
PSYCHIATRIC SERVICES ♦ ps.psychiatryonline.org ♦ August 2007   Vol. 58   No. 811003322

Medicaid has become central to
financing public mental health
services, and state Medicaid di-
rectors are now in a position to
wield considerable influence over
the direction that mental health
policy takes in a state. As state
mental health authorities seek to
shape state and local mental
health systems, they should find it
useful, perhaps critical, to under-
stand the perspectives and opin-
ions of Medicaid directors. (Psy-
chiatric Services 58:1032–1034,
2007)

In preparing a 2006 Medicaid issues
briefing for the Substance Abuse

and Mental Health Services Adminis-
tration (SAMHSA), Health Manage-
ment Associates informally asked
Medicaid directors what they viewed
as their most important mental health
challenges and what they saw as ef-
fective strategies for improving col-
laboration between Medicaid and the
mental health system. Medicaid offi-
cials in 35 states responded to our in-
quiries. Strong common themes
emerged across states.

Our research uncovered a keen in-
terest in mental health issues among
Medicaid officials. They were aware
of the federal call for transformation
of the mental health system to pro-
mote recovery through consumer-
centered and evidence-based care. A
significant number of state Medicaid
officials reported the need for new or
redesigned mental health services, in-

cluding options for community-based
services, improved continuity of serv-
ice options, and care management
and coordination. Others identified
concern about inadequate access to
mental health professionals for chil-
dren and in rural areas.

Medicaid directors and their key
mental health staff also expressed
strong frustration relating to two is-
sues. First, there was a fairly wide-
spread belief that state and local be-
havioral health systems fail to fully
understand the fundamental parame-
ters—and therefore the limitations—
of Medicaid as a funding mechanism
for public mental health systems. Sec-
ond, the most frequently raised con-
cern was what Medicaid officials de-
scribed as conflicting priorities and
policy directions between the Cen-
ters for Medicare and Medicaid Ser-
vices (CMS) and SAMHSA.

Local tension and opportunities
CMS describes Medicaid’s primary
purpose as helping to fund medically
necessary services and has issued
guidance that state plan services in
support of evidence-based practices
in mental health treatment must be
medical services (1). Several Medic-
aid directors noted that Medicaid’s
“medical model” causes much mental
health system discontent. The need
to build service delivery with licensed
providers, the requirement for med-
ical justification and documentation
of a patient’s progress to support a
claim, restrictions on treating family
members not covered by Medicaid,
and the inability to cover nonmedical
support services that may be part of
effective treatment were cited as
points of frustration for mental health
systems. Other basic federal Medic-
aid tenets that can be in conflict with-

in state and local mental health sys-
tems include the requirements that
the same benefit package be available
statewide (2), that comparable servic-
es be available to all Medicaid con-
sumers (3), and that consumers have
free choice of providers (4).

Medicaid directors across the
country expressed concern over the
cost of mental health services (espe-
cially pharmacy) as well as over the
impact that inadequate treatment of
mental health conditions has on other
costs borne by Medicaid. Many called
for improved accountability for out-
comes and predicted that a focus on
outcomes would find significant com-
mon ground for collaboration be-
tween Medicaid and mental health
authorities. As one director put it,
“accountability and outcomes” was “a
language Medicaid could under-
stand.” In addition, improved man-
agement of pharmacy services and ef-
fective integration of behavioral
health services with primary care are
high on many lists of state Medicaid
issues.

Medicaid officials expressed opti-
mism that Medicaid’s support for
mental health consumers at the state
level could be improved by joint plan-
ning and collaboration between the
state mental health authorities and
the Medicaid agency. Directors cited
successful collaborations that were
accomplished both through the com-
bined administrative direction of an
umbrella agency and through cross-
department initiatives. Directors
stressed that common goals and a
shared understanding of Medicaid
program opportunities and limita-
tions were key to more successful
mental health strategies.

Shared goals may become even
more important, because state Medic-
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aid programs have been given addi-
tional flexibility in defining benefit
packages for some populations under
the Deficit Reduction Act of 2005, in-
cluding the flexibility to limit mental
health care or other coverage for target
populations. The Deficit Reduction
Act also provides states with opportu-
nities to create community-based serv-
ice options for mental health popula-
tions through Money Follows the Per-
son grants, a demonstration opportuni-
ty to create home-based alternatives
for children in residential care, and
new state plan options to offer home
and community care.

Federal constraints
Despite optimism about the poten-
tial for local collaboration, Medicaid
directors overwhelmingly expressed
concern about a growing disconnect
between what the mental health sys-
tem views as “best practice” and
what the Medicaid program is able
to cover. The U.S. Department of
Health and Human Services, through
SAMHSA, is encouraging innovation
and adoption of evidence-based men-
tal health services, whereas the same
federal department, through CMS, is
pursing an agenda of tighter compli-
ance with a medical model that in the
mental health community might be
considered an outdated model of
benefit design. Some Medicaid offi-

cials described recent experiences
where CMS resisted or disallowed
implementation of evidenced-based
practices endorsed by SAMHSA, ob-
servations that are consistent with
past research that has examined Med-
icaid policy challenges to achieving
the goals of the President’s New
Freedom Commission (5).

Another major concern in several
states is related to new federal regu-
lations and guidance regarding what
costs can be considered in the calcu-
lation of managed care capitation
rates (6). This issue may influence
the ability of Medicaid to support in-
novative mental health services with-
in capitated arrangements. Directors
also remain concerned that, for those
with mental health medication
needs, coverage for individuals dual-
ly eligible for Medicare and Medic-
aid under Medicare Part D may dis-
rupt continuity of care and effective
care management.

Furthermore, many state Medicaid
officials are concerned about the di-
rection that federal policy is taking re-
garding the coverage options most of-
ten used by states to support commu-
nity mental health services. The
Deficit Reduction Act tightened the
definition of targeted case manage-
ment (7), and the federal government
has announced an intention to issue
regulations in 2007 to similarly “clari-

fy” the use of the rehabilitation op-
tion. These actions raise questions as
to whether federal policy will support
continued Medicaid financing of key
state and local mental health services.

Recent audit activities by the Office
of the Inspector General and increased
CMS scrutiny in the review of commu-
nity mental health–related state plan
amendments have spurred further
concern about federal intentions.

Medicaid officials generally believe
that the increased federal focus on
program integrity underscores long-
standing compliance expectations re-
garding documentation and the as-
surance that Medicaid services are
billed only for Medicaid-eligible con-
sumers. However, officials also see
new questions being raised about the
role of local authorities, the use of
certified public expenditures, and
definitions of allowable services.

These federal policy challenges, as
well as ongoing financial pressures
around the larger Medicaid program,
led several directors to question the
mental health system’s dependence
on Medicaid as the primary source of
new revenue to meet growing de-
mands. Some officials recommended
that the mental health systems in
their states should broaden their fi-
nancing strategies for the future to in-
clude other public-sector and even
private resources. This was an intrigu-
ing comment, because mental health
system experts predict that Medicaid
will grow to pay for two-thirds of state
mental health services in the next ten
to 20 years (8).

When asked to recommend strate-
gies to improve Medicaid and mental
health system collaboration, many
state Medicaid officials recommend-
ed that SAMHSA and CMS should
engage in joint planning to clarify fed-
eral direction and to identify effective
Medicaid benefit parameters. This
federal collaboration was seen as key
to achieving the goals of the Presi-
dent’s New Freedom Commission on
Mental Health.

Conclusions
There is sometimes a concern that
state Medicaid officials do not pay
sufficient attention to mental health
issues. Mental health expenditures
tend not to dominate state-level con-

PSYCHIATRIC SERVICES ♦ ps.psychiatryonline.org ♦ August 2007   Vol. 58   No. 8 11003333

Editor’s Note: This column is the sixth in a series addressing the goals
that were established by the President’s New Freedom Commission on
Mental Health. The commission called for the transformation of the men-
tal health system so that all Americans have access to high-quality servic-
es that promote recovery and opportunities to pursue a meaningful life in
the community. This column reports on the views of state Medicaid di-
rectors about mental health services. As noted in an earlier article in this
series, the commission identified Medicaid as a key source for financing
services and recommended changes in coverage policies to promote high-
quality services. The views of state Medicaid directors are central to the
successful implementation of the recommended changes in policy. The se-
ries is supported by a contract with the Substance Abuse and Mental
Health Services Administration (SAMHSA). Jeffrey A. Buck, Ph.D., and
Anita Everett, M.D., developed the project, and Dr. Buck and Kenneth S.
Thompson, M.D., are overseeing it for SAMHSA. The series will feature
15 articles on topics such as employment, housing, and leadership, which
will be solicited by the journal’s editor and peer reviewed. Also planned are
case studies from each of the states that received a SAMHSA-funded State
Incentive Mental Health Transformation Grant.
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cern the way nursing home or hospi-
tal expenditures can.

On the other hand, some in the
mental health system are concerned
that Medicaid policies are overly in-
fluential and create pressures and
constraints that skew the system away
from critical priorities or more effec-
tive treatments. Because the Single
State Medicaid Agency is prohibited
by federal law from delegating policy
making for Medicaid mental health
expenditures to the mental health au-
thority, states are presented with a
fundamental and potentially difficult
dilemma. Although the mental health
authority may be best prepared to set
effective policy direction for the men-
tal health system, its preferred direc-
tion may compromise the availability
of much needed federal Medicaid
funding. With Medicaid now the
largest source of funding for the pub-
lic mental health system, who, in-
deed, is to set policy for state mental
health systems?

State leaders in the mental health
system would be well served to take
the initiative to engage and foster
partnerships with Medicaid at both
the state and national levels. Our re-
view of key issues with Medicaid di-
rectors suggests there is real oppor-

tunity to forge effective state-level
relationships by focusing on goals
that are shared by both Medicaid
and the mental health system. Over-
all, Medicaid officials described a
relatively high level of engagement
on their part in mental health issues
in their states. Many expressed a
sense of frustration at feeling
trapped between evolving mental
health system expectations on the
one hand and federal Medicaid con-
straints on the other, but in no case
did Medicaid directors indicate the
slightest desire to be in charge of
their states’ mental health systems.
Rather, many Medicaid directors in-
dicated a strong willingness to en-
gage with the mental health system
to find effective Medicaid program
and funding options, especially if ac-
countability for outcomes and cost
would be a part of the equation.

In addition, it is clear that long-
standing inconsistent and ambiguous
federal policy is creating tension at
the state and local levels regarding
the role of Medicaid in the public
mental health system. It can be ar-
gued that SAMHSA and CMS, as
branches of a single federal depart-
ment, have the opportunity and even
obligation to develop consistent fed-

eral policy regarding financing effec-
tive mental health services. Recent
national association efforts to bring
state Medicaid directors and state
mental health directors into joint ac-
tivity could become a springboard to-
ward mutual efforts to achieve consis-
tency in federal mental health policy.
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