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Executive Summary

The goals of this report are as follows:

= To provide public and private sector
stakeholders in managed mental health
care with reliable information derived
from the literature regarding the organi-
zation, design, delivery, and financing of
managed mental health benefits; and

= To guide stakeholders on the best ways to
apply managed care techniques.

Based on recommendations by a panel
of experts on managed mental health care
that guided selection of 11 targeted research
questions, the authors conducted a focused
review of the literature related to managed
mental health care for the period 1990-
2005. The review included articles appearing
in peer-reviewed journals, as well as reports
and studies available on Web sites main-
tained by relevant government and profes-
sional organizations.

The following lists the findings of the tar-
geted research questions. These 11 questions
are organized into four general domains:
rationales, service delivery, quality of care,
and financing.

Eleven Targeted Questions
and Findings

Rationales for Use of Managed

Mental Health Care

1. Question: Does the use of managed
care techniques in mental health care save

money? For whom? How are these savings
best measured?

Amnswer: Yes. Many analyses of large data-
bases of mental health insurance claims have
shown that managed mental health care
saves money, as measured in reductions in
absolute costs for employer and state agency
purchasers. Although there appears to be no
consensus in the literature on the best way to
measure savings, they have most often been
documented in the form of reduced expendi-
tures for persons with mild to moderate men-
tal conditions such as dysthymia or unipolar
depression by maximizing the use of outpa-
tient and psychopharmaceutical treatments.

2. Question: Does managed mental health
care improve access to services? If so, for
whom, with which diagnoses, and for what

services?

Answer: Yes. Although much of the lit-
erature is anecdotal and large quantitative
studies are lacking, it appears that managed
mental health care improves access to care
overall, primarily for persons whose mental
health conditions are typically treated in
ambulatory outpatient settings (e.g., mild to
moderate depression or anxiety). However, a
few small studies have found that utilization
management techniques and reimbursement
arrangements may restrict access to higher
intensity services, particularly inpatient ser-
vices needed by persons with severe and per-

sistent mental illnesses.
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3. Question: Are there particular groups or
subgroups of patients with particular diagno-
ses who are harmed by being treated in man-
aged mental health care systems? If so, for
what reasons and in what ways?

Amnswer: Inconclusive. Only a few quantita-
tive studies in the literature report findings
identifying which patients in which managed
care settings have experienced actual harm as
a result of benefit design limits or utilization
techniques. Numerous sources discuss how
managed mental health plans may have the
potential to harm persons with severe mental
illnesses; however, documentation of actual

harm is lacking in the literature.

Service Delivery

4. Question: Should managed mental health
care services be carved in or carved out?
What are the pros and cons of doing so in
private and public sector payor settings?

Answer: Numerous sources in the literature
indicate that carve-outs are preferred by pur-
chasers, with certain safeguards regarding
care coordination. Managed mental health
carve-outs are preferable to carve-ins for
persons with milder mental health condi-
tions, when care coordination requirements
between physical and mental health are less
crucial, than for adults with severe and per-
sistent mental illnesses (SPMIs) or children
with serious emotional disturbances (SEDs).
Adults with SPMI may fare less well in man-
aged mental health carve-outs than persons
with milder mental health conditions, largely
due to a lack of continuity of care and poten-
tial inability to obtain more intensive services
such as inpatient or residential treatment. The
main advantages of carving out include better
accountability of mental health expenditures,
expanded treatment services, and ability to

control claims costs. The main disadvantages
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include higher administrative costs, potential
for fragmentation of physical and mental
health services, and potential consumer con-
fusion regarding how to access services.

5. Question: What is the best way to coor-
dinate primary care and mental health care
services in managed care settings? What char-
acterizes success?

Answer: Unclear. Several sources in the lit-
erature recommend that purchasers should
contractually require coordination of primary
care and mental health care services, with
financial or other incentives tied to perfor-
mance measurement. Success is demonstrated
in the form of ease of referrals between pri-
mary care and mental health care sectors,
better management of illnesses and condi-
tions, and improved provider and patient
satisfaction. No studies to date, however,
have quantitatively demonstrated that such
contractual requirements result in improved
care coordination as compared to not requir-

ing them.

6. Question: What is the best way to coordi-
nate mental health and substance abuse care
in managed care settings for persons with
co-occurring disorders? What characterizes
success?

Answer: Unclear. A few sources in the litera-
ture have recommended that purchasers of
managed care arrangements contractually
require coordination of mental health and
substance abuse services. These sources also
recommend that contracts include financial
or other incentives tied to performance mea-
surement. Quantitative measures of the suc-
cess or effects of these recommended contrac-
tual requirements have not been published.

7. Question: What are the most effective and
efficient ways of financing and delivering




preventive mental health services in managed
mental health care systems?

Answer: Results of surveys, interviews, and
consensus groups provide recommendations
that purchasers should (1) conduct assess-
ments of enrollee health needs to find out
which conditions are most prevalent and
could benefit from preventive interventions;
(2) develop high-quality contractual terms
for delivery of and payment for preventive
mental health services; (3) communicate
availability of these services to enrollees;
and (4) implement ongoing monitoring
systems to measure availability, utilization,
and payment for preventive mental health

services.

Quality of Care

8. Question: What is the best way to incor-
porate evidence-based standards in the pur-
chase and delivery of managed mental health
care services?

Answer: Unclear. The literature regard-

ing incorporation of evidence-based stan-
dards has only recently begun to emerge,
as research continues to evolve on how to
define the evidence base for mental health
care services. A few sources have recom-
mended increased centralized dissemination
of evidence-based standards, and revision
of medical necessity definitions and utiliza-
tion management to reflect them. Studies
documenting the effects of implementing
evidence-based standards for mental health

care services are lacking.

9. Question: What is the best way to incor-
porate consumer-directed care principles in
managed mental health, including special
considerations for persons with mental health
illnesses?

Answer: Unclear. The literature primarily
reflects recommendations based on efforts in
the public sector to incorporate consumer-
directed care principles in managed mental
health care. Public sector mental health sys-
tems, such as Medicaid managed care for
mental health services, have largely achieved
this by involving consumers throughout the
planning, design, and implementation of
mental health care systems. The literature
regarding private sector efforts to incorpo-
rate consumer-directed principles in managed
mental health care services is sparse and
focuses primarily on the use of consumer
satisfaction surveys, and grievances and

appeals systems.

Financing

10. Question: Should financial risk sharing
be used in managed mental health care? If so,
what is the best way to effectively manage
financial risk in managed mental health care,
and under what circumstances and in which
settings are various techniques most appro-
priate and efficient?

Answer: Unclear. The literature on public
sector systems, though limited to individual
case studies, indicates that risk sharing with
providers in the form of case-mix adjusted
case rates or “soft” capitation should be used
to encourage appropriate, safe, and clinically
effective use of managed mental health servic-
es. The quantitative literature for the private

sector on this topic is extremely limited.

11. Question: Should funding streams from
multiple public and private sector payors of
managed mental health care services be com-
bined? If so, is blending or braiding a better
way to combine these funding streams, and
what are the requirements for their long-term
success?



Answer: Yes. Blended funding combines
funds at the “front end” by first combining
funds from multiple sources into a single
pooled account. With braided funding
streams, the funds from various sources are
not pooled into a single account; rather, a
separate administrative entity such as a fiscal
agent monitors and tracks the relative dis-
tribution of the levels of each participating
agency’s responsibility for treatment service
delivery and then authorizes payment to
providers. Thus, braided funding combines
funds at the “back end,” when payments

to providers are made. Several evaluations
(largely based on expert opinion) of systems
that use multiple funding sources have found
that respondents believe that combining
multiple funding streams across service sec-
tors using blended or braided techniques

is a desirable way to overcome fragmented
multiple mental health treatment systems.
Further, respondents believe that braiding
funds, rather than blending them, allows
better tracking and accountability for each
agency’s financial and programmatic contri-
butions. Successful approaches are character-
ized by involving stakeholders early in the
planning process, obtaining leadership com-
mitment, and implementing ongoing moni-
toring systems for financial and outcomes

accountability.

Conclusions
Many studies published over the last 15

years have demonstrated how the use of
managed care techniques for mental health
service delivery improves access to services
and saves money for private and public sec-
tor purchasers. Improved access and cost
savings are typically associated with pro-
viding treatment to persons with mild to
moderate mental health conditions, such as
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depression or anxiety, who can be success-
fully treated on an outpatient basis, both
with and without use of psychopharmaceuti-
cals. The few studies identified that involved
children with SEDs and adults with SPMIs
and the effects of managed mental health on
racial and ethnic minorities indicate that they
have experienced problems accessing mental
health treatments, particularly in inpatient
and residential settings.

A variety of studies have documented
that the carve-out model is presently the
predominant form of mental health services
organization in managed care settings. These
studies have also noted the importance of
implementing and monitoring care coordi-
nation standards to ensure comprehensive
care, particularly for persons with severe
mental illnesses. Many evaluations of carve-
out designs for children with SEDs have
also documented the desirability of braiding,
rather than blending, funding streams from
multiple agencies as a way of improving
resource allocation, streamlining costs, and
ensuring accountability for expenditures.

There is general agreement in the literature
of the importance and clinical desirability of
coordinating primary care and mental health
services and coordinating mental health and
substance abuse services. However, very little
has been published that quantitatively docu-
ments effective ways to do so, specifically
in managed mental health care settings. In
addition, an increasing number of studies
regarding the use of evidence-based standards
and the provision of preventive mental health
services have documented their financial and
clinical desirability.

The literature presents mixed results on
the effects of various risk-sharing arrange-
ments for both providers and consumers of
managed mental health care. While some




authors recommend the use of soft capitation
or risk-adjusted case rates using withholds,
others caution that risk sharing may provide
financial incentives to inappropriately restrict
access to high-cost intensive services needed
by persons with SPMIs.

The literature regarding pooling of fund-
ing streams across multiple systems serving
the mental health, physical health, social, and
educational needs of children and their fami-
lies indicates that such pooling is a desirable
way to improve flexibility of both funding
and service delivery. The choice of whether
to blend or braid these funds at the system
level is influenced by many factors, includ-
ing willingness to collaborate, and ability to
track accountability for appropriate expendi-
tures of funds and tie them to achievement of
desirable outcomes. It should be noted that
almost all of these reports are based on quali-

tative analyses of interviews and site visits
with key stakeholder experts.

Finally, this focused review of the literature
regarding managed mental health care indi-
cates that several topic areas would benefit
from additional research. In particular, rigor-
ous quantitative studies in various areas uti-
lizing longitudinal designs involving diverse
patient demographics, mental health condi-
tions, and treatment settings would provide
vitally needed information for consumers,
purchasers, providers, and policymakers. The
use of formal program evaluation methods is
needed to supplement qualitative evaluations
based on key stakeholder expert opinion and
would serve to further inform programmatic
issues, such as pooling of funding streams,
intended to enhance financing and service

delivery flexibility.






Introduction

he need for a focused review of the literature on mental health

insurance and mental health treatment was established as a

result of the rapid evolution of the science of mental health

services and the managed care market changes in how those services are

financed, organized, and delivered. The goals of this report are to provide

public and private sector stakeholders in managed mental health care with

the best research available in the literature regarding the organization,

design, delivery, and financing of managed mental health benefits that are

simultaneously cost effective and “health effective,” and to guide stakehold-

ers in the best ways to apply managed care techniques.

The ways mental health care services are
organized, financed, and delivered in both
the private and public sectors have been dra-
matically transformed over the last 15 years.
Managed care has had profound effects on
the use and amount of both preventive and
therapeutic mental health services delivered
to consumers, the selection of professionals,
and the settings in which they are provided.
Managed care techniques include the defini-
tion and interpretation of medical necessity,
utilization management, and prospective
payment methods. Continuing cost pressures
on both private employers and public sector
health insurance purchasers (e.g., Medicaid,
State Children’s Health Insurance Program
(SCHIP), Medicare, Department of Veterans
Affairs, State child welfare agencies, State
departments of corrections, State mental
health agencies) have increased the need for
clinical evidence that these services are cost
effective and are achieving clinically desired
outcomes in a timely manner.

The aims of managed care include ensur-
ing accountability for health care resources
and reducing costs by implementing utili-
zation controls and payment mechanisms
intended to reduce inappropriate, ineffective,
or unnecessary care. These cost reductions
are also designed to be achieved by promot-
ing the use of safely delivered, lower inten-
sity services that achieve desirable health
outcomes. Managed care has affected the
scope and nature of the delivery of services,
as seen by increased use of outpatient treat-
ments provided over shorter duration with
an emphasis on focused cognitive and behav-
ioral therapies. Expensive inpatient and resi-
dential mental health treatments today are
typically reserved for only the most severely
ill patients who cannot otherwise be safely
treated in outpatient settings.

While the comprehensive managed care
market generally has evolved into looser
network models over the last 15 years

(e.g., increased use of preferred provider




organizations and point-of-service arrange-
ments), largely driven by consumer and
purchaser demand, the managed behavioral
health market has retained many stricter
access and utilization controls. These include
requirements for prior authorization of ser-
vices, predefined levels of care placements
and discharge criteria, and annual and life-
time limits on mental health services and
expenditures. For example, advances in the
science of psychopharmacology have provid-
ed consumers with many new drugs that have
fewer side effects than older drugs. These

new drugs, however, are usually very expen-
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sive when they enter the market, and both
comprehensive managed care organizations
(MCOs) and specialty managed behavioral
health organizations (MBHOs) often tightly
control access to them. Many States and the
Federal Government have passed mental
health parity legislation intended to “level the
playing field” between physical and mental
health care coverage. In reality, however, the
marketplace has continued to exert more
stringent demands on the mental health care
sector—more so than the overall medical care
sector—to contain costs in the face of health
care cost inflation.




Organization of Report

The report is organized as follows:

= Section IIT of this report describes the research methods used in the analysis.

= Section IV summarizes the rationales for use of managed mental health.

= Section V describes issues related to service delivery, including the use of
carve-in and carve-out models, care coordination, and the financing and
delivery of preventive mental health services.

= Section VI describes quality of care of managed mental health services.

= Section VII presents findings related to financing of managed mental
health care.

= Section VIII presents conclusions regarding the nature of the literature on
managed mental health care from 1990 to 2005.

" Section IX describes gaps in the literature that merit further research.

The Appendix contains a list of experts interviewed, a glossary of terms,
literature references, and notes.







Research Methods

A. Issues and Domains

To provide a logical and orderly approach to
both the retrieval of literature citations and
the analysis, the following four domains were
used to organize the literature review:

1. Rationales for Use of Managed Mental
Health Care

2. Service Delivery

3. Quality of Care

4. Financing

The research was guided by semistruc-
tured telephone interviews during the period
July—September 2004 with 12 experts in
managed mental health care issues from a
variety of backgrounds. (See the Appendix
for a full list of the experts interviewed.) The
goal of the interviews was to learn from these
experts what pressing issues and questions in
managed mental health care to include in a
focused review of the literature. The 11 issues
most frequently cited by the experts were—

1. Demonstration of cost effectiveness and
cost savings of managed mental health
care;

2. Effects of managed mental health care on
access to services;

3. [Identification of groups and subgroups
of particular patients who may be
harmed by managed mental health care;

4. Carve-in and carve-out models for
managed mental health care;

5. Care coordination strategies between
mental health and primary care services;

6. Care coordination strategies between
mental health and substance abuse
services;

7. Financing and delivery of preventive
mental health services;

8. Use and coverage of evidence-based
standards in mental health therapies;

9. Role of consumer-directed care in man-
aged mental health care;

10. Use of capitation, rate-setting, and other
risk-management techniques for man-
aged mental health care; and

11. Blending and braiding of funding streams
for delivery of mental health services,

particularly for children and adolescents.

B. Research Questions

To reflect the 11 issue areas cited by the
experts interviewed, a set of 11 targeted
questions was developed, which were then
organized within the four domains of the
conceptual framework.

C. Literature Retrieval Strategies

Targeted keyword searches were conducted
on a variety of electronic databases and
other online resources. All searches contained
the term “managed mental health care”
combined with keywords related to each of
the questions in table 1. (See table 2 for a

list of keywords.) The time period covered
was 1990-mid-2005. Electronic databases
searched included MedLine, PsycINFO,
HealthSTAR, and the Cochrane Library

for evidence-based practices. In addition,
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Table 1. Literature Review Framework and Questions

Domain Issue

Questions

1. Rationales for Demonstration of cost effective-
Use of Managed

Mental Health Care  mental health care.

Effects of managed mental health
care on access to services.
Identification of groups and sub-

groups of particular patients who

health care.

ness and cost savings of managed

may be harmed by managed mental

Does the use of managed care techniques in mental
health care save money? For whom? How are these
savings best measured?

Does managed mental health care improve access to
services? If so, for whom, with which diagnoses, and
for what services?

Are there particular groups or subgroups of patients
with particular diagnoses who are harmed by being
treated in managed mental health care systems? If so,
for what reasons and in what ways?

2. Service Delivery
managed mental health care.

Care coordination strategies

care services.

Care coordination strategies
between mental health and sub-
stance abuse services.

Financing and delivery of preven-
tive mental health services.

Carve-in and carve-out models for

between mental health and primary

Should managed mental health care services be carved
in or carved out? What are the pros and cons of doing
so in private versus public sector payor settings?

What is the best way to coordinate primary care and
mental health care services in managed care settings?
What characterizes success?

What is the best way to coordinate mental health and
substance abuse care in managed care settings for
persons with co-occurring disorders? What character-
izes success?

What are the most effective and efficient ways of
financing and delivering preventive mental health ser-
vices in managed mental health care systems?

3. Quality of Care Use and coverage of evidence-
based standards in mental health

therapies.

managed mental health care.

Role of consumer-directed care in

What is the best way to incorporate evidence-bhased
standards in the purchase and delivery of managed
mental health care services?

What is the best way to incorporate consumer-directed
care principles in managed mental health, including
special considerations for persons with mental health
illnesses?

4. Financing

for managed mental health care.

Blending and braiding of fund-
ing streams for delivery of mental
health services, particularly for
children and adolescents.

Use of capitation, rate-setting, and
other risk-management techniques

Should financial risk sharing be used in managed men-
tal health care? If so, what is the best way to effectively
manage financial risk in managed mental health care,
and under what circumstances and in which settings
are various techniques most appropriate and efficient?

Should funding streams from multiple public and private
sector payors of managed mental health care services
be combined? If so, is blending or braiding a better way
to combine these funding streams, and what are the
requirements for their long-term success?

searches were conducted on both Google and
Google Scholar to obtain access to references
available in the “gray” literature (i.e., reports
and news sources not catalogued in electronic
peer-reviewed literature databases but avail-
able online). A review of sources cited in the
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literature footnotes (“snowball referencing”)
was also included as a way to add resources.
Finally, Web sites of government and profes-
sional organizations were accessed directly,

and searches were conducted to find content

related to the research issues.




Table 2. List of Keywords Used in Combination With “Managed Mental

Health Care” in Literature Searches

Questions

Keywords

Does the use of managed care techniques in mental health care save
money? For whom? How are these savings best measured?

costs, cost effectiveness, cost savings,
cost analysis, expenditures, cost
containment

Does managed mental health care improve access to services? If so, for
whom, with which diagnoses, and for what services?

access to care, outcomes, health care
utilization, diagnosis, utilization

Are there particular groups or subgroups of patients with particular
diagnoses who are harmed by being treated in managed mental health
care systems? If so, for what reasons and in what ways?

harm, access, outcomes, adverse effects,
diagnosis, organization, treatment setting

Should managed mental health care services be carved in or carved
out? What are the pros and cons of doing so in private versus public
sector payor settings?

organization, carve-in, carve-out, private
sector, public sector, Medicaid, employer-
sponsored

What is the best way to coordinate primary care and mental health care
services in managed care settings? What characterizes success?

care coordination, primary care, quality of
care, treatment outcomes, case
management

What is the best way to coordinate mental health and substance abuse
care in managed care settings for persons with co-occurring disorders?
What characterizes success?

care coordination, substance abuse,
co-occurring, quality of care, treatment
outcomes, case management

What are the most effective and efficient ways of financing and deliver-
ing preventive mental health services in managed mental health care
systems?

prevention, preventive services, financ-
ing, organization, outcomes

What is the best way to incorporate evidence-based standards in the
purchase and delivery of managed mental health care services?

evidence-based standards, clinical
guidelines, treatment protocols, quality,
outcomes

What is the best way to incorporate consumer-directed care principles
in managed mental health, including special considerations for persons
with mental health illnesses?

consumer, consumer-driven, consumer-
directed, client satisfaction, family, quality

Should financial risk sharing be used in managed mental health care? If
so, what is the best way to effectively manage financial risk in managed
mental health care, and under what circumstances and in which set-
tings are various techniques most appropriate and efficient?

financing, risk sharing, risk arrangements,
risk management, providers, capitation,
reimbursement, fee-for-service

Should funding streams from multiple public and private sector payors
of managed mental health care services be blended or braided? If so,
what is the best way to blend or braid these funding streams, and what
are the requirements for their long-term success?

financing, funding, blending, braiding,
children, performance measurement,
family, outcomes, system of care

All references were abstracted and elec-

literature sources—including articles in the

tronically entered into 11 customized
EndNote® (version 8.0.2) databases that
were tailored to reflect each of the research
questions. EndNote®is a reference manager
software package that permits retrieval and
organization of a variety of literature sources
by author, year, publication, and keyword
categories.! Across the 11 databases, 529

peer-reviewed literature and reports from
researchers, government agencies, and advo-
cacy and other organizations—were identified
as being potentially relevant to address the
research questions at hand. Of these, 209 ref-
erences are cited in this report and are listed
by author in the “References” section in the
Appendix.
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The level of rigor of study determined
inclusion in the literature review. We included
studies that reported statistics regarding
study design (e.g., case control, random clini-
cal trial, prospective or retrospective cohort,
meta-analyses, insurance claims analyses),
and that also reported analyses of statisti-
cal power, significance, and reliability. We
included editorials, opinion pieces, and policy
analyses only if they were based on and
reported study results. In the case of litera-
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ture related to use of treatment guidelines,
evidence-based medicine, care coordination,
and financing, we included citations if infor-
mation was presented indicating that they
had been developed and tested in the field
to determine effects on outcomes related to
access, quality, treatment, patient and provid-
er satisfaction, and costs. Literature citations
were catalogued in more than one EndNote®
database, first by category of main topic and
then by subtopics.




three pivotal questions about the use of managed care techniques

for mental health services. First, does the use of managed care
techniques in mental health care save money? If so, for whom, and how
are these savings best measured? Second, does managed mental health care
improve access to services? If so, for whom, with which diagnoses, and
for what services? And third, are there particular groups or subgroups of
patients with particular diagnoses who are harmed by being treated in man-
aged mental health care systems? If so, for what reasons and in what ways?

A. Potential for Cost Savings and
Cost Effectiveness

Question: Does the use of managed care
techniques in mental health care save
money? For whom? How are these savings
best measured?

Answer: Yes. Many analyses of large data-
bases of mental health insurance claims have
shown that managed mental health care
saves money, as measured in reductions in
absolute costs for employer and State agency
purchasers. Although there appears to be no
consensus in the literature on the best way to
measure savings, they have most often been
documented in the form of reduced expendi-
tures for persons with mild to moderate men-
tal conditions, such as dysthymia or unipolar
depression, by maximizing the use of outpa-
tient and psychopharmaceutical treatments.

Rationales for Use
of Managed Mental

Health Care

he literature searches for this domain were designed to address

1. Achieving Savings by Controlling Costs
Using Managed Care Techniques

Managed care cost-containment techniques
seek to control both the demand and the
supply sides of mental health care services
delivery. Benefit design features include—

= Limits on the number of inpatient hospital
days and number of outpatient visits;

= Coinsurance requirements such as deduct-
ibles and copayments; and

® Annual and lifetime dollar and day limits
on services.

Managed care cost-containment techniques
encompass utilization management functions
such as—

= Requirements that prior authorization be
obtained for services;
= Requirements that services meet defined

medical necessity criteria;



= Restrictions on who can join a provider
network;

® Transfer of financial risk to providers via
capitation; and

® Pharmacy benefit management (Frank &
Lave, 1992).

Compared to costs in fee-for-service men-
tal health care, the use of managed care tech-
niques has been shown to achieve substantial
cost savings, as much as a 40-percent reduc-
tion in the first year in one study. The cost
reductions are demonstrated in four areas:

1. Fewer outpatient sessions per user;

2. Reduced probability of an inpatient
admission;

3. Reduced lengths of stay for inpatient
treatment; and

4. Substantially lower costs per unit of
service (Goldman, McCulloch, & Sturm,
1998).

Cost savings typically occur with patients
who have mild to moderate conditions,
such as dysthymia or lower levels of clinical
depression, by increasing their use of outpa-
tient treatment combined with prescription
drug treatment. Cost savings may be difficult
to achieve, however, for persons with severe
mental illnesses, such as schizophrenia or
bipolar disorders, whose treatment regimens
often require use of inpatient hospitalizations
(Leslie & Rosenheck, 1999; Olfson et al.
2002; Peele, Xu, & Kupfer, 2003).

2. Medical Cost Offsets and Cost Effective-
ness of Managed Mental Health Services
Patients with mental health care needs may
seek treatment in medical care settings.
They may have physical symptoms that

do not respond to medical treatment since
their underlying causes may be undiagnosed
mental health conditions. Appropriately
providing mental health treatment will
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lead to declines in medical costs once these
patients are in care. These declines in medi-
cal costs have been documented for elderly
medical inpatients, some patients as they
develop major medical illnesses, primary
care outpatients with multiple unexplained
physical illnesses, and adults with alcohol-
ism. The potential for achieving medical cost
offsets via provision of mental health services
typically is limited, however, to persons with
milder forms of mental health conditions.
The likelihood of maximizing the medi-
cal cost offset occurs in plans that integrate
both physical and mental health treatment (a
carve-in) (Olfson, Sing, & Schlesinger, 1999).

Von Korff et al. (1998) described two
small randomized controlled trials conducted
to estimate the treatment costs and cost
effectiveness® of an enhanced intervention for
patients with depressive illness receiving care
in primary care settings. Although the small
size of the studies’ samples limits the gener-
alizability of their findings, total treatment
costs in both controlled trials increased due
to the increased number of visits needed to
conduct the interventions. However, the cost
per patient successfully treated was lower in
the intervention groups than in the control
groups. A modest increase in cost effective-
ness was found among patients with major
depression; however, for patients with minor
depression, the intervention was more costly
and not more cost effective than usual care.
Researchers in this area caution that analy-
ses of cost-effectiveness studies have been
complicated by a variety of issues, including
difficulties measuring unit and total costs,
differences in intended effects, and the differ-
ences in study designs (Wolff, Helminiak, &
Tebes, 1997).

In the view of one mental health policy

expert, a narrow focus on measures of man-




aged mental health care’s absolute costs (i.e.,
costs measured in dollars rather than as a
percentage reduction or in relation to the
benefits of care) has diverted attention away
from more important arguments regarding
the cost effectiveness of mental health treat-
ment. In his words,

For a health plan or an employer, the

value of care or its cost effectiveness

should be as important as absolute

costs. There is little point in spending

money on something that is cheap

if it provides no benefits. ... Cost-

effectiveness arguments may not have

the same immediate policy appeal as

promises to save money—but broken

promises do not further the cause of
behavioral health care in the long run.

(Sturm, 2001, p. 740)

Tracking expenditures is a particular chal-
lenge to measuring cost savings and cost
effectiveness when encounter data, rather
than full claims data, are collected. This
is especially the case for managed mental
health systems that use fixed monthly capita-
tion amounts to pay MBHOs and providers.
A 6-year evaluation of five State Medicaid
managed care programs found that the five
States faced limitations in accurately measur-
ing expenditures by service use and by type
of mental health consumer. These limitations
were attributed in part to the difficulties
States experienced in developing and imple-
menting management information systems to
track expenditures. Encounter data systems
often limit the number of diagnosis or treat-
ment codes present on the record and typical-
ly do not include financial cost data (since the
MBHOs or providers are not paid on a per-
service basis) (Wooldridge & Hoag, 2001).

A marked divergence of findings appears
to exist among study results observed in the
literature regarding the cost effectiveness of
managed mental health care. Additional stud-

ies are needed that document cost effective-
ness across different mental health delivery
systems and for persons with a wider variety
of mental health conditions and treatment
needs.

Summary of the Literature: While many
studies have demonstrated that the use of
managed mental bealth care results in reduc-
tions in costs for purchasers, several authors
note that total cost savings are only one com-
ponent of a more important measure of man-
aged mental health care: cost effectiveness. A
truer picture of the value of managed mental
health care includes not only how much it
reduces bealth care costs, but also whether it
leads to better outcomes. These desirable out-
comes traditionally have included expanded
access to care, increased quality of care,
increased consumer and provider satisfac-
tion, and ultimately, improvements in mental
health status and functioning. Analyses of
cost-effectiveness studies, however, have been
complicated by a variety of issues, including
difficulties measuring unit and total costs,
differences in intended effects, and differences
in study designs.

B. Access to Services

Question: Does managed mental health care
improve access to services? If so, for whom,
with which diagnoses, and for what services?

Answer: Yes. Although much of the literature
is anecdotal and large quantitative studies
are lacking, it appears that managed mental
health care improves access to care overall,
primarily for persons whose mental health
conditions are typically treated in ambulatory
outpatient settings (e.g., mild to moderate
depression or anxiety). However, a few small
studies have found that utilization manage-
ment techniques and reimbursement arrange-
ments may restrict access to higher intensity
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services, particularly inpatient services needed
by persons with severe and persistent mental
illnesses.

1. How Managed Care Affects Access to
Mental Health Care Services
Managed care affects patients’ access to
mental health services in a variety of ways
that can be grouped into two broad catego-
ries: structural and procedural.

Structural elements include—

® How a mental health benefit is designed
(e.g., what services are covered at which
levels of care);

= Pricing design (e.g., premium levels, risk
sharing, annual and lifetime limits on both
numbers of visits and total plan outlays,
and requirements for patient cost sharing
via deductibles and copayments);

® Managed care requirements regarding pro-
vider network composition (e.g., provider
credentialing requirements for participa-
tion, numbers of specialty providers in the
network such as child psychiatrists and
clinical social workers); and

= Use of a “closed panel” of network pro-
viders (i.e., beneficiaries can see only the
providers contracted by the plan) or an
“open panel” (i.e., beneficiaries are provid-
ed incentives to see contracted providers
but are also allowed to see out-of-network

providers).’

These structural elements, then, set the
limits on the sharing of health care costs,
which services are reimbursable, and which
providers are entitled to reimbursement by
virtue of participating in a managed care
plan’s network. Thus, how broadly or nar-
rowly the mental health benefit is defined
has enormous effects on patients’ ability
to access care (Forums Institute for Public
Policy [FIPP], 1997; Horgan et al., 2003).
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Another access issue related to coverage
of services is that of the association between
patient cost sharing and choice of providers.
One of the driving forces of the managed
care “backlash” that began in the mid-1990s
was consumer dissatisfaction with restrictions
placed on their choices of providers within
tightly controlled provider networks. As man-
aged care companies began to loosen these
restrictions while simultaneously increasing
insurance premiums, employer purchasers
began to raise the levels of employee cost
sharing (deductibles, copayments, and coin-
surance) (Gabel, 2003). People living with
chronic mental health conditions who require
ongoing medical care and access to specialty
inpatient and outpatient mental health pro-
viders pay higher out-of-pocket costs as a
result of their higher utilization of specialty
services, compared to people without such
conditions (Tu, 2004).

Procedural elements that affect access to
care include—

" How managed care companies define,
interpret, and review the need for mental
health services defined in the benefit plan;

= Use and application of various medical
necessity definitions (Rosenbaum, Kamoie,
Mauery, & Walitt, 2003); and

= Retrospective, concurrent, and prospective
utilization reviews, and requirements for
prior authorization for certain services.

How strictly these techniques are used
relates to how tightly managed a plan is.
Closed panel health maintenance organiza-
tions (HMOs) are more likely, for example,
to require prior authorization for outpa-
tient counseling as compared to few such
requirements among more loosely structured
preferred provider organizations and point-

of-service plans (which are more common




in today’s managed care market) (Horgan et
al., 2003).

Given these structural and procedural
elements to control access—benefit design
and utilization management—there are fun-
damentally two ways a managed mental
health plan can expand access to services:
(1) increase the numbers and types of ser-
vices covered, and (2) relax requirements for
prior authorization of services and utilization
management both in and out of network.
The focus in this report is on how utilization
management controls in managed mental
health contracts may affect access to care.

2. Efforts to Measure Access to Managed
Mental Health Services

Much of the literature regarding managed
care’s effects on access to mental health care
is anecdotal (Koike, Klap, & Uniitzer, 2000;
Sturm & Sherbourne, 2000). Only a few
quantitative studies have been conducted to
measure the effects of utilization management
techniques on access to services. Concern has
been raised that measures such as level-of-
care criteria for admission and level-of-care
criteria for continued stay adversely affect
persons with severe and/or chronic mental
illnesses such as schizophrenia or bipolar dis-
orders. “Level-of-care criteria for admission”
refers to plan authorization for payment of
services depending on whether plan-defined
clinical guidelines are met for initial provi-
sion of services in outpatient or inpatient
settings. “Level-of-care criteria for continued
stay” refers to whether additional inpatient
days beyond those contractually authorized
are based on plan-defined clinical guidelines.*
Such requirements are among the primary
ways managed care plans control access to
expensive treatment such as inpatient care

and psychopharmaceuticals (Dana, Conner,

& Allen, 1996; McClellan, 1998).

A 1997 survey of State Medicaid direc-
tors in seven States on the topic of Medicaid
managed care conducted by the DHHS
Office of Inspector General (OIG) found that
access to care was improved as a result of
State Medicaid agencies’ decisions to enroll
Medicaid eligibles in carve-out managed
mental health plans (OIG, 2000). This was
achieved by providing a “home” for these
persons, who previously encountered difficul-
ties in finding fee-for-service Medicaid men-
tal health services. Lack of access to mental
health providers willing to accept prevailing
Medicaid rates was cited as a major obstacle
in the fee-for-service system. The survey
also found that cost increases resulting from
increased enrollment are not within plan con-
trol; however, once enrolled, access controls
aimed at cost containment of mental health
expenditures (e.g., capitated reimbursements
for providers) may hamper enrollees’ ability
to obtain needed services.

A qualitative study of Medicaid man-
aged care, published as part of a series of
reports related to an evaluation of four
State Medicaid reform demonstrations for
1994-99, described several factors that
affected access to mental health treatment
services among children with SED and adults
with serious mental illness (SMI) (Vogel,
2001). The study was based on site visits
and interviews with stakeholders in Hawaii,
Oklahoma, Rhode Island, and Tennessee.
The author found that neither carve-in nor
carve-out designs had measurable effects
(either positive or negative) on access to men-
tal health treatment among Medicaid benefi-
ciaries enrolled in a managed mental health
program. The author identified several fac-
tors (although not quantified) that impeded
Medicaid enrollees’ access to mental health
services. These factors included restrictive
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eligibility criteria (e.g., how narrowly States
defined clinical criteria for SMI or SED),
lengthy application forms, provider network
adequacy, and provider credentialing require-
ments that restricted the availability of spe-
cialty mental health providers such as child
psychiatrists. The author also found that
access to care and care coordination were
problematic for children with SED and for
persons with co-occurring mental health/sub-
stance abuse (MH/SA) disorders. However,
the study stated that it appeared that some of
these problems were “carried over” from the
fee-for-service Medicaid program and were
not specific to the managed care demonstra-
tion program.

Access to care has been measured in terms
of unmet need, typically described as no care
received, less care received than needed, or
delays in receiving care. In addition, compari-
sons of studies measuring access to care can
be problematic without an understanding of
whether study authors measured the unmet
needs as reported by patients, providers, or
by quantitative analyses of medical and insur-
ance databases.

Two quantitative studies found mixed
results in measuring unmet need that
may arise depending on the stringency of
plan management and rates of utilization
review denials. In the first study, Sturm and
Sherbourne (2000) analyzed data from the
1998 Healthcare for Communities (HCC)
survey’ and defined access-to-care terms
of unmet need, described in the study as
“no care” or “less care or delayed care.”
(These terms were derived from self-reported
answers to the HCC survey, and the authors
did not distinguish between a patient’s self-
perceived need for care and care prescribed
by a clinician that was either unavailable or
difficult to access.) This study found higher

rates of “no care” in unmanaged fee-for-
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service plans and higher rates of “less care
or delayed care” in highly managed care
plans. The authors speculated that one way
to interpret these results would be that man-
aged care expands access to mental health
services through increased access to previ-
ously unavailable providers (compared to fee-
for-service). Once enrolled in the managed
care plan, however, utilization controls may
lead to receipt of fewer services or delays in
receiving services within the managed care
plan’s contracted provider network.

In the second quantitative study, Koike
et al. (2000) compared the rate of claims
denials among loosely managed private sec-
tor mental health plans, such as open-panel
preferred provider and point-of-service
arrangements, with the rate of claims deni-
als among closed-panel managed care plans.
The authors found that access to care was
unaffected, regardless of plan type: utiliza-
tion management reviews rarely resulted
in a denial of claims. This was especially
true for requests for additional outpatient
visits. Given the time and opportunity costs
incurred by both providers and health plan
employees for the submission and review of
the claims, the authors noted that the costs
of the review processes exceeded the poten-
tial cost savings of utilization management.

The findings from the preceding study
were likely influenced by the predominance
of less-managed point-of-service plans in the
study group and the fact that the plans served
healthier private sector employees. A later
study of the effect of type of risk arrange-
ment on access involved analysis of survey
responses of 9,449 Medicaid managed care
enrollees with Supplemental Security Income
(SSI) disability determinations enrolled in
plans that assumed financial risk, compared
to those that did not assume financial risk in
Tampa and Jacksonville, Florida. The study




found that access to mental health services
(measured as utilization rates) was lower
for the persons in the plans that assumed
financial risk compared to the persons in
plans that did not (Boothroyd, Shern, & Bell,
2002). Medicaid enrollees with SSI disability
determinations, as a result of the complexity
of their conditions, may have higher mental
health service needs than a general Medicaid
population.

Various studies of Tennessee’s Medicaid
managed care program (TennCare) and
its capitated behavioral health carve-out
(TennCare Partners) have found mixed results
regarding the effects of managed mental
health care on access to care. Two studies
published in 2001 as part of the previously
mentioned 1994-99 evaluation of State
Medicaid managed care programs focused on
the experiences of TennCare enrollees who
had SSI disability determinations. TennCare
Partners was designed to serve the needs of
Tennessee Medicaid SSI recipients who were
considered disabled by virtue of meeting the
criteria for SPMI for adults and SED for chil-
dren. Both studies were based on the results
of the 1998 TennCare Disability Survey,
which conducted interviews with these enroll-
ees and/or their family members. The survey
was designed to assess their perceptions of
access and quality of care. In the first study
(Hill et al., 2001), the authors found that
two-thirds of adults with SPMI reported hav-
ing regular access to care. Half of children
with SED appeared to have access problems,
having no regular source of mental health
care, fewer mental health visits, and fewer
psychiatric inpatient hospital stays.

The second TennCare study published
in 2001, also based on the 1998 TennCare
Disability Survey, included case studies of
a subsample of these interviewees (Draper,
CyBulski, & Ciemnecki, 2001). The authors

stated that TennCare “performed better” in
meeting the needs of adults with SPMI and
children with SED, compared to SSI adults
without SPMI and children without SED.
The authors noted that this was likely due
to the fact that TennCare Partners manages
the care specifically for the SPMI and SED
populations; other SSI disabled enrollees with
mental health treatment needs are served by
TennCare’s general Medicaid managed care
program.

Two quantitative studies of TennCare
published in 2003 examined mental health
access issues for children and adults. In the
first study, Saunders and Heflinger (2003)
analyzed claims, encounter, and enrollment
data for the period 1995-2000. They found
that while TennCare increased the number
of youths ages 4-17 receiving behavioral
health services by 50 percent, this expan-
sion was accomplished in part by reduc-
ing the number of treatment services for
children and substituting more supportive
services such as case management and medi-
cation monitoring.

The second study related to access evalu-
ated the effects on continuity of antipsy-
chotic therapy for adults with schizophrenia
by using enrollment and encounter data to
compare two large cohorts of patients before
and after the 1996 transition to TennCare
Partners (Ray, Daugherty, & Meador, 2003).
The authors found that, compared to the
pretransition cohort, the posttransition
cohort was more likely to experience a loss
of continuity of care, as evidenced by shorter
duration of antipsychotic therapy and more
frequent interruptions in adherence to ther-
apy (especially among the most severely ill).
The authors attributed this in part to the fact
that TennCare Partners bears full financial
risk for its enrollees with no case-mix adjust-

ment for severity of illness, thus providing a
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“powerful incentive” to reduce costs by cur-
tailing services (e.g., the types of supportive
services such as regular reminders designed
to enhance patients’ ability to adhere to their
treatment regimens).

How much a managed care plan pays in
the form of per-member-per-month (PMPM)
outlays for outpatient mental health treat-
ment affects access to outpatient care. Studies
have found that if the PMPM rate is below a
range of $4.00 to $6.00, health plan enrollees
may experience difficulties accessing needed
outpatient mental health treatment (Cuffel &
Regier, 2001; Weissman, Pettigrew, Sotsky, &
Regier, 2000).

The extent to which persons with mental
health conditions in managed care plans
are able to maintain continuity of care with
their primary and specialty care providers is
another important aspect of access to care.
The development of a “therapeutic alliance”
(the collaborative relationship a particular
provider is able to form with a particular
patient) is particularly important, especially
since the needed levels of trust can take sig-
nificant time to develop. Since 50 percent or
more of patients with depression are treated
in primary care settings (Docherty, 1997),
ongoing access to care with their primary
care providers (PCPs) takes on special impor-
tance. In a 2-year study that analyzed the
experiences of 1,204 managed care patients
with current depression treated in primary
care settings, it was found that stronger
cost containment techniques did not lead to
shorter durations of care (Meredith, Sturm,
Camp, & Wells, 2001). Greater patient sat-
isfaction with the provider has been shown
to be strong enough to overcome any restric-
tions in provider choice and prior authoriza-
tion requirements that could affect access to

care.
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3. Racial and Ethnic Disparities in Access
to Mental Health Services

Our review found only a few studies that
specifically measured racial/ethnic disparities
in access within managed mental health care
plans. Two studies were related to Medicaid
and one to Medicare+Choice. No quanti-
tative studies that measured racial/ethnic
disparities in access within managed men-
tal health care plans in the private sector,
employer-sponsored market were identified.

Evidence from Medicaid managed care
studies indicates that the primary difference
in managed mental health care for adults
from racial and ethnic minority backgrounds
is that they are more likely to be admitted to
public sector psychiatric hospitals (Crawford,
Fisher, & McDermeit, 1998). Ethnic minor-
ity children involved in child welfare sys-
tems, particularly African Americans and
Hispanics, have historically had higher men-
tal health service needs than non-Hispanic
white children in similar circumstances.
They are also more likely to be treated in
group residential treatment centers rather
than more individualized community-based
settings such as therapeutic foster care
(Snowden, Cuellar, & Libby, 2003).

An extensive analysis of 1999 Health
Plan Employer Data and Information Set
(HEDIS®) data to evaluate the experience of
racial and ethnic minorities’ access to men-
tal health care services in Medicare+Choice
plans found significant access problems for
racial and ethnic minority Medicare benefi-
ciaries. Minorities received substantially less
follow-up after hospitalization for mental ill-
ness, lower rates of antidepressant medication
management for newly diagnosed episodes
of depression, slightly lower rates of optimal
practitioner contacts, and significantly lower
rates of effective continuation-phase treat-




ment (Virnig et al., 2004). General health
care access difficulties experienced by minori-
ties (independent of managed care enrollment
status) have been well-documented (Institute
of Medicine [IOM], 2003). The authors
noted that further research is needed to iden-
tify the reasons for these different rates of
access to better understand their underlying

causes and solutions (Virnig et al., 2004).

Summary of the Literature: A consensus
exists in the literature (primarily anecdotal)
that managed mental bealth care generally
improves access to care overall, to the extent
that it affords enrollees access to a regular
source of care and access to outpatient ser-
vices that previously were difficult to achieve
in a fee-for-service market. A few studies
regarding access-to-care effects of managed
mental health on racial, ethnic, and other
minorities indicate that minorities have expe-
rienced problems accessing mental health
treatments in managed care settings. Further
research focused on managed mental health
care in these populations is needed.

C. Managed Mental Health Care
and Potential for Harm

Question: Are there particular groups or sub-
groups of patients with particular diagnoses
who are harmed by being treated in managed
mental health care systems? If so, for what
reasons and in what ways?

Answer: Inconclusive. Only a few quantita-
tive studies in the literature report findings
identifying which patients in which managed
care settings have experienced actual harm as
a result of benefit design limits or utilization
techniques. Numerous sources discuss how
managed mental health plans may have the
potential to harm persons with severe mental
illnesses; however, documentation of actual
harm is lacking in the literature.

The “managed care backlash” began in
the United States in the mid-1990s amidst
consumer concerns that aggressive cost con-
tainment efforts could result in managed care
plan denials of care, particularly for expen-
sive inpatient treatment in hospitals. These
concerns, quite often shared by providers,
led to a period of intense regulation of health
plans (e.g., development of health care con-
sumer bills of rights, State and Federal man-
dates for mental health parity, and require-
ments for more accessible and accountable
patient grievance and appeals systems in
managed care).

1. Whatls “Harm"?

The populations most often discussed in
the managed mental health care literature
as being at risk for harm are adults with
severe mental illnesses such as schizophre-
nia or bipolar disorders, and children with
SEDs who require access to outpatient
mental health treatments, more expensive
inpatient and residential settings, and a
variety of supportive social assistance pro-
grams (Mechanic, 1998; Mowbray, Grazier,
& Holter, 2002; VanLeit, 1996; Wells,
Astrachan, Tischler, & Uniitzer, 1995).
Private sector managed mental heath plans
may engage in “cherry-picking” healthier
individuals for enrollment and may deny
claims for high service users such as per-
sons with SPMI. The result often seen is
the “dumping” of these persons onto public
sector safety net providers, requiring them
to step in to provide care and assume the
costs of doing so (Goldman, 1999; Miller,
1996; Minkoff & Pollack, 1997).

From a clinical perspective, the term
“harm” refers to undesirable effects experi-
enced as a result of inappropriately providing
a health intervention or by delaying or with-
holding a health intervention when needed
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by a patient. As related to clinical outcomes,
harm can range from deterioration of a men-
tal illness to death. For the purposes of this
report, the definition of “harm” includes
whether managed mental health plan enroll-
ees with high needs encounter obstacles to
obtaining access to all levels of care needed
to improve or stabilize their mental health
conditions. This definition was selected
because only a few quantitative studies have
measured mental health outcomes across
different delivery systems, whether fee-for-
service or managed care. This lack of out-
comes research is due to difficulties in defin-
ing appropriate end-points to reliably mea-
sure outcomes, as well as difficulties inherent
in conducting long-term studies with enough
follow-up data to track patients over time
(Boyle & Callahan, 1995; Mechanic, 2003a;
Sperry, Grissom, Brill, & Marion, 1997).
Certain populations, such as elderly persons
with SPMI, have been identified as particu-
larly in need of outcome studies (Bartels,

Levine, & Shea, 1999).

2. Quantitative Measures of Harmful Effects
of Managed Mental Health Care

A few quantitative studies have measured the
use of mental health care treatments among
persons with severe mental illness enrolled

in managed mental health plans. Two of

the studies measured health and functional
outcomes (e.g., effects on a patient’s ability
to engage in activities of daily living), and a
third study measured differences in service
utilization rates (e.g., frequency of use of
treatment services) by type of plan enrollment
(public versus private sector).

Earlier small studies of mental health out-
comes among Medicaid managed care enroll-
ees with chronic mental illnesses showed that
the use of managed care techniques resulted
in no demonstrable harmful effects (i.e.,

limitations in access to care by persons with

high needs), at least in the short run. This is
partly due to the fact that such persons typi-
cally were not required to enroll in Medicaid
managed mental health care programs, and
follow-up periods in the studies were short
(Dorwart & Epstein, 1992; Leff, Lieberman,
Mulkern, & Raab, 1996; Lurie, Moscovice,
Finch, Christianson, & Popkin, 1992).

Later studies have shown that States’
experiences with mental health carve-outs
have had mixed results as greater numbers
of persons with chronic mental illnesses
are enrolled in Medicaid managed care
(Mechanic, 2003b). These studies indicate
that persons with SMIs may experience limi-
tations in access to care in a carve-out, com-
pared to persons with mild to moderate men-
tal health conditions (Huskamp, 1998). These
adverse effects include disruptions in continu-
ity of care that affect these patients’ ability to
adhere to recommended medication sched-
ules and receive outpatient visits following
hospital discharge, documented in studies in
Tennessee, Utah, and Virginia (Chang et al.,
1998; Manning, Liu, Stoner, Gray, & Popkin,
1999; Morrissey, Stroup, Ellis, & Merwin,
2002; Ray, Daugherty, & Meador, 2003).

Summary of the Literature: Sources that
address the topic of managed mental health
care and harm typically include caveats that
real effects cannot be measured until (1) con-
sensus is achieved as to selection of appropri-
ate mental health outcome measures, and (2)
reliable quantitative measures can be devel-
oped to conduct longitudinal studies over
greater lengths of time. The paucity of such
studies in the literature continues to restrict
our ability to report on, or predict, which
patients in which managed care settings may
be harmed by benefit design limits or utiliza-
tion techniques aimed at containing costs and
improving appropriate use of the full spec-
trum of mental health and support services.

24 Special Report



Service Delivery

A. Use of Carve-Ins Versus
Carve-Outs for Managed Mental
Health Care Services

Question: Should managed mental health
care services be carved in or carved out?
What are the pros and cons of doing so in
private and public sector payor settings?

Answer: Numerous sources in the literature
indicate that carve-outs are preferred by pur-
chasers, with certain safeguards regarding
care coordination. Managed mental health
carve-outs are preferable to carve-ins for
persons with milder mental health condi-
tions, when care coordination requirements
between physical and mental health are less
crucial than for adults with SPMI or children
with SED. Adults with SPMI may fare less
well in managed mental health carve-outs
than persons with milder mental health con-
ditions, largely due to a lack of continuity of
care and potential inability to obtain more
intensive services such as inpatient or resi-
dential treatment. The main advantages of
carving out include better accountability of
mental health expenditures, expanded treat-
ment services, and ability to control claims
costs. The main disadvantages include higher
administrative costs, potential for fragmenta-
tion of physical and mental health services,
and potential consumer confusion regarding
how to access services. Employer purchasers
also report that enrollees benefit from having
greater access to a wider range of specialty
mental health providers in the carve-out

network. The literature on carve-outs in the
public sector identifies several benefits of
using a managed mental health carve-out.
Experts in child mental health services agree
that mental health carve-out designs are pre-
ferred for systems that serve children with
SEDs who have needs that span multiple
health and social service sectors (e.g., child
welfare, Medicaid, and juvenile justice).
Mental health carve-out companies are
today the most frequent form of managed
mental health organization in both the private
and public sectors (Grazier & Eselius, 1999).
The use of carve-outs has grown rapidly
since the mid-1990s, following publication
of research that showed mental health carve-
outs achieve significant cost savings compared
to fee-for-service or carve-in HMO plans
(Salkever & Shinogle, 2000). Cost savings
occur most often when carve-out companies
shift care to lower cost outpatient settings
whenever possible and appropriate. Carve-
out MBHOs also appear to be better able to
implement utilization management controls
such as prior authorization and the use of
prescription formularies to manage mental
health service use (Feldman, 1998; Grazier
& Eselius, 1999; Holahan, Rangarajan, &
Schirmer, 1999; Huskamp, 1998; Ridgely,
Giard, & Shern, 1999; Vogelsang, 1999).

1. Advantages and Disadvantages
of Mental Health Carve-Outs
Tables 3 and 4 summarize the advantages

and disadvantages of using managed mental
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Table 3. Advantages of Managed Mental Health Carve-Outs

Service Cost Reductions

plan and/or specific use incentives)

o B~ W

Increased risk sharing with vendors and providers

Negotiation of discounted fees for network providers

6. Improved coordination and administration of services

1. Elimination or reduction of adverse selection (e.g., by offering only one managed mental health carve-out

2. Changing the cost-sharing structure to shift from more expensive to less expensive services

More appropriate selection and efficient management of services

1. Potential economies of scale due to increased volume of services provided

Improving Processes and Outcomes of Care

> w

o1

Customizing benefit packages

7. Reducing unnecessary use of services

8. Increasing patient satisfaction

11. Increasing access to care for covered populations

1. Developing a larger and more specialized network of MH/SA providers
2. Channeling patients to providers with records of providing high-quality services
Increasing the volume of services provided by any one provider

Expanding MH/SA benefits to include coverage for a wider array and continuum of services

6. Increasing consistency or uniformity of benefits across subgroups for the enrolled population

9. Conducting more targeted evaluations based on specific mental health care criteria

10. Maintaining an extensive range of data on service operations, providers, and patients

Political Advantages

(e.g., exclude certain providers from the network)

1. Increase the numbers of people covered for MH/SA services
2. Ensure that equivalent resources are used for MH/SA services in comparison to general health services

3. Enable a vendor to do something the sponsor may not want to do directly because of political pressures

Source: Grazier & Eselius, 1999.

health carve-outs identified in a published
review of the literature (Grazier & Eselius,
1999). Among the advantages are carve-
outs’ ability to reduce service costs, improve
processes and outcomes of care, and pro-
vide the opportunity to maximize political
advantages. Potential disadvantages of man-
aged mental health carve-outs are related
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to financial and administrative issues and

quality-of-care issues.

2. Private Sector Experience With Mental
Health Carve-Outs

Survey research conducted with 338 Fortune
500 firms tested six theoretical conditions
under which large employer purchasers are




Table 4. Disadvantages of Managed Mental Health Carve-Outs

1.
2.

Financial and Administrative Issues

High administrative costs for contracting with a specialty vendor.

Short-term savings realized since vendors may have little incentive to provide preventive care and detect
mental health needs early.

Specialty vendors may have less direct control over contracted network providers and weaker incentives
to reduce costs compared to carve-in plans, particularly if managed care penetration in specialists’ prac-
tices is small.

Sponsors may have to maintain two separate internal data systems.

Two administratively separate systems with separate budgets may restrict the flexibility of sponsors to
apply cost savings in one area to offset costs in another.

Quality-of-Care Issues

Rosenbaum, Burgess, & DeCourcy, 1999).

and mental health needs of enrollees.

patients.

place.

1. May exacerbate a fragmented, uncoordinated system of health care services (also, Teitelbaum,

2. May inhibit the creation of a fully integrated system of services intended to holistically address the general

3. As a result of 2. above, may not properly sensitize primary care providers to mental health issues of their

4. May introduce confusion for enrollees and providers if effective care coordination mechanisms are not in

5. Single specialty vendors may be less adept at coordinating with out-of-network providers.

Source: Grazier & Eselius, 1999, except where noted.

more likely to choose a mental health carve-
out plan. The larger the size of the firm, the
more likely it is to carve out mental health
benefits (Hodgkin et al., 2000). As shown
in table 5, three of the theoretical conditions
were confirmed and three were not.
Reducing costs is a major factor in
employers’ decisions to carve out mental
health benefits, particularly in the early years
of a shift to a carve-out. Employer purchas-
ers report that enrollees benefit from having
greater access to a wider range of specialty
mental health providers in the carve-out
network (Hodgkin et al., 2000). Managed
mental health carve-outs offer enrollees a
wider array of outpatient mental health
services while also containing costs in two
ways: (1) reducing unnecessary inpatient
care, and (2) reducing medical costs. The

reduction in medical costs occurs by better
serving the mental health needs of patients
who previously used medical services to meet
their needs and are now more appropriately
treated in the mental health sector (Cuffel,
Goldman, & Schlesinger, 1999; Olfson, Sing,
& Schlesinger, 1999).

A study of the effects of implementing
a managed mental health carve-out by a
large industrial manufacturing company
confirmed the findings of previous studies.
Use of an expanded managed mental health
benefit resulted in a 2.9 percent reduction in
general medical costs for users of behavioral
health services without a reduction in rates
of treatment for mental health conditions
(primarily outpatient care for persons with
depression) (Cuffel, Goldman, & Schlesinger,
1999).
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Employer Survey

Table 5. Results of Testing Theories About Carve-Outs With a Large

Theories From the Literature

Survey Results

Theory 1. The need to ensure consistency across multiple
geographic regions where the company has employees is
an important factor in a company’s decision to carve out
mental health benefits.

Confirmed. Larger employers that carve out mental
health benefits were more likely to use a national rather
than multiple regional managed mental health
organizations.

Theory 2. For companies with multistate operations, the
need to manage risk-selection behavior by offering mul-
tiple health plan choices to employees in different States
is an important factor in a company’s decision to carve
out mental health benefits.

Not confirmed. The analysis of the ratio of number of
plans offered to number of States found that it was not a
predictor of carving out.

Theory 3. Concern about potential low quality of mental
health services in carve-in plans is an important factor in
a company'’s decision to carve out mental health benefits.

Not confirmed. Concerns about quality were mentioned
by all firms; however, it was not possible to distinguish
differences in relative weighting of this issue between
firms that carve in or carve out. Until widely accepted
quality measures for mental health services are devel-
oped, cost concerns will likely outweigh quality con-
cerns in decisionmaking about carving in or carving out.

Theory 4. Preference for development of specialized
mental health treatment expertise over coordination with
medical care is an important factor in a company’s deci-
sion to carve out mental health benefits.

Confirmed. Employers that valued development of spe-
cialized mental health expertise over care coordination
were more likely to carve out.

Theory 5. Added administrative burdens of a mental
health carve-out are not a compelling concern in a com-
pany's decision to carve out mental health benefits.

Confirmed. Employers that carve out were more likely to
report being less concerned about the added adminis-
trative burden of carving out.

Theory 6. The desire to financially track mental health
service uti