
Researchers from DMA Health
Strategies, funded by the
Commonwealth Fund, have

identified 17 practices related to pur-
chasing and quality improvement
being implemented by states in
behavioral
h e a l t h
care.

S y l v i a
Pe r l m a n
and Richard Dougherty say many
of the state projects (see page 8)
result from increasing demands
being placed on state agencies to
meet needs with reduced budgets,
leaving them little choice but to
increase efficiency and effectiveness.

To help identify promising inno-
vative projects, the authors inter-
viewed 21 experts in the field and
surveyed the mental health and sub-
stance abuse directors in all 50
states. They sought practices that
were reported to increase cost-effec-
tiveness, improve access, lead to
improved clinical outcomes,
enhance patient-centeredness,
reduce disparities, or reduce frag-
mentation of care. Their suggestions
led to the 17 projects covered in the
report.

Ms. Perlman and Mr. Dougherty
were able to divide the 17 practices

Democrats who will be respon-
sible for Medicaid oversight
in the House and Senate

were quick to stake out their disagree-
ment with the HHS Medicaid
Commission recommendations
issued late last year. 

One commissioner, economist
Robert Helms from the American
Enterprise Institute, who voted in
favor of the report and all of the rec-
ommendations, still issued a dissent
stressing the need for a revamped
financing mechanism for Medicaid
(see page 4).

Sen. Max Baucus (D-WY), who
has taken over from Sen. Chuck
Grassley (R-IA) as chairman of the

Senate Finance Committee, said he
was “disappointed with the final rec-
ommendations of Secretary Leavitt’s
Medicaid Commission.” 

Baucus said he was concerned
that many of the Commission’s rec-
ommendations would undermine
federal oversight of the program and
reduce the likelihood that America’s
most vulnerable people would be
able to obtain the comprehensive
health care they need.

On the House side, Rep. John
Dingell (D-MI), incoming chair-
man of the House Energy and
Commerce Committee, said while
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some in Congress thought the
Commission’s work would bear
fruit, “I see no proof of that in this
report. It is the job of Congress to
review the Medicaid program and
legislate necessary changes, not a
hand-picked Commission stacked
against working families.”

Dead on arrival?
Families USA deputy director for

health policy Rachel Klein said the
Commission report “is and should
be dead on arrival” in Congress.
And AARP questioned increased
flexibility for states to administer
benefits under Medicaid “because
they inevitably lead to cost shifting
and unnecessary denial of care.”

Virginia Commonwealth Univer-
sity professor Robert Hurley, a
member of the State Health Watch
editorial advisory board, tells 
SHW he doubts much will come 
of the Commission’s recommenda-
tions because the group was stacked
with “those willing to collaborate
with the Bush administration” and
given that control Congress has
shifted to the Democrats, “their work
is essentially moot.”

In its report, the Commission
said, “Fundamental reform is
needed to ensure the long-term sus-
tainability of the Medicaid program.
More than simply sustaining the
program, the Commission believes
that Medicaid can and must con-
tinue to provide quality care to pro-
mote the best possible health for all
beneficiaries. Taken as a whole, the
recommendations set forth in this
report promote Medicaid’s long-
term fiscal sustainability, while also
emphasizing quality of care. Key
principles that must be part of this
transformation include recognizing
the long-term value of investments

in quality, supporting state flexibil-
ity, and changing how beneficiaries
partner with the Medicaid program
by encouraging personal responsibil-
ity for health care decisions and pro-
moting and rewarding healthy
behaviors.”

Commission members said they
believe beneficiaries’ health will be
improved through a more efficient
Medicaid system that emphasizes
prevention, provides long-term care
services in the least restrictive appro-
priate environment, adopts interop-
erable forms of health information
technology, coordinates care across
providers and health care settings,
and focuses on ensuring quality
health care outcomes. 

The Commission’s recommenda-
tions include:

• Long-term care. Public policy
should promote individual responsi-
bility and planning for long-term
care needs. Changes in Medicaid
long-term care policy should address
institutional bias and reflect what
most seniors and people with dis-
abilities say they want and need,
which is to stay at home in their
communities in the least restrictive
or most integrated setting appropri-
ate to their long-term care needs in
a place they call home.

• Benefit design. States should
be given greater flexibility to design
Medicaid benefit packages to meet
the needs of covered populations.
This flexibility should include the
authority to establish separate eligi-
bility criteria for acute and preven-
tive medical care services and for
long-term care services and sup-
ports and the flexibility with bene-
fit design to allow states the option
to offer premium assistance to
allow buy-in to job-based coverage
or to purchase other private insur-
ance. Federal Medicaid policy
should promote partnerships
between states and beneficiaries
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that emphasize beneficiary rights
and responsibilities and reward
beneficiaries who make prudent
purchasing, resource utilization,
and lifestyle decisions. States
should have the flexibility to repli-
cate demonstrations that have
operated successfully for at least
two years in other states, using an
abbreviated waiver application
process. Compliance with existing
regulations regarding the public
notice and comment period about
state proposals that would signifi-
cantly restructure Medicaid (1115
waivers and state plan amend-
ments) should be monitored and
enforced.

• Eligibility. Medicaid eligibility
should be simplified by permitting
states to consolidate and/or rede-
fine eligibility categories without a
waiver, provided it is cost-neutral
to the federal government. The fed-
eral government should provide
new options for the uninsured to
obtain private health insurance
through refundable tax credits or
other targeted subsidies so they do
not default into Medicaid. Because
Medicaid’s core purpose is to serve
needy low-income individuals,
especially those who are most vul-
nerable, a “scaled match” funding
formula should be studied so the
federal government would reim-
burse states at an enhanced match-
ing rate for adding low-income
populations to the program, with
the match rate scaling back as they
expand Medicaid to higher-income
populations. Fiscal implications,
including cost neutrality, should be
considered.

• Health information technol-
ogy . HHS should continue to
aggressively promote and support
implementing health information
technology through policy and
financing initiatives while ensuring
interoperability. All Medicaid bene-
ficiaries should have an electronic

health record by 2012. State
Medicaid agencies should include
in contracts or agreements with
health care providers, health plans,
or health insurance issuers that as
each provider, plan, or issuer
implements, acquires, or upgrades
health information technology
systems, it shall adopt, where avail-
able, health information technol-
ogy systems and products that meet
recognized interoperability stan-
dards. HHS, state Medicaid agen-
cies, and their vendors should
assure that health information
technologies that are acquired 
or upgraded continuously meet
federal and state accessibility
requirements.

• Quality and care coordination.
States should place all categories of
Medicaid beneficiaries in a coordi-
nated system of care premised on a
medical home for each beneficiary,
without needing to seek a waiver or
any other form of federal approval.
The Commission recommended a
number of reform proposals to sup-
port development and expansion of
integrated care programs that
would promote development of a
medical home and care coordina-
tion, while also providing necessary
safeguards for dual-eligibles. The
Centers for Medicare & Medicaid
Services (CMS) should establish a
National Health Care Innovations
Program to support implementa-
tion of state-led, systemwide
demonstrations in health care
reform and make data design speci-
fications available to all other states
for possible adoption. State
Medicaid agencies should make
available to beneficiaries the pay-
ments they make to contracted
providers for common inpatient,
outpatient, and physician services.
States should collect and mine data
on how Medicaid money is being
spent to determine which pro-
grams, providers, and services are

effective and which need improve-
ment. CMS and Congress should
support state innovation to deliver
value for taxpayer dollars by pur-
chasing quality health care out-
comes as opposed to simply
reimbursing for health care
processes.

Additional issues to be considered
The Commission report also

said there were some issues beyond
the scope of its charter that policy-
makers cannot ignore, including
the opened-ended, federal-state
financing arrangement and proce-
dure for determining the amount
of federal dollars flowing to states
under the Federal Medical
Assistance Percentage formula (see
related story), whether the pro-
jected work force supply is ade-
quate to support the nation’s health
care delivery system, especially with
an increased focus on home- and
community-based services, and
barriers to cost-effective home- and
community-based health care
caused by barriers to access to
affordable housing.

The report said the Commission
members recognize that many of
the challenges facing Medicaid are
symptoms of broader changes in
the overall health care environ-
ment, including a reduction in the
percentage of working adults who
receive insurance through their
employers, insufficient private
financing for long-term care ser-
vices, and a large and growing
number of uninsured. “Medicaid
and this Commission cannot solve
these larger issues, and until all
areas of the health care system are
engaged, certain challenges are
likely to persist in Medicaid, in
spite of the best efforts and inten-
tions of this Commission,” the
report said.

Joy Johnson Wilson, federal
(See Commission on page 6)
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Economist Robert Helms, 
a resident scholar at 
the American Enterprise

Institute, who was a voting mem-
ber of the Medicaid Commission
and approved the commission’s
final report and recommendations,
says the report failed to address a
key issue affecting Medicaid—the
formula that allocates Medicaid
funds to states. “Worthwhile
reforms would direct Medicaid
funds to the states and populations
that need them most,” he tells State
Health Watch.

According to Mr. Helms,
Medicaid has an “ill-conceived and
now outdated method for calculat-
ing the level of federal financial
support for the states. Until this
issue is addressed, and a fairer and
more equitable method is devel-
oped, Medicaid will continue to be
plagued by problems, including
poor targeting of resources to help
the poorest and most disadvan-
taged members of our communi-
ties; uncontrolled growth of federal
and state spending; rampant fraud
and abuse; incentives for states to
use questionable accounting
schemes to increase federal fund-
ing; federal subsidy formulas that
are unable to sufficiently respond
to changing economic conditions;
and intensifying adversarial rela-
tionships between the states and
the federal government that reduce
the chance of political compromise
on policy reforms.”

Mr. Helms tells SHW he knows
the politics of the situation are
tough and no one wants to take on
the challenge of changing the
incentives. 

According to Mr. Helms’
American Enterprise Institute
Health Policy Outlook on the

issue, the amount of federal money
that flows to states is partially
determined by the Federal Medical
Assistance Percentage (FMAP) for-
mula that compares each state’s per
capita income to the national per
capita personal income and is
designed to provide larger federal
subsidies to states with relatively
low incomes.

The formula determines only
the percentage rate at which the
federal government matches claims
submitted by states. Thus, the total
amount of federal funds flowing to
each state also is a function of the
number of claims that a state sub-
mits to cover the costs of providing
mandatory and optional benefits
for the populations the program
can serve, Mr. Helms wrote.

Widely disparate fed payments
Mr. Helms analyzed Medicaid

data from the Centers for Medicare
& Medicaid Services and found
that in 2004, the most recent year
for which data are available, federal
Medicaid payments to states
ranged from a low of $233 million
to Wyoming to a high of $21.4 bil-
lion to New York. Since there are
large differences in the population
of the various states, he says, federal
expenditures are more easily com-
pared when expressed on a per-
population basis, independent of
states’ Medicaid enrollment poli-
cies. This is achieved by dividing
federal Medicaid payments to each
state by the number of poor and
near-poor people below 125% of
the federal poverty level. Looked at
in that way, he said, per-capita fed-
eral payments in 2004 ranged from
$1,736 in Nevada to $6,780 in
Maine.

Data for all states demonstrate a

negative relationship between the
per-capita amount of federal funds
flowing to the states and the
amount of poverty in the states, he
said. That is, as a general tendency,
the poorer the state, the less federal
money the state receives. Mr.
Helms reports that preliminary
data for 2005 again show an
inverse correlation between poverty
rates and federal per capita
Medicaid reimbursement. “States
with the highest poverty rates —
such as Alabama, Louisiana, and
Mississippi — received much lower
Medicaid payments per capita than
did wealthier states like New York
and several New England states,”
he said. “Not only can the wealth-
ier states afford to spend more on
Medicaid, the open-ended process
of obligating the federal govern-
ment to match what the state
chooses to spend creates an incen-
tive for states to increase Medicaid
spending relative to all other priori-
ties. When a state is forced to cut
budget expenditures, the FMAP
procedure gives the state an incen-
tive not to cut matched expendi-
tures relative to unmatched state
expenditures. With a minimum
matching rate of 50%, a state
would have to cut total Medicaid
expenditures by $2 to cut state
expenditures by $1, thereby forego-
ing $1 in federal funds.

Another way to look at the
effects of current Medicaid policy is
to find which states have increased
their federal payments the most
over an extended period. Mr.
Helms’ analysis indicates that New
York and several New England
states have consistently taken
greater advantage of the open-
ended federal assistance formula

Helms: Medicaid formula should be changed

(See Helms, next page)
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than the poorer southern states.

Wealthier states get more
“Clearly, the FMAP procedure

is not successfully achieving the
original objective of Medicaid tar-
geting federal assistance toward the
states with the greatest share of
poverty,” Mr. Helms declared.
“Poorer states today are falling
behind as wealthier states are col-
lecting a disproportionate share of
federal Medicaid dollars.”

Mr. Helms also found the
FMAP formula poorly counteracts
the effects of changes in a state’s
economic activity. The three-year
averaging procedure and delayed
updating results in a substantial lag
in FMAP adjustments. Thus, if a
state’s economy begins to decline
relative to other states, it may take
from three to six years for FMAP
to adjust to the change. 

According to Mr. Helms, the
FMAP procedure of Medicaid
financing has been criticized by pol-
icy analysts and government agen-
cies for decades, with the criticism
coming from analysts representing a
wide spectrum of policy-oriented
and philosophical approaches to
health policy, proving, he says, that
this debate is not just a matter of
government budgets.

Looking at possible solutions,
Mr. Helms says literature on
Medicaid reform suggests many
approaches for using alternative
population or economic variables
in the formula and for making the
formula more responsive to chang-
ing state economic conditions.
However, overcoming the political
obstacles to reform can be daunt-
ing. “The problem is linked to 
the incentives created by the open-

ended nature of the current pay-
ment policy and the fact that no
state, regardless of its economic
status, receives less than a 50%
match from the federal govern-
ment,” he says. “Any state willing
to spend more on expanding
optional benefits or covering
optional beneficiaries, including
beneficiaries with higher incomes,
will only incur at most half the
additional cost of the expansions.
This creates strong pressure for a
state to increase its Medicaid pro-
gram and…creates disincentives to
control these costs. In this situa-
tion, any discussion of a change in
the FMAP formula is seen as a
possible threat to the open-ended
flow of federal funds to the state.
Any formula based on estimates of
the number of poor, disabled, or
aged — or any new idea to reduce
the marginal reward for additions
to the program — can easily be
turned into a table of winners and
losers by a good number cruncher.
This is not conducive to any seri-
ous discussion of reform. The
result is a continuation of the
decade-long political stalemate.”

Problem will get worse
Mr. Helms finds that the disso-

nance between state incentives to
expand eligibility and federal
attempts to control expenditures
can only be expected to intensify
in future years as the population
ages and the cost of caring for the
disabled puts more pressure on
federal and state budgets. 

While his preferred approach
would be to block-grant the pro-
gram and force Congress to decide
how much money it wants to
devote to Medicaid compared to
all other budget priorities, leading
to a revised formula based on the
number of disabled, aged, and

low-income people in each state,
he sees little hope for this approach
being adopted in the short-term. A
second choice, he says, would be
to reform the current FMAP for-
mula with a step-down approach
to target the poorest and most dis-
abled beneficiaries and to reduce
the matching percentage for pro-
gram extensions beyond current
mandatory coverage for those with
higher incomes or for optional
benefits.

Such an approach, he says,
would reduce the incentive for
states to game the system and
would give states reasons to find
better ways to help the neediest. It
still would leave states free to
expand their own programs with
state funds if they want to do so.

“The problem,” he tells us, “is
that at whatever budget level is
chosen, whether it is two times the
current level or half the current
level, you’d still have a problem
with state incentives because it is
open-ended.” 

“In 1996, Congress reformed
welfare programs when it became
clear that they were not achieving
their intended purposes,” Mr.
Helms concludes. “It is now time
to do the same for Medicaid. The
Medicaid Commission’s recom-
mendations to increase state flexi-
bility constitute a good start, but
they will not correct the massive,
perverse incentives now disrupting
the program. Until these issues are
addressed, the budgetary and pol-
icy deficiencies that led to the for-
mation of this commission will
continue to fester.”

Download Mr. Helms’ analysis at
http://www.aei.org/docLib/2007011
1_200701AHPOg.pdf. Contact Mr.
Helms at 202-862-5877 or e-mail
rhelms@aei.org. ■

Helms
(Continued from previous page)
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relations counselor for the National
Conference of State Legislatures
(NCSL), who was a voting member
on the Commission, tells State
Health Watch the Commission rec-
ommendations mirror much of
what NCSL has been calling for in
recent years and thus should be
pleasing to many state legislators. 

Asked how Congress is likely to
react, Ms. Wilson says many of the
Commission recommendations “are
widely supported across party and
philosophical lines. I believe there
are many things there that
Democrats support such as ensuring
that everyone has a medical home,
removing the institutional bias in
long-term care, and encouraging
more consumer involvement in
health care decision making.”

Disagreement over flexibility
She says NCSL recognizes that

while state legislatures want to have
greater state flexibility, there are
other interests that believe states
should have less flexibility, and
those differences aren’t new.

Something Ms. Wilson believes
hasn’t received enough attention
from those reading the
Commission report is the role that
housing availability plays in long-
term care solutions. “The housing
portion costs a lot and isn’t med-
ically related,” she says. “We should
spend more time talking about
low-income housing. We need to
find a way to help people use the
equity they have in their homes to
pay for long-term care without los-
ing their homes. That’s not a
Democrat or Republican issue. It’s
a cross-cutting issue that involves
more than just health care.”

Another issue she calls attention
to is the Commission statement

about the need to study alternative
insurance models.  She says
Democrats and those who support
government-funded universal cov-
erage would support such a study.

As this  report was being
drafted, Ms. Wilson said it was
too early to tell how Congress will
react to the Commission’s recom-
mendations. She said it will be
important to see what is  in
President Bush’s budget proposal
and what priorities Congress will
want to take up beyond its initial
100-hour issues.

Comprehensive strategy
Former Indiana state Medicaid

director Melanie Bella, who now is
a senior vice president at the Center
for Health Care Strategies, tells
SHW the Commission’s recommen-
dations “provide a comprehensive
framework for states to improve the
quality and cost-effectiveness of care
for Medicaid beneficiaries. The
Commission aptly recognized the
significant financing challenges that
states face regarding long-term
investments in quality, health infor-
mation technology, etc. Thus, states
should be particularly pleased with
the recommendations on changing
the scoring methodology, amortiz-
ing costs over longer periods of
time, and providing enhanced
match/demonstration grants to 
be recouped over a longer time
horizon.”

Ms. Bella says such recommen-
dations recognize that states need
innovative ways to finance the
upfront costs of investments in
health information technology and
quality improvement. States also
are very interested in improving the
quality of care for those with
chronic needs and integrating care
for adults who are dually eligible 
for Medicaid and Medicare, 
she says. “A significant set 
of recommendations focuses on

promoting integrated care pro-
grams for duals, placing all benefi-
ciaries in a medical home, and
establishing a National Health Care
Innovations Program to support
continued advancements in the
delivery of care for adults and chil-
dren with the most chronic and
high-cost health care needs, she
says.

Like Ms. Wilson, Ms. Bella
expresses the hope that Congress
will give due consideration to the
Commission’s recommendations.
“The recommendations draw from
leading Medicaid experts and stake-
holders from across the country,”
she says. “They were developed
through a nonpartisan process.
Medicaid should not be a partisan
issue and, hopefully, these recom-
mendations will be ones 
that policy-makers at all levels will
consider.”

Commission member Robert
Helms, an American Enterprise
Institute economist, tells State Health
Watch it is easy to be pessimistic
about the fate of the Commission’s
recommendations given the com-
ments from Democrats in Congress.
“[HHS secretary] Mike Leavitt can
try to do it, but getting Congress to
listen will be tough,” Mr. Helms
says. “There is a lot in there that
governors should like, things the
National Governors Association has
been pushing for. There are some
good ideas there that Congress will
be forced to look at over the next 10
years. Increases in the number 
of aged and disabled people in 
this country are going to force a
reevaluation.”

Download the Commission’s report
at http://aspe.hhs.gov/medicaid/
122906rpt.pdf. Contact Ms. Wilson
at (202) 624-5400, Ms. Bella at
(609) 528-8400, Mr. Helms at
(202) 862-5800, and Mr. Hurley at
rhurley@vcu.edu. ■

Commission 
(Continued from page 3)
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into six categories:
1. Enhancing community-cen-

tered care. Generally, individuals
with mental illness receive care in a
location, modality, and amount dic-
tated by professionals. In consumer-
centered care, services are more
explicitly tailored to meet individu-
als’ needs, delivered in a way that is
sensitive to their needs and allowing
for greater control, in terms of the
type of services received, location,
and provider.

2. Criminal justice/mental
health collaboration. Programs
using criminal justice diversion and
re-entry strategies help avoid unnec-
essary criminalization and extended
incarceration of nonviolent adults
and juvenile offenders with mental
illness.

3. System integration. Some
states have started projects providing
for a coordinated system of care and
a blended funding arrangement.
Integrating service systems, however,
is a massive undertaking, the
researchers said, involving multiple
players, agencies, legislative man-
dates, providers, structures, and
funding sources.

4. Using performance incentives.
States have begun developing ways
of using performance incentives
rather than contracting methods
that either reimburse costs or set
fixed prices. 

5. Quality improvement. While
all the innovations are intended to
improve quality, projects in this cat-
egory are explicitly intended to
improve ways in which particular
state agencies perform their own
functions or encourage their con-
tracted providers to perform. The
ultimate goal is to improve the care
clients receive, as well as their clini-
cal and financial outcomes. 

6. Other significant projects.
Four innovations stood alone in
their areas of concern, the
researchers said, but seemed worthy
of mention because of their appar-
ently successful approaches to issues
that challenge nearly all mental
health and substance abuse agencies.

Explore and innovate
Ms. Perlman and Mr. Dougherty

tell State Health Watch it’s important
that states learn about what other
states are doing. No two states face
the same problems in the same
ways, they say, and are free to orga-
nize their health care and behavioral
health systems in unique ways. Mr.
Dougherty says the premise for their
survey and paper is that states are
taking an increasingly diverse
approach to health care and it’s
important that they be able to
explore and innovate.

For a variety of reasons, they
wrote, factors affecting adoption of
innovations are far more complex in
government than in business. Public
policy-makers answer to myriad
stakeholders, they said. And the
process of change often is driven by
elected officials who may pick up
some issues or ideas, but not others.
Choices may depend on personal
interests or on what officials or staff
members believe may attract voter
attention. 

Advocacy organizations, founda-
tions, and think tanks also may dis-
seminate innovative ideas. And
those activities can lead to a broad
range of recommendations, some-
times competing from both sides of
the aisle. Also, each state’s unique
financing characteristics and organi-
zation have a major impact on the
types of innovation adopted and
how well they work.

“Because the influences on each
state are unique, based on its partic-
ular structure and funding, each of
the states highlighted in this report

has fit its innovation into its own
structure, resulting in programs that
may be difficult to replicate
exactly,” Ms. Perlman and Mr.
Dougherty said.

The report focused on practices
in state behavioral health purchasing
and quality improvement that lead-
ing experts identified as exemplary
and innovative, but it acknowledges
that such practices also are being
adopted at the county and provider
levels, within tribal organizations,
and in managed care organizations.
“Best practices from all these areas
merit ongoing attention,” they said.
“Disseminating innovations will
help each state’s behavioral health
system become a high-performing
one.”

The researchers said some of the
innovations already have strong
track records, while others must be
classified as “promising.” Some are
fairly controversial, such as Oregon’s
required implementation of best
practices, while others have been
widely applauded and imitated,
such as Georgia’s certified peer spe-
cialist program. Some reflect almost
exclusively the work of one govern-
ment agency (Kentucky’s perfor-
mance-based contracting), while
others involve extensive interagency
collaboration (system integration
efforts in New Jersey and New
Mexico).

Blending funding streams
One of the report’s case studies

looks at efforts in Washington State
to take a comprehensive approach
that blends funds for behavioral
health, primary care, and long-term
care services in a county-based sys-
tem. The 5,000 adult Medicaid
enrollees in Snohomish County have
access to care coordinators, primary
care providers, specialty care, and
drug and alcohol services. By bring-
ing all the services under one roof,
project planners hoped to provide a

Fiscal Fitness
(Continued from cover)



medical home for clients where they
will be cared for by a stable team of
professionals they know and trust. 

The head of the Washington
Department of Social and Health
Services disease management pro-
grams, Alice Lind, tells State Health
Watch the integration project was
started because state officials
believed it would be a better
approach for clients who use ser-
vices from different areas in the
agency.

“We started with the medical and
drug treatment areas and then eight
months later added mental health
and another year later added long-
term care,” she says. The project is
being carried out by a managed care

organization whose only experience
had been with medical care, so there
was a learning curve in working
with people with disabilities.

She says the most important hur-
dle they have faced in implementa-
tion has been failing to get complete
community buy-in. “We had to jus-
tify what we were doing and explain
what was going to happen,” Ms.
Lind says. “Many people in the
community didn’t agree with our
approach but we still were able to
engage them in developing commu-
nication materials.” 

Now that the changes have been
operational, Ms. Lind says some
people are willing to say they can
see benefits in the changes, but

many others still don’t like what
has happened.

The second major hurdle that
was faced, she says, was developing a
provider network and working with
clients on the nature of the choices
they were given in the voluntary
program. While the program was
offered to clients the staff believed
could benefit from it most, they
have found that the high-risk, high-
cost clients have been opting out.

Although some people in the
community have been suspicious
about what will happen with fund-
ing for needed services as they are
moved from county control to man-
aged care, Ms. Lind says expendi-
tures have improved in some areas
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ACommonwealth Fund study
(see cover story) identified
17 successful and promising

innovations in state behavioral
health purchasing and quality
improvement. The report gives case
studies for some of the innovations:

• New Jersey. Consumer
Connections recruits, trains, and
supports consumers of mental
health services to be providers of
mental health services as volunteers
or as full- or part-time paraprofes-
sionals and professionals within the
mental health and human service
systems. Services are provided at no
charge to consumers. As of the sur-
vey there had been 850 graduates,
with 65% to 70% currently work-
ing in mental health care, sub-
stance abuse treatment, or other
human service settings in the state.

• Ohio. The Criminal Justice
Coordinating Center of Excellence
was started to develop programs to
help keep people with mental disor-
ders in treatment and out of jail. It
has developed a model to encourage
communities to approach jail diver-

sion systematically.
• Kentucky. For the period 2003

to 2005, the state’s Department of
Mental Health and Mental
Retardation Services designated 1%
of total state general funds for use as
performance incentives. The
amount was raised to 10% for the
2005-06 fiscal year. While the pro-
gram had not been formally evalu-
ated at the time of the survey,
preliminary internal review sug-
gested there had been improvement
in data collection integrity and
greater awareness of responsibility
for using best practices and achiev-
ing quality outcomes.

• Iowa. The Department of
Public Health is working with the
Network for the Improvement of
Addiction Treatment to improve
access and retention within addic-
tion treatment. The state has used a
Network model to work with local
addiction service providers to
decrease wait time for outpatient ser-
vices. One agency reported reducing
wait times by an average of 56%,
while increasing admissions by

186%. The state agency is dissemi-
nating the Network model’s princi-
ples to all addiction service providers
in Iowa.

• Tennessee . The Creating
Homes Initiative partnered the
state Department of Mental
Health and Developmental
Disabilities with local communi-
ties to create permanent housing
options for Tennesseans with
mental illness and co-occurring
disorders. It used a grant from the
federal Centers for Medicare &
Medicaid Services to provide
greater access to information and
services about available housing
options and reduced stigma sur-
rounding mental illness through
community education and social
marketing efforts. By late 2005,
the Initiative had successfully cre-
ated 4,288 affordable, safe, per-
manent, quality housing options
in consumers’ chosen communi-
ties. The state also reported a
95% drop in the rate of rehospi-
talizations for consumers residing
in Initiative housing.  ■

Best practices in behavioral health redesign are identified



or remained stable. “There’s no area
in which we’ve seen services with-
held from clients,” she says.

Key success factors
Ms. Lind says key success factors

to be considered by states wanting
to replicate what Washington is
doing include:

• holding many public forums
where clients can talk one-on-one
with state agency and managed
care organization staff to alleviate
their fears and receive enrollment
counseling;

• ensuring a lot of “stakeholder-
ing” on enrollment materials to
develop information that is under-
standable and useable;

• having a program that is volun-
tary for clients, even though it is
more challenging for the state
agency.

One problem the researchers
found in the case studies is that there
is little real evidence on how success-
ful the innovations are. “The dearth
of practice-based evidence — studies
or data addressing the successes and
challenges of many of these state
innovations — is striking,” Ms.
Perlman and Mr. Dougherty said.
“Too often, evaluations of policy

innovations are funded insufficiently
or not at all. The time required to
plan and implement a study, collect
and analyze process and outcome
data, and publish results is likely to
be three or more years, and the cost
can be significant. Often, key pro-
gram features have changed by the
time evaluations are complete and
available to the public. And state
administrators are more focused on
implementing programs and fixing
problems, believing they do not have
time for evaluations. Yet, in the
absence of competent studies, state
policy-makers cannot be sure which
innovations are worthy of considera-
tion. New models of evaluation are
needed — ones that can document
change, report in a set of standard
and comparable measures across
sites, and that are accessible, and
ultimately valuable, to manage-
ment.”

Ms. Perlman and Mr. Dougherty
said methods must be developed for
states to share knowledge, with a
wide audience and with minimal
bureaucratic hurdles, about what
each initiative has accomplished.
Ms. Perlman tells us they found that
many state policy-makers are
unaware that there are other ways to

organize health care and behavioral
health systems. 

It helps for states to realize, they
say, that a number of states are look-
ing at implementing some form of
performance incentive system. Also,
the notion of changing the way the
behavioral health system is financed
is critical to capturing the attention
of people in the system. They say
having many different funding
streams for behavioral health pro-
grams is a “huge problem, and effort
is being made to braid some of the
funding streams, particularly when
working with children. But a lot can
still be done even in the absence of
fund braiding, they say.

“A lot of states could start on
quality improvement initiatives now
without a dramatic redesign of their
system,” they say. “Management
changes are designed to focus on
outcomes and changes to processes
are needed to create improvement.”

Download “State Behavioral Health
Innovations: Disseminating Promising
Practices” from the Commonwealth
Fund at http://www.cmwf.org.
Contact Ms. Perlman and Mr.
Dougherty at (781) 863-8003 or 
e-mail sylviap@dmahealth.com. ■
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Anew Commonwealth Fund
survey of opinion leaders
found that coverage for the

uninsured should be the top health
care priority for Congress over the
next five years. Some 88% of poll
respondents ranked coverage for the
uninsured as “absolutely essential” or
“very important.” Other top priorities
included moderating rising health
care costs (81%), reforming Medicare
to ensure long-term solvency (80%),
and increasing use of information
technology to improve the quality

and safety of patient care (80%).
Opinion leaders surveyed included

experts from four broad health care
sectors — academia and research
organizations; health care delivery;
business, insurance, and other health
industry; and government and advo-
cacy groups, excluding elected offi-
cials and the news media. 

“When this many of our nation’s
health care experts, who don’t always
agree about priorities, name the same
few critical issues, we have an excel-
lent starting point for action on the

health care agenda for the next few
years,” said Commonwealth Fund
president Karen Davis. “Covering
the uninsured is a key component of
a high performance health system for
the United States, and the experts’
opinions reflect this great need.”

The opinion leaders said they
believe substantial changes are
achievable and desirable in several
health care policy areas. In addition
to saying that the proportion of
uninsured could and should be sig-
nificantly reduced over the next 10

Coverage for uninsured tops wish list



years, respondents said (on average)
that the proportion of households
spending more than 10% of income
(5% for those with low incomes) on
health care costs could be reduced
from the current 17% to 10%. And
respondents said that the total cost of
health care as a percentage of gross
domestic product should and could
be held to the current level of 16%
over the next 10 years. There have
been projections from the Centers
for Medicare & Medicaid Services
that health spending will grow to
20% of the nation’s gross domestic
product by 2015.

Agreement on best approaches
Opinion leaders agree on the

importance of expanding health
coverage for the uninsured and, in
large measure, on the approaches
that would be effective in reaching
that goal. Majorities said effective
strategies include 1) mandating that
all individuals buy coverage, com-
bined with subsidies and an insur-
ance pooling mechanism for the
uninsured to purchase affordable
coverage (57%); 2) providing states
with matching funds for expanded
Medicaid/SCHIP coverage for low-
income children and adults (57%);
creating a single-payer insurance sys-
tem (54%); or covering everyone
under Medicare (53%).

Half of all respondents said that
requiring employers who don’t pro-
vide coverage to contribute to a
fund would be an effective way to
improve coverage, and 62% of
respondents from government and
advocacy groups believe that
approach would be effective. Half of
all respondents also said allowing
individuals and small businesses to
buy into the Federal Employees
Health Benefits Program or similar
group option would be an effective
way to expand coverage.

Experts were less confident that
these strategies would be effective: 1)

providing tax credits or subsidies to
low-wage workers (25%); promoting
tax-free health savings accounts
(14%); or 2) allowing association
health plans to provide coverage
without state licensing restrictions
(13%).

Respondents differed about
which reforms would be extremely
or very effective strategies to expand
coverage for the uninsured. Those
from academia and research organi-
zations believe that a single-payer
insurance system would be effective
(66%), while most respondents
from the health care delivery sector
(62%) and business, insurance, and
other health industry leaders (57%)
believe that an individual mandate
to buy coverage would be effective.

Commenting on the survey
results, Rep. Pete Stark (D-CA) said
he expects the Democratically con-
trolled 110th Congress to have new
priorities but a realistic expectation
given that President George Bush has
two more years in the White House.

“Instead of working toward qual-
ity health care for everyone,
President Bush wants to dismantle
the parts of our health care system
that work — Medicare, Medicaid,
and the coverage that most of us
receive through our jobs,” Stark said.
“We can’t expect too much from a
president who ignores the over-
whelming majority of Americans
who support life-saving stem cell
therapy. That doesn’t mean Congress
will be at a standstill on health care.
On the contrary, we will be working
to make much needed improve-
ments in our health system, helping
to control rising costs and slow the
loss of insurance coverage. But for
the next two years, our efforts will be
more incremental than some of us,
me included, would prefer.”

Stark said Democrats would ini-
tially address the “Six for 06” agenda
presented last year by now Speaker
Nancy Pelosi (D-CA), which

includes two health care-related items
— authorizing the Department of
Health and Human Services to nego-
tiate discount drug prices for the
Medicare Part D program and legis-
lation to promote stem cell research.

Once those items are enacted, he
said, he will focus his attention on 1)
Medicare oversight through the
House Ways and Means Committee’s
Health Subcommittee, expanding
coverage for children through an
SCHIP expansion; and 2) efforts at
bipartisan cooperation on health care
issues.

Sen. Mike Enzi (R-WY), ranking
minority member on the Senate
Health, Education, Labor, and
Pensions Committee, said he
expects the committee will address
these issues in the next two years —
health information technology,
biodefense/pandemic flu prepared-
ness, drug safety and FDA reform,
small business health plans, and
stem cell research.

“During the Congress just com-
pleted, the HELP Committee set a
benchmark for working in a biparti-
san, bicameral fashion, and I do not
expect that standard to slip as Sen.
Edward Kennedy (D-MA) takes the
gavel next year,” Enzi said. “Sen.
Kennedy and I sometimes disagree
on certain issues, but we have worked
hard to find common ground on
health care issues and share a com-
mitment to improving the health,
education, work, and retirement
security of all Americans….The bot-
tom line is that I expect the 110th
Congress to be even more productive
in focusing the Senate and the entire
Congress on key health care issues
facing American families. Without
exception, the HELP Committee’s
members understand that American
families need relief from the burden
of rising health care costs and a
renewed sense of assurance that
health care services, treatments, drugs
and devices are safe and reliable.”
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Meanwhile, USA Today reported
that governors and state legislators
in both parties and most states have
pledged to make health care a prior-
ity for their upcoming state legisla-
tive sessions, giving the issue more
of a priority than Congress seems to
want. The newspaper said states
might find it easier to pass health-
care reform because state legislatures
generally tend toward greater bipar-
tisanship, avoiding the deadlock
between Congressional Democrats
and Republicans. Also, the analysis
said, states tend to have budget sur-
pluses, flexible federal rules for
Medicaid spending, and successful
reforms in other states to use as
models, all of which make it easier
to expand programs.

Many state health care plans fea-
ture proposals including expanded
insurance to cover all children; tax
incentives to businesses and individ-
uals to increase money available for
insurance coverage; medical insur-
ance subsidies for small businesses;
improved access to preventive care;
and increased price competition for
health-related costs.

“The states, as we’ve done on
other issues such as welfare reform,
are acting as the real innovators and
making changes that will affect
national policy,” Missouri Gov.

Matt Blunt told USA Today.
The top priorities listed by health

care experts and stakeholders for
2007 are in many ways the same
issues that attracted attention in
2006. The Commonwealth Fund
said the top 10 health policy stories
of 2006 were:

1. Democrats taking Congress in
the November midterm elections.

2. An increase in the number of
uninsured from about 46 million to
more than 47 million.

3. Passage of the Massachusetts
universal coverage law stimulating
interest in other states.

4. Implementation of the
Medicare Part D prescription drug
benefit.

5. Incentives enacted by the out-
going Congress for health savings
accounts.

6. Recognition that U.S. primary
care is underdeveloped relative to
other countries and the nation con-
tinues to lag in using health informa-
tion technology, care coordination,
and more.

7. The U.S. health system is well
below benchmark performance on
measures related to access, quality,
and efficiency.

8. Progress is seen in pay-for-per-
formance initiatives, with the
Institute of Medicine calling for pay-

for-performance in Medicare and a
Centers for Medicare & Medicaid
Services/Premier Inc. demonstration
showing that incentives leading to
better care also cut costs.

9. The Institute for Healthcare
Improvement declares its 100,000
Lives campaign exceeded its 18-
month goal of preventing 100,000
deaths and launched a 5 Million
Lives Campaign to protect patients
from 5 million incidents of medical
harm over the next two years.

10. The push for health care
transparency continues at the
national and state levels.

Seven health industry trends
PricewaterhouseCoopers surveyed

1,000 consumers in October 2006
and early in 2007 issued a report
identifying seven top industry issues
for the year. Interestingly, consumers
have different thoughts on several of
the issues from those advanced by
the stakeholders interviewed by the
Commonwealth Fund.

1. States take the initiative. In the
presence of federal gridlock, states are
taking the lead on such divisive issues
as covering the uninsured, funding
stem cell research, and regulating
pharmaceutical marketing. But con-
sumers don’t always support the state
actions. PricewaterhouseCoopers
found that only 10% of those sur-
veyed believe states can solve issues
such as coverage for the uninsured and
only 25% think states should fund
stem cell research. Consumers are
more apt to favor federal action on
these issues, although the states cur-
rently are taking the lead.

2. Transparency could be reveal-
ing. PricewaterhouseCoopers says
that to help consumers make more
informed health care decisions,
health organizations will need to dis-
close more information about the
cost and quality of the services they
provide.

3. Time to walk the talk on
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Iowa p. 8
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Louisiana p. 4
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New Jersey pp. 1, 8
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technology. Only one-third of con-
sumers surveyed thought electronic
health records would increase the
quality of care they receive, signaling
the need, the report said, for a mas-
sive public education effort.

4. Consumers take the wheel.
Employers are embracing consumer-
driven health plans as a way to
restrain health care costs. The survey
found that of a variety of steps that
could be taken to control health
care costs, people are least support-
ive of paying more out of pocket.
Early results on consumer-driven
plans have been mixed and the ana-
lysts said that as more individuals
enroll in the plans this year, word-
of-mouth about them could deter-
mine their future success or failure.

5. Price check. Generic drugs pose
a major challenge to innovator drug
companies and Pricewaterhouse
found that few survey respondents
are loyal or brand name drugs over
generics or are shielded from drug
costs by their insurance company.
Generics account for more than 50%
of all prescriptions written and that
percentage could increase as
Medicare beneficiaries become more
sensitive to drug prices through their
Part D drug plan, the company said.

6. Obesity is the new smoking.
Obesity is projected to lead 
to 400,000 deaths annually and

individuals classified as obese have
30% to 50% more chronic medical
problems than those who smoke or
drink heavily. However, while
employers and health plans are offer-
ing many weight loss programs and
incentives, consumers are less sup-
portive of financial incentives target-
ing obesity than they are of measures
that discourage smoking. 

7. Small is big .  Pricewater-
houseCoopers says the nearly $1
trillion health care service business
will continue to operate like a cot-
tage industry. The report says pri-
vate equity investors will fund the
next generation of innovation in
services and treatments, challeng-
ing larger competitors that lack
market agility.

The report concludes that every-
one agrees that the current state of
the health industry isn’t sustainable
and major changes are required.
“Now more than ever before, health
leaders will need to enhance their
operations and their reputations,”
the report says. “Failure to close the
gap between how consumers view
the industry and how the industry
views itself could be devastating to
both. There are a myriad of issues
facing health organizations and
opportunities for executives to
address them, but solutions must
move beyond business issues. Rather,
health care is a people business. To
be sustainable, health organizations
must communicate and connect
with their customers through innov-
ative approaches and fresh perspec-
tives — beginning in 2007.”

Download Commonwealth Fund
information and the congressional
responses from www.cmwf.org.
Congressional information also is avail-
able through www.house.gov and
www.senate.gov. Download the
PricewaterhouseCoopers study at
www.pwc.com/extweb/pwcpublications.
nsf/docid/E8A194168C19DE678525
726100550B91.  ■
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