mothers.
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Changes in the health care system have constituted challenges to the medical pro-
fession. Traditionally, medicine has been a highly paid profession whose members
practice alone or in small organizations and enjoy significant autonomy. Managed
care, utilization review, and practice in increasingly large organizations make autono-
mous practice more difficult. Physicians complain about restrictions on the fees they
may charge imposed by Medicare and private insurance plans.

Yet career satisfaction among physicians remains high. A 2001 survey asked U.S.
physicians how satisfied they were with their overall career in medicine. Over 80 per-
cent answered that they were very satisfied or somewhat satisfied. About the same
level of satisfaction was found among both primary care physicians and specialists.
Satisfaction tended to be lower among primary care physicians whose working hours
had recently increased, whose income had decreased, and whose practices included
many complex cases. Among both primary care physicians and specialists, perceived
lack of autonomy correlated with dissatisfaction. Neither the primary care physician’s
nor the specialist’s degree of involvement with managed care was related to her level
of satisfaction. But specialists whose practices included a large number of different
managed care contracts were more likely to feel dissatisfied.'

A U.S. physician completes a day’s work. To call medicine “strongly professionalized” is not
to characterize other health care personnel as less dedicated or skilled. Among the health
professions, however, medicine is most strongly organized, politically powerful, and publicly
esteemed.
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Nursing

Nursing in its modern form developed even more recently than medicine. The first
schools of professional nursing in England and the United States began in the 1870s.
The field grew very rapidly after these beginnings. Although the medical profession
initially opposed the development of professional nursing, physicians quickly real-
ized the value of trained nurses. As surgery became popular and the hospital industry
grew, medicine became increasingly reliant on nursing. The sick had always needed
to be fed, bathed, and otherwise attended to. But patient needs became more complex
and technical as medical science developed. Highly trained nursing personnel were
required to meet these needs. The number of nursing schools in the United States grew
from 3 in 1893 to 432 in 1900 and 1,129 by 1910."

The fact that nursing developed after medicine had established itself as a profes-
sion is significant. Sociologist Eliot Freidson has observed that no other clinical field
was able to claim the right to independent practice once medicine had begun to orga-
nize and gain respect.'® Chiropractic, which was established contemporaneously with
medicine, retained the right to practice without physician supervision. Chiropractic,
moreover, exercised significant political efforts to retain its independence. Nursing,
on the other hand, has only recently begun to assert a degree of independence. The
subordinate status of women in society overall was mirrored in the subordinate status
of nurses, who were preponderantly female.

The saga of Florence Nightingale provides insight into the development of nurs-
ing and some of its modern features. Born in 1820, Nightingale was an exemplar of
upper-class, Victorian English women. As did others of her class in both the United
States and England, Nightingale felt a calling to promote social well-being, particu-
larly among the disadvantaged. At that time, family members usually attended to the
sick. Hospitalized patients received “nursing” care from untrained women to whom
society accorded very low social status. Training in skilled nursing techniques was
available in Germany, however, and Nightingale went there to study.

Both Nightingale and the concept of professional nursing advanced markedly
during the Crimean war (1854—1856). The British press began reporting horrendous
conditions at hospitals for the British wounded. Resulting public alarm led Secretary of
War Sidney Herbert to request that Nightingale lead a contingent of nurses to improve
conditions at the facility. In the military hospital at Scutari, Turkey, Nightingale took
on self-appointed administrative functions. She kept both administrative and clinical
records. She detected malfeasance and fraud in the management of supplies. She took
charge of dietary matters, using her own wealth to purchase foods more suitable to ill
and wounded people than those the army had provided."”

Relationships between Nightingale and the military authorities were antagonistic.
In Nightingale’s achievements officials saw what they believed the public would inter-
pret as evidence of their own incompetence. Strained relationships with military and
civil authorities continued after the war’s end, as Nightingale campaigned for hospital
reform and modernization. She also founded the first professional nursing school in
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England. Only Nightingale’s personal wealth and connection with the English elite
enabled her to retain her influence.'®

Several of Nightingale’s tenets appear consistent with nursing as it was practiced
for one hundred years after her death. Her organizational and political skills are usu-
ally omitted in her altruistic and heroic portrayals. She knew that nursing would have
to adapt to, rather than challenge, the power of medicine. The antagonism of medical
men at Scutari to her personnel clearly demonstrated this fact. Principles emphasized
by Nightingale at Scutari and afterward emphasized strict adherence to regulations
and intervention with patients only according to doctors’ orders.!"

The challenges and forms of accommodation apparent in the early years of nurs-
ing remain evident today. A sociologist who studies nursing might characterize the
field as marginal, but nursing is far from marginal in a practical sense. Modern health
care could not function without large numbers of nurses. Nursing may be considered
marginal, though, in the sense that important characteristics of the field are mutually
inconsistent. Nurses are highly educated in comparison with many others who work
in hospitals, yet they exercise little control over treatment decisions. Nurses hold a
great deal of responsibility for the patient’s well-being, but have little authority on the
wards. The frontline position occupied by nurses exposes them to blame for unfavor-
able outcomes.

Although many pursue satisfying careers in nursing, dissatisfaction with nursing
jobs and careers appears widespread. A survey by Linda Aiken, a specialist in nursing
issues, found that 43.2 percent of nurses experienced high emotional exhaustion and
41.5 percent expressed dissatisfaction with their current job.?* Comments by the U.S.
Bureau of Labor Statistics suggest that the physical and emotional rigors of nursing
work contribute to these negative feelings:

Nursing has its hazards, especially in hospitals, nursing care facilities, and clinics,
where nurses may be in close contact with individuals who have infectious diseases
and with toxic, harmful, or potentially hazardous compounds, solutions, and medica-
tions. RNs must observe rigid, standardized guidelines to quard against disease and
other dangers, such as those posed by radiation, accidental needle sticks, chemicals
used to sterilize instruments, and anesthetics. In addition, they are vulnerable to back
injury when moving patients, shocks from electrical equipment, and hazards posed
by compressed gases. RNs also may suffer emotional strain from caring for patients
suffering unrelieved intense pain, close personal contact with patients’ families, the
need to make critical decisions, and ethical dilemmas and concerns.?'

The rigors of bedside nursing have led many in the field to seek employment that
does not involve direct patient care. The practice of utilization review, for example,
has opened an alternative career path for nurses. Insurance companies employ utiliza-
tion review personnel to determine whether a patient’s insurance plan should cover a
particular procedure or medication for a given ICD code. Utilization review specialists
formulate protocols for this purpose, and nurses have sufficient clinical background
for making actual case-by-case decisions.
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Recent developments suggest that important changes in outlook and opportunity
within nursing are taking place. First, the emergence of advanced practice nurs-
ing constitutes an important development. Advanced practice nursing emerged in
response to a shortage of primary care physicians in the 1950s. The label “advanced
practice nurse” covers nurse practitioners (NPs), nurse anesthetists, and nurse mid-
wives. Advanced practice nurses typically have baccalaureate degrees in nursing plus
master’s degrees and additional clinical training. The rise of advanced practice nursing
was not universally hailed in either nursing or medical circles. MDs sensed potential
for professional rivalry, while nurses voiced discomfort over potential divisions within
their profession.

Today, over seventy thousand NPs, the largest division of the advanced practice
nursing field, care for patients in the United States. Although many practice along-
side MDs, NPs enjoy significant professional autonomy. Medicare permits NPs to bill
independently, and fifteen states allow NPs to independently prescribe medications.
NPs fought persistently and skillfully to obtain these privileges. Following the model
of successful political action in the United States (see Chapter Eleven), NPs lobbied
both in Congress and on the grassroots level with great success.?

Another movement in nursing intended to benefit these care providers has been
unionization. If the advanced practice movement mimics the tactics of established
professions such as medicine and law, unionization borrows tools used successfully
for generations by teachers and blue-collar workers. Nurses resistant to unioniza-
tion have argued that nursing unions are “unprofessional” and tarnish the image of
nursing. However, unionization among nurses grew rapidly in the late twentieth and
early twenty-first centuries. Professional organizations of nurses such as the American
Nurses Association (ANA) have become collective bargaining agencies. Rivalries
have sprung up between the AFL-CIO-affiliated ANA and the break-away Service
Employees International Union, which has aggressively recruited nurses.

Health Administration

As a distinct occupational group, health administration dates from no later than the
mid-1920s. In 1926, an organization was founded known as the National Association
of Clinic Managers. This organization later became the Medical Group Management
Association (MGMA), one of the most important of today’s associations of health
care managers. During the years prior to World War 11, health care administration was
simple and straightforward. Accordingly, topics covered in the National Association
of Clinic Managers’ initial meeting included such humdrum titles as “What Is a
Business Manager Expected to Know?” “Better Collections,” and “How to Stay Out
of Trouble.”? Subject matter of health administrator meetings in that era could include
the desired temperature of dishwater in hospital kitchens.

The health care system in the early twentieth century was simple, technologically
primitive, and cheap compared to the system that exists today. This simplicity and
parsimony was reflected in core management functions such as accounting and bill-
ing. With neither a health insurance system nor significant government participation,
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financial management was straightforward. Large, publicly owned hospitals engaged
in negotiation with municipal agencies and issued bonds. More routine finance-related
tasks included working out agreements with revenue-producing departments (such as
radiology and surgery) on overhead allocation.

The memoirs of George Bugbee, a pioneer in development of health adminis-
tration as a recognized profession, offer a glimpse at the work of hospital adminis-
trators in the 1930s.>* Hospital administrators interacted with elected officials and
other representatives of the public, as well as the press. Yearly budgeting was a key
responsibility, as was reviewing the functioning and costs of laundry, food service, and
housekeeping. Hospital administrators received reports from nurses on shortcomings
in care and emergency incidents. Matters that concerned health service managers in
Bugbee’s time remain important, but represent only a small segment of the modern
health executive’s scope of work.

Today, the dominance of private insurance and government programs in pay-
ing for health care has made billing and collection extremely complex. Prior to the
widespread presence of third-party payment systems, however, health care providers
enjoyed significant latitude regarding what to charge a patient. Hospitals, for example,
could determine charges simply on a cost-plus basis, billing patients for what adminis-
trators believed their treatment had cost plus a percentage for margin. In addition, pro-
viders had the discretion to determine charges based on what they thought the patient
could afford. Bugbee describes the process as he conducted it at the University of
Michigan hospital in the 1920s and 1930s:

Collection rules were strict. Non-emergency patients were required to deposit
estimated costs for treatment, so | became quite adept at securing information
from medical staff for such estimates. If patients were non-emergencies without
funds, they were referred to local welfare officials before admission. We interviewed
physicians, quizzing them about degree of emergency, before admitting a patient
unable to pay.

Under a system adopted from the Mayo Clinic, a sort of sliding scale of charges
worked as follows:

We secured confidential reports on pay patients, particularly those occupying private
rooms, and assessed those to some degree in proportion to ability to pay. With the
advice of physicians, we developed a pattern for charges. Most patients paid the same
fees, but where considerable wealth was evident, fees were increased.

In one celebrated instance the system backfired. As the story went,

Dr. Canfield, Chief of Oncology in the early 1920s, removed Edsel Ford’s tonsils.
The patient’s father, Henry Ford, obviously pleased, sent a check for $5,000
(@ considerable sum for that era and greatly in excess of the standard charge).
Dr. Canfield returned the check with a bill for $25,000! Henry Ford paid and then
established the Henry Ford Hospital in Detroit (to compete with the University
Hospital) with a full-time salaried staff and a $100 ceiling on professional fees.
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The story could well have been mythical. Clearly, however, a hospital could
charge whatever it considered justifiable and felt it might be able to collect.

In an atmosphere of such simplicity, top hospital management could be carried
out by doctors, nurses, or, in the case of religiously affiliated hospitals, by clergy.
Accountants with no health care experience could move readily in and out of the health
care sector. During his time as superintendent of Cleveland City Hospital, Bugbee
describes one such accountant who was recruited from an automobile dealership and
later moved to a New York law firm. Health administration might have required con-
siderable effort and talent, but was not distinguishable as a specialized field. As late
as the 1950s, one observer commented that “the hospital manager, like managers of
other types of enterprises, must be a jack of all trades—a planner of physical plant, a
purchasing agent, a labor relations expert, a personnel manager, a cost accountant, not
to mention a public relations man.”?

Prominent individuals found fault with management in health care even before
the system achieved the complexity it has today. As in medical education early in the
century, a private foundation played an important role in identifying and remedying
faults in health care management. Work on Michigan hospitals at the W. K. Kellogg
Foundation, led by the pioneering Andrew Pattullo, found that many of these facilities
were characterized by “uneven and unassessed quality, weak management and lack of
personnel and control systems, poor medical staff relationships, obsolete and unsafe
facilities, lack of support by diagnostic specialists, etc.”?®

As World War II came to a close, Pattullo organized a series of commissions under
the W. K. Kellogg Foundation’s auspices to examine and make recommendations
for specialized education in health services administration. A handful of university
health administration degree programs already existed. Patullo himself had attended
the first such program, which had begun in 1934 at the Graduate School of Business,
University of Chicago. Under Patullo’s leadership, the commissions drew on the expe-
rience of the early university programs and the outstanding hospital administrators of
the era. The commissions’ work led to formulation of a basic university curriculum in
health services administration. Becoming a major grantmaker in the postwar years,
the W. K. Kellogg Foundation used its financial resources to support existing master
of health administration (MHA) programs, launch new ones, aid health administra-
tion students, and provide resources to agencies such as the Association of University
Programs in Health Administration (AUPHA).

During this era, the institutional resources typical of a profession grew and con-
solidated. Long-standing organizations supporting the interests of health administra-
tors and providing for their educational needs played prominent roles as the health care
industry boomed. These included the MGMA; the American College of Health
Executives, founded in 1933; and the American Hospital Association, founded in
1898. A quasi-independent agency, the Commission on Accreditation of Healthcare
Management Education (CAHME), examines and grants accreditation to health admin-
istration programs. As of 2008, approximately 67 master’s degree-level health ser-
vices administration programs held CAHME accreditation. According to the Bureau
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of Labor Statistics, just under 300,000 Americans worked as health administrators in
that year.

Despite the prominence of specialized education and organized interest groups,
health administration must be viewed as less professionally established than medicine
or nursing. People without specialized education may work their way up career lad-
ders such as external communication and marketing. U.S. health administration is a
licensed profession only in Puerto Rico. Although several organizations represent the
interests of health services administrators, the number of such organizations can be
viewed as a sign of fragmentation.

Fundamentally, professional status is marked by a unique body of knowledge and
exclusive jurisdiction over practice. Such is not the case with health care administra-
tion. It is not unusual for health care organizations to look for leadership to execu-
tives with substantially no health care experience. The appointment of Peter J. Ratican
as chairman, president, and CEO of Maxicare Health Plans serves as an illustration.
Ratican, a film and television industry accountant, was brought in to manage the firm
after it had defaulted on its debts.?” In medicine, leadership at this level would never
have been given to a lay person.

Among the pressures facing health administrators are the need to respond effec-
tively to a rapidly changing, highly competitive, and increasingly resource-constrained
environment. Patient care professionals look to health administrators for leadership
under these challenging conditions. However, health services administrators also take
the blame for sacrifices required of clinical professionals for needed change. Boards
of directors at hospitals tend to take the side of clinicians. According to a 2005 ACHE
survey, the average hospital CEO held his job for 5.6 years. However, the median
CEO tenure was 3.4 years, and 22 percent of the hospitals surveyed reported having
had at least three CEOs in the preceding five years.?

CLINICIANS AS MANAGERS

Patient care professionals play an important part in management of health services.
Physicians participate in management of the ambulatory care partnerships and profes-
sional corporations discussed in the preceding chapter. In such organizations, physi-
cians may take on management responsibilities on a rotating basis or delegate such
duties to colleagues who have a personal interest in or flair for management. In hospi-
tals and health systems, physicians act as department heads. As president of the medi-
cal staff, a physician represents the interests of her colleagues in system governance.
As a member of the top management team representing, for example, the interests of
stockholders, a physician occupies the position of medical director. Nurses participate
in management in a more hierarchical fashion: charge nurses supervise floor nurses,
and nursing supervisors supervise charge nurses. Hospitals and health systems have
nursing directors who report to top management.

The question of whether clinicians should play a greater part in management of
health services should concern both professionals and the public. It is reasonable to
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think that only a person who has provided direct care to the sick and injured has a true
understanding of health services. According to this reasoning, one might argue that health
care management should be a specialty within nursing, medicine, or other health pro-
fessions. Hospitals and health systems would then prefer or even require that manag-
ers be licensed patient care personnel. Consistent with this belief, most county health
departments require their directors to be licensed physicians. Outstanding physician
managers have included Thomas F. Frist, cofounder, president, and CEO of HCA; and
Harvard’s Eugene Braunwald.

For a number of reasons, however, clinicians have not dominated the ranks of
top health care managers. In the case of physicians, temperament and training often
militate against following an administrative career line. Medical training, for example,
emphasizes the application of empirical science to problem solving. Management,
however, often involves compromise and guesswork. Medical training casts the phy-
sician into the role of a decisive, often independent decision maker. Management
typically requires negotiation and compromise. Technical capabilities increasingly
required in health care management are absent in medical training. These include
finance, accounting, strategic planning, public policy, and marketing.” Universities
and professional societies today offer training programs specifically oriented to the
needs of physicians desiring to become managers. But participation in these programs
requires time away from an often lucrative practice, plus tuition, which physicians and
their employers may be reluctant to pay.

In the early 2000s, only about two hundred physicians served as hospital CEOs.
This figure represented only about 4 percent of U.S. acute care hospitals.*® Looking
into the future, nurses and pharmacists may predominate among patient care profes-
sionals in management. These professionals may be better adapted to teamwork and
less likely to resist making career changes because of already high incomes.

THE HEALTH CARE LABOR FORCE: FACTS AND FIGURES

Basic statistics on health professions and related occupations illustrate the importance
of the health care sector within the U.S. labor force. The number of individuals directly
dependent on health care for their livelihood illustrates the importance of this sector to
the U.S. economy. Growth in the number of American workers in health care reflects
a marked increase in the percentage of U.S. GDP associated with health care over
recent generations. An increase in the health care labor force of the magnitude illus-
trated here has in part resulted from public policy favoring growth. Viewed positively,
the figures presented below indicate the burgeoning of an industry that has produced
numerous and high-paying jobs.

Table 6.1 presents 2004 data on U.S. physicians. It is readily apparent from the table
that large differences prevail among specialties in both numbers and income. The key
primary care specialties, including family practice, internal medicine, and pediatrics,
are by far the most numerous. They are also the least well paid. Top incomes go to
“procedure-oriented” fields such as radiology, urology, cardiology, and anesthesiology.
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TABLE 6.1 Number of active physicians in the United States, income, and
income change from preceding year, by specialty, 2004

Number Income Change from
Specialty Practicing in U.S.  Average Income Prior Year (%)
Radiology 7,010 $412,000 7
Urology 8,804 373,000 12
Cardiology 17,301 362,000 6
(noninvasive)
Oncology N.A. 347,000 N.A.
Anesthesiology 29,254 341,000 2
Pathology 10,209 325,000 10
General surgery 25,284 292,000 1
OB/GYN 33,636 261,000 1
Emergency 17,727 227,000 1
medicine
Neurology 9,304 220,000 3
Internal medicine 99,670 172,000 3
Pediatrics 47,996 172,000 4
Psychiatry 25,656 172,000 5
Family practice' 73,508 166,000 1

'Includes general practitioners.

Sources: Physician numbers: Health, United States, 2005, Table 106 (data are for 2003). Physician
income: Modern Healthcare.com. July 24, 2004. MGMA survey findings for 2004.
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As s true of other labor force—related matters, the income disparities visible among
physicians reflect management and policy decisions. A relevant decision involves
adoption of the resource-based relative value scale (RBRVS) by Medicare in 1992.
Practitioners in the highest paid specialties tend to apply invasive procedures, often
involving machinery or technology, to the patient. Developed at the Harvard School
of Public Health, the RBRVS system specifies payments for thousands of medical ser-
vices. It was adopted for use by Medicare in 1992 and has been periodically modified
since then. Private insurance companies have adopted the RBRVS for their own use
or have developed similar systems. For each medical service, the Harvard team com-
puted a payment rate according to the total work of the physician, associated practice
costs (such as liability insurance), and the amortized value of the opportunity costs for
specialty training. Preliminary RBRVS rates were intensely reviewed by independent
teams of physicians for validity.”!

Despite the rigor with which the RBRVS system was developed, many physicians
consider the resulting differences in reimbursements unjust. The resulting system of
payment parallels the payments traditionally made by private insurance firms. Private
insurance has traditionally made higher payments for technically intense services than
“cognitive” services such as history taking, lifestyle instruction, or psychiatric care.
Whether prevailing payments to physicians reflect the time and resources invested
by individual providers is open to dispute according to several criteria. The practice
incomes of procedure-oriented physicians, for example, have been shown to represent
high rates of return computed on the basis of years of study, expenditures for tuition,
and foregone income while in training. The investment return to a general internist or
family practitioner, however, has been reported to be lower than what he would have
obtained by attending an elite business or law school.??

Table 6.2 provides information on numbers of individuals involved in the practice
of health professions other than medicine and the incomes they earned in 2006. The
table clearly indicates that the field of nursing is the largest of the health professions
in the United States. In addition, there is significant diversity among nurses. The high-
est incomes are earned by advanced practice nurses, those with specialized training in
fields such as midwifery and anesthetic procedures.

Among the nonphysician health fields, dentists earn the highest incomes, followed
by pharmacists and physician assistants. Physician assistants belong to one of several
professions that began in the late twentieth century as physician extenders—clinicians
of considerable skill operating under the supervision of physicians.

Table 6.3 illustrates significant growth among health professions through the late
twentieth century. Growth in some fields has been very large. The representation of
physicians relative to the U.S. population has grown significantly, approaching 100
percent from 1970 through 2001. The representation of registered nurses (RNs) has
more than doubled. Physical therapy, a profession that developed only in the 1960s,
grew by over 100 percent between 1980 and 2001 alone. However, the fields of den-
tistry and pharmacy have grown significantly less. The relative lack of growth in these
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TABLE 6.2  Number of US. nonphysician health professionals and income,
by profession, 2006

Specialty Number Practicing in U.S.  Average Annual Income
Nursing
Registered nurse, not 2,201,000 $59,000

otherwise specified

Licensed practical nurse? 726,000 37,000
Nurse anesthetist NA 130,000
Certified nurse midwives 8,000 83,000
Other Professions
Dentistry 168,000 120,000
Pharmacy 196,000 99,000
Occupational therapy 72,000 61,000
Physical therapy 130,000 68,000
Physician assistant 62,000 82,000
Respiration therapy 118,000 56,000
MRI technician NA 67,000

3Includes licensed vocational nurses (LVN).

Sources: Numbers of professionals: Health, United States, 2005, Table 108. Incomes: Salary Wizard,
available at swz.salary.com. Data on numbers of LPN/LVN, physician assistants, and respiration therapy:
USBLS, 2004, www.bls.gov.
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TABLE 6.3  Growth of the health professions, late twentieth century: active
personnel per 100,000 population

Specialty 1970 1980 2000¢

Physicians 155.7 189.8 274.0°
Dentists 46.5 54.0 59.5°
Pharmacists 55.2 62.5 69.5°
Registered nurses (all) 367.7 560.0 789.1¢
Occupational therapists NA 10.9 25.5°
Physical therapists NA 21.8 46.1°

*Data for year 2001.

®Data for year 2000.

“Data for year 1999.

Sources: Data for 1980 and 2000: National Center for Health Statistics. Health, United States, 2006.
Table 108. Hyattsville, MD: National Center for Health Statistics; 2005.

Data for 1970: National Center for Health Workforce Analysis: U.S. health workforce factbook. www
.bhpr.hrsa.gov/healthworkforce/reports/factbook.htm.

fields may be attributed in part to technical advances that have reduced tooth decay
and made retailing of pharmaceuticals more efficient. Alternatively, it may be specu-
lated that these professions have deliberately restricted their growth to maintain pro-
fessional dominance and income.

Table 6.4 presents income data for high-ranking health administrators. The job
titles included in these tables are those most often found in hospitals. Income data
are difficult to obtain in health administration. For this reason, the table presents sala-
ries for top officials at the University of California, San Francisco (UCSF), Medical
Center, which are public information. UCSF salaries are high because of the institu-
tion’s location, but are lower than in some private-sector institutions. It is not uncom-
mon for the CEO of a large health care system to earn an annual income in excess of
$1 million.
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TABLE 6.4 Compensation for selected executive positions, University of
California, San Francisco, Medical Center, 2005 (excluding bonus)

Job Title Base Salary
Chief executive officer $434,400
Chief operating officer 355,400
Chief financial officer 309,600
Chief information officer 243,600
Chief patient care services officer 213,200

LABOR FORCE DYNAMICS IN THE HEALTH PROFESSIONS

Supply and compensation constitute basic facts and figures regarding the health care
labor force. However, the actual benefit the public may realize from these health
care workers depends on factors beyond these basics. These factors, described next,
are more complex than simple numbers of human beings involved in a profession.
These factors, moreover, are subject to unanticipated change.

Availability of Professionals

The dynamics of professional labor supplies present challenges for both management
and policy. From a management point of view, quality health care cannot be delivered
without an adequate number and appropriate mix of health professionals. Regarding
policy, both scarcity and surplus create undesirable situations. Scarcity drives up prices
and reduces access. According to some observers, however, surplus has undesirable
economic consequences. Physicians act as consumer agents, ordering tests, prescrib-
ing medication, and recommending procedures. The existence of excess physicians,
the argument goes, results in excess use of resources mobilized by physicians and acts
as a accelerator to health care costs.

Several features of the professional labor force make it difficult to predict its
features, even in the relatively short run. Classic economic models illustrate why
this is the case. The producer of any commodity whose production requires a span
of years can only guess at the price its output will bring when marketed. According
to models with names like the cobweb feedback cycle or the hog cycle, scarcity
(accompanied by high price) induces increased production. But the market cannot
respond until the period required for production has passed. By that time, increased
activity by many producers (responding to initially high prices) creates a surplus,
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driving prices to exceptionally low levels. Thus, the price of hogs fluctuates over a
two- to four-year period.

Marketable hogs may take a couple of years to produce. But nurses require four
years of professional education, and physicians twelve. Demand and starting salary
(adjusted for inflation) has historically fluctuated over periods of four and twelve
years. In addition, the medical environment changes, resulting in staffing cuts in some
areas and increases in others. Government programs aggravate the fluctuations by arti-
ficially increasing production in response to public perceptions of scarcity.

Production of Services

In addition to the presence of health professionals in the labor force, the number of
working hours they supply to the market is significant. Like supply of personnel,
the number of hours worked over a week, month, or career affects both access and
price. As indicated in the preceding tables, many clinicians are quite highly paid. The
backward-bending labor supply curve model, depicted in Figure 6.1, suggests that
such high pay may actually reduce hours worked. When an individual’s hourly com-
pensation reaches a certain point, he may decide to work fewer hours. After their mate-
rial needs have been met, people make trade-offs between working and earning on one
hand, and leisure, family, or other nonmonetary pursuits on the other.
Backward-bending curves such as the one presented in Figure 6.1 may be affect-
ing the health labor force at present. Effects may take a number of forms. The female
physician may reduce professional activity to care for children. According to one study,
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female OB/GYNs worked significantly fewer hours and conducted significantly fewer
procedures than their male counterparts, resulting in an overall productivity among
women that was approximately 85 percent of that achieved by men.** A nurse with the
same family and child care responsibility as the female physician may choose to work
part-time and thus be less professionally productive. Older health professionals in any
field of either gender may choose to retire early. Thus, simple supply of personnel does
not assure an adequate supply of services.

Deciding whether a health profession is in surplus or shortage is itself difficult.
It may be argued that no surplus exists until all the public’s needs are met. Although
a shortage of nurses is talked about today, as recently as the 1980s there was evi-
dence that nurses were in surplus. A study in the 1980s predicted that a physician
surplus of 80,000 would develop by 1990; the most acute oversupply was predicted
to occur among specialists. Conducted under the auspices of a commission known as
the Graduate Medical Education National Advisory Committee, this study employed
health services researchers of the highest caliber. By the late 1980s, however, it had
become apparent that no surplus was developing.* At the beginning of the twenty-first
century, both professional journals and the mass media had begun to express concern
about shortages.? %

Because it is difficult to determine what the public may actually “need,” price may
serve as a better indicator of surplus versus shortage. Falling prices indicate the exis-
tence of a surplus, while rising prices reflect scarcity. During the early 2000s, prices of
nursing services were on the rise, as would be consistent with the existence of a short-
age. Prices of physician services themselves were steady or rising (see Table 6.1). This
direction of price change suggests a shortage.

Juxtaposition of increasing supply (as measured by doctors and nurses per popula-
tion) and rising price is an uncommon economic phenomenon. For most commodities,
it is impossible for prices to rise while supply relative to demand increases. Additional
factors, however, are at work in the medical world. Three explanations should be
considered.

First, prices have risen despite increased supply of health professionals because
the volume of medical work to be done has also increased. The health care system
offers—and the public demands—a broader menu of services with each successive
year. Services that seemed highly advanced and prohibitively expensive in the latter
decades of the twentieth century are now commonplace. Technological innovation has
produced more work for the health care labor force, requiring additional personnel
in all fields for fulfillment of the associated tasks. Increasing intensity of care and its
impact on costs will receive additional attention in Chapter Seven, which focuses on
health care finance.

Second, physicians, dentists, and members of several other health professions
have a great deal of control over the services that their patients receive. Unless they
practice under strict utilization review or other constraints, health professionals tend to
recommend or order whatever they believe may help their patients. Sometimes what
is recommended has little proven value. Like most people, health professionals tend
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to act in a fashion that increases their incomes. Thus, at least some may consciously
or unconsciously recommend or order interventions for which no compelling, objec-
tive justification exists. People in many fields are said to have target incomes. A tar-
get income is benchmark denoting how much money a person believes she needs to
support a desirable standard of living. The uncertainty under which medical decision
making often takes place (see Chapter One) increases opportunities for target income—
driven behavior.

Finally, the power of the health professions may, through a variety of mechanisms,
result in higher prices for care than would prevail if solely natural market forces were
in operation. The medical profession is often singled out for fierce protection of its
scope of practice. But professions such as nursing and pharmacy have used licensure
laws and practice acts to protect their turf from lower-priced competition.

Surplus-Shortage Cycles in Nursing

The case of nursing deserves special attention in view of periodic fluctuation between
surplus and shortage. Shortages in the early 2000s caused alarm in the health care
industry. Estimates of unfilled hospital nursing positions in that decade reached over
100,000. Industry representatives and hospital officials called for increases in nurs-
ing school enrollment and pressed for generous visa allocations to facilitate immigra-
tion of nurses from abroad. Hospital-based nurse training programs were begun or
expanded, often in collaboration with local educational institutions. Nurses flowed
into the United States from countries such as Ireland and the Philippines.

The nursing shortage in the early years of the twenty-first century may have been
acute and extended, but it was not a new phenomenon. Nursing has followed a cycle
of shortage and surplus periods over the decades. Supply, conditions of work, and
public policy have all contributed to the fluctuation.

The nursing shortage of the early 2000s may be partially explained in terms of
supply. The opening of new opportunities for women (including medical school) had
by that time depleted the traditional source of recruitment into nursing. At the other
end of the life cycle, aging and retirement of nurses who had begun careers in the
1950s and 1960s took a toll. Supply issues were aggravated by state-mandated nursing
staff ratios, requiring that nurses could be assigned to care for no more than a specified
number of patients.

Factors related to working conditions in nursing help explain nursing shortages.
Bedside nursing is physically and emotionally demanding. Most states do not man-
date nurse staffing ratios, and hospitals have responded by increasing the number of
patients for whom nurses must care. The greater volume of patient responsibility adds
stress to the picture, a potential exaggerated by the fact that nurses may be blamed and
disciplined for treatment error. The physical rigors of the profession have been refer-
enced earlier in this chapter.

Low pay in comparison with competing professions, physical and mental stress,
and family-related responsibilities have encouraged exit from the nursing profession.
In past generations, a high proportion of nurses exited early in their careers. The higher
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salaries paid to nurses today may be slowing this exit, but the outcome in terms of
supply remains uncertain. Replacement of exiting nurses is problematic. Nursing is
not an easy-entry occupation. Admission to nursing school is competitive, and many
motivated and qualified individuals are unable to attend.

However, supply of nurses does eventually increase as salaries rise. Several fac-
tors became apparent in the twenty-first century that seemed likely to accelerate the
entry of new personnel or individuals returning to the nursing profession after exiting
to start their families. Women, who predominate in the nursing profession, are much
more likely to work outside the home for pay than in generations past. Today, a major-
ity of women with children are employed, a revolutionary change from just a few gen-
erations ago. Finally, nursing has begun to attract entrants from an entirely new pool
of potential entrants, as older women apply to nursing school and replace those who
are lost to the profession due to new opportunities in other lines of work.?’

The Distribution of Physicians: Origins,

Ethnicity, and Location

A number of other issues regarding health professionals face managers and policy
makers today. One concerns so-called foreign medical graduates (FMGs). The United
States requires more physicians than its medical schools produce. To bridge the gap,
the United States admits physicians trained by foreign medical schools and makes it
possible for them to obtain licenses. FMGs are not always foreign nationals; thousands
of U.S. citizens enroll in medical schools in places such as Grenada and Guadalajara.
It has been shown that FMGs practice the same specialties and locate in the same
places as graduates of U.S. medical schools.

The presence of FMGs raises a number of issues. It is asked whether FMGs are
trained as well as graduates of U.S. medical schools. Medical schools, it seems, might be
expanded to allow qualified and willing Americans to advance economically and to help
fill demonstrated needs. Finally, the U.S. thirst for (and ability to attract) foreign doctors
and nurses reduces the supply of such professionals in much more needy countries.

The ethnic distribution of health professionals in the United States raises very
difficult issues. Today, some racial and ethnic minorities are represented in medicine
in far lower numbers than the proportion they occupy in the general population. The
racial and ethnic distribution of medical students today suggests that this picture will
not change in the near future. In the period 2002 to 2003, white non-Latinos consti-
tuted 64.0 percent of the students and Asians 20.5 percent—both percentages exceed-
ing their representation in the population. African Americans, Latinos, and Native
Americans comprised 7.4, 6.4, and .9 percent respectively.

Solutions to this problem are evasive. Americans have found it hard to accept
racial quotas for school admissions. An absence of health professionals who are racial
minorities may not be effectively addressed at the professional school level. Effective
remedies will likely require vast improvements in the elementary education given to
minorities, as young people from disadvantaged groups must be able to win entry and
succeed in professional training programs.
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Another challenging issue concerns where health professionals tend to reside and
practice. Geographic maldistribution of health professionals has remained an intractable
issue for decades. Physicians in particular tend to shun underserved areas. The highly
urbanized state of Massachusetts has 75 percent more physicians per capita than rural
North Dakota. Some young physicians practice temporarily in rural areas, sometimes
drawn by debt forgiveness programs offered by agencies such as the Indian Health
Service, the Migrant Health Service, or the National Health Service Corps. But most are
eventually drawn back to the cities, where quality of life is perceived to be higher.

Increasing production of health professionals has not eradicated the problem of geo-
graphic location. Testimony before the California state legislature asserted that the state’s
medical schools needed to produce ten doctors for every one who would practice in an
underserved area. The ultimate solution may involve establishing health centers in under-
served areas staffed by physician extenders, visited a few days a week by a supervising
physician, and receiving advice and supervision at other times via telecommunication.

Finally, it is important to note that a definite pecking order prevails among physi-
cians. The fact that an individual holds a license to practice medicine does not ensure
that he delivers top-quality care. Physicians at the top and bottom level of this stratifi-
cation system tend to practice in mutually isolated communities. Physicians with the
best professional reputations hold privileges in the best hospitals and refer patients
to each other. Physicians at the lower end of the spectrum often do not have hospi-
tal privileges. They are reluctant to refer patients to higher-end specialists for fear of
incurring criticism from them.

When patients select a primary care physician, they entrust their care to a specific
segment of the health care system, with definite implications for the quality of ser-
vice they receive. This fact is particularly important because primary care physicians
of different rank tend to treat patients of different social background. Some primary
care physicians, for example, tend to have practices that include primarily nonminor-
ity patients, while the practices of others tend to include largely minorities. A high
percentage of minority group members in the United States receive their primary care
from physicians who have weak referral networks and lack hospital privileges.*

PROFESSIONAL ETHICS, OVERSIGHT,
AND DISCIPLINE

Ultimately, the actions and decisions of health professionals determine the benefits,
risks, and costs of the health care system to the public. Thus, it is essential that society
ensure conduct by health professionals that is in the public interest. Departures from
appropriate behavior may be ethical or legal in nature. As noted in Chapter One, eth-
ics concerns obligations of an individual to act toward others in a manner consistent
with socially reinforced values. All health professions have codes of ethics that reflect
such values. The legal dimension of professional codes of conduct is more concrete.
Laws and the actions of persons responsible for their interpretation and enforcement,
however, are typically consistent with underlying ethical principles.
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Codes of Ethics

Ethical codes formulated by professional organizations tend to be general and abstract.
They are useful to practitioners as expressions of the culture of their profession. They
may be distant from the practitioner’s day-to-day concerns. But they reflect challenges
and dilemmas that have repeatedly faced practitioners over the generations.

The AMA and the ANA code of ethics typify codes of patient care profession-
als.* % Common to both codes of ethics are provisions mandating that the practitioner
do the following:

m  Hold the patient’s well-being as of primary importance
m Safeguard the confidence and privacy of patients

® Maintain competence through continuing study and communication with
colleagues

m  Protect the profession through personal conduct and by reporting colleagues who
are deficient in character or competence or who engage in fraud or deception

m  Respect the law, but seek changes to legal requirements that are not in the best
interests of patients

m  Advance the nursing profession through collaboration in education and research

Differences between the AMA code and the ANA code reflect concerns specific to
each profession. The AMA code, for example, stipulates that “except in emergencies”
the physician should be “free to choose whom to serve, with whom to associate, and the
environment in which to provide medical care.” The American College of Healthcare
Executives (ACHE) differs from those of direct service providers and reflects the com-
plexities of health administration. It addresses not only the patient’s needs but those of the
health care organization. The ACHE code includes provisions such as the following:

m  Provide services consistent with available resources
m Lead the organization in the use of sound business practices

m  Report negative financial and other information promptly and accurately, and take
appropriate action

m Prevent fraud and abuse and aggressive accounting practices that may result in
disputable financial reports

m Create an organizational environment in which both clinical and management
mistakes are minimized and, when they do occur, are disclosed and addressed
effectively *!

It is important to remember from Chapter Two that ethics involve personal dilem-
mas. Provisions in the codes of the ANA, AMA, and ACHE provide no specific answers
to concrete situations.
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Oversight and Discipline

Legal machinery operating on the state level represents a more reliable safeguard for
the public than abstract ethical principles. All state governments have licensing and
disciplinary agencies that oversee the practices of physicians, nurses, chiropractors,
and other health professionals. These agencies employ members of each profession
as well as law enforcement personnel. They receive, investigate, and help adjudicate
complaints from the public. In New York state, for example, the Office of Professional
Medical Conduct, a subunit of the Department of Health, is responsible for investigat-
ing complaints about physicians and certain physician extenders. In Massachusetts,
the Massachusetts Board of Registration holds similar responsibilities.

The Department of Consumer Affairs has jurisdiction over licensing and dis-
cipline in California. Specialized bureaus and boards operate within this agency. A
unit called the Medical Board of California (MBC) has authority over physicians and
several allied health professionals, including opticians, podiatrists, and midwives. In
2007, the unit was responsible for almost 100,000 physicians practicing in California
and close to 30,000 additional physicians practicing in other states.*> MBC’s concerns
and actions are typical of those in other states.

Reasons for administrative action taken by MBC illustrate the range of challenges
and transgressions for which health professionals of any description may be at risk.
These include the following:

B Negligence, including deviation from standards of medical practice, failure to
keep records, and prescribing drugs without performing a physical examination

m  Incompetence, as indicated by lack of knowledge or skills required for practice or
for a particular procedure or specialty

m  Sexual misconduct, in the form of sexual exploitation of patients or relationships
with minors

®  Fraud, as in invalid billing of private insurance companies or government
agencies

m  Unprofessional conduct, as in performing unnecessary tests and using inappropri-
ate billing codes

m  Conviction of a crime, whether related or unrelated to professional practice

In addition, MBC may take administrative action in response to finding that a
health professional is mentally ill, is a drug or alcohol abuser, or has a medical condi-
tion affecting her ability to practice safely.

In response to these findings, MBC may apply a wide range of remedies. In the
mildest of remedies, MBC can issue a public letter of reprimand. The board may sus-
pend a license. In rare cases, a license is simply revoked. More often, the revoca-
tion is stayed, and the practitioner receives restrictions on his right to practice and
stipulations to be followed until the period of probation ends. These stipulations may
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include performance of community service and receiving education in areas such as
ethics, professional boundaries, record keeping, or practice skills. Conditions of pro-
bation may include refraining from using alcohol or working under the surveillance
of a monitor.

Like many of its counterparts outside California, MBC operates a diversion pro-
gram for impaired physicians. Under this program, the board allows the physician to
continue practice under appropriate restrictions while undergoing treatment for alco-
hol abuse, drug use, or mental or behavioral problems. Many disciplinary bodies in the
health field believe that remedial action is preferable to simple punishment.

Research suggests that remedial action is sometimes, though not always, effec-
tive. A study in Massachusetts reports that physicians who begin treatment for mental
and behavioral health and substance abuse complete their programs about 75 percent
of the time.* Another national study of physicians disciplined by state agencies, how-
ever, reports high rates of recidivism.* Critics have alleged that the percentage of
physicians whose licenses are revoked is unrealistically low. The public, however, has
recourse beyond state licensing and disciplinary boards, including malpractice suits.
In addition, health professionals in any field who break the law are subject to criminal
penalties.

Star Performers

Whatever the dynamics of the medical labor market may be, individuals of outstand-
ing reputations can command extraordinary incomes and the envy of colleagues.
Following are two late twentieth century examples.

J. Richard Steadman, MD. Steadman’s office in the ski destination town of Vail,
Colorado, is lined with testimonials from former patients, including quarterback
Dan Marino, skier Marc Giardelli, and tennis star Martina Navratilova. At a time
when Blue Cross paid $2,600 for repair of a common injury, a tear in the anterior
cruciate ligament, he charged $5,000. In a practice that grossed $3.5 million in
1993, Steadman was in the top 1 percent of U.S. physicians in income. Steadman’s
net income in subsequent years was not made public, although he received addi-
tional fees as a director of ReGen Biologics, Inc.

Highly paid athletes and corporate executives flock to Steadman’s clinic. But man-
aged care plans and workers’ compensation pay less than Steadman charges. People
covered in this manner must make up the difference or seek treatment elsewhere.

Steadman maintains that the value he provides justifies his premium fees. He does
far more surgery than the average in his field and has pioneered several surgical
procedures and materials.
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To a Wall Street Journal reporter, Steadman bristled at the suggestion that his rates
might be too high, asking: “If you can do something faster and better than most
people, shouldn’t you be compensated for it? To me, it would be a shame if the
system rewarded mediocrity.” 4>

Jack O. Bovender, Jr, CEO. On multiple occasions, Bovender served as chairman
and CEO of HCA, a Nashville-based corporate provider of health services, which
provides about 5 percent of hospital services in the United States. Bovender
received a master’s degree in health care administration from Duke University in
1967, performed hospital administrative functions in the U.S. Navy, and worked
his way through the ranks of HCA between 1985 and 1992. He left the com-
pany after a major merger, but returned in 1999 as a member of the board of
directors.

Bovender's contributions have included determining which corporate assets to
keep or sell, and leading the company as it transformed from a publicly trade to
a privately held firm. He also represents the company in efforts to promote health
care reform. Discounts for uninsured people and bad debts cost the company $5
billion in 2006.4

In 2006, HCA paid Bovender $3.74 million in salary and other compensation.
These earnings placed him behind Wellpoint’s CEO, who was paid $10.6 million
in 2006, and distant from America’s best-paid CEO, Richard Fairbank of Capital
One Financial, who received $249.4 million in cash, stock, and other forms or
remuneration.#

KEY TERMS

Professionalism Advanced practice nursing

Corporate practice of medicine Cobweb feedback cycle

Allopathic medicine Backward-bending labor supply curve
Flexner Report Licensing and disciplinary agencies
SUMMARY

This chapter presents key features of the health care labor force—including numbers,
compensation, and distribution—and raises associated issues for management and
policy.

In 2007, health care personnel represented over 10 percent of the U.S. labor force.
Since the middle of the twentieth century, striking increases have occurred in the num-
ber of individuals in nearly all the health professions. Entirely new health care special-
ties emerged during that era.
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Most members of the health care labor force may be characterized as professionals.
Workers of this description possess specialized knowledge not shared by others.
Professionals form independent organizations, seek freedom from supervision by
nonprofessionals, formulate codes of ethics conduct, and pursue legal licensure.
Professionalism protects the public from unqualified and unscrupulous practitioners,
but creates challenges for cost control and management.

The American public depends on appropriate supply, utilization, and distribution
of health care personnel. Concerns have arisen about both undersupply and oversup-
ply of health care workers. Geographic maldistribution threatens public access, as
physicians tend to practice in well-to-do urban communities and avoid disadvantaged
and rural areas. Minority group members are strongly underrepresented in the health
professionals.

Health care has provided desirable jobs for millions of Americans. According
to some, however, an overabundance of health professionals increases costs without
commensurate public benefit.

DISCUSSION QUESTIONS

1. Would licensing of health care administrators result in better public service?

2. If a young person asked you about career prospects in the health care field,
what answer would you give? What health profession or specialty would you
recommend?

3. How effective do you believe codes of ethics and the mechanisms that
guide professional discipline are at present? Can you recommend means of
improvement?

4. Should policy makers be taking steps in addition to those already in operation
to increase the representation of racial minorities in medicine and other health
professions?

5. What might the consequences be if the number of physicians per 100,000
residents in the United States were to increase by 50 percent? Overall, would
such an increase be beneficial or detrimental to the interests of consumers?

6. What strategies can management use to promote optimal relationships with
health professionals?

7. On balance, does “professionalism” as defined in this chapter benefit or harm the
public?

8. Should nonallopathic health care be covered by private and public health plans?
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HEALTH SERVICE FUNDING AND EXPENDITURES

A review of basic numbers presented in Chapter One highlights the financial impor-
tance of health care in the United States. Annual health care expenditures in the United
States topped $2 trillion by late in the twenty-first century’s first decade. Per capita
health care spending was almost $7,000 in 2005, up from a mere $148 in 1960. Between
1960 and 2005, the percentage of U.S. gross domestic product (GDP) devoted to health
care increased from 5.1 to 16.! Several European democracies experienced comparable
or higher rates of increase during the same approximate period of time. Between 1960
and 2004, for example, the GDP share occupied by health care in Spain went from 1.5
to 8.4 and in Norway from 2.9 to 9.7.> But the United States has long spent the high-
est percentage of GDP on health care in the world. In almost every year, growth in per
capita health care costs has outstripped general inflation in the United States.

The mechanisms by which health care is paid for in the United States have a major
impact on associated costs. The vast majority of health care dollars changing hands in the
United States do so through so-called third parties or third-party payers. Third-party
payers disperse funds on behalf of the patient (the first party) to the health professional
(the second party). Private insurance companies once predominated among third-party
payers in the United States. Third-party payers, however, also include the public agen-
cies that operate programs such as Medicare, Medicaid, the Indian Health Service, and
the Civilian Health and Medical Program of the Uniformed Services (CHAMPUS).
The amount of money paid for health care under these and related programs is now
more than the amount paid by private insurance. In 2006, private health insurance paid
36.0 percent of costs for health care in the United States, government-sponsored insur-
ance 45.3 percent, and out-of-pocket payments by consumers 14.6 percent.?

A majority of the dollars spent for health care in 2006 were paid to hospitals and
physicians. Of every dollar expended on health in the United States in that year, 36.8
cents went for hospital care, 25.4 cents for physician services, 7.1 cents for nursing
home care, 12.3 cents for prescription drugs, and 18.4 percent for a wide variety of
other goods and services.* These percentages are graphically displayed in Figure 7.1.

Costs are unevenly distributed across the population. Of course, sick people uti-
lize more health care resources than people who are well. It is no surprise, then, that
costs are concentrated among a relatively small segment of the population.

Demographics and location also make a difference. In 2000, it was estimated that
average Americans would spend $316,579 each in their lifetime. Women were expected
to spend 34 percent more than men ($361,192 versus $268,697), due to the fact that
women were expected to live six more years than men in 2000. Annual expenditures
varied greatly by age. Of the lifetime expenditure expected of Americans, 7.8 percent
were estimated to be spent by (or on behalf of) children (ages 0-19), 12.5 percent by
young adults (20-39), 31.0 percent by middle-aged adults (40-64), 36.5 percent
by seniors (65-84), and 12.1 percent by “old” seniors (85 or older).> Studies have
consistently found that individuals in their last year of life are more expensive to the
system than similarly aged individuals who survive.® For reasons that are not entirely
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FIGURE 7.1 Personal health care expenditures according to source of
funds and type of expenditures, United States, 2006

Out-of Pocket
Payments

State and
Local
Government
Prescription
Drugs

Other Private Funds

Source of Funds Type of Expenditures

Source: Centers for Medicare and Medicaid Services, Office of the Actuary, National Health
Accounts.

understood, location has a significant effect on costs. In their last six months of life,
patients in Miami, Florida, are treated more intensively and expensively than any-
where else in the world.”

The astounding volume of resources expended for health care summarized here
raises two interrelated questions. First, why have health care costs increased signifi-
cantly in all industrialized democracies across the globe? Second, why does the United
States spend more than other countries?

HEALTH CARE COSTS: A GLOBAL ISSUE

Several factors contribute to rising health care costs in all economically developed
countries. First, economic prosperity itself leads to greater per capita health care
spending.® As national economies grew in the latter half of the twentieth century, so
did expenditures for health care. Second, groups with the strongest interests in health
care spending tend to be among the most politically powerful in wealthy democracies.
In the United States and elsewhere, powerful interest groups that favor health care
spending include elders and providers of health services.

Growth in the intensity of treatment for individual complaints has occurred in the
United States and other economically advanced countries. Changes in treatment for
heart disease illustrate the growth in intensity and implications for costs:

Treatment has been transformed from one week of bed rest in the coronary care
unit—with pharmacologic interventions to control cardiogenic shock, pulmonary
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edema, and arrhythmias—to thrombolytic therapy, angiography, angioplasty, or cor-
onary bypass surgery. The innovations require more capital (cardiac catheterization
laboratories), more labor (the time of physicians, nurses, and other caregivers), and
more expenses associated with spread of knowledge (fellowships in interventional
cardiology)—all of which cost money that was not spent thirty years ago.®

New technology often involves more intensive treatment than was delivered before
it became available. Joint replacement and organ transplant represent breakthrough
therapies. Prior to their availability, treatment for severe joint disease and liver failure
may have been limited to palliative measures. The newly available surgical procedures
require personnel and facilities similar in magnitude to cardiac catheterization and
coronary artery bypass. Pharmaceutical innovations do not require large increases in
personnel and facilities, but add to costs nevertheless.

Increasing intensity of patient care, often involving increased advanced technol-
ogy, is a worldwide trend. A close look at factors responsible for increasing costs in
the United States illustrates the impact of intensity and technology. Except during
periods of high inflation in the economy as a whole, increased intensity of patient care
played the leading role in making health care costs higher. Between 2000 and 2005,
for example, the average annual increase in personal health expenditures in the United
States was 7.8 percent. According to U.S. government data, general inflation in the
economy accounted for 32 percent of the increase. Inflation in the health care sector

Patient receiving a computerized tomography (CT) scan. Once considered too expensive for
general use, CT scanning is now a routine medical procedure. CT scanning is one example of the
adoption of new technology driving up costs.
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as a whole (based on prices of selected goods and services) accounted for 18 percent
of the increase, and population growth another 13 percent. Increasing intensity of ser-
vices was responsible for 38 percent of the increase.'

Another perspective on health care cost increases is provided by an analysis of
hospital charges during a particularly expansive period of U.S. health care. Between
1965 and 1975, total hospital charges in the United States grew an astounding 382
percent from $9 billion to $39 billion. General inflation accounted for 36 percent of
this increase, population growth 5 percent, aging of the population 7 percent, labor 24
percent, and capital 28 percent. Capital includes the cost of new construction (includ-
ing costs of financing) and acquisition of equipment."!

The contributions of new technology and increasing intensity to the cost of care
may be most apparent in the United States. But public expectations regarding access to
care, often involving technology and intensity, are also important abroad. Sweden,
the United Kingdom, the Netherlands, and New Zealand have set priorities and main-
tained waiting lists for services involving expensive, high-technology services. Yet
public opinion in these countries often opposes explicit restriction. Public opposition
is particularly visible in individual cases where denial of access is apparently respon-
sible for loss of life.'?

COST ACCELERATORS IN THE UNITED STATES

Although increasing health care costs are a phenomenon affecting the entire industri-
alized world, the United States clearly leads the trend. Researchers and commentators
have identified a variety of potential explanations for the high costs that prevail in the
United States. Illustrations of these appear below, some backed by strong evidence,
others enjoying less factual support.

Values and Expectations

The values and expectations of Americans help explain why the United States spends
more per capita on health care than other industrialized countries. As discussed in
Chapter Two, maximization is an important American value. According to some mea-
sures, Americans have higher expectations than people elsewhere.

A study of service for urgent coronary artery bypass in the United States, Canada,
and several European countries provides an example. This study reported that 20.3
percent of U.S. non-VA patients waited longer than twenty-four hours for urgent coro-
nary artery bypass, the maximum delay period recommended by relevant specialists.
Among patients in the United Kingdom, 88.9 percent waited longer than the recom-
mended maximum, 80.0 percent in Canada, and 45.5 percent in Sweden. As a possible
explanation, the study authors cite limited hospital budgets that “preclude immediate
access to their facilities for expensive procedures such as cardiac catheterization or
coronary artery bypass surgery or both.”!?

The longer wait times experienced outside the United States for cardiac proce-
dures may signify more economical health care systems abroad. But the longer wait
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times place at least some patients in peril. Delay in coronary artery bypass surgery has
been shown to increase mortality risk.'*

Consistent with unacceptability of long waits for service among Americans
is demand for access to new technology. Commentators such as Henry Aaron (see
Chapter Two) have highlighted the diminishing gains in health obtainable from
increasingly expensive innovations. Remedies for cost accelerators of this kind include
empowering government to restrict deployment of new technology, a process known
as upstream resources allocation. Americans, however, have hesitated to approve
such measures.

The Prevalence of Health Insurance

The existence of insurance itself as the principal means of paying health care bills
appears to play a part in the rising cost of health care in the United States. Health
insurance puts purchasing power into people’s pockets over and above what they
could afford to buy with cash. All things being equal, prices of goods and services ulti-
mately rise to the level that consumers are willing and able to pay. Insurance coverage
adds purchasing power to the consumer cash supply. Prices should be expected to rise
to the level made possible by the insured person’s coverage plus the amount of cash
she has available—and is willing to pay. An increase in the supply of medical goods
and services, of course, may be expected to restrain price increases, as long as a free
market actually prevails.

Some evidence suggests that health insurance has in fact increased the cost of
health care. Enactment of Medicare in the 1960s created a vast new pool of purchasing
power available to elders. A period of increased health care cost inflation characterized
as a “firestorm” by a California lobbyist occurred in the years that followed. In the
five years prior to Medicare’s enactment, yearly health care expenditures in the United
States had been increasing by 8.3 percent; in the five years after the program became
operational, expenditures increased by 12.7 percent per annum. Three decades later,
evidence suggests that expansion of Medicare benefits to cover pharmaceuticals had
a similar effect. Inclusion of the pharmaceutical benefit coincided with large out-of-
pocket payments by beneficiaries. '

The widespread practice by U.S. employers of providing health insurance as a
benefit to employees has been cited as an accelerator of health care costs. Although
such benefits have substantial cash value, they have not historically been subject to
taxation. Much income that would be obtained from taxation of employee health ben-
efits is forgone by the U.S. Treasury because employers deduct these dollars from
their taxable income in the same manner as other business expenses. A number of
analysts have argued that businesses should not be allowed to deduct health plan
expenses or that employees should pay taxes on the benefits they receive.!® According
to these analysts, such tax changes would motivate both employers and employees to
seek cheaper plans.
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Consumption by the Disadvantaged

Other factors thought to be responsible for relatively high health care costs in the
United States involve history and demographics. America’s era of enslaving African
Americans and displacing Native Americans has resulted in persistence of an eco-
nomic underclass to the present. Millions of African Americans and Native Americans
are born into poverty and remain there for their entire lives. Members of these groups
usually receive substandard education. Many are consistently exposed to bigotry,
adverse living conditions, and the threat of violence. These challenges contribute to
poor health literacy, inadequate access to preventive resources (such as well adult care
and healthful recreation), adverse health behavior, premature childbirth, and injury
due to violence.

Costs associated with premature and low birthweight deliveries exemplify the
economic impact of underclass membership on health. Economically disadvantaged
African American women are at special risk for delivering prematurely. At great
expense, medical technology has made it possible for many low birthweight infants
to survive the perinatal period. Survivors are often later plagued with chronic disease,
adversely affecting their quality of life and requiring expenditures for health care far
beyond those of normal children."”

Aging Population

As noted earlier, older people have higher per capita health care costs than younger
ones. In addition, elders are increasing as a proportion of the U.S. population. But the
degree to which excessive health care costs can be attributed to an aging population
is uncertain. The proportion of the population in every industrialized country repre-
sented by elders is increasing—often more rapidly than in the United States.

The U.S. population is indeed aging. But the rate at which the group of people
sixty-five years and older is increasing as a percentage of the population is actually
slow. Per capita spending for the elderly, moreover, is increasing less rapidly than per
capita spending for the nonelderly. In a comprehensive review of current data, the
noted economist Uwe Reinhardt concludes that the aging of the U.S. population will
add “only about half a percentage point to the total annual increase in national health
spending” in the coming years.'®

Immigration

Some have attributed rising health care expenditures in part to immigration. In the late
twentieth century, immigration into the United States (both legal and illegal) increased
significantly. Undocumented immigrants are not eligible for most public insurance
programs (such as Medicaid) except under emergency conditions. These individuals
often seek care at emergency and maternity facilities and frequently lack personal
resources for payment.
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Facilities at which large numbers of undocumented immigrants seek care indeed
face fiscal challenges. As a group, however, undocumented immigrants do not add
significantly to the system’s expenditures. According to an analysis published in 2006,
the foreign-born, especially the undocumented, “use disproportionately fewer medical
services and contribute less to health care costs in relation to their population share.”
Immigrants tend to be relatively healthy, and their frequent lack of health insurance
decreases the volume of services they use. The study concludes that “the national
medical costs of nonelderly undocumented immigrants are about $6.5 billion, and the
publicly financed component is slightly larger than $1 billion—a small fraction of
total U.S. health care costs.”"

Administrative Costs

Finally, some of the blame for high costs has been attributed to the large number of
administrative personnel involved in the health care system. Administrative personnel
in health care organizations and the insurance industry cost money, but do not contrib-
ute directly to patient care. Based on 1999 data, researchers Steffie Woolhandler, Terry
Campbell, and David Himmelstein argued that over $200 billion could have been
saved if the United States had had a simpler, government-financed system such as
Canada’s.”® Others have argued that administrative costs in the United States are
actually closer to those of Canada.”! Even by more conservative standards, however,
administrative expenses in 1999 may have accounted for between 10 and 15 percent of
U.S. health care spending. Administration of the decentralized, pluralistic U.S. health
care system indeed increases costs. But the excess costs of health care in the United
States compared with those observed elsewhere arise primarily from factors other than
administration.

HEALTH INSURANCE

Only the existence of health insurance permits Americans to consume their present
volume of health care. It is easy to think of insurance as a lackluster industry, peopled
by clerks, bean counters, and bland sales personnel. But for many, availability of health
insurance is a matter of life or death. The specifics of a person’s insurance policy can
do much to determine whether he maintains a desirable quality of life. Understanding
the U.S. health insurance system is the key to grasping management and policy chal-
lenges that have prevailed for decades.

Insurance fundamentally amounts to a pooling of funds from many individuals
to provide financial resources to those who experience a loss due to an unusual occur-
rence. In principle, health insurance differs from accident or life insurance only in the
specific “unusual occurrence” for which the individual is insured—financial liability
due to health care needs.

The health insurance industry illustrates the pluralism and lack of systematic
integration that characterizes U.S. health care. A wide variety and huge number of non-
profit and for-profit organizations offer health insurance of some kind. Organizations
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that have traditionally been nonprofit such as Blue Cross and Blue Shield have occu-
pied a major segment of the health insurance business. In addition, hundreds of profit-
seeking firms known as commercial carriers offer health insurance. Many commercial
carriers are active in several lines of insurance. Publicly traded firms such as Aetna and
Cigna are owned by stockholders, who receive dividends based on corporate profits.
Other carriers, known as mutual insurance companies, have no stockholders. When
these firms accumulate resources greater than their needs, the difference—which can
be thought of as profit—is distributed to policy holders as rebates.

A large majority of Americans have health insurance. Table 7.1 shows the distri-
bution of sources from which this insurance is obtained by individuals under sixty-five
years of age. A majority of these individuals get health insurance through employment,

TABLE 7.1 Percentages of individuals under age sixty-five with
selected sources of health insurance

Year

1994 2000 2007

Employer-based coverage 64.4 68.4 62.2
Own name 33.2 34.6 32.1
Dependent coverage 31.3 33.8 30.0
Individually purchased 7.5 6.5 6.8
Public 17.1 14.6 18.2
Medicare? 1.6 2.2 2.7
Medicaid 12.7 10.7 13.9
Tricare/CHAMPUS/VA 3.8 2.8 2.9
No health insurance 15.9 15.6 17.2

2Although most Medicare beneficiaries are elderly, selected groups, such as end-stage renal disease
patients, may qualify for the program at any age.

Source: Employee Benefit Research Institute. Sources of health insurance and characteristics of the unin-
sured: analysis of the March 2008 current population survey. EBRI Issue Brief. 2008;(321):1-33.
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either their own or that of a family member. A comparatively small number purchase
insurance on an individual basis.

Government provides financing for health services that in some respects resem-
bles insurance. Medicare, for example, serves primarily elderly people. The program
is funded by payroll taxes used to create a dedicated trust fund. Most Medicare benefi-
ciaries have contributed to this fund during their years as working people. Medicaid,
a program for the poor, is supported by taxation of individuals who may themselves
lose their ability to pay for health care through private insurance or other personal
resources. Consistent with long-term trends, Table 7.1 indicates a decline in private
coverage (including employer-based and individually purchased) and an increase in
government-operated programs.

Despite the importance of insurance, plans often do not cover the full range of
consumers’ needs or desires. Pharmaceuticals and devices often require out-of-pocket
resources. Coverage for mental health tends to be severely limited. Consumers pay
billions of dollars for unconventional medicine (see Chapter Four). Increasingly popu-
lar and not usually covered by insurance have been discretionary procedures ranging
from cosmetic dentistry to modification of physical features such eyes, noses, lips,
bellies, and buttocks.

Health Care and the Theory of Insurance

Insurance has existed as an industry for hundreds of years. Until the years following
World War II, however, its availability and popularity was limited. Insurance today
serves as the principal mechanism by which health care is funded in the United States.
Differences among the traditional forms of insurance—property, casualty, and life—
raise questions about the soundness and ultimate viability of this arrangement.

The purchase of insurance allows individuals to make claims on a pool of funds
when they experience an unexpected loss. As do payments for repairs following acci-
dents and fires, doctor and hospital bills represent losses that can be expressed in mone-
tary terms. A theory of insurance established by Robert L. Mehr and Emerson Commack
specifies the conditions under which an insurance plan may provide financial protec-
tion to members in a reliable and sustainable manner.”> The most important of elements
of the theory concern the events and losses that it is practical to insure. According to
Mehr and Commack, insurable losses are restricted to the following types:

m  Definite. The event that gives rise to the loss should take place at a known time,
in a known place, and from a known cause, as in the case of fire, automobile acci-
dents, and worker injuries.

B Accidental. The event should be outside the control of the beneficiary of the
insurance. The loss cannot be a result of action that might have, under difference cir-
cumstances, produced gain. Ordinary business risks, for example, are not insurable.

m Large. The size of the loss must be of major proportion. The administrative and
overhead costs incurred by an insurance company in coverage of small losses are



Health Insurance 181

proportionally larger than those incurred in coverage of large losses. Insurance
against small losses requires a company to charge higher premiums that offer little
real value to a buyer.

m  Calculable. The insurance company must be able to estimate the likelihood that
an adverse event will occur and make an objective evaluation of the financial loss
associated with the event.

m  Affordable to the insurer. Maintaining sufficient funds to pay claims is a funda-
mental challenge of insurers. In writing policies, insurers try to protect their assets
by avoiding the possibility of very large claims by individual participants or simul-
taneous claims by many beneficiaries. This is why insurance companies hesitate
to offer hurricane insurance in Florida and earthquake insurance in California, or
charge high prices for these policies.

By insuring only losses with the characteristics listed above, an insurer may serve
the public for many years in a reliable manner. Shipwrecks and automobile accidents
clearly meet the criteria of insurability. Disparities between these criteria and key
characteristics of health care, however, help explain why financing of health care in
the United States has become problematic.

Health Insurance Challenges

Insurance of health care does make sense according to some dimensions of the theory
of insurance. Definite diagnosis can be made of most, if not all, diseases. Occurrence of
much disease, and certainly its timing and severity, is outside the control of individuals.

Predominantly Small Claims. According to some criteria, however, funding of health
care through insurance appears practical and sustainable to only a limited degree.
The theory of insurance states that losses must be large to be insurable. Many con-
sumer expenditures for health care, however, are small. For most consumers, doctor
visits and limited-time prescriptions resemble nuisance expenses much more than
catastrophic ones.

Relatively small expenditures for health, moreover, are regularly made by numer-
ous consumers. Under the theory of insurance, events covered by a plan should be
not only costly but infrequent. Insurance against shipwrecks, storms, and fires pro-
vides resources to help individuals who encounter such rarely occurring occurrences
to recapitalize or rebuild. Coverage of routine, expectable losses (as much health care
utilization involves) raises cost of insurance far beyond what it would be if only rare,
costly events were covered.

Incalculable Risks. From an insurer’s point of view, health care expenditures are less
calculable than losses in the property and casualty field. Unanticipated increases in the
cost of care due to newly available technology occur regularly. Insurance plans may
limit the services that are covered and specify caps on their financial liability to indi-
vidual consumers. But entities providing health care coverage have less power to limit
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their liabilities through these means than in more traditional insurance. Refusal to
cover a newly proven intervention, even if outside existing policies, can result in legal
or public relations challenges.

Unfavorable Risk Pools. Another challenge to the funding of health care through insur-
ance involves construction and management of risk pools. A risk pool is the technical
term for the set of individuals whose financial contributions or premiums are added
together and made available for use by those who incur a loss. To be financially sustain-
able, an insurance company requires a risk pool in which the presence of people at high
and low risk is balanced. In a risk pool of this nature, the financial needs of those who
get sick will be offset by the lack of need among those who stay well. Such a balance
enables the insurance company to offer attractive premium rates to the public.

A large risk pool is desirable from both the insurer’s and consumer’s perspec-
tive. Health care experts have developed models that allow insurers to anticipate the
needs of an individual based on her age, health status, and past use of services.?® But
the accuracy of these models is limited. Among individuals, random variation in inci-
dence of disease or injury is likely to prevail. The larger the risk pool, however, the
more likely it is that balance will occur in any given year.

Large pools balancing high- and low-risk individuals are clearly the most desir-
able for many insurance carriers and consumers. Such risk pools are necessary for
health insurance to serve as the predominant funding mechanism for health care in
any country. But market dynamics do not favor construction of such pools. High-risk
members raise costs for the pool in its totality. Individuals at low risk and companies
providing insurance plans for employees avoid buying into such pools. Most private
insurance carriers operate under business models that avoid sales to high-risk people.
High-risk pools, then, are typically mandated, operated, or subsidized by government
agencies. Medicare itself is a large pool containing many individuals at high risk of
incurring significant medical expenses.

Insurance carriers seek to capture large, favorable risk pools by selling plans to
large employers. Employed individuals are relatively young, healthy people. A large
employer, then, furnishes a risk pool ready-made with the most desirable character-
istics. Insurers must accept greater risk when they operate smaller pools. Such pools
may be constructed by putting together packages of individual policies or contracts
with small business firms. In the absence of large numbers to balance random fluctua-
tions in claims, insurance companies must charge high premiums to offset their risks.
The cost of joining a small insurance pool helps explain why relatively few people in
the United States obtain insurance on an individual basis and why small businesses
often do not offer plans to their employees.

Adverse Selection and Moral Hazard. Health insurance shares a number of chal-
lenges with the traditional insurance industry. Of special note are adverse selection
and moral hazard. Some evidence suggests that the nature of health risks and health
care make adverse selection and moral hazard even more troublesome than they have
traditionally been.
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Adverse selection occurs when the people especially likely to incur a loss obtain
insurance against that loss. In the broader insurance industry, the term is sometimes used
in connection with concealment of facts by the person seeking insurance about his risks.
A life insurance seeker, for example, may be able to conceal a family history of heart
disease. If successful, this individual represents an adverse element in the risk pool.

In health care, the term adverse selection is often used to denote attraction by
people at especially high risk to a particular plan. Insurance against burglary in a hypo-
thetical city illustrates the process. A person who has never been the victim of bur-
glary is unlikely to include insurance against such a misfortune among her unavoidable
purchases. But a person who has experienced repeated burglaries is likely to show
great interest. Eager purchasers of burglary insurance may be more likely to expose
themselves to burglary by not locking their doors and windows, living in houses not
readily seen from the street, or residing in neighborhoods frequented by felons. All
things being equal, the greater the representation of these “adverse” individuals in the
burglary insurance pool, the greater the premiums for everyone will have to be.

Adverse selection of consumers into health insurance plans is widely feared by
plan operators. People who anticipate the need for repeated and extensive health ser-
vices are not always adverse risks. They may be intelligently prudent. They may be
hypochondriacs. But they often are people with genuine health risks. Examples include
those with preexisting conditions or high-risk lifestyles. Health plans may try to bar
such individuals from the pool, but cannot always do so. It is feared that predictably
high-volume users will have substantial claims. Individuals of this description, it has
been said, gravitate to plans with generous benefits and managed care arrangements
that place no fixed dollar limit on benefits.

Insurance plans of any kind introduce the possibility of moral hazard into the
consumer’s thinking and behavior. Moral hazard involves people’s temptation to incur
a loss when they know they will receive payment for that loss. A worker, for example,
may intentionally expose herself to injury in hopes of receiving a workers’ compensa-
tion payment. Health insurance does not increase the likelihood of intentional injury
by the insured. People with health insurance, however, are said to consume unneces-
sary care because they know that a third party will cover the associated expenses.**
This possibility is particularly important in instances involving high-cost interventions
of infrequent efficacy or unproven value.

Of perhaps greater importance is moral hazard among physicians. Physicians are
exposed to moral hazard when they have the opportunity to profit by providing care of
speculative or marginal value. Moral hazard is also present when physicians are able
to choose between profit-yielding high-cost interventions and cheaper treatments
resulting in lower financial returns. Use of certain chemotherapies provides a histori-
cal example. Until Medicare and private insurance companies restricted the practice,
oncologists purchased chemotherapeutic agents directly from the manufacturer and
charged patients significantly more for the agents than they had paid.* Insurance pro-
motes moral hazard among physicians because patients with coverage are unlikely to
question costs.
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Expectable Losses. According to the traditional theory of insurance, it would make
most sense for the health insurance industry to offer coverage primarily against cata-
strophic health care costs. Under such plans, only very high financial losses could be
recovered. As recently as the 1950s, many U.S. families purchased “major medical”
insurance, protecting themselves against financially disastrous misfortunes. But since
that time, benefits under most policies have become increasingly broad. Most health
insurance policies today cover everyday needs such as well adult exams and prenatal
care. Many cover selected complementary and alternative services such as chiropractic
and incidentals such as eyeglasses. Catastrophic plans, however, are making a limited
comeback, as will be discussed later in this chapter.

Because regular and numerous losses are expectable, it is far from certain that insur-
ance as it has traditionally operated can continue to serve as the predominant mecha-
nism for funding health care in the United States. Virtually everyone will eventually
encounter health problems and associated costs. All are at risk of misfortunes that can-
not be accurately predicted. One might argue, then, that health care should be paid for
from a pool of resources upon which everyone may potentially draw and to which all
who are able contribute. In its National Health Service, the United Kingdom attempts to
operate a risk pool that includes all citizens.? But values such as personal choice, meri-
tocracy, and the free market inhibit development of such a system in the United States.
Strongly vested industry interests, moreover, make it unlikely that health insurance as it
now exists in the United States will fundamentally change in the near future.

Intense Regulation. Like other parts of the insurance business, health insurance in
the United States is subject to regulation on the state level. State agencies grant insur-
ance companies the privilege of doing business within state borders. State regulations
specify how (and at what level) insurance companies set their rates. They determine
the level of reserves insurance companies must maintain and how these reserves may
be invested. It is not surprising that insurance company and interest group lobbyists
are among the most important in state and national politics.

Evolution of Health Insurance in the United States

Health insurance as it actually exists in the United States has evolved over a period
of over eighty years. Early pioneers in health insurance could not have predicted the
direction taken by the evolution of health insurance. The manner in which the insurance
industry has developed raises issues for consumers and for policy makers.

Private Health Insurance. Like many features of the U.S. health care system, health
insurance is a historically recent development. Odin Anderson, an early heath services
researcher, had an opportunity in the 1970s to interview participants in a movement
that had given birth to health insurance in the United States forty years earlier. He also
had the opportunity to review records of the Blue Cross plans that provided an impor-
tant model for health insurance as it became part of everyday life.
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According to Anderson, the earliest forms of health insurance in the United States
were probably plans instituted by business operators for workers in remote locations
such as lumber camps and railroad installations.”’” These were followed in the sec-
ond decade of the twentieth century by efforts in several states to institute compul-
sory health insurance systems. The industrial practices did not spread to mainstream
America, though, and the state movements never gathered sufficient support to achieve
success.

The successful model that eventually became Blue Cross began as a plan that
allowed consumers to prepay for services at individual hospitals. Around 1930, such
plans existed in several U.S. cities. The most famous involved an arrangement initiated
in 1929 between Baylor University Hospital and public school teachers in Dallas, Texas.
Under this arrangement, the teachers paid fifty cents a month to the university hospital.
Though seemingly low by today’s standards, this premium represented a generous pay-
ment to the hospital. According to records of previous hospitalization experience, the
teachers had incurred an average of fifteen cents a month in hospital bills.

Word of the Dallas plan spread to other communities through the American Hospital
Association and other professional forums. County-level plans were established involv-
ing relationships with multiple hospitals; statewide plans followed, including most, if
not all, of the hospitals in the individual states. Supported by dues from the local plans,
a national agency was established within the American Hospital Association to support
and coordinate the local plans. Among the agency’s key activities was lobbying for
passage of laws favorable to Blue Cross plans on the state level. Under this legisla-
tion, Blue Cross plans were considered community benefit corporations, relieved from
some of the regulatory requirements of for-profit insurance companies and from tax
liability. The name Blue Cross and the famed Blue Cross logo, first used in 1934 to des-
ignate nonprofit hospitalization plans, became the property of the American Hospital
Association.

During the 1940s, Blue Cross plans began adding physician service benefits.
Physicians themselves, under the auspices of state medical societies, developed Blue
Shield plans to cover payment of professional fees. In some localities, Blue Cross and
Blue Shield plans competed with each other. In other locales, Blue Cross and Blue
Shield plans collaborated, with Blue Cross providing resources to help Blue Shield
plans establish themselves and sharing administrative facilities with them.

Inspired by the success of the Blue Cross movement, commercial carriers entered
the field of health insurance in the 1940s. These companies had several advantages over
Blue Cross in the ensuing competition. Of greatest ultimate importance, the commer-
cial carriers did not share the Blue Cross tradition of setting fees via community rating.
Under community rating, Blue Cross plans set rates for unitary risk pools defined by
the geographic boundaries of their service areas. Under such an arrangement, all par-
ticipants in the geographical area pay approximately the same rate. Rate setting for a
pool of this kind ignores variations in risk of illness (and associated financial require-
ments) among individuals. Of course, risk among individuals varies considerably, as
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illustrated in Chapter Four. The Blue Cross tradition, however, emphasized a public
service ethic under which plans strove for wide accessibility.

In contrast, the commercial carriers used a system of experience rating. Under this
system, insurance companies identified groups (chiefly employers) composed primarily
of younger, relatively healthy employees as business prospects. Because these groups
required less care (and hence less expense) than the population at large, the commercial
carriers were able to offer them plans at relatively low rates. To remain competitive,
Blue Cross was forced to abandon its traditions and accept experience rating.

In the decades that followed, most insured people held conventional indemnity
policies. Consistent with traditional insurance, indemnity policies in health care
allow consumers to obtain services from any provider available and receive reim-
bursement for associated expenses. During this era, care was typically delivered on a
fee-for-service basis, according to which providers billed patients separately for each
episode of care. Promoted by an expanding economy and increasingly generous union
contracts, health plans came to include coverage of an increasing range of services.

Under the typical indemnity plan, insurance paid 80 percent of the billed amount,
leaving patients responsible for the balance. As late as the 1970s, though, a significant
proportion of Americans had plans that provided full or first-dollar coverage. In this
expansionary period, health plans were often free to employees, with employers pay-
ing 100 percent of the premium.

But by the 1980s, employee plans and most other types had begun to require
increasingly significant cost sharing. Cost sharing includes, first, payment of a portion
of the premium. This provision had been part of many health plans in prior decades,
but became nearly universal as the twentieth century came to a close.

In addition to payment of part of the premium, cost sharing includes partial pay-
ment for specific elements of service—including, for example, a visit to a doctor, admis-
sion to a hospital, receipt of a medication from a pharmacy. Such cost sharing includes,
first, deductibles. A deductible is a dollar amount that the consumer is required to have
paid before his insurance makes payments. Second, cost sharing includes copayments.
Copayments are applied to the cost of each specific unit of service. A copayment may
be a flat fee or a percentage of the cost of the service or medication.

A number of new methods of providing insurance have been added to the options
available to employers, employees, and individuals purchasing plans on their own.
The following cluster of interrelated insurance products and arrangements is of special
interest:

m  High-Deductible Health Plans (HDHPs). High-deductible health plans are insur-
ance products with deductibles higher than those traditionally imposed but with
proportionally low premiums. In 2006, the Kaiser Family Foundation defined an
HDHP as a plan with a deductible of at least $1,000 for single coverage and $2,000
for family coverage. Employers seeking means of controlling employee health
care costs have increasingly embraced such plans. A 2006 survey found that over
five million workers were covered under such plans.”® HMOs have developed their
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own version. Kaiser Permanente, the largest HMO in the United States, began
offering high-deductible plans in 2006. The plans were instituted to make Kaiser
Permanente, which has traditionally provided very rich benefits, more attractive to
younger, lower-risk consumers. In 2006, a twenty-nine-year old male in Southern
California was able to buy Kaiser Permanente coverage with a $1,500 deductible
for $73 per month, about half the cost of its traditional plan.?

m  Consumer-Driven Health Plans. Many people covered by HDHPs are benefi-
ciaries of employer-provided, consumer-driven health plans. Under a consumer-
driven health plan, the employer puts cash in a tax-exempt health account for the
employee. The beneficiary uses funds in her account to pay some of the deduct-
ibles for the high-deductible health plan. When funds in the account are exhausted,
the beneficiary must pay any remaining deductibles out of pocket. If any funds are
left over at the end of the year, the beneficiary may roll them over for the next
year’s health expenses or, under some arrangements, use them for other purposes.
Consumer-driven health plans do not require employees to buy the high-deductible
plan—they may opt for a lower-deductible plan or HMO with higher premiums.
Consumer-driven health plans have proven attractive to employers because they
place more responsibility for health plan selection and payment on employees
than conventional insurance or managed care plans.

m  Health Savings Accounts (HSAs). Health savings accounts are tax-free programs
for paying health care charges not covered by insurance. Companies may estab-
lish HSAs in connection with consumer-driven health plans, but people who have
high deductible plans can also establish them as individuals. Under tax laws as
they stood in 2008, a high-deductible plan for an individual was defined as one
with a deductible of at least $1,100 and an out-of-pocket cap of $5,600.° Banks
have been eager to enter the HSA business and offer account holders a variety of
investment options for their funds. Unspent funds in an HSA in a given year may
be rolled over.

m  Medical Savings Accounts (MSAs). Medical savings accounts are similar to HSAs
in that they allow individuals with high-deductible health plans to establish tax-free
funds to pay for those deductibles and other medical expenses. Such accounts may be
established by people who are self-employed or work for firms with fewer than fifty
employees. Under certain conditions, Medicare beneficiaries may establish MSAs.

Blue Cross, which provided the original model for health insurance, remains very
important in U.S. health insurance. Blue Cross and Blue Shield plans are the largest
health insurers in almost every state. They have at least half the individual market in
thirty-three states and more than one-third of the group market in twenty-eight states.
In some states, Blue Cross units have served as Medicare fiscal intermediaries.

Blue Cross has undergone changes no one could have expected in the 1930s.
Generations ago, the Blue Cross movement championed the nonprofit sector as best
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fitted to provide health insurance to the American public. Over the decades this move-
ment accommodated itself to changing market conditions; at present, it shows signs of
having gone into reverse. In the late twentieth and early twenty-first centuries, some
of the largest Blue Cross plans were transformed by their boards into private for-profit
firms. Wellpoint, a huge holding company, now controls several formerly nonprofit
Blue Cross organizations. Outcomes of these conversions have not been fully deter-
mined, but increases in premiums and reduced access to insurance within traditionally
served populations appear possible.*!

Public Programs. Public programs for the indigent have existed for generations.
Many of these have been locally based. City and county hospitals today operate clinics
for people of limited means, as they have for many years. In most states, counties
have the legal responsibility for providing services to the local poor. In California, the
state constitution requires that each county serve as the health care provider of last
resort and that the state provide counties with funding for this purpose. The quality,
generosity, and convenience with which services have been provided have varied from
place to place. In some localities, health departments have collaborated with medical
schools in the area. According to one observer, such collaboration has improved the
quality of services delivered.*

In its modern form, public participation in health care began with the enactment
of Medicare and Medicaid in 1965. Medicare funds health care primarily for people
sixty-five and over. Medicare itself receives funding through taxation of working peo-
ple. Individuals who have been employed for ten years, are citizens or permanent resi-
dents of the United States, and are sixty-five or older are eligible for Medicare. People
under sixty-five who develop end-stage renal disease or end-stage liver disease or who
become disabled may also be eligible for benefits.

Medicare resembles private insurance in that people contribute to a trust fund
upon which they draw when they are elderly and ill. In this respect, Medicare is simi-
lar to other key social insurance programs in the United States. Like Medicare, Social
Security and unemployment insurance receive their funding from payroll taxes on
employed individuals. Unlike the taxes that cover Social Security and unemployment
insurance, however, there is no limit on income to which the Medicare tax can be
applied. As a consequence, higher-income American workers pay substantial taxes to
support the program. Medicare is the most expensive public health care program in the
United States. In 2008, the Medicare program cost U.S. taxpayers over $430 billion.*

Medicaid pays for care received by poor people. People eligible for Medicaid
include, first, beneficiaries of the Temporary Assistance to Needy Families (TANF)
program. TANF is a version of America’s traditional public assistance programs,
which have typically provided financial assistance to single mothers. Recipients of
Supplemental Security Income (SSI), a program providing income support to the dis-
abled, may be eligible for Medicaid. In 1997, Medicaid expanded to cover children
whose families were not poor, but earned limited income (up to three times the federal
poverty limit in some states). This program is known as the State Children’s Health
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Insurance Program (SCHIP). The Patient Protection and Affordable Care Act con-
tained provisions aimed at expanding Medicaid eligibility to include childless, low
income individuals.

Medicaid more closely resembles a welfare program than an insurance setup.
All U.S. residents may qualify for Medicaid, regardless of work history. But unlike
Medicare, Medicaid is means tested—to become beneficiaries, applicants for Medicaid
must pass stringent income tests.

Medicaid is funded jointly by the federal and state governments. States have lati-
tude to fine-tune their programs’ benefit and eligibility structure; hence, there are indi-
vidualized state programs with names like 7Tenncare and Medi-Cal. Federal funds are
allocated according to a formula that provides higher subsidies for states with lower
per capita incomes. Medicaid programs in states with the highest per capita incomes
receive 50 percent of their funds from the federal government. States with the lowest
incomes may receive over 80 percent. The costs associated with Medicaid in 2007
were $333.2 billion, with $190.6 billion coming from the federal government and
$142.6 billion from state governments. Medicaid funding has become increasingly
burdensome for states, precipitating fiscal alarm in jurisdictions as requirements for
the program approach one-third of some state budgets.

What Is Social Insurance?

Earlier in this chapter it was stated that government financing for health services
resembles insurance in some respects. Metaphorically, one may speak of Medicaid as
insurance against becoming poor and Medicare as insurance against getting old. But
neither Medicare nor Medicaid is an insurance program in the traditional sense.

Rather, both Medicare and Medicaid are funded through social insurance mecha-
nisms. Social insurance is a government-operated hybrid of traditional insurance and
public welfare. As is typical of social insurance plans, payment (though not eventual
participation) is mandatory.

Funding for Medicaid is generated by federal and state taxation. Nonpoor indi-
viduals pay a disproportionately high share of these taxes. Few higher-income tax-
payers will eventually become Medicaid beneficiaries. Funding for Medicaid, then,
represents not insurance but a transfer of funds from the relatively well-off to the
indigent.

In contrast, many working people whose payroll taxes fund Medicare will eventu-
ally become beneficiaries. But the monies these individuals contribute are unlikely to
cover their needs as Medicare beneficiaries. Since the program’s inception, Medicare
expenditures have been funded not by prior contributions of beneficiaries themselves
but by younger individuals who are still in the labor force. Medicare benefits, then,
represent a transfer of resources from younger to older individuals.

(Continued)
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(Continued)

Social insurance programs are open to the entire public, another feature that
distinguishes them from private insurance. As noted earlier, private insurance companies
expend much effort to limit adverse selection into their plans. No such restrictions can
be applied to Medicare and Medicaid. This feature exposes both programs to financial
risk that would be unacceptable to private plans.

All private insurance entities are obliged to maintain an ability to pay claims.
Insurance companies have contractual obligations to beneficiaries for coverage
of specific services and associated financial loss for the life of a policy. State laws
mandate that companies maintain adequate reserve levels to meet potential claims.
Social insurance programs, however, are based on laws and regulations that can be
changed.?* Government decision makers have the liberty to increase taxation, tighten
eligibility requirements, or restrict benefits at any time.

Maintaining sufficient reserves to pay claims is a key challenge of both private and
social insurance programs. The Medicare Trust Fund’s adequacy for the baby boom
generation’s needs is a topic of considerable public concern. Maintaining the fund’s
solvency into the twenty-first century will remain a policy concern far into the future.

Both Medicare and Medicaid emerged from intense debates during the 1950s
and 1960s. During that era, many Americans were becoming concerned with the
burden that health care costs were beginning to exact on the elderly. Just as today,
most Americans obtained private health insurance through their jobs. Although some
advantaged workers received health care coverage as a retirement benefit, many did
not. The switch of Blue Cross from community to experience rating, moreover, made
indemnity insurance prohibitively expensive for many elders.

Many elders feared poverty. “Medical care for the aged” became a key issue in the
1960 presidential campaign and was championed by John F. Kennedy, the eventual vic-
tor. Under President Lyndon B. Johnson, who succeeded Kennedy after his assassina-
tion, Medicare and Medicaid were tacked onto an extension of the Social Security Act
renewal in 1965. Title XVIII of the act, health care for the aged and disabled, became
known as Medicare; Title XIX, a health plan for the poor, was later called Medicaid.

Several smaller programs to cover health care for specific segments of the United
States population followed in subsequent decades. Some of these, such as the Indian
Health Service and the Veterans Administration, have been mentioned earlier. Another
is the Ryan White Comprehensive AIDS Resources Emergency Act. The Ryan-White
Act established a program intended to be the “payer of last resort” for people with
AIDS. The program supports treatment for people with AIDS when no other resources
are available to them.

Table 7.2 shows the impact of Medicare and Medicaid on patterns of United
States health care spending. Unlike Table 7.1, which covers only individuals
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TABLE 7.2 Percentage contributions to health care funding by form
of insurance, all U.S. residents

Year
Source of Funds (%) 1960 1980 2000 2005
Consumer out of pocket 55.2 27.2 16.9 15.0
Private health insurance 21.4 28.4 354 35.9
Other private funds 2.0 4.3 5.0 4.1
Government 21.4 40.0 42.7 45.0
Federal government 8.7 289 32.5 34.2
Local and state government 12.7 11.1 10.2 10.7

Source: National Center for Health Statistics. Health, United States, 2007. Table 125. Hyattsville, MD:
National Center for Health Statistics; 2007.

under sixty-five, Table 7.2 presents data on the entire U.S. population. In 1960, con-
sumer out-of-pocket payments comprised the majority of dollars spent on health care
in the United States. By 2005, individual out-of-pocket payments covered only 15
percent of the bill. Between 1960 and 2005, however, private insurance increased its
share by over 50 percent. The percentage of payment supplied by federal programs,
chiefly driven by Medicaid and Medicare, saw a fourfold percentage increase.

Managed Care as Insurance. Chapter Five introduces the concept of managed care
as an arrangement under which an administrative entity—a scheduling bureaucracy,
case manager, or utilization review agency, for example—intervenes between the con-
sumer and the provider. Supporters of managed care characterize such arrangements
as means that simultaneously ensure optimal care and control costs. According to sup-
porters, these dual purposes are achieved through (1) avoiding unnecessary care and
(2) substituting expensive interventions or medications with cheaper ones when these
are presumed equally effective. Critics have contended that managed care functions
largely as a rationing device, a deliberate barrier to care for the purpose of saving
money for the plan sponsor.

Large managed care organizations such as the Health Insurance Plan of Greater New
York, Group Health Cooperative, and Kaiser Permanente emerged at midcentury, serv-
ing a restricted but stable market. In the 1970s, federal and state legislation established



192 Health Care Expenditures, Financing, and Insurance

conditions under which many more consumers received services under some form of
managed care. HMOs proved too restrictive for consumer tastes. However, plans such
as PPOs, a form of managed care allowing greater consumer choice, flourished.

It is important to understand that managed care operations are insurance opera-
tions as well as delivery systems. Traditionally, HMOs have provided a service benefit
to insured consumers. The consumer or his sponsor pays a premium. In exchange, the
HMO provides services as needed. Under plans now operated by Blue Cross or com-
mercial carriers, consumers receive benefits on an indemnity basis. Physicians, hospi-
tals, and other service providers receive cash payments from the insurance company.
Alternatively, the patient pays a bill and receives cash back. In the PPO situation,
providers bill on a fee-for-service basis. But they are restricted to the delivery of
services allowed by the PPO for specific conditions or patient histories. The utiliza-
tion review process regulates the services the patient may receive. Physicians who
are found to practice in a manner exceeding the PPO’s financial restrictions may be
dropped.

Like all companies with health insurance products, managed care operations enter
a competitive process to obtain contracts from employers and government agencies.
In doing so, they take financial risks. A managed entity examines data on past claims,
demographics, and health characteristics of prospective groups to establish rates that it
believes will be profitable. At they same time, competition may force all competitors
to reduce the rates they offer dangerously close to break-even.

Government agencies have looked to managed care as a way to provide alterna-
tives, promote prevention, and control costs. In the 1980s, Medicare began an experi-
mental program to enroll beneficiaries in HMOs. The program was extended to other
types of managed care plans in the ensuing decade. The Medicare Advantage plan was
enacted in 2003, with the intention of making more plans available to beneficiaries and
increasing payments to the plans. Enrollment in Medicare Advantage plans reached
ten million in 2008, approximately 23 percent of the Medicare population.

Enrollment of Medicaid beneficiaries in managed care plans has increased even
more rapidly. In the late twentieth century, all states implemented policies encourag-
ing or requiring Medicaid beneficiaries to join managed care plans.* Between 1994
and 2004, enrollment in Medicaid-funded managed care plans grew from 7.9 million
to 27 million. During that period, the proportion of Medicaid beneficiaries in managed
care plans increased from 23 percent to 60 percent.’” Many, if not most, of these plans
enroll only Medicaid beneficiaries.

ADDITIONAL INSURANCE CONCEPTS AND TERMINOLOGY

The historical sketch presented earlier provides an overview of how insurance helps
pay for health care in the United States. The sketch also covers concepts and nomen-
clature essential to understanding and communicating about health insurance. The fol-
lowing concepts and terms provide additional perspectives and vocabulary relevant to
public and private health insurance.
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Underwriting. Underwriting is the process by which an insurer determines whether
to accept a client, the premium the client is to be charged, and exclusions and caps on
claims in an ensuing policy. In health care, the underwriting process takes account of
the claims history of an employer or the health status of an individual. Through the
underwriting process, an insurer attempts to identify profitable risks and screen out
individuals or groups likely to result in high individual claims or significant claims by
numerous individuals. A team involved in health insurance underwriting may include
specialists such as actuaries, epidemiologists, and health economists.

Loss Ratios. Insurance companies compute a series of ratios as indices of their
performance. These ratios are useful for both business and policy purposes. They enable
seekers of insurance as well as potential investors to assess the efficiency of a company.
They enable policy makers and analysts to track the profitability of insurers.

The most fundamental type is known simply as the loss ratio, computed by divid-
ing claims paid by premiums received in a given year. This chapter has so far discussed
insurance as a process by which premiums are established on the basis of expected
claims. In reality, premiums need to reflect other expenses involved in operating an
insurance entity. In addition to paying claims, insurance companies must cover expenses
such as brokers’ commissions, claims adjuster salaries, administrative services, and legal
fees. The total ratio reflects these expenditures and is computed by dividing the sum of
claims and other expenses by premiums received in a given year. Achievement of a total
ratio of less than 1.0 signifies an insurer with superior underwriting and administrative
capabilities. A total ratio that is too low, however, may reflect excessive profits.

Reinsurance. Insurance companies and managed care organizations themselves buy
insurance. They buy policies from reinsurance companies to protect themselves against ex-
traordinary losses. A large risk pool generally protects an insurance company against
extraordinary risk. But events such as natural disaster, terrorism, or public health emer-
gencies such as epidemics may increase the company’s losses catastrophically.

Self-Insurance. Although most employers buy health insurance policies from insur-
ance companies to cover their workers, some choose to self-insure. Under such an
arrangement, a company assumes the financial risk typically assumed by an insurance
company. Only large companies with sufficient cash may opt for self-insurance. They
choose the self-insurance option because they wish to avoid charges made by insur-
ance companies for managing the money they pay in premiums. Companies that self-
insure believe they can manage the expenses and risks of covering their employees as
well as an insurance company can by budgeting for predictable losses due to health
care utilization by their own employees. Insurance companies may in fact provide spe-
cialized services to a company such as underwriting, processing claims, and issuing
payments to health care providers.

Fiscal Intermediaries. As indicated earlier in this chapter, some of the most impor-
tant insurance programs today are operated by the public sector. The most visible
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is Medicare, which most closely resembles insurance in the private sector. Working
Americans are required to pay a tax to support the Medicare Trust Fund. Upon retire-
ment or other eligibility portals, the beneficiary draws on the Medicare Trust Fund,
whose assets are invested in U.S. government securities. Medicare operates in collab-
oration with the private sector. The Center for Medicare and Medicaid (CMS), which
administers these programs, does not make payments directly to providers. Rather, it
contracts with private sector fiscal intermediaries, which manage the accounts and
write the checks. In California, for example, Blue Cross has often held fiscal interme-
diary contracts.

Entitlements. Public programs such as Medicare are often known as entitlements.
This label reflects the fact that an individual is entitled to benefits under the program
when he meets specific standards of employment history, age, and disability status.
Entitlement programs have become an object of concern, since demographic trends
project massive increases in the number of people legally entitled to benefits.

MEDICARE SPECIFICS AND ISSUES

Because Medicare is the single largest payer for health services in the United States,
it is important to understand the program in detail. Table 7.3 lists major parts of the
program, including benefits and costs to the participant. Dollar figures in the table
represent costs to beneficiaries in the mid-2000s. Medicare as a whole must be viewed
as an extremely generous program, but specific features of the program have raised
significant policy issues.

The program summarized in Table 7.3 may appear complicated to people unfa-
miliar with Medicare. Actually, the program is even more complex. Certain disabled
individuals are eligible for benefits even if they are under age sixty-five. People below
certain income levels can seek relief from some premiums and deductibles. Under
some conditions, individuals may receive benefits under both Medicare and Medicaid.
Elders must often make choices among multiple options that even experts find difficult
to understand.

Medicare does not cover all the services a beneficiary may require, and fees
that providers charge might not be covered under the program. To cover associated
expenses, beneficiaries often purchase “Medigap” insurance to pay for unexpected
deductibles, copayments, and nonallowed expenses. Numerous and varied Medigap
policies are available to elders. It is not uncommon for elders to purchase several poli-
cies whose benefits overlap.

Medicare Parts A and B have existed since the program’s inception. Medicare
Parts C and D are of relatively recent vintage. Under Medicare Part C, beneficiaries
may enroll in managed care plans. Plans covered by Medicare Part C include HMOs,
PPOs, and fee-for-service plans with elements of managed care. Those who opt for
Part C obtain more complete coverage in areas such as hospitalization and have fewer
out-of-pocket expenses. The need to purchase Medigap insurance is minimal.
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TABLE 7.3 medicare parts A through D: benefits and costs to

consumer
Program Year Enacted Benefits Costs Comment
Part A 1965 Hospital: 60 days No premium; Coverage of
without charge $952 nursing homes
after deductible; deductible includes only skilled
additional charges nursing facilities
after 60 days
Part B 1965 Physician and other ~ Premium Not all services
health professions required: covered; physician
services $88.50/month  charges may
in 2006; $124  exceed Medicare
deductible allowable
Part C 1997 Medicare Premium Consumer must
Advantage, varies enroll in plan in her
requiring coverage residential locality
by managed care
plan, with extra
benefits
Part D 2006 Pharmaceutical Premium 75% of drug
benefit aApprox. costs from $250
$32/monthin  to $2,000; 0%
2006; $250 next $2,850; 95%
deductible above $5,100

Medicare Part D was added in 2006 as part of the Medicare Modernization Act.
This legislation aimed primarily to provide elders with coverage for pharmaceuticals,
an area of rapidly increasing importance and cost in the early twenty-first century. A
highly contentious debate preceded passage of the legislation. Policy makers realized
that the cost of Medicare Part D would be extremely high. To reach a compromise,
legislators created a gap in funding. Under the compromise, relatively low costs and
relatively high costs were covered. Beneficiaries whose pharmaceutical consumption
fell into midrange (between $2,000 and $5,100 in 2006) received no coverage. This

coverage gap was dubbed the donut hole.

Long-term care has never been covered under Medicare. Medicare pays for lim-
ited care in a skilled nursing facility (SNF). Hospitalized patients are often discharged



196 Health Care Expenditures, Financing, and Insurance

to SNFs for services to prepare them to resume life in the community, such as training
and rehabilitation. But Medicare does not pay for residence in a long-term care facility,
as nursing homes are called in the health care industry. Insurance policies are sold to
cover long-term care facility stays. These, however, are unpopular among the young
and expensive for the elderly. Long-term care expenses are covered under Medicaid.
But to become eligible for Medicaid, a consumer must divest his assets and become, in
effect, poor. Self-induced poverty of this kind greatly diminishes the elder’s indepen-
dence and the degree of control he may exercise over care and conditions of life.
Medicare Parts A and B are strongly institutionalized in American society.
Fundamental criticism of these program elements is infrequent. In the years following
their enactment, however, Medicare Parts C and D have been subject to controversy.
Some observers believe that Medicare Advantage plans are overpaid by the govern-
ment and cuts to the program may be in the offing. The original Medicare Part D
legislation prohibited Medicare authorities from negotiating prices directly with phar-
maceutical companies. It is reasoned that the volume of pharmaceuticals paid for by
Medicare would give Medicare authorities immense bargaining power and lead to huge
savings. Others have raised the possibility and cited supporting data that elders whose
expenditures fall in the donut hole are likely to stop taking needed medications.*
Other policy issues associated with Medicare concern the fairness of the program.
U.S. elders are not the most disadvantaged members of society. Children and single
mothers generally have fewer material advantages. It has been argued that children, sin-
gle mothers, and others who are clearly disadvantaged should enjoy the relatively rich
benefits provided to elders. In addition, some have argued that Medicare, like Medicaid,
should be means tested. Wealthy elders, then, would either become ineligible or be
charged premiums for Part A and be charged higher premiums for Part D than their less
affluent counterparts. Public policy has begun to move in this direction. The Medicare
Modernization Act of 2007 mandated that high-income elders pay a Medicare Part B
premium twice as high as that of beneficiaries in the lowest-income categories.”

If There Were No Health Insurance.. ..

It is tempting to speculate how health care in the United States might be different if
health insurance had never been invented.

According to one perspective, health insurance is an unfavorable method for
financing health care. Evidence suggests, for example, that health insurance creates
inflation in the health care sector. This is because the market supports out-of-pocket
payment at a particular level for each unit of health care. People will pay the same
amount for that unit of care whether or not the amount represents payment in full or
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merely a small share of costs. For this reason, it has been reported that a pre-Medicare
elder paid about the same out-of-pocket amount for a doctor visit as the Medicare ben-
eficiary paid in cost sharing twenty years later. The additional amount paid by Medicare,
then, represents inflation.

However, people living in countries that have no system of health insurance or a
very weak system are likely to be denied vital health services. China at the start of the
twenty-first century furnishes an example. Collective farms and government-owned
factories once provided basic health care to most Chinese. But many of these institu-
tions had been disbanded or sold to the private sector by the beginning of the new
century. Health care became a personal fiscal burden for most Chinese. By 2002, out-
of-pocket payment covered 60 percent of health care expenditures, compared with
16 percent in the United States.

Often Chinese are required to pay in advance for the care they or their family
members require, and treatment stops when the money runs out. Journalists have
reported grisly stories about the results of this practice. Doctors threatened to stop
treating a child with curable leukemia when his father could raise no more money
from family and neighbors. According to another report, a woman who had just deliv-
ered her baby was bleeding profusely and needed an emergency blood transfusion.
A witness heard nurses screaming at the woman’s husband, “If you don‘t have any
money, we don't operate!”

Lack of a health insurance system may place limits on China’s economic develop-
ment. Fear of financial burden due to illness causes many Chinese to save money that
would otherwise be spent in the consumer economy. Officials have expressed fear that
widespread financial ruin caused by health care expenses may produce social unrest.*°

THE PROBLEM OF UNINSURANCE

Lack of health insurance—sometimes referred to as uninsurance—has been a
key issue in U.S. health care for generations. In the early 2000s, the percentage of
Americans under age sixty-five without health insurance varied between 16 and 17
percent. In 2005, individuals who lacked health insurance at any time in the preceding
year comprised approximately 20 percent of U.S. residents under age sixty-five.*!

As indicated in preceding chapters, people without health insurance often have
access to sources of health care. People without health insurance may receive care
at community clinics, free clinics, and hospital emergency departments (see Chapter
Five). Individuals with sufficient funds may pay out of pocket for care at doctor’s
offices, urgent care facilities, and hospitals. For those without sufficient financial
means, however, options for care are limited.

Even when they are able to obtain health care, the uninsured often find it chaotic and
unpleasant.*> Continuity of care cannot be counted upon. Wait times are often long.
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Ironically, the costs for which people without health insurance may become
responsible are often very high. In the event of hospitalization, costs can be astound-
ing. Third-party payers today negotiate with hospitals for favorable fee scales. But
hospitals are free to charge uninsured individuals whatever they deem appropriate. In
2008, a young, employed woman without health insurance was charged nearly $9,000
for a twelve-hour stay in an emergency room.* Patients receive bills for several times
this amount for a few days in the hospital. A Johns Hopkins University professor has
reported that in 2004 “the rates charged to many uninsured and other ‘self-pay’ patients
for hospital services were often 2.5 times what most health insurers actually paid and
more than three time the hospital’s Medicare-allowable rates.”*

It is tempting to think of the uninsured as primarily the poor. However, the prob-
lem is considerably more complex. The behavioral model of health service utilization
(see Chapter Four) provides clues to the likelihood of “uninsurance” among differ-
ent demographic groups. Ethnicity, immigration, and lifestyle influence whether an
individual may have access to health insurance and when, if offered, the option of
purchasing insurance will be accepted. Many poor people in the United States are in
fact insured under public programs such as Medicaid and Medicare.

Economist Victor Fuchs highlights the importance of factors other than simple
poverty. According to Fuchs, people who hold jobs or are dependents of job holders
constitute many of the uninsured. Others may have access to plans or are able to pur-
chase them individually, but do not. Fuchs divides the uninsured in the United States
into the following six categories:

m  The poor. This is the largest group of uninsured people in the United States. A
majority of the poor and uninsured individuals in the United States hold jobs or are
members of families in which there is one or more job holder. Nearly 80 percent of
individuals in this category are employed or are the dependents of employed persons.
The incomes of these individuals and families, however, are too low to enable then
to acquire insurance. They hold jobs in firms that do not offer insurance and may not
have enough money to pay for insurance even when it is offered on the job.

m  The sick and disabled. Many men and women who are not poor are still unable to
afford health insurance because they have “preexisting” health problems. These
individuals face very high premiums or are excluded from some coverage entirely.

m  The “difficult.” Some people are neither poor nor sick, but have difficulty in
obtaining insurance at average premiums. They may be self-employed or out of
the labor force entirely. In order to reach and service such individuals, insurance
companies incur abnormally high sales and administrative costs.

m  Low users. Some people do not expect to use much medical care. They may be in
particularly good health; they may be Christian Scientists. For them, health insur-
ance is a bad buy unless they can acquire it at below-average premiums.

m  Gamblers. Most people buy health insurance in part because they are risk-averse.
They would rather pay a fixed, known premium than run the risk of a huge expense



The Problem of Uninsurance 199

in the event of a serious illness. But not everyone is risk-averse. The gambler says,
“I’d rather save the premium and take my chances.”

m  Free riders. The final category consists of individuals who remain uninsured
because they believe that if they do get sick, they will get care anyway, with some-
body else paying the bill.*

Table 7.4 highlights the most and least likely individuals in the United States to lack
health insurance. Lack of insurance varies not only by demographics but by location.

TABLE 7.4  selected categories of high uninsurance, 2003

Category Percentage Uninsured
Ages 18-24 30.1
Ages 25-34 25.4
Native Americans or Alaska Natives 35.0
Latinos 34.7
Below 100% poverty 31.1
100-149% poverty 31.9
150-159% poverty 27.6
Texas residents 27.7
New Mexico residents 24.4
Oklahoma residents 22.5
Noncitizens 45.7
Total U.S. 17.6

Sources: Demographics: Health, United States 2005, Tables 134 and 138.

States: Employee Benefit Research Institute estimates of the Current Population Survey, March 2002,
2003 and 2004 Supplements.

Citizenship: Employee Benefit Research Institute estimates of the Current Population Survey, March
2005 Supplement.
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As the table indicates, Texas, New Mexico, and Oklahoma led the nation in uninsurance,
at 27.7, 24.2, and 22.5 percent, respectively, between 2002 and 2004. During this time
period, Minnesota, Hawaii, and Iowa had the lowest percentages of uninsured, at 9.5,
11.6, and 11.7. Of all categories displayed in Table 7.4, citizenship status is the stron-
gest predictor of not having insurance. In 2004, the uninsurance rate among noncitizens
was 45.7 percent. Among citizens, uninsured individuals comprised 15.4 percent.*

A close examination of a group with an extraordinarily high rate of uninsurance
helps identify the numerous and complex factors associated with not having health
insurance in the United States. Rates of uninsurance are quite high among Mexican
Americans. In the first decade of the twenty-first century, approximately 38 percent of
this group had no health insurance. A survey of working Latinos in California asked
those who were not insured their reasons for not having insurance.*’ The main reasons
given by these individuals are presented in Table 7.5.

It is apparent from Table 7.5 that economic factors predominate as explanations of
uninsurance among California’s working Latinos. Costs were cited as the most impor-
tant reason for lack of insurance more often than any other reason. A strong majority
of the uninsured cited costs as one of the reasons they did not have insurance. Lack of
access to a plan at work was also an important factor.

However, pocketbook issues did not tell the whole story. Almost a third of the
uninsured cited trouble understanding plans or associated forms as a reason for their

TABLE 7.5 Reasons for not having health insurance among working
Latinos in California

Mentioned

Gave as main as
Reason reason (%) reason (%)
Cost of premiums, deductibles, or copayments too high 31.8 64.8
Insurance not offered by employer or ineligible 23.7 45.8
because of part-time status
Insurance not necessary due to good health, ability 13.9 36.0
to pay without insurance, or access to free or
inexpensive care
Too much trouble to understand plans and forms 6.3 30.7

Other or no response 23.0 —
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status. Personal and cultural factors played a role as well. Among people offered
a health plan at work, those who felt that they could affect what might happen
tomorrow by what they did today were more likely to enroll. Working Latinos born
in the United States or living in the United States twenty years or longer were as
likely to have health insurance as non-Latinos with similar levels of income and
education.

Cases of working Latinos who choose not to have insurance even when it is offered
provide clues to why uninsurance exists in other population segments. On the personal
or family level, health insurance is often not a good buy. Young, healthy individuals
are relatively unlikely to need health services—as is true for many working Latinos.
People of this description who are placed in risk pools with less healthy individuals in
effect subsidize the requirements of others. Public policy must address this issue in a
far broader perspective than that relevant to only Latino workers.

CONTINUING ISSUES

Financing constitutes the core of management and policy challenges in U.S. health
care. Issues cited in this chapter have included controlling overall costs, the viability of
insurance as a funding mechanism, covering the uninsured, and the solvency of public
insurance programs. Several additional issues are likely to remain of concern over the
coming decades.

The role of employers. As suggested in Table 7.1, the role of employer-spon-
sored health insurance appears to be in decline. Employers often cite health care
costs as a major barrier to making profits and staying in business. Employers have
begun offering high-deductible plans and opting for self-insurance as expedients.
Some employers now offer cafeteria plans. These plans provide employees with a
fixed amount of money for all employee benefits. The employee is allowed to select
an inexpensive health plan with high deductibles if she prefers to allocate more of
the benefit amount to other purposes, such as retirement. Under such arrangements,
it is unclear how reliably employees can make appropriate choices.

Equality of care. A great deal of headway could be made in establishing insur-
ance coverage for all Americans if such a system did not have to assure that all would
receive equal health care quality. A second-tier system might be established as a basic
insurance payer of last resort. Medicaid managed care arrangements may in fact com-
prise such a system. The value placed on meritocracy supports a dual system, but
Americans have been reluctant to acknowledge the possibility that some individuals
will receive inferior care.

Fairness of public programs. There is reason to ask whether the funding and
distribution of benefits under Medicare and Medicaid are fair. Medicare, the largest
single health insurance plan in the United States, requires only that beneficiaries be
over sixty-five years of age and have a qualifying work history. Analysts have asked
whether the public should pay for the health care of wealthy elders. Perhaps the income
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differential applied to Medicare Part B premiums should be extended to the program
as a whole. Medicare, furthermore, provides benefits to people under sixty-five with
end-stage renal disease and end-stage liver disease. Is it fair that only younger indi-
viduals with these diseases receive Medicare benefits? Would it not be justifiable to
include people with multiple sclerosis, schizophrenia, and many other serious, expen-
sive diseases under the plan?

Insurance pooling and income transfers. Participation in insurance schemes is
a concern at the core of health care financing. As heath care in the United States has
evolved, risk pools have successively subdivided to accommodate people with similar
levels of risk. This process makes it very expensive to cover people at high risk, such
as those with chronic illnesses and the elderly. Only by including the healthy with the
potentially ill can a risk pool function over the long run. Medicare is at particular risk
of insolvency because it contains only elders.

Mandating that people at low risk join insurance pools, a provision of the Patient
Protection and Affordable Care Act would provide a solution. However, such a require-
ment imposes costs on people at low risk who might choose not to buy insurance or
would have cheaper insurance available to them in a free market. A mandate of this
kind would institute yet another income transfer mechanism, taking resources from
low-risk people and giving them to people at higher risk.

At present, the Medicare tax system has just such an effect. Working people pay for
the current expenses of elders. This amounts to an intergenerational income transfer.
Medicare costs are projected to rise significantly in the coming decades. If taxes on
working people rise proportionally, serious political opposition may develop to the
continuation of Medicare and other public programs.

Acceptance of responsibility. A skeptical observer of the United States might
see the heath care system as a paradox. A great many benefit from the system. Most
Americans receive high-quality services. The system provides stable, well-paid
employment to millions more. Yet almost everyone appears eager to minimize his
financial contribution. Direct or indirect cost shifting prevails. Insurance companies
and Medicare negotiate for reduced rates from hospitals and push for lower fees for
health professionals. Individual consumers often evade payment to hospitals, clinics,
and emergency departments. Economically advantaged elders fight against higher
Medicare premiums. Advocates for victims of individual diseases lobby for special
programs. The U.S. health care finance system can be said to resemble a shell game of
grand proportions.

The spiral of public expectations. The most basic of U.S. health policy dilemmas
may be characterized as an upward spiral of expectations. The rising incomes and
improving life conditions of the late twentieth century have encouraged the public to
expect progress in all sectors. Accordingly, every generation expects to be healthier
than its predecessor. Rising expectations create desire for new technology, including
medical interventions and pharmaceuticals. Actual development of new technology
allows public expectations to be, to some degree, fulfilled. The deployment of new
technology depends on health insurance. Without health insurance, few people could
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pay for the new technology. It would be deployed much more sparingly and perhaps
not be developed at all. Expectations, technology, and health insurance, then, mutually
reinforce each other in increasing health expenditures. Control of costs, then, must
involve one of these three actions: (1) dampening of expectations, (2) upstream con-
trol of technology, or (3) limitation of health insurance. Each of these would require a
serious exercise in public choice.

Trade-offs between health care and other uses of funds. Ultimately, the United
States will have to decide on a limit to spending for health care. The level at which this
limit is established will be a difficult public choice. Health care enables Americans to
live longer and more functional lives. It contributes to the economy without neces-
sitating inconvenient foreign alliances or damaging the global environment. Some
argue that high expenditures for health care represent not excess but a highly favor-
able investment in social well-being. Even so, a favored status for health care among
public priorities may reduce resources for other necessities such as education, public
infrastructure, and business investment.

Issues regarding health insurance are most challenging in the public sector. Some
critics contend that a single payer plan, under which the government would pay all
providers, would be superior to the current system of benefits and subsidies. These
critics have argued that a simple, universal plan would be cheaper to administer and
more comprehensive for the population as a whole. Americans, however, have rejected
such initiatives in the past. Some innovators have experimented with low-fee clinics
for the uninsured. Bargain service of this kind would abandon the insurance concept
in favor of discounting with or without public subsidies. The matter of how much
subsidy some groups should receive, and how much other groups should contribute,
remains unsettled.

Could the United States Become Another China?

The United States has a far better system of health care and health insurance than
China. Situations similar to those described earlier in this chapter, however, are occur-
ring in the United States. They underscore the need to develop a system that is both
affordable to Americans and capable of covering their needs. A growing tendency
of U.S. cancer facilities to require prepayment for services indicates that even people
with health insurance today face financial barriers to care.

In 2008, the Wall Street Journal reported that 14 percent of nonprofit hospitals
questioned in an Internal Revenue Service survey “required patients to pay or make
an arrangement to pay” before being admitted. Two of the largest U.S. for-profit
systems, Tenet Healthcare and HCA, have adopted similar policies. Consequences for
people seeking treatment for cancer resemble the anguish of Chinese patients and

(Continued)
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(Continued)

their families. Experiences of individual cancer patients captured in the news story
included the following:*®

In 2006, Lisa Kelly, a leukemia patient, sought urgent treatment at a nonprofit
and world-renowned facility in Texas, the M.D. Anderson Cancer Center. According
to the Wall Street Journal, “the nonprofit hospital refused to accept [her] limited
insurance. It asked for $105,000 in cash before it would admit her.” The patient,
accompanied by her husband, had brought with her a check for $45,000. The Wall
Street Journal article further reported:

The hospital demanded an additional $60,000 on the spot. It told her
the $45,000 had paid for the lab tests, and it needed the additional cash
as a down payment for her actual treatment. . . . Hospital representatives
explained that M.D. Anderson would not accept her insurance “because the
payout, a maximum of $37,000 a year, would be less than 30 percent of the
estimated costs of her care. . . . In the hospital business office, she was crying,
exhausted, and confused.

The hospital eventually lowered its demand to $30,000. Mr. Kelly lost his cool.
“What part don’t you understand?” he recalls saying. “We don’t have any
more money today. Are you going to admit her or not?”

Ms. Kelly was eventually admitted for an eight-day course of chemotherapy.
She needed periodic treatment over the subsequent year, for which advance
payment was also required. The story continues:

At times, she arrived at the hospital and learned her appointment was “blocked.”
That meant she needed to go to the business office first and make a payment.

One day, Ms. Kelly says, nurses wouldn't change the chemotherapy bag in
her pump until her husband made a new payment. She says she sat for an
hour hooked up to a pump that beeped that it was out of medicine until he
returned with proof of payment.

Critics of the U.S. health care system suggest that advance payment for vital
health care is socially undesirable, if not simply cruel. Hospitals as prominent and
prosperous as M.D. Anderson seem to be attractive targets for such comments. M.D.
Anderson is one of the most profitable hospitals in the United States. In 2007, the
hospital had net income of $310 million; its total value in cash, investments, and
endowment was $1.88 billion.** Yet M.D. Anderson’s prosperity, if not its survival, may
depend on advance payment for treatment. Prior to initiation of the system in 2005,
the hospital had millions in unpaid patient bills on its books.
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KEY TERMS

Third-party payers Cost sharing
Upstream resources allocation Deductible
Insurance Copayments
Indemnity policies Uninsurance
SUMMARY

This chapter specifies how health care is paid for in the United States and the purposes
for which health care funds are spent.

Private health insurance and government programs cover the majority of health
care expenses today. However, direct consumer payments still amount to a consider-
able sum. Private insurance has become less readily available to Americans because of
its increasing costs. Many people who formerly had health plans at work have become
beneficiaries of public programs.

Health insurance increases the cost of health care by promoting demand. Insurance
enables individuals to buy more health care services than they could if they had only
ready cash or its equivalent. Despite the importance of health insurance, a large num-
ber of Americans lack coverage.

To control costs, managers and policy makers have made a variety of innovations
in health finance since the 1980s. Both public programs and private plans have looked
to managed care and competition among suppliers to control costs. Private insurers
have developed new products such as high-deductible and limited coverage policies
designed to attract a wider variety of customers.

DISCUSSION QUESTIONS

1. Should a system of upstream control be instituted to help control U.S. health care
costs? What kind of upstream control mechanism would be most practical and
beneficial? What negative consequences might such upstream control have for
Americans?

2. Of all U.S. residents, noncitizens are among the most likely to be uninsured.
What factors might contribute to their high rate of uninsurance and what solu-
tions would you recommend?

3. How likely is it that Medicaid beneficiaries receive care inferior to that of pri-
vately insured people? Would such a situation be acceptable to Americans?

4. Medicare taxation results in transfer of wealth from younger to older individuals.
Is this arrangement fair? Is it viable for the long term?

5. Might Medicare serve as a model for reform of the U.S. health care financing
system?
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THE IMPORTANCE OF RESEARCH

Systematic research in biomedical and related sciences deserves credit for the explo-
sion of new treatments and technologies evident today. Research techniques whose
fundamentals originated in the days of research pioneers such as Koch and Pasteur
have made this progress possible. Biomedical research today is a multibillion-dollar
industry that employs hundreds of thousands of people worldwide. Individual research
projects may cost many millions of dollars, involve hundreds of thousands of subjects,
and take decades to complete.

An ever-greater proportion of medical techniques in use today have been subject
to evaluation via scientific research. This development is sometimes referred to as the
evidence-based medicine movement. Even so, much that occurs in health care today
has never been systematically tested or evaluated.

An indicator of the scale on which biomedical research takes place today is illus-
trated in Figure 8.1. This figure presents the number of patents awarded by the U.S.
Patent and Trademark Office during the twenty-one-year period of 1988 through 2008
for drugs, related chemical compounds, and specific molecules of potential thera-
peutic benefit. Over sixty thousand patents for such substances were awarded dur-
ing this period. Considerable research effort was required for each patent application.
Additional research of a considerable scale followed award of many of these patents.

FIGURE 8.1 Ppatents awarded for “drug, bioaffecting, and body-treating
compounds,” 1988-2008
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Irrespective of a patent award, significant clinical research is required to establish effi-
cacy and safety in administration to humans.

Figure 8.1, it should be noted, reflects only a fraction of the health-related innova-
tion resulting from and necessitating further research. During the period referenced in
Figure 8.1, thousands of additional patents were awarded for medical devices, imag-
ing technology, patient handling and transportation, and numerous other applications.
Although uneven, the trend in technological innovation, whether widely adopted or
eventually abandoned, is clearly up.

Beyond the importance for improved patient care, research is crucial for decision
making in management and policy. Solutions for the rising cost of care and uninsur-
ance, for example (covered in Chapter Seven), have become the subject of intense
research efforts. To assess the potential value of proposed solutions, decision mak-
ers require a basic understanding of the techniques that researchers employ and the
limitations inherent in these techniques. Equally important, decision makers require
an understanding of the professional and economic pressures under which the research
community works. These pressures materially influence the results presented to clini-
cians and reported to decision makers.

PRINCIPLES OF EXPERIMENTAL DESIGN

Use of valid research methods by honest scientists has given health care providers a
number of effective tools. Research has also helped medical practice dispose of time-
honored yet ineffective treatments and set to rest contentions by zealots and mounte-
banks. Sophistication and breadth of research methods in the biomedical sciences have
steadily increased over the past century. However, the fundamental logic of inquiry
has remained the same.

Pasteur’s 1881 demonstration of his anthrax vaccine at Pouilly-le-Fort, France,
illustrates classic biomedical research procedure. In collaboration with a local agricul-
tural society, Pasteur selected 60 farm animals. He vaccinated 31 of these with a weak-
ened strain of anthrax bacilli and left the remaining 29 untreated. About a month later,
Pasteur inoculated all 60 beasts with a highly virulent anthrax strain. After another two
days, hundreds of people—including government officials, journalists, farmers, and
veterinarians—assembled to view the results. None of the vaccinated animals devel-
oped anthrax. All 29 untreated animals developed the disease; 25 of these had died by
the end of the day.'

The Pasteur demonstration included basic elements of modern experimental
design: (1) random assignment of subjects to distinct intervention options (in this case
vaccination versus no vaccination); (2) specification of one or more outcome measures
(here, illness and death); (3) comparison of outcome measures applied to individu-
als in each study condition. Informing this process, of course, would be a hypothesis
stating the researcher’s expectations. Pasteur stated his hypothesis in this way: “All
[animals] that were not vaccinated will perish; all . . . that were vaccinated will resist
infection, and we will [return] to a normal state.”
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A graphic presentation summarizing the experiment and numerical findings such
as the one presented in Table 8.1 facilitates evaluation of the hypothesis. This table is a
four-cell (or four-fold) table comparing survival numbers and percentages among indi-
viduals subjected to each intervention option. In most science, statistical tests would
be applied to determine whether outcomes differed across intervention options.

Inspection alone would seem to suffice in assessing the results of Pasteur’s experi-
ment. Formally, however, the relationship between vaccination and vital status is quite
strong. According to a statistic known as gamma, near-perfect association (gamma = .99)
exists. A chi square test indicates that the results presented in Table 8.1 could have occurred
by chance less than one time per thousand repetitions of the experiment (p < .001).

Experimental logic when applied to human beings acquires pathos far greater than
did Pasteur’s anthrax demonstration. A fictional description illustrates a clash between
the interests of individual subjects and a greater good to be served by scientific valid-
ity. In his Nobel Prize—winning 1925 novel, Arrowsmith, Sinclair Lewis describes an
experiment intended to test the value of an agent called phage against bubonic plague
on a Caribbean island:

[In his experiment, Dr. Arrowsmith] divided the population into two equal parts. One
of them . . . was injected with plague phage, the other half was left without.

The pest attacked the unphaged half of the parish much more heavily than those
who had been treated. There did appear a case or two among those who had the
phage, but among the others there were ten, then twenty, then thirty daily victims.?

Unlike Pasteur’s creatures, experimenter Arrowsmith’s subjects were human. But
Arrowsmith believed that a far greater good justified the sacrifice of the Caribbean
Islanders: he saw far-off India, with its annual four hundred thousand deaths from
plague, saved by his efforts.

TABLE 8.1 Pasteur’s 1881 anthrax experiment as a fourfold table

Intervention (Vaccination):

Outcome (Vital Status): Yes No
Alive 30 (97 %) 4 (14%)
Dead 1 (3%)° 25 (86%)
N (100%) = 31 29

Note: Gamma = .99; chi square = 42.0 (p < .001).

aThe single death among vaccinated subjects was attributed to a cause other than anthrax.
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More is expected today of scientists than in Pasteur’s era or the fictionalized
plague experiment. Modern experiments produce more information than a simple yes-
or-no answer to an intervention’s effectiveness. Human subjects receive far better pro-
tection. But basic objectives, methods, and concerns have remained constant.

MODERN RESEARCH DESIGNS

Scientists working in health care-related fields use a wide variety of methods. The
designs in widest use retain key features in common with the classic examples
described earlier. Such designs still focus on testing of hypotheses, although today’s
researchers often specify null hypotheses, which they then attempt to reject based on
their observations. In a drug trial, for example, scientists might attempt to reject a
null hypothesis that states: “There is no statistically significant difference between
outcomes observed across separate interventions.” Outcome measures are likely to be
multiple, comprising, for example, mortality risk, side effects of interventions, func-
tion, quality of life, and economic benefit.

Randomized Controlled Trials

The most direct descendent of classical biomedical science is the randomized con-
trolled trial (RCT). Under the RCT method as traditionally applied, individuals par-
ticipating in the experiment, or subjects, are randomly assigned to one of two groups.
Some are assigned to a treatment group, receiving a drug or other intervention believed
to be effective. Others are assigned to a control group, whose members receive no
treatment or an intervention known to be biologically inert. The biologically inert sub-
stance sometimes given to control subjects is called a placebo.

RCTs with simple assignment to a potentially effective agent or a placebo are
in fact unusual today. Modern legal and ethical standards dictate that every subject
receive the best known treatment for her condition. Control subjects, then, are given
a standard treatment of known, though limited, efficacy. Today’s RCTs, moreover,
are likely to omit the classic control group. Instead, subjects are assigned to one of
several arms of a study, each calling for a different intervention to be administered.
According to the current state of science, interventions under each arm are presumed
to be equally effective.

The gold standard for research is achieved in the double-blinded RCT. Under such
a procedure, both experimenters and subjects are blinded, in the sense that they are not
told (and cannot otherwise determine) which subjects have been assigned to any spe-
cific arm. Double blinding reduces the possibility that the placebo effect—a tendency
among subjects assigned to any intervention to experience health improvement due
solely to expectations engendered by being in an e