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Introduction
Medicaid, the publicly funded insurance provider for low-

income individuals, is the “single largest payer for mental health 
services” in the United States.1 In 2010, Medicaid financed 
28% of all mental health services, spending over $31 billion, 
but accounted for only 17% of total health care outlays; these 
statistics demonstrate the program’s comparatively significant 
commitment to funding mental health treatments.2 Medicaid 
has expanded rapidly over the past quarter century: in 1986, 
the program accounted for only 16.1% of mental health service 
payments, or $7.5 billion.3 As Medicaid plays an increasingly 
significant role in financing mental health services, policymakers 
need to understand its payment mechanisms as well as eligibility 
requirements, and to address both the efficiencies and inefficien-
cies in the system.

Jointly administered by the state and federal governments, 
Medicaid consists of numerous programs and incentive schemes 
aimed at financing mental health treatments. Three of the most 
prominent programs include home- and community-based ser-
vices (HCBS), health homes and targeted case management 
(TCM). An evaluation of these programs indicates that their 
efficiency, measured by both cost-effectiveness and patient out-
comes, varies significantly across states depending on the specific 
implementation techniques adopted by state officials. This paper 
analyzes the methods that states employ to provide insurance 
through Medicaid, examining the factors that have enabled some 
administrators to see significant declines in costs and increases in 
quality of care. Specifically, states that prioritize mental health 
services, provide for early-onset disease intervention and focus on 
holistic community-based care see the most efficient outcomes 
in treatment of mental health patients. This paper also aims to 
assess mental health pilot programs and promote implementa-
tion rationales based on clinical outcomes and cost effectiveness 
criteria. The analysis in this paper offers evidence that, when ap-
plied to the framework of mental health management, programs 
designed to integrate holistic care models offer greater potential 
than fragmented care systems to offset long-term spending and 
improve health outcomes.

Mental Health Services in the United States
The Substance Abuse and Mental Health Services Admin-

istration (SAMHSA) defines a serious mental illness (SMI) as 
a “diagnosable mental, behavioral, or emotional disorder…that 
results in serious functional impairment.” According to data 
gathered by SAMHSA, nearly 11 million adults in the United 
States (age 18 or older) had some form of SMI in 2009, and ap-
proximately one in eight adults received treatment for a mental 
health-related medical problem during the same year.4

The American medical system faces a formidable scope of 
mental health problems, and many Medicaid programs focus on 
alleviating the burden of expenses. However, Medicaid primar-
ily funds patients with low income levels as well as those with 
disabilities, defined as “long-standing, severe physical or mental 
impairment[s].” These eligibility requirements ensure that Med-
icaid targets a specific portion of the population, focusing on 
those who are particularly vulnerable to medical crises (due to 
their lack of access to preventive care) and those who lack the 
ability to pay for health services.3,5

Medicaid is distinct from private insurance in the way it fi-
nances mental health services. First, Medicaid has always offered 
coverage for preexisting conditions, unlike many private insurers 
prior to the passage of the Affordable Care Act of 2010. Second, 
Medicaid focuses its coverage on community-based services, 
which are offered in a patient’s home or workplace rather than 
in a hospital or other clinical institution. Private insurers often 
deny coverage for these programs. Finally, Medicaid does not 
impose the kinds of spending limitations that private insurers 
frequently implement, such as lifetime caps.3

Home and Community-Based Services
Medicaid is structured to promote state-level innovation in 

the provision of mental health care. Under HCBS, states apply 
to the federal government for waivers, which enable accessible 
health care in a patient’s home, school or workplace rather than 
in an institutional setting. The objective is to provide patients 
with “individualized, person-centered care” while simultaneous-
ly reducing costs because community-based care is typically less 
expensive than care administered in a full-time nursing home or 
institutional setting.6,7,8 As originally enacted, the HCBS waiver 
program included four mechanisms for minimizing costs: (1) it 
required states to demonstrate that community-based care would 
be cost-neutral compared to care in an institutional setting; (2) it 
required states to limit the number of patients eligible for com-
munity-based care under each waiver; (3) it allowed states to im-
plement spending caps; and (4) it allowed states to tailor specific 
eligibility criteria based on income level, medical condition or 
place of residence.9 Under the cost neutrality requirements, in-
dividuals who were ineligible for institutional care were typically 
ineligible for community-based care as well because there was no 
way to develop cost-neutral treatments for patients receiving no 
state-provided care in the first place. However, the Deficit Re-
duction Act of 2005 eliminated the waiver requirement, allowing 
states to provide certain services in community-based settings 
without demonstrating cost-neutrality. Therefore, some patients 
could receive care in their home or workplace even if they would 
not otherwise have been eligible for institutional care.10

States have adopted vastly divergent methods for providing 
home and community-based services to their patients. Despite 
the belief that HCBS would improve medical outcomes by pro-
viding individualized care, it has proven difficult to systematical-
ly gather data about health care quality under HCBS. In 2005, 
Marek et al. provided limited evidence that HCBS improved 
health outcomes compared to nursing home care. For example, 
patients receiving HCBS demonstrated improved cognition, 
lower rates of depression and greater levels of daily activity than 
patients treated in full-time nursing home facilities.11 Howev-
er, the challenge of monitoring HCBS care and the absence of 
comparative studies have made it difficult to gather reliable data 
about patient outcomes.12 Improving standardization of data sets 
through innovative collection methods, such as using electronic 
health records or coordinating care under an integrated health 
unit, could serve as a potential way to ameliorate existing chal-
lenges in data collection.

One of the major justifications for HCBS is that it leads to 
higher levels of patient satisfaction with their medical care than 
do patients in institutional settings. Studies of numerous states 



have validated this justification. For example, a 2006 study investi-
gated patient satisfaction with HCBS in seven states—Alabama, In-
diana, Kentucky, Maryland, Michigan, Washington and Wisconsin. 
The study found high levels of satisfaction among patients receiv-
ing HCBS, noting that physically disabled patients under 65 years 
old were substantially more satisfied with their medical care when 
they received services at home rather than in institutional settings. 
77% of HCBS patients stated that they were “very happy” with 
their home- and community-based services, while another 19% de-
scribed themselves as “somewhat happy.” Only 10% of individuals 
claimed that they had had problems with the provision of HCBS 
services in the past, and 99% of patients stated that they related 
“well” or “very well” to their caregivers.13 Other studies have pro-
duced similar findings, indicating that patients may be responding 
positively to the personalized care provided under HCBS. In par-
ticular, individuals are more likely to classify their medical providers 
as “helpful, well-trained and respectful,” and few beneficiaries have 
serious complaints—such as inefficient, unfriendly or uncommuni-
cative healthcare providers—while receiving HCBS.14,15

Despite the abundance of positive feedback about HCBS, 
states have differed significantly in their ability to provide HCBS 
for Medicaid beneficiaries. In Minnesota for example, policymak-
ers have shifted large amounts of funding from nursing homes to 
HCBS. They have also offered home- and community-based servic-
es under Medicaid plans overseen by managed care organizations, 
which allow private insurers to finance medical services in return 
for capitation payments from the state. Similar spending shifts have 
occurred in Idaho, which eliminated its waiting list for HCBS. This 
ensured that beneficiaries did 
not have to spend any time in 
nursing homes and could im-
mediately begin receiving care 
at home. In contrast, Georgia 
devotes a significant portion 
of Medicaid funds to nursing 
homes, which are some of the 
primary facilities, along with 
hospitals, that provide insti-
tutional care in the United 
States. In Georgia, approxi-
mately 67% of Medicaid ben-
eficiaries requiring long-term 
care are first treated in nursing homes; the comparable values for 
Idaho and Minnesota are 33% and 17%, respectively.16

These cases suggest that states can promote HCBS by adopt-
ing a series of relatively simple reforms, especially by shifting funds 
to HCBS and eliminating waiting lists. Some states have hesitated 
to engage in these reforms because they fear the economic conse-
quences of devoting funds to home- and community-based care. 
Certainly, evidence on the cost-effectiveness of HCBS is ambiguous. 
Some studies indicate that HCBS increases long-term costs, since 
state funds devoted to HCBS are not always offset by reductions 
in financing for nursing homes or other institutional settings.17,18,12 
However, HCBS has generally been associated with greater cost ef-
ficiency when states adopt one or more of the following reforms: (1) 
limiting eligibility for HCBS to those who require nursing home-
level care; (2) adopting spending controls or caps; and/or (3) imple-
menting cost-neutral measures that offset any increases in HCBS 
care with decreases in funding for nursing home facilities.12

A 2001 study of Florida’s HCBS program, known as the Di-
version project found considerable cost-per-patient savings. Only 
beneficiaries who required nursing home-level care could qualify 
for the program.19 A 2000 study indicated that Michigan’s HCBS 
program was less “resource intensive” than nursing home programs 
in neighboring Ohio, since HCBS patients were better able to per-
form activities of daily life and self-care without medical assistance. 
The study indicated that Michigan’s success may have emerged from 
its ability to restrict HCBS care to those patients who required 
nursing-home-level services.20 Finally, in October 2005, Vermont 
adopted the Choices for Care (CFC) program, which aimed to 
expand HCBS while limiting the use of nursing home facilities. 
The program offered access to HCBS only for individuals with the 

“highest need,” including those who required “extensive or total as-
sistance” with toileting, decision-making and/or eating. The statute 
did not even extend eligibility to all patients who required nursing 
home care. In addition, Vermont imposed a total limit on spending 
for long-term care under Medicaid. The results were staggering: be-
tween October 2005 and January 2009, enrollment in nursing care 
facilities decreased by 9%, while use of HCBS increased by 155%. 
At the same time, Vermont met the needs of its citizens at less than 
half of the total projected cost.21,22 The experiences encountered by 
the states of Florida, Michigan and Vermont demonstrate the pos-
sibility of designing cost-effective Medicaid HCBS programs.

The quality and efficiency of HCBS programs varies signifi-
cantly across the United States, but certain techniques have enabled 
states to employ these programs with substantial success. Shifting 
funds from nursing homes to HCBS programs, eliminating waiting 
lists and establishing efficient eligibility criteria can offset increases 
in HCBS costs with decreases in nursing home expenditures. These 
measures ensure cost effectiveness without sacrificing quality of 
care. The programs implemented by several states serve as models 
for these reforms, and they deserve emulation by healthcare admin-
istrators across the nation.

However, there are also potential downsides to widespread 
implementation of HCBS programs. There is little affirmative evi-
dence that HCBS treatments improve patient outcomes, and fur-
ther research is required to determine whether these treatments 
possess clinical or medical benefits compared to institutional alter-
natives.12,10 In addition, the implementation of HCBS programs 
would inevitably require tradeoffs. If states were to reallocate funds 

from institutional care centers 
to community-based treat-
ment, the quality of care for 
patients in hospitals and nurs-
ing homes might decline. This 
raises particularly compelling 
concerns, since patients in 
institutional settings typically 
require more care and atten-
tion than individuals treated 
in their homes or workplac-
es.12,20 Finally, inequities in 
HCBS expenditures across 
states would result in disparate 

levels of care across the country. Increasing horizontal equity across 
state lines might necessitate increased federal government interven-
tion, which may face political opposition and result in the expan-
sion of an already bloated federal health care bureaucracy.10 These 
potential drawbacks deserve further investigation, and they must 
be balanced against the possible benefits of expanding HCBS pro-
grams in the United States. 

Medicaid Health Homes
In addition to providing quality HCBS, Medicaid is commit-

ted to delivering essential mental health services to the elderly and 
chronically ill. The needs of these population subsets are costly and 
largely underserved, given the health and demographic profile of 
these subsets. Three recent studies have shown that only 50% of in-
dividuals with chronic mental illness receive adequate community-
based mental health treatment; of this group, only 7% receive ser-
vices derived from evidence-based practices.23,24,25  In a 2001 study, 
Kessler et al. investigated instances of mental-health patients whose 
illnesses went untreated. The authors found that less than 40% of 
patients with SMI received “stable treatment,” and young adults and 
those living in rural areas were particularly likely to receive inade-
quate or inconsistent treatment.24 Moreover, most individuals with 
chronic mental health conditions suffer from multiple comorbid 
conditions and are non-compliant on medication. As a result, they 
demonstrate “emergency room recidivism, high rates of psychiatric 
hospitalization, homelessness, incarceration and increased health-
care costs.”23 For chronically ill patients, access to patient-centered 
primary care is crucial. For example, prescriptions must be carefully 
overseen to reduce harmful side effects and interactions, especially 
when mental health patients are taking additional medications for 

The objective is to provide 
patients with “individualized, 
person-centered care” while 
simultaneously reducing costs.
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other diseases. Moreover, compliance must be monitored to ensure 
proper adherence to medication. Studies have suggested that im-
proving compliance alone could result in annual savings of $100 
million for Medicaid. These savings could be achieved by imple-
menting coordinated care among specialists, replacing fragmented 
systems that limit accountability and transparency.23,26

To effectively coordinate care for the chronically ill, Medicaid 
health homes were introduced as an optional state benefit in Sec-
tion 2703 of the Affordable Care Act of 2010 (ACA), to integrate 
all “primary, acute, behavioral health, and long-term services and 
supports to treat the whole person.”27 To effectively address these 
overarching goals, the program aims to ensure care coordination, 
health promotion, comprehensive translational care, patient and 
family support as well as referral to community and social support 
services. Individuals are eligible for home health services if they 
have two or more chronic conditions, including asthma, diabetes, 
heart disease, mental health problems, substance abuse and obesity; 
have one chronic condition and are at risk for a second; or have one 
“serious and persistent mental health condition.”27

To provide integrated, primary-centered care management, this 
innovative delivery model relies on unique “health home provider 
arrangements” to deliver care. Beneficiaries can enroll in flexible 
provider arrangements. Under these arrangements, patients can 
receive continued medical support from a general practitioner or 
they can be assigned a “health team” of interdisciplinary medical 
specialists, social workers, licensed complementary and alterna-
tive medicine practitioners, behavioral health providers and phar-
macists. In this model, patients are granted freedom to elect team 
personnel while the primary care physician coordinates care and 
ensures that a given patient’s needs are met in an integrated man-
ner.6 This holistic, patient-centered model combines medical and 
behavioral health care for individuals with chronic illnesses and ul-
timately seeks to improve “clinical outcomes as well as the patient 
care experience, while also reducing per capita costs through more 
cost-effective care.”28

If it were not enough that patients prefer health homes to ex-
isting treatment methods 
and that health homes fre-
quently produce superior 
clinical outcomes, the pro-
gram also holds the poten-
tial to provide immense 
savings for state Medicaid 
budgets. It is designed to 
cost far less—in both the 
short term and the long 
term—than alternative care 
models. Strategies aimed at 
containing Medicaid costs 
typically focus on offset-
ting long-term per patient 
cost (unlike many strategies 
employed by commercial 
insurers). Medicaid policy makers adopt this mindset largely due 
to Medicaid’s patient demographic. A disproportionate amount of 
Medicaid funds is spent on the top 10% of beneficiaries, who have 
the greatest health and long-term care needs. These individuals, 
typically covered by both Medicare and Medicaid and known as 
“dual eligibles,” are often elderly and highly disabled. As a result, 
they frequently require long-term and chronic care support services. 
In 2008, dual eligibles constituted 15% of Medicaid enrollees and 
incurred 39% of total Medicaid expenditures. The vast majority of 
Medicaid expenditures on dual eligibles—over $89.1 billion—was 
spent on long-term care services, while acute care accounted for 
less than 5% of total spending, and prescription drugs less than 
1.5%. These figures highlight the nature of per-patient spending 
in Medicaid, which is highly skewed toward consumers requiring 
chronic support. Unsurprisingly, spending within the dual eligible 
channel follows overall cost patterns, since patients in the top 10% 
of dual eligible spending accounted for more than 60% of total dual 
eligible spending.29

Studies have suggested that average health spending for peo-

ple with mental illnesses is as much as 32% higher than spending 
for non-mental health patients. The vast majority of total mental 
health spending—over 75%—is not for treatment of mental com-
plications, but rather for management of comorbidities such as sub-
stance abuse, dementia and delirium that arise as a result of mental 
illness.30 Additionally, results of a 2011 report demonstrate that the 
seven-day hospital readmission rate of mental health beneficiaries is 
markedly higher than that for non-mental health beneficiaries.31,30 
Efforts targeting prevention and early-stage disease management are 
therefore highly prioritized by Medicaid programs, which seek to 
reduce spending for emergency visits and chronic long-term care 
services.

For state Medicaid programs, implementing health homes 
could result in significant health care savings in the short term, 
especially if states take advantage of the low-barrier financing op-
tions made possible by the federal government. The ACA autho-
rizes a temporary 90% federal medical assistance package for health 
home services and gives states the flexibility to design their payment 
methodologies and propose alternatives.27 Several states with ex-
panding Medicaid populations have initiated efforts to implement 
health home pilot programs and to improve clinical outcomes and 
contain costs.32 As a result of loosened Medicaid eligibility require-
ments stipulated by the ACA, the Centers for Medicare and Medi-
care Services (CMS) project that by 2014 Medicaid enrollment will 
increase by 19.5 million people, and spending will grow 20.3%. 
These expansions will mandate development of more effective man-
agement practices for a burgeoning behavioral health population.33

For Illinois, which estimates 700,000 new Medicaid enroll-
ments by 2014, expanding health homes among the Medicaid popu-
lation is advantageous from both clinical and health economics per-
spectives. The state, which is deeply entrenched in budget deficits, 
is facing a $74 million (31%) decrease in community mental health 
grants.34 Despite requirements to make upfront investments in the 
implementation of health homes, state experts are aggressively ex-
panding the program. A comparison of price benchmarks indicates 
that the program has the potential to offset its costs; where average 

cost to provide health home 
care was $150 per day, the 
same services applied in a 
nursing home or hospital 
would average $209 per 
day or $1500 per day, re-
spectively. Studies further 
demonstrate that states that 
invested in health homes 
saw decreases in long-term 
care services by 7.9% and 
institutional spending by 
16.3%. In contrast, states 
that did not invest in health 
homes saw long-term care 
services rise by 8.8%, which 
suggests that the increased 

state spending on home care is associated with decreased spending 
on more costly long-term care and hospitalization.35

Among patients with chronic mental illnesses, the community-
based health home model offers the potential to provide integrated, 
cost-effective, longitudinal services and support to bridge the physi-
cal and behavioral health gap. This unique service delivery model, 
which aims to improve overall care by reducing emergency room 
visits, hospital admissions and reliance on long-term care facili-
ties, may serve as a critical support system for the chronically ill to 
achieve enhanced clinical outcomes. As most states have begun ear-
ly stage implementation of health homes, proper evaluation of these 
programs is crucial to measure the ability of these programs to meet 
their intended goals. Currently, CMS mandates a core set of guide-
lines, which includes quality measures that “assess individual-level 
clinical outcomes, experience of care outcomes, and quality of care 
outcomes.”6 States instituting health home pilot plans have drafted 
assessment criteria to evaluate clinical outcomes and program cost-
effectiveness. Thus far, evaluation guidelines include: obtaining and 
holding annual evaluations of baseline measures for annual cost of 

Medicaid aims to aggressively 
target mental health intervention 
among individuals before they 
become critical, potentially 
leading to aversion of health 
crises and hospitalization. 
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care per patient; monitoring hospital admissions; tracking longitu-
dinal patient admission data; and developing qualitative and quan-
titative tools to measure patient satisfaction.3,5,6 These evaluation 
tools must be implemented, standardized and analyzed to provide 
concrete economic evidence for the effectiveness of Medicaid pro-
grams.

The shift towards primary care-centered management high-
lights Medicaid’s commitment to providing coordinated, patient-
centered options for effective disease management, a practice con-
sidered key to ensuring the long-term well-being of individuals 
with chronic mental illnesses. Implementation of the health home 
model, if successful, should simultaneously satisfy the CMS’s three 
goals to improve healthcare: 
“improving the experi-
ence of care; improving the 
health of populations; and 
reducing per capita costs 
of health care without any 
harm whatsoever to indi-
viduals, families, or com-
munities.”6

Targeted Case Man-
agement

HCBS has proven par-
ticularly effective at treating 
children and those in the 
early stages of mental illness, while Medicaid health homes focus 
on the elderly and chronically ill.36,27 Targeted case management 
(TCM) is a program that yields benefits for individuals at all stages 
of life and at all points in the disease management process. Case 
management aims to direct patients to the health care providers 
best suited to their needs. Its objective is not to provide services 
directly to patients, but simply to help them access efficient health 
care providers. Targeted case management applies these services to 
specific segments of the population. For example, TCM services 
might focus on populations with a particular disease, such as tu-
berculosis, or groups in a particular geographic area.37 Many state 
governments have employed TCM as a tool to target mental health 
patients, connecting them with medical services that can effectively 
treat their conditions. For example, South Carolina offers TCM ser-
vices for all “non-institutionalized patients with mental retardation 
and related disabilities.”38

Studies of TCM are mixed in their assessments of the program’s 
cost effectiveness and patient outcomes. Between 1999 and 2005, 
total TCM expenditures grew from $1.41 billion to $2.90 billion—
a 105.7% increase. In contrast, total Medicaid expenditures grew 
by 87%. In addition, per person TCM costs rose by 26.9% from 
$834 to $1,058.37 A 2001 study indicated that the cost effective-
ness of TCM programs varies widely depending on the specific 
implementation models adopted by states. Nonetheless, the author 
suggested that certain techniques could ensure cost savings or im-
provements in patient outcomes.39 Grandinetti and Slomski found 
similar results in a 1998 article, arguing that TCM could ensure 
cost reductions and improve efficiency.40

Few analyses have engaged in extensive case studies to identify 
the techniques that lead to the successful utilization of TCMTCS 
in some states but not in others. Additionally, legislative and ad-
ministrative changes in federal TCM guidelines over the years have 
resulted in corresponding changes in the states, requiring state leg-
islatures to develop new programs for assessing quality of care, im-
proving clinical outcomes and reducing costs. These changes have 
made it difficult to study implementation techniques over an ex-
tended period of time. Nonetheless, several states have developed 
innovative approaches that hold significant potential for cost ef-
fectiveness and improved patient outcomes. New Jersey’s Real Life 
Choices program, for example, has seen high levels of consumer sat-
isfaction by empowering patients to make crucial health financing 
decisions. The program provides patients with a sum of money and 
offers guidance to help them allocate the money efficiently. Wyo-
ming and Wisconsin have implemented similar programs aimed at 
providing consumers with a greater level of discretion in allocating 

their health care funds. At the same time, New Jersey has kept costs 
under control by implementing a tiered TCM system for patients 
with developmental disabilities. After a comprehensive review of 
the program, state officials recognized that some individuals did 
not need the extensive services offered under TCM. Instead, these 
patients simply required “information, education, referral, and a 
source of connection to the system when there were problems.” To 
serve these patients’ needs, New Jersey created a more limited TCM 
system known as “Resource Case Management” or “Connections.” 
Officials maintain phone contact with beneficiaries of this system at 
least once a year, providing the services they need at minimal cost.41

 The United States’ experience with targeted care man-
agement demonstrates the 
states’ potential for inno-
vation in providing men-
tal health services through 
Medicaid. New Jersey’s 
adoption of consumer-
oriented programs and 
tiered service systems dem-
onstrates a possible means 
of guaranteeing patient 
satisfaction while reduc-
ing costs. In light of grow-
ing expenditures on TCM 
over the past decade, these 
reforms represent a way for-

ward for states struggling to balance their constituents’ needs with 
overburdened budgets. Nonetheless, New Jersey’s approach also il-
lustrates the limitations of the TCM model. Targeted care man-
agement can be a potentially costly mechanism for providing care. 
Although New Jersey was able to overcome cost concerns by devel-
oping a tiered-system, this system might become more complicated 
by requiring administrators to apply different levels of assistance 
to various groups. Other states have had less success in developing 
cost effective means of implementing TCM.39 In addition, although 
TCM can be used as a tool to empower patients, its emphasis on 
their independence might also jeopardize the quality of care. Un-
less TCM administrators provide efficient and effective guidance, 
patients will be unable to locate the health services that are best 
equipped to serve them. As a result, agencies might have to adopt a 
more active role to ensure that the benefits of patient empowerment 
are balanced against the risks of allowing patients to make their 
own medical choices. TCM is still an untested system with varying 
results from state to state, and the effectiveness of its implementa-
tion over the next several decades will determine its ultimate staying 
power.

Final Conclusions and Recommendations
Politicians and administrators often present Medicaid as an ex-

ample of waste, fraud and inefficiency in the healthcare system. A 
June 2012 article in the Washington Post declared that growing 
Medicaid costs have left “most [state] governments in dire fiscal 
straits,” and the federal government spent $208 million identifying 
fraudulent payments in 2011.42,43 Yet Medicaid’s approach to man-
aging mental health is unique since it seeks to improve health care 
delivery through its simultaneous pursuit of three goals: prioritiza-
tion of mental health as a key budget item, emphasis on commu-
nity-based mental health care and targeted promotion of preventa-
tive, early-stage disease intervention. As a result, Medicaid coverage 
of services for the behavioral health population is often deemed 
more generous than alternatives offered by private health insurance 
plans. By providing community-based services across a continuum 
of care, Medicaid is committed to serving beneficiaries of diverse 
backgrounds and health needs, especially among the traditionally 
underserved behavioral health population. Medicaid’s commitment 
to provide comprehensive mental health services is evidenced by the 
range and quality of programs offered. Through HCBS and targeted 
case management, Medicaid aggressively targets mental health in-
tervention among individuals before they become critical, poten-
tially averting health crises and hospitalization. For the chronically 
ill, Medicaid seeks to provide innovative models of patient-centered 

Medicaid financed 28% of all 
mental health services in 2010, 
expending over $31 billion, but 
accounted for only 17% of total 
health care outlays.
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care through the provision of health homes 
designed to integrate physical and behav-
ioral models of disease management.

Mental health stands at a unique, in-
tegrated forefront of social, behavioral and 
physical care—a distinct intersection that 
raises unique questions and presents sig-
nificant opportunities for innovation. As a 
result, developing solutions for treatment 
requires reassessing key assumptions as well 
as adopting interdisciplinary management 
framework models. The approaches Medic-
aid applies to tackling mental health chal-
lenges, while initially costly, have delivered 
superior clinical outcomes and continue to 
promise cost-effective, holistic models of 
care. By prioritizing mental health, rely-
ing on community-based care and adopt-
ing early-onset disease management tac-
tics, Medicaid policy makers can fulfill this 
promise in the coming decades.

Acknowledgements
The authors would like to extend ex-

pressions of deepest gratitude to Emre Vural 
for inspiring this work.

References
1. Children’s Hospital Association. (2012, May 29). 

Congressional Briefing Addresses Why Medicaid Matters 
for Kids. Retrieved September 23, 2012, from http://chil-
drenshospitals.typepad.com/withallourmight/2012/05/
congressional-briefing-addresses-why-medicaid-matters-
for-kids.html

2. Garfield, R. L. (2011, April). Mental Health Financ-
ing in the United States: A Primer. Kaiser Commission 
on Medicaid and the Uninsured. Retrieved September 23, 
2012, from http://www.kff.org/medicaid/upload/8182.pdf

3. Shirk, Cynthia. (2008, October 23). Medicaid and 
Mental Health Services. National Health Policy Forum. 
Retrieved September 23, 2012, from http://www.nhpf.
org/library/background-papers/BP66_MedicaidMental-
Health_10-23-08.pdf

4. Substance Abuse and Mental Health Services Ad-
ministration. (2010). Mental Health, United States, 2010. 
Retrieved September 23, 2012, from http://www.samhsa.
gov/data/2k12/MHUS2010/MHUS2010.pdf

5. Ross, J., Bernheim, S.M., Bradley, E.H., Teng, H.M., 
Gallo, W.T. (2007) “Use of preventive care by the working 
poor in the United States.” Preventive Medicine, 44(3), 
254-259.

6. Centers for Medicare and Medicaid Services. (2010, 
November 16). Health Homes for Enrollees with Chronic 
Conditions. Retrieved September 23, 2012, from http://
downloads.cms.gov/cmsgov/archived-downloads/SMDL/
downloads/SMD10024.pdf

7. Kaiser Commission on Medicaid and the Unin-
sured. (2009, November). Medicaid Home and Commu-
nity-Based Service Programs: Data Update. Retrieved 
September 23, 2012, from http://www.kff.org/medicaid/
upload/7720-03.pdf

8. AARP Public Policy Institute. (2009, March). Taking 
the Long View: Investing in Medicaid Home and Commu-
nity-Based Services Is Cost-Effective. Retrieved Septem-
ber 23, 2012, from http://assets.aarp.org/rgcenter/health/
fs_hcbs_hcr.pdf

9. Kitchener, M., Ng, T., Miller, N., Harrington, C. 
(2005). Medicaid Home and Community-Based Services: 
National Program Trends. Health Affairs, 24(1), 206-212.

10. Harrington, C., Kaye, S.H., Newcomer, R. (2009, 
January). Home and Community-Based Services: Public 
Policies to Improve Access, Costs, and Quality. Retrieved 
September 23, 2012, from http://www.pascenter.org/doc-
uments/PASCenter_HCBS_policy_brief.php

11. Marek, K. D., Popejoy, L., Petroski, G., Mehr, D., 
Rantz, M., Lin, W.C.. (2005). Clinical Outcomes of Aging in 
Place. Nursing Research 54(3), 202-211.

12. Avalere. (2007, April). Medicaid-Financed Home 
and Community-Based Services Research: A Synthesis. 
Retrieved September 23, 2012, from http://www.ahcan-

cal.org/research_data/funding/Documents/HCBS_Re-
search_Synthesis.pdf

13. Wiener, J. M., Anderson, W.L., Khatutsky, G., Shino-
gle, J. (2006, September). Medicaid Home and Commu-
nity-Based Services for Older People and Persons with 
Physical Disabilities: Beneficiary Satisfaction, Service Use 
and Expenditures. Retrieved September 23, 2012, from 
http://cms.gov/Research-Statistics-Data-and-Systems/
Statistics-Trends-and-Reports/Reports/Downloads/Wie-
ner.pdf

14. Khatutsky, G., Anderson, W.L., Wiener, J.M. (2006). 
Personal Care Satisfaction Among Aged and Physically 
Disabled Medicaid Beneficiaries. Health Care Financing 
Review, 28(1), 69-86.

15. Stancliffe, R.J., Lakin, K.C., Taub, S., Chiri, G., Byun, 
S.Y. (2009). Satisfaction and sense of well being among 
Medicaid ICF/MR and HCBS recipients in six states. Jour-
nal of Intellectual and Development Disability, 47(2), 63-
83.

16. Reinhard, S. C., Kassner, E., Houser, A., Mollica, R. 
(2011, September). Raising Expectations: A State Score-
card on Long-Term Services and Supports for Older 
Adults, People with Physical Disabilities, and Family Care-
givers. Retrieved September 23, 2012, from http://www.
longtermscorecard.org/~/media/Files/Scorecard%20site/
Report/AARP_Reinhard_Realizing_Exp_LTSS_Score-
card_REPORT_WEB_v4.pdf

17. Kemper, P., Brown, R.S., Carcagno, G.J., Applebaum, 
R.A., Christianson, J.B., Corson, W., … Skidmore, F. (1986, 
May). The Evaluation of the National Long Term Care 
Demonstration: Final Report. Retrieved September 23, 
2012, from http://aspe.hhs.gov/daltcp/reports/chanes.htm

18. Weiner, J. M., Stevenson, D.G., Kasten, J. (2000, May 
8). State Cost Containment Initiatives for Long-Term 
Care Services for Older People. Retrieved September 
23, 2012, from http://www.law.umaryland.edu/marshall/
crsreports/crsdocuments/rl30752.pdf

19. Salmon, J. R., & Mitchell, G. (2001, November 
27). Preliminary Evaluation of Medicaid Waiver Man-
aged Long-Term Care Diversion Programs: Final Report. 
Retrieved September 23, 2012, from http://elderaffairs.
state.fl.us/doea/Evaluation/Final%20Report%20Prelimi-
nary%20Evaluation%20of%20Medicaid%20Waiver%20
Programs,%202001%20(USF).pdf

20. Shugarman, L. R., Fries, B.E., James, M. (1999). A 
Comparison of Home Care Clients and Nursing Home 
Residents: Can Community Based Care Keep the Elderly 
and Disabled at Home? Home Health Care Services 
Quarterly, 18(1), 25-45.

21. Kaiser Commission on Medicaid and the Unin-
sured. (2008, November). Vermont’s Choices for Care 
Medicaid Long-Term Services Waiver: Progress and Chal-
lenges as the Program Concluded its Third Year. Retrieved 
September 23, 2012, from http://www.kff.org/medicaid/
upload/7838.pdf

22. AARP Public Policy Institute. (2009). Across the 
States 2009: Profiles of Long-Term Care and Independent 
Living. Retrieved September 23, 2012, from http://assets.
aarp.org/rgcenter/health/fs_hcbs_hcr.pdf

23. Smith, T. E. & Lloyd I. Sederer. (2009). A New Kind 
of Homelessness for Individuals With Serious Mental Ill-
ness? The Need for a “Mental Health Home. Psychiatric 
Services, 60(4), 528-33. 

24. Kessler, R. C., Berglund, P.A., Walters, E.E. (1998). 
A methodology for estimating the 12-month prevalence 
of serious mental illness, in Mental Health, United States 
1998. Edited by Manderscheid RW, Henderson MJ. Wash-
ington, DC, Substance Abuse and Mental Health Services 
Administration, Center for Mental Health Services.

25. Kessler, R. C., Berglund, P.A., Bruce, M.L., Koch, J.R., 
Laska, E.M., Leaf, P.J., … Wang, P.S. (2001). The prevalence 
and correlates of untreated serious mental illness. Health 
Services Research, 36, 987–1007.

26. Marcus, S. C. & Olfson, M. (2008). Outpatient anti-
psychotic treatment and inpatient costs of schizophrenia. 
Schizophrenia Bulletin, 34, 173–180.

27. Center for Medicare and Medicaid Services. 
(2012). Health Homes. Retrieved September 23, 2012, 
from http://www.medicaid.gov/Medicaid-CHIP-Program-
Information/By-Topics/Long-Term-Services-and-Support/
Integrating-Care/Health-Homes/Health-Homes.html

28. Kaiser Commission on Medicaid and the Unin-
sured. (2011, January). Medicaid’s New “Health Home” 
Option. Retrieved September 23, 2012, from http://www.
kff.org/medicaid/upload/8136.pdf 

29. Kaiser Commission on Medicaid and the Unin-
sured. (2012, April). Medicaid’s Role for Dual Eligible 
Beneficiaries. Retrieved September 23, 2012, from http://
www.kff.org/medicaid/upload/7846-03.pdf

30. Medicaid Institute at United Hospital Fund. (2011, 

February). New York Medicaid Beneficiaries with Mental 
Health and Substance Abuse Conditions. Retrieved Sep-
tember 23, 2012, from http://www.medicaidinstitute.org/
publications/880730

31. Friedman, M. (2011, February). Mental Health and 
Medicaid Costs: Why Ignoring Mental Health is Expensive. 
Retrieved September 23, 2012, from http://www.huffing-
tonpost.com/michael-friedman-lmsw/mental-health-and-
medicaid-the-_b_825047.html

32. Center for Health Care Strategies. (2011, March). 
Medicaid Program Health Home Design Strategies. Re-
trieved from September 23, 2012 from http://www.
chcs.org/publications3960/publications_show.htm?doc_
id=1261239

33. Centers for Medicare and Medicaid Services. 
(2011, January). National Health Expenditure Projections 
2010-2020: Forecast Summary. Retrieved September 23, 
2012, from https://www.cms.gov/Research-Statistics-Da-
ta-and-Systems/Statistics-Trends-and-Reports/National-
HealthExpendData/downloads/proj2010.pdf

34. Community Behavioral Healthcare Association of 
Illinois. (2012, April 26). Health Homes for Medicaid Re-
cipients—State Plan Amendment. Retrieved September 
23, 2012, from http://www.cbha.net/associations/3726/
files/Health%20Homes%20for%20Illinois%20Medic-
aid%20Recipients.042612.pdf

35. Illinois Home Care and Hospice Council. (2010, 
December). Home Health Care: A More Cost-Effective 
Approach to Medicaid in Illinois. Retrieved September 
23, 2012, from http://www.ilhomecare.org/documents/
IHHCRecommendations-121010KR_000.pdf

36. National Alliance on Mental Illness. (2009, March). 
Reinvesting in the Community: A Family Guide to Expand-
ing Home and Community-Based Mental Health Services 
and Supports. Retrieved September 23, 2012, from http://
www.nami.org/Template.cfm?Section=Research_Ser-
vices_and_Treatment&template=/ContentManagement/
ContentDisplay.cfm&ContentID=76200

37. Congressional Research Service. (2008, July 1). 
Medicaid Targeted Case Management (TCM) Benefits. 
Retrieved September 23, 2012, from http://aging.senate.
gov/crs/medicaid11.pdf

38. Targeted Case Management Provider Manual. 
(2011, January 1). Policies and Procedures. Retrieved Sep-
tember 23, 2012, from http://www.scdhhs.gov/internet/
pdf/manuals/TCM/SECTION%202.pdf

39. Long, M. J. (2001, May/June). Effectiveness of Case 
Management Programs for the Elderly. Geriatric Times 
2(3). Retrieved September 23, 2012, from http://www.
cmellc.com/geriatrictimes/g010531.html.

40. Grandinetti, D. & Slomski, J. A. (1998, August). How 
groups are profiting from case management. Medical Eco-
nomics, 75(15), 69-83.

41. Institute on Community Integration. (2008, April). 
Innovative Models and Best Practices in Case Manage-
ment and Support. Retrieved September 23, 2012, from 
http://ici.umn.edu/products/prb/191/191.pdf

42. Matthews, M. (2012, May 31). Medicare and Medic-
aid Fraud Is Costing Taxpayers Billions. Forbes. Retrieved 
September 23, 2012, from http://www.forbes.com/sites/
merrillmatthews/2012/05/31/medicare-and-medicaid-
fraud-is-costing-taxpayers-billions/

43. Fletcher, M. A. (2012, June 12). As state revenues 
recover, increasing health costs remain a burden. Wash-
ington Post. Retrieved September 23, 2012, http://www.
washingtonpost.com/business/economy/2012/06/11/
gJQAQhSJWV_story.html


