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With this Seventh Edition, we celebrate 20 
years of serving instructors, students, pol-
icymakers, and others, both at home and 
overseas, with up-to-date information on the 
dynamic U.S. health care delivery system. 
Much has changed, and much will continue 
to change in the future, as the nation grapples 
with critical issues of access, cost, and quality. 
Indeed, much of the developing and developed 
world will also be contending with similar 
issues.

People in the United States, in particular, 
have just gotten a taste of a far-reaching health 
care reform through President Barack Obama’s 
signature Affordable Care Act (ACA), nick-
named “Obamacare.” To date, this law has pro-
duced mixed results that are documented in 
this new edition.

At the time this edition went to press, we 
were left with promises of another reform under 
the slogan “Repeal and replace Obamacare,” a 
move championed by President Donald Trump, 
who had made it one of the centerpieces of his 
presidential campaign. Much remains to be seen 
as to how this promise will play out.

On May 4, 2017, the U.S. House of Rep-
resentatives passed the American Health 
Care Act (AHCA) by a vote of 217 to 213, 
with Republican support. The bill is likely to 
undergo significant changes in the U.S. Sen-
ate. Hence, what the new law may eventually 
look like was unknown at the time this man-
uscript went to press. As was the case with the 
ACA, for which the Democratic Party played 
an exclusive role in its passage, contentious 
debates, partisanship, and deal making among 
both Republicans and Democrats have marked 
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the progress in moving the new law through 
Congress.

Although we have chosen to sidestep any 
premature speculation about the fate of the 
ACA and the shape of its replacement, wher-
ever possible, we have presented trends and 
facts that support certain conclusions. Mainly, 
experiences and outcomes under the ACA 
have been highlighted in this edition.

On his first day in office in January 2017, 
President Trump signed an executive order to 
“waive, defer, grant exemptions from, or delay 
the implementation of any provision or require-
ment of the [Affordable Care] Act that would 
impose a fiscal burden on any State or a cost, fee, 
tax, penalty, or regulatory burden on individu-
als, families, health care providers, health insur-
ers, patients, recipients of health care services, 
purchasers of health insurance, or makers of 
medical devices, products, or medications.” This 
executive order effectively repealed small por-
tions of the ACA that deal with taxation and fees.

Going forward, the issues of universal cover-
age and affordability of insurance and health care 
will be critical. Under the ACA, approximately 
27 million people remained uninsured, even 
though the uninsurance rate in the United States 
dropped from 13.3% to 10.9% between 2013 and 
2016. The majority of the newly insured individ-
uals were covered under Medicaid, the nation’s 
safety net health insurance program for the poor.

Another thorny issue will be how to provide 
health care for the millions of illegal immigrants 
who obtain services mainly through hospital 
emergency departments, and through char-
itable sources to some extent. Is there a better, 
more cost-effective way to address their needs?
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CHAPTER 1

An Overview of U.S. Health 
Care Delivery

 LEARNING OBJECTIVES

 ■ Understand the basic nature of the U.S. health care system.
 ■ Outline the key functional components of a health care delivery system.
 ■ Get a basic overview of the Affordable Care Act.
 ■ Discuss the primary characteristics of the U.S. health care system.
 ■ Emphasize why it is important for health care practitioners and managers to 

understand the intricacies of the health care delivery system.
 ■ Get an overview of health care systems in selected countries.
 ■ Point out global health challenges and reform efforts.
 ■ Introduce the systems model as a framework for studying the health care system in the  

United States.

The U.S. health care delivery system is a behemoth that is almost impossible 
for any single entity to manage and control.
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overview presented here introduces the 
reader to several concepts discussed more 
extensively in later chapters.

 ▸ An Overview of the 
Scope and Size of the 
System

TABLE 1-1 demonstrates the complexity of 
health care delivery in the United States. 
Many organizations and individuals are 
involved in health care. To name just a 
few: educational and research institutions, 
medical suppliers, insurers, payers, and 
claims processors to health care provid-
ers. A multitude of providers are involved 
in the delivery of preventive, primary, 
subacute, acute, auxiliary, rehabilitative, 
and continuing care. A large number of 
managed care organizations (MCOs) and 
integrated networks now provide a contin-
uum of care, covering many of the service 
components.

The U.S. health care delivery system 
is massive, with total employment that 
exceeded 16.4 million people in 2010 
in various health delivery settings. This 
number included more than 838,000 
professionally active doctors of medicine 
(MDs), 70,480 osteopathic physicians 
(DOs), and 2.6 million active nurses (U.S. 
Census Bureau, 2012). The majority of 
health care and health services profes-
sionals (5.98 million) work in ambulatory 
health service settings, such as the offices 
of physicians, dentists, and other health 
practitioners, medical and diagnostic lab-
oratories, and home health care service 
locations. Smaller proportions of these 
professionals are employed by hospitals 
(4.7 million) and nursing and residential 

 ▸ Introduction
The United States has a unique system of 
health care delivery that is unlike any other 
health care system in the world. Almost all 
other developed countries have national 
health insurance programs run by the 
government and financed through general 
taxes. Nearly all citizens in such countries 
are entitled to receive health care services. 
Such is not yet the case in the United 
States, where Americans are not automati-
cally covered by health insurance.

Though U.S. health care is often called 
a system because is has various features, 
components, and services, it may be mis-
leading to talk about the American health 
care delivery “system,” because a true, 
cohesive system does not exist ( Wolinsky, 
1988). Indeed, a major feature of the 
U.S. health care system is its fragmented 
nature, as different people obtain health 
care through different means. The sys-
tem has continued to undergo periodic 
changes, mainly in response to concerns 
regarding costs, access, and quality.

Describing health care delivery in the 
United States can be a daunting task. To 
facilitate an understanding of the struc-
tural and conceptual basis for the delivery 
of health care services, this text is orga-
nized according to the systems framework 
presented at the end of this chapter. Also, 
for the sake of simplicity, the mechanisms 
of health care delivery in the United States 
are collectively referred to as a system 
throughout this text.

The main objective of this chapter 
is to provide a broad understanding of 
how health care is delivered in the United 
States. Examples of how health care is 
delivered in other countries are also pre-
sented for the sake of comparison. The 
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Education/Research Suppliers Insurers Providers Payers Government 

Medical schools
Dental schools
Nursing programs
Physician assistant 

programs
Nurse practitioner 

programs
Physical therapy, 

occupational 
therapy, speech 
therapy programs

Research 
organizations

Private foundations
U.S. Public Health 

Service (Agency for 
Healthcare Research 
and Quality, Agency 
for Toxic Substances 
and Disease 
Registry, Centers 
for Disease Control 
and Prevention, 
Food and Drug 
Administration, 
Health Resources 
and Services 
Administration, 
Indian Health 
Service, National 
Institutes of 
Health, Substance 
Abuse and Mental 
Health Services 
Administration)

Professional 
associations

Trade associations

Pharma ceutical 
companies

Multipurpose  
suppliers

Biotechnology 
companies

Managed 
care plans

Blue Cross/
Blue 
Shield 
plans

Commercial 
insurers

Self-insured 
employers

Medicare
Medicaid
Veterans 

Affairs
Tricare

Preventive Care
Health 

depart ments
Primary Care
Physician  

offices
Commu nity 

health centers
Dentists
Nonphy sician 

providers
Subacute Care
Subacute care 

facilities
Ambulatory 

surgery centers
Acute Care
Hospitals
Auxiliary 

Services
Pharmacists
Diagnostic clinics
X-ray units
Suppliers of 

medical 
equipment

Rehabilitative 
Services

Home health 
agencies

Rehabilitation 
centers

Skilled nursing 
facilities

Continuing Care
Nursing homes
End-of-Life Care
Hospices
Integrated
Managed care 

organizations
Integrated 

networks

Blue Cross/
Blue Shield 
plans

Commercial 
insurers

Employers
Third-party 

admin-
istrators

State 
agencies

Public 
insurance 
financing

Health 
regulations

Health policy
Research  

funding
Public health

TABLE 1-1 The Complexity of Health Care Delivery
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groups of people who meet each program’s 
prescribed criteria for eligibility. To a 
lesser degree, government programs also 
deliver certain health care services directly 
to certain recipients, such as veterans, mil-
itary personnel, American Indians/Alaska 
Natives, and some uninsured people. 
Nevertheless, the financing, insurance, 
payment, and delivery functions largely 
remain in private hands.

The market-oriented economy in 
the United States attracts a variety of pri-
vate entrepreneurs that pursue profits by 
facilitating the key functions of health 
care delivery. Employers purchase health 
insurance for their employees through 
private sources, and employees receive 
health care services delivered by the pri-
vate sector. The government finances 
public insurance through Medicare, Med-
icaid, and the Children’s Health Insurance 
 Program (CHIP) for a significant portion 
of the country’s low-income, elderly, dis-
abled, and pediatric populations. How-
ever, insurance arrangements for many 
publicly insured people are made through 
private entities, such as health mainte-
nance organizations (HMOs), and health 
care services are rendered by private phy-
sicians and hospitals. This blend of public 
and private involvement in the delivery of 
health care has resulted in the following 
characteristics of the U.S. system:

 ■ A multiplicity of financial arrange-
ments for health care services

 ■ Numerous insurance agencies or 
MCOs that employ various mecha-
nisms for insuring against risk

 ■ Multiple payers that make their own 
determinations regarding how much 
to pay for each type of service

 ■ A diverse array of settings where med-
ical services are delivered

care facilities (3.13 million). The vast array 
of health care institutions in the United 
States includes approximately 5,795 hos-
pitals, 15,700 nursing homes, and 13,337 
substance abuse treatment facilities (U.S. 
Census Bureau, 2012).

In 2015, 1,375 federally qualified 
health center grantees, with 188,851 full-
time employees, provided preventive 
and primary care services to approxi-
mately 24.3 million people living in med-
ically underserved rural and urban areas 
(Health Resources and Services Admin-
istration [HRSA], 2015). Various types 
of health care professionals are trained 
in 180   medical and osteopathic schools 
(Association of American Medical Col-
leges, 2017), 66 dental schools (American 
Dental Association, 2017), 136 schools of 
pharmacy (American Association of Col-
leges of Pharmacy, 2017), and more than 
1,500 nursing programs located through-
out the country. Multitudes of government 
agencies are involved with the financing of 
health care, medical research, and regula-
tory oversight of the various aspects of the 
health care delivery system.

 ▸ A Broad Description of 
the System

U.S. health care delivery does not func-
tion as a rational and integrated network 
of components designed to work together 
coherently. To the contrary, it is a kalei-
doscope of financing, insurance, delivery, 
and payment mechanisms that remain 
loosely coordinated. Each of these basic 
functional components represents an 
amalgam of public (government) and pri-
vate sources. Government-run programs 
finance and insure health care for select 
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(1) enable all citizens to obtain needed 
health care services; and (2) ensure that 
services are cost- effective and meet certain 
established standards of quality. While the 
U.S. health care delivery system falls short 
of both these basic ideals, the United States 
leads the world in providing the latest and 
the best in medical technology, training, 
and research. It offers some of the most 
sophisticated institutions, products, and 
processes of health care delivery.

 ▸ Basic Components of 
a Health Care Delivery 
System

FIGURE 1-1 illustrates that a health care 
delivery system incorporates four func-
tional  components—financing, insur-
ance, delivery, and payment; hence, it is 
termed a quad-function model. Health 
care delivery systems differ depending on 
the arrangement of these components. 
The  four functions generally overlap, 
but the degree of overlap varies between 
 private and government-run systems, 
and between traditional health insurance 
and managed care–based systems. In a 
 government-run system, the functions are 
more closely integrated and may be indis-
tinguishable. Managed care arrangements 
also integrate the four functions to varying 
degrees.

Financing
Financing is necessary to obtain health 
insurance or to pay for health care services. 
For most privately insured  Americans, 
health insurance is employment based; 
that is, the employers finance health care 
as a fringe benefit for their employees. A 

 ■ Numerous consulting firms offering 
expertise in planning, cost contain-
ment, electronic systems, quality, and 
restructuring of resources
There is little standardization in a sys-

tem that is functionally fragmented, and 
in which the various system components 
fit together only loosely. Because a cen-
tral agency such as the government does 
not oversee the overall coordination of 
such a system, problems of duplication, 
overlap, inadequacy, inconsistency, and 
waste occur. Lack of system-wide plan-
ning, direction, and coordination leads to a 
complex and inefficient system. Moreover, 
the system as a whole does not lend itself 
to standard budgetary methods of cost 
control. Individual and corporate entities 
within a predominantly private entrepre-
neurial system seek to manipulate financial 
incentives to their own advantage, without 
regard to their impact on the system as a 
whole. Hence, cost containment remains 
an elusive goal.

In short, the U.S. health care delivery 
system is like a behemoth that is almost 
impossible for any single entity to manage 
or control. The United States consumes 
more health care services as a proportion 
of its total economic output than any other 
country in the world. The U.S. economy is 
the largest in the world and, compared to 
other nations, consumption of health care 
services in the United States represents a 
greater proportion of the country’s total 
economic output. Although the system 
can be credited for delivering some of the 
best clinical care in the world, it falls short 
of delivering equitable services to every 
American. It certainly fails in terms of pro-
viding cost-efficient services.

An acceptable health care delivery sys-
tem should have two primary objectives: 
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financier; the insurance function may be 
carved out to an HMO.

Insurance
Insurance protects the insured against 
financial catastrophe by providing expen-
sive health care services when needed. 
The insurance function determines the 
package of health services that the insured 

dependent spouse or children may also 
be covered by the working spouse’s or 
working parent’s employer. Most employ-
ers purchase health insurance for their 
employees through an MCO or an insur-
ance company selected by the employer. 
Small employers may or may not be in a 
position to afford health insurance cov-
erage for their employees. In public pro-
grams, the government functions as the 

FIGURE 1-1 Basic health care delivery functions.
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Government–Medicare, Medicaid
Individual self-funding

FINANCING

Insurance companies
Blue Cross/Blue Shield
Self-insurance
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Insurance companies
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PAYMENT
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Capitation
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Integration of functions through managed care (HMOs, PPOs)
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 ▸ Insurance and Health 
Care Reform

The U.S. government finances health 
 benefits for certain special populations, 
including government employees, the 
elderly (people ages 65 years and older), 
people with disabilities, some people 
with very low incomes, and children 
from  low-income families. The program 
for the elderly and certain disabled indi-
viduals, which is administered by the 
federal government, is called Medicare. 
The program for the indigent, which is 
jointly administered by the federal gov-
ernment and state governments, is named 
 Medicaid. The program for children from 
low-income families, another federal/state 
partnership, is called the Children’s Health 
Insurance Program (CHIP).

However, the predominant employ-
ment- based financing system in the 
United States has left some employed indi-
viduals uninsured for two main reasons. 
First, some small businesses simply cannot 
get group insurance at affordable rates and, 
therefore, are not able to offer health insur-
ance as a benefit to their employees. Sec-
ond, in some work settings, participation 
in health insurance programs is voluntary, 
so employees are not required to join. 
Some employees choose not to sign up, 
mainly because they cannot afford the cost 
of health insurance premiums. Employers 
rarely pay 100% of the insurance premium; 
instead, most require their employees to 
pay a portion of the cost. This is called 
premium cost sharing. Self- employed 
people and other individuals who are not 
covered by employer-based plans have 
to obtain health insurance on their own. 
Individual rates are typically higher than 

individual is entitled to receive. It speci-
fies how and where health care services 
may be received. The MCO or insurance 
company also functions as a claims pro-
cessor and manages the disbursement of 
funds to the health care providers.

Delivery
The term “delivery” refers to the provision 
of health care services by various provid-
ers. The term provider refers to any entity 
that delivers health care services and either 
independently bills for those services or is 
supported through tax revenues. Common 
examples of  providers include physicians, 
dentists, optometrists, and therapists in 
private practices, hospitals, and diagnostic 
and imaging clinics, and suppliers of med-
ical equipment (e.g., wheelchairs, walk-
ers, ostomy supplies, oxygen). With few 
exceptions, most providers render services 
to people who have health insurance and 
even those covered under public insur-
ance programs receive health care services 
from private providers.

Payment
The payment function deals with reim-
bursement to providers for services 
delivered. The insurer determines how 
much is paid for a certain service. Funds 
for actual disbursement come from the 
premiums paid to the MCO or insur-
ance company. At the time of service, the 
patient is usually required to pay an out-
of-pocket amount, such as $25 or $30, to 
see a physician. The remainder is cov-
ered by the MCO or insurance company. 
In government insurance plans, such as 
Medicare and Medicaid, tax revenues are 
used to pay providers.
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