Commentary
The following is the fourth in a series on mental health in the mainstream of public policy, a research
agenda focusing on significant areas of public policy for which individuals with mental disorders
create special opportunities and challenges. Each commentary identifies key issues in a specific area
and discusses potential research to increase understanding of these issues.

Competition and the Mental Health System

I

n the 1970s, mental health services were largely both publicly funded and publicly
provided, but today service provision has shifted toward the private sector (1). As a result, the mental health care system increasingly relies on competition to allocate health
care resources. In 2003, mental health services constituted 6.2% of all U.S. health
spending or $100 billion (2). Competition for consumers—whether among insurers,
hospitals, physicians, or others—largely determines which mental health services are
produced, how they are produced, and at what prices they are produced. Below we discuss three notable features of the competitive mental health care market and their policy implications.

Contracting for Managed Mental Health Care
The role of managed care in behavioral health care has increased substantially, as it
has in general health care. By the end of the 1990s, almost 80% of the privately—and
publicly—insured received their behavioral health care through a managed
“Several policy levers have the care system (3). By 2004, 80% of state
potential to shape competition Medicaid programs continued to use
managed care for behavioral health (4).
in behavioral health, directly or
A unique feature of mental health is
indirectly, including licensing that managed care plans often separate
mental health benefits from general
requirements, practice
health care benefits and subcontract to
restrictions, insurance
specialized managed behavioral health
mandates, pay-for-performance organizations (MBHOs), called carve-out
plans. Somewhat more than half of manprograms, and efforts to
aged care plans contract externally for
improve health care
the management of mental health benefits (5). MBHOs have established specialinformation for consumers.”
ized networks of psychiatrists, psychologists, master’s-level therapists, and other
mental health specialists whose treatment philosophies are consistent with those of the
MBHOs (6). In Medicaid, MBHOs have more comprehensive services than general managed care plans (7) and in some cases are operated by county or local mental health authorities (4). One-third of state Medicaid plans used MBHOs in 2000 (7), but this number
appears to have declined, with 10 states reporting using MBHOs in 2004 (4).
While many plans and Medicaid programs use MBHOs, they do not appear to enroll
most of their clients in them. Sixteen percent of workers who have health insurance coverage were in plans that carved out mental health benefits in 2002 (8), while MBHOs
covered roughly 15% of the Medicaid population (9).
To select MBHOs, private and public purchasers use competitive procurements. The
procurement process involves MBHOs competing for contracts on the basis of their
reputations, fees, provider networks, and other factors. Having only a few MBHOs available can create challenges for purchasers. The number of national MBHOs active in
Medicaid procurements declined to only three in 2000, as a result of mergers and of
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more stringent procurement provisions and perceived “underfunding” (10). In fact,
state and county purchasers often avoid competitive bidding for MBHOs altogether by
setting capitation rates administratively rather than soliciting bids.
One reason purchasers consider MBHOs rather than integrated managed care plans
is the presence of “adverse selection.” Adverse selection exists when individuals who
use behavioral health services select health plans with more generous benefits (6). Consequently, plans that offer generous benefits enroll a population that is sicker on average. Research has found this to be of particular concern for certain services, including
mental health. Adverse selection gives plans the incentive to structure benefits, create
limited specialty provider networks, or otherwise limit access to avoid high-risk consumers (11). Thus, adverse selection leads competing plans to focus on avoiding highcost enrollees rather than on improving efficiency.
One way for purchasers to address the adverse selection problem is to limit enrollees
to a single MBHO. Alternatively, purchasers can contract with health plans for management services, but not on a risk or capitation basis. Furthermore, several Medicaid programs have contracted with managed care for general health care but included only
limited mental health benefits, leaving remaining mental health benefits covered
through fee-for-service (4). Each approach implies different incentives to control costs
and enroll patients. The evidence on either private or public purchasers’ experience
with these strategies is limited and dated (12, 13).

Provider Networks
Managed care plans in the general health sector successfully reduce prices and use by
increasing competition among providers (14). Managed care plans introduced “selective contracting,” i.e., the formation of limited provider networks, including only those
hospitals and physicians willing to negotiate lower prices. If managed care plans can
make credible threats to exclude certain providers from their networks, providers have
the incentive to negotiate lower prices in return for inclusion in the network and, thus,
a higher volume of patients.
In contrast to integrated managed care plans, MBHO networks tend to be large, in order to meet the “best practice/performance standards” established by the industry, e.g.,
in urban areas only 10 miles to practitioners and 25 miles to facilities (15). There is little
research on the network-formation strategies used by MBHOs, but anecdotal evidence
suggests that these plans do not rely on limiting provider networks to induce price competition among individual providers. While MBHOs negotiate reimbursement rates
with hospitals and substance abuse treatment programs, they set fixed reimbursement
rates by discipline (psychiatrist, psychologist, master’s-level social worker, nurse, etc.)
in a given geographic area (16).
These differences in provider network formation may attenuate the degree of price
competition among providers of mental health services relative to providers in general
health care. Nonetheless, between 1993 and 1999, MBHOs decreased their reimbursement rates for 50 minutes of psychotherapy by approximately 14% ($104.43 to $90) to
psychiatrists, 14% ($82.27 to $71) to psychologists, and 9% ($67.07 to $61) to master’slevel providers (15).
One impact of MBHOs has been on the mix of mental health services. A mental health
network introduced by a national employer in 1996 increased the probability of initiating mental health treatment but shifted care from psychiatrists to nonpsychiatrist specialists (17). Similarly, a study of a Medicaid MBHO found increases in access but lower
intensity of services (18). Overall, MBHOs have used multiple techniques to ration care
(such as care management and provider profiling) and have been credited with reducing behavioral health costs by 30% to 48% percent in the private sector and by 17% to
33% in the Medicaid program (6, 19).
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Specialist Versus Generalist Providers
The role of specialty versus general or primary care providers in the delivery of behavior health services is changing, with important implications for competition policy toward inpatient and outpatient care.
Specialty and General Hospitals
Expenditure data show a dramatic shift in inpatient behavioral health care from specialty psychiatric hospitals to care in general hospitals. As a percentage of total expenditures on inpatient mental health services, expenditures in general hospitals increased
from 5% to 24% between 1993 and 2003 (2). Medicare and Medicaid have long-standing
rules about where inpatient care is covered: Medicaid does not cover care in specialty
psychiatric hospitals for nonelderly adults, while Medicare reimburses general acute
hospitals differently from specialty hospitals and from acute hospitals with “distinct
parts,” meaning separate psychiatric wards. Yet these historical rules cannot explain recent trends. Possibly, we observe a shift in locus of inpatient psychiatric care because increased competition has moved care to the sector with lower costs. The daily charges for
psychiatric care are highest in acute general hospitals, but lengths of stay are lowest (20).
The role of specialty hospitals in general health care, as opposed to psychiatric care,
has been of considerable policy debate. Fairly recently, the emergence of freestanding
cardiac hospitals led to federal policies temporarily restraining further entry (23). The
policy concern was that specialty hospitals were not providing higher quality care or
comparable care at lower costs, but rather opportunistically specializing in the care of
patients for whom Medicare payments were high and clinical risks low. Similarly, policy
discussions could address the recent shift in the locus of inpatient psychiatric care, in
order to understand potential underlying payment incentives and whether the shift is
leading to desirable outcomes.
Part of the contraction in the inpatient psychiatric sector came from hospital consolidation. As managed care expanded in the 1990s, the hospital industry, general and psychiatric care alike, consolidated (1, 26). Research on general hospital consolidation generally has found that consolidation was a response to managed care, prices rose, and
quality did not improve (27). Less well documented are the motivation for psychiatric
inpatient consolidation and its effects on the costs, quality, and prices of mental health
care services. Numerous recent hospital mergers have involved combinations of psychiatric and general care hospitals, which provide opportunities to study whether specialization is more efficient or whether there are economies of scope, meaning different
types of care can be delivered more efficiently when combined rather than when delivered separately.
It also is possible that hospital consolidation is a response to payer consolidation as
seen among MBHOs. In 2002–2003, the largest national MBHOs (Magellan Behavioral
Health, Value Options, and United Behavioral Health) accounted for 50% of all behavioral health enrollees (28).

Specialty and Primary Care Clinicians
Another important tendency is the increase in outpatient behavioral health care provided by master’s-level therapists and primary care physicians rather than psychiatrists.
In 2003, individuals with mental disorders were more likely to have been seen by a general medicine practitioner (22.8%) than a nonphysician, mental health specialist
(16.0%) or a psychiatrist (12.0%) (25). The shift away from care by psychiatrists has been
observed for adults with serious mental illness, for persons with less severe mental conditions, and especially for children and youth (26, 27).
According to recent national data, these sectors differ in treatment quality. Close to
half of patients in the specialty mental health sector received at least minimally adequate treatment, compared to only 13% in the general medical sector, while differences
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between psychiatrists and nonphysician mental health specialists were very small (25).
Consumers may prefer nonpsychiatrists owing to their geographic proximity. Patients
face shorter travel times to general physicians and nonphysician specialists than psychiatrists, and distance affects which provider type they choose (17). One policy issue is
whether consumers knowingly make trade-offs between price (which would include
their travel time) and quality of care or whether lack of information affects their decision making, leading them to weigh price more heavily than quality.
The entry of more nonpsychiatrists puts pressure on psychiatrists’ salaries. Recent
data show that median incomes of adult psychiatrists rose only 2% from 2001 to 2007,
compared to 10% for other specialist physicians (28). Over the same time, median salaries for entry-level doctoral-level psychologists rose 23% (29, 30). Even among psychologists, recent increases in salary have slowed relative to earlier years.
Psychiatrists prescribe only one-third of psychotropic medications; primary care
physicians and other providers prescribe the remaining two-thirds (31). Nonetheless,
current policies continue to create practice barriers for nonphysicians, including state
laws, restraining who may prescribe medication other than physicians. As of 2006, only
14 states permitted nurse practitioners to prescribe independent of physician involvement (32). The Bureau of Labor Statistics projects that the number of nonphysician,
mental health providers will continue to grow by 23% over the next 10 years, which may
put further pressure to redefine the relative roles of psychiatrists and other mental
health specialists, including who can prescribe medications.

Conclusion
The evidence suggests that competition spurred the development of new forms of
mental health care financing and changes in the delivery of mental health services.
MBHOs surpassed general managed care plans in improving access and reducing costs.
They also helped to address important adverse selection challenges. More recently,
Medicaid programs have moved away from MBHOs toward integrated plans. As Medicaid moves away from MBHOs, policy and research should pay attention to the renewed
possibility of adverse selection and whether competing managed care plans are limiting
access to mental health services in order to avoid high-risk consumers.
It is difficult to generalize from the Medicaid experience to the private insurance market because Medicaid differs from private insurance in important ways, including the
health status of the eligible population and its historically low payment rates. But no recent studies document whether MBHOs’ role in the private sector has waned or not. Do
they continue to meet the private market test?
The evidence, primarily from the 1990s and frequently anecdotal, suggests that
MBHOs played a significant role in reshaping mental health, in part by shifting care away
from inpatient settings, increasing access to outpatient care, and promoting alternatives
to psychiatrist’s care that are less costly. Selective contracting does not appear to be the
primary mechanism through which price competition was generated. Carve-out plans,
relative to fee-for-service or integrated managed care plans, achieved greater cost savings primarily through utilization management and shifting care to lower-cost outpatient settings where possible. Where do we stand today? How do integrated managed
care plans contract for mental health care? Have they have been able to replicate efficiencies created by MBHOs? What is the nature of price and quality competition? These
questions suggest a need for a new generation of studies by researchers interested in understanding how to control costs and enhance quality in behavioral health care.
Inpatient care, whether in general health care or in psychiatric care, is costly. Consequently, policymakers should pay particular attention to inpatient care changes, including consolidation and shifts in care across hospital type. Research should address
the impact of such tendencies and whether they are leading to socially desirable outcomes in behavioral health.
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There are tremendous opportunities to learn how changes in the price and quality of
behaviorial health have been affected by policy environments. To what extent does providing quality information to consumers or introducing pay-for-performance programs
change the competitive landscape for mental health providers? Some of these policies
have been studied in the context of general health care, but only sporadic studies exist
with respect to mental health.
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