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Objective: The acute care psychiatric hospital industry has been chal-
lenged by managed care, government policies, and marketplace com-
petition to control rising costs. This study examined changes in the
availability and performance of acute care psychiatric delivery facili-
ties in California between 1992 and 1996. Methods: A retrospective lon-
gitudinal research design was used. Data on facilities, licensed psychi-
atric beds, discharged patients, days of care, occupancy, average length
of stay, licensure, and type of ownership for the years 1992, 1994, and
1996 were purchased from the California Office of Statewide Health
Planning and Development. Data were analyzed using numerical de-
scription and percent-change calculations. Results: Between 1992 and
1996 licensed beds, days of care, and average length of stay decreased
in acute psychiatric facilities and services, while psychiatric discharges
and facility occupancy increased. The for-profit sector and the special-
ty acute care sector experienced large decreases in facilities, licensed
beds, days of care, and average length of stay. The generalist sector—
general psychiatric units licensed within acute general hospitals—and
not-for-profit facilities experienced large increases in discharges. Con-
clusions: Challenges to institution-based services for the mentally ill
population now extend beyond the state hospital system to include
community-based acute care psychiatric hospital services. Recent de-
clines in the for-profit, acute care psychiatric hospital specialty sector
and the success of the generalist and not-for-profit sectors demonstrate
the lack of uniform responses to environmental pressures. However,
changes in federal Medicare reimbursement policy enacted in the Bal-
anced Budget Act of 1997, as well as competition from alternative
providers, are likely to result in further closures of all types of acute
care psychiatric facilities over the next few years. (Psychiatric Services
50:1453-1460, 1999)

Imshouses, state asylums, and
Amedical hospitals have all

played roles in the institution-
based care of mentally ill persons.
The evolution from one type of orga-
nization to the next has been shaped
by diverse factors, including political
and economic changes, evolving
models of intervention, shifts in re-

sponsibilities for social welfare be-
tween different levels of government,
and the dominance of the private-en-
terprise model (1). In recent years,
the acute care psychiatric hospital in-
dustry has been challenged by man-
aged care, government policies, and
intense marketplace competition.
The California health care environ-
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ment has been described as particu-
larly turbulent. The penetration rate
of health maintenance organizations
(HMOs) in California is 40 to 45 per-
cent, the highest in the country (2).
This managed care environment is
characterized by regional networks,
capitated reimbursement for hospi-
tals and specialists, reduced inpatient
days, reduced revenues, and consoli-
dated services (3). The viability of
acute hospital-based psychiatric ser-
vices within the context of this com-
plex operating environment has re-
ceived limited attention. Industry
trend reports have difficulty captur-
ing current industry operations in
light of rapid marketplace changes,
and they frequently do not reflect
specific institutional characteristics
that may influence facility survival or
mortality.

This study was conducted to de-
scribe changes in the availability and
performance of the acute psychiatric
care delivery system in California be-
tween 1992 and 1996. It sought to an-
swer three questions. What were the
overall changes in availability and
performance in California’s acute
care psychiatric facilities between
1992 and 1996? Did availability and
performance differ between facilities
with generalist and specialist licens-
es? Did availability and performance
differ between facilities owned by the
county, by not-for-profit organiza-
tions, and by for-profit organizations?

The study was based on a theory of
organization-environment interac-
tion. The external environment con-
sists of resources and constraints that
support or stifle specific types of or-
ganizations. Organizations continu-
ously adapt to fit the demands of the
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environment; however, environmen-
tal turbulence periodically alters the
boundaries and competitive struc-
tures of entire industries (4). Distinct
identifying organizational characteris-
tics such as licensure or ownership
status establish an organization’s
membership in the larger group of
similar organizations. These charac-
teristics directly and indirectly deter-
mine access to financial resources, de-
fine obligations to shareholders or in-
terest groups, and create relationships
with other health care providers and
institutions. Accordingly, these char-
acteristics shape economic outcomes
and confer survival advantages.

Studies of licensed day care cen-
ters, apparel firms, and hospitals have
demonstrated the competitive advan-
tage offered by membership in a larg-
er group of similar organizations (5-
9). Further research on the role of in-
stitutional relationships in the differ-
ential failure rates of specialist and
generalist organizations has been rec-
ommended (6). This recommenda-
tion is pertinent to the study of the
acute psychiatric care delivery sys-
tem. The privatization model of the
past 25 years fueled the growth of the
sector that includes licensed free-
standing acute psychiatric hospitals as
well as the sector that includes psy-
chiatric units licensed within general
hospitals. Exploring differences asso-
ciated with ownership during this pe-
riod of environmental turbulence in
the California health care environ-
ment offered the opportunity to de-
termine which types of organizations
continued to consider care for the
mentally ill population part of their
mission and lines of business.

Acute care psychiatric hospitals are
an outgrowth of deinstitutionalization
and the expansion of public and pri-
vate financing for health care and so-
cial services (10). The general hospi-
tal sector and the acute psychiatric
hospital sector grew dramatically dur-
ing the mid-1980s as federal policies
supported privatization and rerouted
resources to the private not-for-profit
and for-profit sectors. Between 1970
and 1990, the number of private psy-
chiatric hospitals in the United States
increased from about 150 to 462, and
the number of nonfederal general
hospitals with inpatient psychiatric
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services grew from 664 to 1,571 (11).
The for-profit sector grew from 88 to
350 facilities (12). In California, the
number of private psychiatric hospi-
tals grew from 24 to 52 between 1984
and 1990, while the number of non-
federal general hospitals with psychi-
atric units increased from 103 to 121
(11,13). Thus privatization emerged
as one of the most influential trends
in mental health delivery in the past
20 years (14).

Although opposition to the federal
government’s role in social welfare is-
sues has existed since the New Deal, it
has become significantly more influ-
ential since the 1970s. Conservative
political philosophy has emphasized
individual self-sufficiency, devolution

III
The
privatization
of psychiatric care
during the 1980s was
one of the most influential
trends in mental health
delivery in recent

decades.

of responsibility for social programs to
the state and local levels, and reduced
federal involvement in social welfare
programs (15). In addition, demands
for control of health care costs have
resulted in government policies and
managed care programs that have in-
fluenced both commercial and gov-
ernment payment programs (16). The
health care environment has become
volatile and competitive, particularly
in California, and the traditional cen-
tral role of the acute care hospital is
diminishing (17).

This political and financial climate
has had an impact on the delivery of
acute psychiatric care. By 1989 the
tremendous growth of investor-owned
psychiatric hospitals appeared to have

come to an end; the rate of growth in
1989 was only 7 percent, compared
with 41.2 percent in 1985 (18). Since
the early 1990s, the psychiatric hospi-
tal industry has experienced repeated
declines in the number of facilities
and beds as occupancy and lengths of
stay have been reduced by tighter re-
imbursement practices, an oversupply
of beds, expanded availability of out-
patient and partial hospitalization pro-
grams, utilization review practices,
and managed care penetration (19—
24). Thus the niche occupied by acute
inpatient hospital psychiatric services
is in transition.

Methods

A retrospective longitudinal research
design was used. This approach is
useful in analyzing changes in inci-
dence and distribution of variables in
the context of the economic and po-
litical events of a period. A total pop-
ulation design, in which the total pop-
ulation is surveyed at each time point
(25), was chosen. In this study, al-
though not every case was the same at
each measurement point due to clo-
sure or opening of facilities, a majori-
ty were the same.

The base year of 1992 was selected
because published data on private
and general hospital psychiatric ser-
vices indicated that the growth of the
psychiatric hospital industry in Cali-
fornia was in transition at about this
time. At the time of the study, the
most current hospital utilization data
available from the Office of Statewide
Health Planning and Development
(OSHPD) were for 1996. In 1994 the
county mental health authorities in
California assumed responsibility for
rate contracting and utilization review
for Medi-Cal mental health funding.
Thus data for the study period re-
flects the initial impact on hospital
services of these changes.

The unit of analysis was acute care
hospitals licensed to provide acute
psychiatric services in California. In-
formation on number of facilities, li-
censed beds, licensed bed-days, days
of care, discharges, type of facility li-
cense, and ownership status is report-
ed to OSHPD by California’s nonfed-
eral health facilities (26-28). In this
study the dependent variables were
availability and performance. Avail-
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ability was defined as the number of
facilities and number of licensed
beds. Performance was measured by
the number of days of psychiatric care
provided per year, the number of psy-
chiatric discharges, the occupancy
rate, and the average length of stay.
The occupancy rate was calculated by
dividing licensed bed-days by actual
days of care. The average length of
stay was calculated by dividing actual
days of care by discharges.

The independent variables were li-
censure and ownership status. In this
paper, general hospital facilities
refers to psychiatric units licensed as
part of a general acute care hospital.
Two types of specialist psychiatric ser-
vices were included in the study—Ii-
censed freestanding acute psychiatric
hospitals and licensed psychiatric
health facilities.

Psychiatric health facilities were es-
tablished by California legislation in
1978 to provide an innovative and
competitive acute psychiatric service
alternative to hospital care. The legis-
lation established program and licen-
sure requirements for psychiatric
health facilities and identified the
California Department of Mental
Health as having sole authority to
grant requests for licensure, to ap-
prove programs, and to grant pro-

Table 1

Changes in acute care psychiatric facilities in California from 1992 to 1996

Change from
1992 to 1996

Variable 1992 1994 1996 N %

Facilities 215 195 184 31 -14
Days of care 2,016,353 1,834,296 1,644,111 372,242 -18
Occupancy (%) 51 51 52 1 2
Licensed beds 10,966 9,892 8,699 2,267 =21
Hospital discharges 168,141 181,088 185,937 17,796 11
Average length of stay (days)  11.99 10.13 8.84 3.15 —26

gram flexibility. Psychiatric health fa-
cilities are prohibited by legislation
from admitting patients with eating
disorders, chemical dependency, or
conditions requiring medical treat-
ment. A majority of psychiatric health
facilities are owned by local govern-
ments and are county funded. The re-
mainder are owned and operated by
private organizations. About 30 per-
cent are either accredited by the Joint
Commission on Accreditation of
Healthcare Organizations or are fed-
erally certified to provide acute psy-
chiatric services to recipients of
Medicare or Short Doyle/Medi-Cal
funds.

In the study reported here, owner-

ship status was defined as not for
profit, for profit, and county owned.
Prisons, state mental hospitals, and
chemical dependency recovery hospi-
tals were excluded from the sample,
as were general acute hospitals with-
out licensed psychiatric beds. Data
were analyzed using numerical de-
scription and comparisons based on a
percent change calculation.

Results

As shown in Table 1, between 1992
and 1996 the number of acute care
psychiatric facilities in California de-
clined by 14 percent, licensed beds by
21 percent, days of care by 18 percent,
and average length of stay by 26 per-

Table 2
Availability and performance of California’s acute care psychiatric facilities from 1992 to 1996, by generalist or specialty fa-
cility licensure
Specialty facilities
Generalist facilities! Acute psychiatric hospitals? Psychiatric health facilities®
% % %
change change change
1992- 1992- 1992-
Variable 1992 1994 1996 1996 1992 1994 1996 1996 1992 1994 1996 1996
Availability
Facilities 120 118 119 -1 79 65 50 =37 16 12 15 -6
Licensed beds 4,643 4,551 4,492 -3 5895 4,951 3820 -35 428 390 387 -10
Performance
Discharges 85,561 96,985 100,873 17 70,621 73,691 75,002 6 10,959 10,412 10,062 -8
Days of care
per year 992,686 968,796 893,491 -10 917,255 745,836 641,430 -30 106,412 119,664 109,190 3
Occupancy (%) 59 59 55 -8 42 41 46 8 77 84 82 6
Average length
of stay (days) 11.47 9.99 8.86 -23 1299  10.12 8.55 -34 9.71 1149 10.85 12
! Licensed psychiatric units in general acute care hospitals
2 Licensed freestanding acute care psychiatric hospitals
3 Licensed psychiatric health facilities (established by California legislation in 1978)
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Table 3

Availability and performance of California’s acute psychiatric care facilities from 1992 to 1996, by ownership status

County Not for profit For profit
% % %
change change change
1992- 1992- 1992-
Variable 1992 1994 1996 1996 1992 1994 1996 1996 1992 1994 1996 1996
Availability
N facilities 32 30 29 -9 89 89 87 -2 94 76 68 -28
N licensed beds 1,396 1,394 1,419 2 3,663 3,688 3,461 —6 5907 4810 3819 -35
Performance
N discharges 34,007 35169 36,878 8 61,162 72,213 75542 24 72,972 73,706 73517 1
N days of care
per year 383,496 358,877 337,351 -12 698,842 702,829 647,145 -7 934,015 772,590 659,615 -29
% occupancy 75 71 66 -12 53 53 51 -4 43 44 47 9
Average length
of stay (days) 11.28 10.20 9.15 -19 1143  9.73 8.57 -25 12.80 1048 8.97 -30

cent. In contrast to these declines, psy-
chiatric discharges and occupancy in-
creased, by 11 percent and 2 percent,
respectively.

The increased discharges were not
evenly distributed across all regions
of the state. Psychiatric discharges in-
creased between 1992 and 1996 in
eight of 14 Health Service Areas
(HSAs), specifically, West Bay, East
Bay, North San Joaquin, Santa Clara,
Mid-Coast, Los Angeles, Inland
Counties, and Orange County. Psy-
chiatric discharges declined in the re-
maining six HSAs of Northern Cali-
fornia, Golden Empire, North Bay,
Central, Santa Barbara/Ventura, and
San Diego/Imperial.

In 1996 approximately 70 percent
of the state’s population, or 24.3 mil-
lion people, lived in the eight HSAs
with increased discharges. Seventy-
one percent of psychiatric facilities in
these HSAs were general hospital fa-
cilities. A total of 9.5 million people
lived in the six HSAs with decreased
discharges.

As Table 2 shows, availability and
performance differed between facil-
ities with generalist and specialist li-
censes. The largest reduction in
availability occurred among specialty
acute psychiatric hospitals, where
the number of facilities decreased by
37 percent and the number of li-
censed beds decreased by 35 per-
cent. As measured by discharges, the
largest increase in performance (17
percent) occurred in general hospi-
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tal facilities. As measured by average
length of stay, the largest increase in
performance (12 percent) occurred
in specialty psychiatric hospitals.

As Table 3 shows, by ownership
status, the largest decreases in avail-
ability as measured by facilities and
by licensed beds were in for-profit
organizations—28 percent and 35
percent, respectively. For-profit or-
ganizations also showed the largest
declines in performance as mea-
sured by days of care (29 percent)
and by average length of stay (30
percent). Not-for-profit organiza-
tions showed small reductions in
availability as measured by facilities
and by licensed beds (2 percent and
6 percent reductions, respectively).
Small reductions in performance
were also noted in not-for-profit or-
ganizations as measured by days of
care (7 percent) and by occupancy (4
percent).

The data in Table 3 also indicate
that not-for-profit facilities showed a
large decline in performance (25 per-
cent) as measured by average length
of stay and a large increase in perfor-
mance (24 percent) as measured by
number of discharges. County-owned
facilities showed reductions in avail-
ability as measured by number of fa-
cilities (9 percent) and in perfor-
mance as measured by number of
days of care (12 percent), occupancy
(12 percent), and average length of
stay (19 percent). In county-owned
facilities, slight increases were noted

in the number of licensed beds and
discharges (2 percent and 8 percent,
respectively).

Sixty-eight percent of the specialty
acute psychiatric hospitals had for-
profit ownership status in 1996 com-
pared with 78 percent in 1992. All the
acute psychiatric hospitals that were
closed had for-profit ownership sta-
tus. In 1996 a total of 61 percent of
general hospital psychiatric units had
not-for-profit ownership status, 25
percent had for-profit status, and 14
percent had county-owned status.
The increased discharges in the gen-
eralist network were distributed
across ownership types.

Discussion

Impact is not uniform

The findings of an overall reduction
in acute psychiatric hospitals and ser-
vices are consistent with the down-
ward trend in the survival of psychi-
atric hospitals identified in the early
1990s (11,20-22). However, the tur-
bulence in the California health care
environment has not had a uniform
impact on all types of acute care psy-
chiatric facilities. Although segments
of the industry showed significant de-
clines—specifically, acute care spe-
cialty psychiatric hospitals and hospi-
tals with for-profit ownership sta-
tus—psychiatric units in general hos-
pitals, acute psychiatric health facili-
ties, and facilities with not-for-profit
ownership status and county-owned
status did not experience such dra-
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matic declines. In fact, the increased
discharges from psychiatric units in
general hospitals is consistent with
national observations of increased
discharges from general hospitals of
patients with a primary diagnosis of a
mental disorder (29,30).

The finding of a lack of uniformity
in the hospital industry in response to
the impact of environmental pres-
sures is consistent with the conclu-
sions of other observers (31-33). Dif-
ferent segments of the industry are,
to varying degrees, influenced by dif-
ferent types of pressure and are
buffered from selection pressures by
complex institutional environments.

The overall reduction of almost
400,000 days of care between 1992
and 1996 represents a loss of institu-
tion-based services that may or may
not have been replaced by outpatient
services. Hospital-based programs
have traditionally not been well inte-
grated into planned systems of com-
munity care (34). In light of the de-
cline in community mental health
services during the 1980s as well as
the early stage of development of
outpatient networks by managed
care companies, it is unlikely that
these days of care were entirely re-
placed by services in a less restrictive
setting. This reduction in days of care
more likely represents a range of out-
patient replacement, absorption of
previously funded services by unpaid
work of families and the community,
and service elimination (35).

It is not possible to conclude
whether this decrease in capacity
represents a decline in quality of
care. It does reflect a shift in re-
sources and a change in service deliv-
ery patterns, with concomitant rami-
fications for the performance of the
psychiatric services industry.

Survival advantages
Reimbursement advantages. One
advantage enjoyed by psychiatric
units in general hospitals is that fed-
eral law allows Medicaid reimburse-
ment for adult patients between the
ages of 21 and 64. This law has fueled
the growth of general hospital psychi-
atric programs since passage of Med-
icaid in the mid-1960s.

Although managed care for psychi-
atric inpatients covered by the Medi-

Cal program was implemented in
1994, the impact on psychiatric ad-
missions has not been uniform
statewide. Between fiscal years 1994
and 1996, Medi-Cal admissions de-
clined in four regions—Bay Area,
Central, Southern California, and Su-
perior. However, admissions for the
Los Angeles region continued to
climb (California Department of
Mental Health, unpublished data,
1997).

Provision of psychiatric services in
units of general hospitals has had an-
other reimbursement advantage over
provision in other acute psychiatric
facilities. Although psychiatric ser-

-
In
California
the largest reduction
in availability of acute
psychiatric care has
occurred among specialty
acute care psychiatric
hospitals, where the
number of facilities
decreased by

37 percent.

vices provided in both units of gener-
al hospitals and acute specialty psy-
chiatric hospitals are usually reim-
bursed by Medicare based on a “rea-
sonable cost” methodology, per-dis-
charge interim payments for services
provided in general hospital units
have been noted to be higher than in-
terim payments to acute specialty
psychiatric hospitals (36). In 1995,
74.2 percent of Medicare-funded
psychiatric discharges were from gen-
eral hospitals (36). During this same
time period, only about one-third of
Medicare beneficiaries in California
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were enrolled in HMOs (37). The
volume of Medicare-funded dis-
charges for psychiatric services pro-
vided in general hospitals, the reim-
bursement methodology, and the lack
of managed care controls suggest that
this payment source was advanta-
geous to general hospitals.

Referral channels. A second ad-
vantage of providing services in gen-
eral hospital psychiatric units is the
links to referral channels offered by
these hospitals and their accessibility
to referring physicians from other
specialties and their patients. Califor-
nia managed care is distinguished by
the central role played by organized
physician groups, which have fre-
quently negotiated with HMOs to re-
ceive both capitated payments for
physician services and dollars target-
ed for hospital and ancillary services
(37). General hospitals are included
in these multispecialty delivery sys-
tems and contractual networks, giving
them a distinct advantage over spe-
cialty psychiatric hospitals.

Behavioral health benefits are in-
creasingly carved out of general
health insurance policies, and con-
tractual networks are separately ne-
gotiated. However, psychiatric units
in general hospitals may still have bet-
ter access to the contracting infra-
structure and psychiatric provider
network to facilitate negotiated rela-
tionships with carve-out companies.

Geographic dominance. A third
advantage for general hospital psychi-
atric units is their dominance in the
eight HSAs with increased dis-
charges, where 70 percent of the
state’s population reside. Such units
constituted 71 percent of the psychi-
atric facilities in these HSAs. The
provision of inpatient psychiatric care
has been shown to be extremely sen-
sitive to the supply of both providers
and inpatient psychiatric treatment
units (38).

Unique nature of

psychiatric health facilities

The specialty psychiatric health facil-
ities were more successful as mea-
sured by increases in days of care, oc-
cupancy, and average length of stay.
These facilities are primarily county
owned, and funding is primarily from
public sources. The facilities are fre-

1457



quently located in areas with limited
competition. Their performance is
potentially susceptible to the owner-
payer’s management goals. For exam-
ple, when the owner and payer is the
same entity, such as the county, the
desirability of maintaining a stable oc-
cupancy to meet budget targets, en-
suring maximum federal match for lo-
cal dollars when matching is an op-
tion, and maintaining a stable labor
pool may influence management de-
cisions. Many psychiatric health facil-
ities are located in rural areas, which
may have fewer community-based re-
sources to provide nonacute care and
limited incentives to develop alterna-
tives to acute care because the alter-
natives might undermine the stability
of the acute care resource. Also, be-
cause of travel difficulties in non-
metropolitan areas, staff may be less
willing to discharge a patient who
may require aftercare assistance (39).

Ownership status

General hospital psychiatric units
constituted more than 80 percent of
the facilities with not-for-profit own-
ership status in 1992 and 1996.
Therefore, some of the generalist fa-
cilities’ advantages also applied to
not-for-profit ownership status. As
discussed above, these advantages
were related to serving the Medi-Cal
population, Medicare reimbursement
methods, geographic location, and re-
ferral channels.

The reduction in availability of
acute psychiatric services was most
apparent among specialty acute care
psychiatric hospitals and for-profit fa-
cilities. The substantial declines in fa-
cilities and beds in these facilities are
best explained by the overriding goal
of maximizing revenue in the for-
profit sector. This sector has focused
almost exclusively on inpatient ser-
vices and has relied primarily on
client fees and private insurance from
better-insured client groups (40). As
managed care and the competitive
market environment have made inpa-
tient psychiatric care unprofitable,
these programs are being closed.

The finding of a reduction in ser-
vices provides evidence to support
concerns that for-profit systems may
abandon privatized services in the
face of unacceptable profitability

1458

(41). These concerns become more
critical as not-for-profit and county-
owned general hospitals undergo
ownership conversions to for-profit
status. The fact that the number of
specialty acute psychiatric facilities
under not-for-profit ownership re-
mained unchanged between 1992
and 1996 does not automatically
mean that the services provided in
this ownership category were more fi-
nancially successful. It may simply be
an example of the greater reluctance
of not-for-profit facilities to reduce
excess capacity or to eliminate un-
profitable services (42,43). Not-for-
profit systems are expected to serve
community needs in order to justify
their tax-exempt status. Service to the

-
The closures
that occurred between
1992 and 1996 in the
for-profit specialty hospital
sector represent early exits
by organizations highly
susceptible to declines
in profitability.
-

indigent population was also an ex-
plicit requirement of the 1946 Hill-
Burton construction legislation (12).
Thus not-for-profit psychiatric facili-
ties have traditionally served a broad
mix of patients, including those with
poor reimbursement coverage (40).

Challenges

The Balanced Budget Act of 1997.
Most psychiatric hospitals and psychi-
atric units of general medical hospi-
tals have been exempt from Medi-
care’s inpatient prospective payment
system since its implementation in
1983. These psychiatric services have
been reimbursed under provisions
of the 1982 Tax Equity and Fiscal
Responsibility Act (TEFRA). The

TEFRA payment system reimbursed
hospitals according to a formula that
considers each hospital’s specific op-
erating costs up to a limit for each dis-
charge. The TEFRA payment system
also reimbursed capital costs on a rea-
sonable basis, paid bonus payments
when reimbursable costs were below
the target amount per discharge, and
reimbursed bad debt on a dollar-for-
dollar payment schedule (44).

The Balanced Budget Act of 1997
provided for $150 billion in Medicare
savings and $8.4 billion in net Medic-
aid reductions in the five-year period
between 1998 and 2002. Under the
act, 63 percent of the Medicare
spending reductions in fiscal year
1998 were to come from reduced
payments to hospitals (45).

The new Medicare rules also in-
clude major changes in the cost-based
reimbursement policies that applied
to many psychiatric hospitals and
units under TEFRA, including a
freeze in the fiscal year 1998 update
factor (an inflationary increase of the
TEFRA limit), reduction in bonus
payments, a 15 percent reduction in
capital payments, and bad-debt pay-
ment reductions of 25 percent in fis-
cal year 1998, 40 percent in 1999, and
45 percent in 2000 and thereafter.
The rules establish an overall pay-
ment limit, or national cap, for pro-
grams exempt from the prospective
payment system (44).

Eighty-four percent of psychiatric
facilities will experience payment re-
ductions as a result of these reduc-
tions in Medicare reimbursement
(46), which will save about $7 billion
over the five-year period (44). The
Medicaid savings are largely aimed at
reduction in payments to dispropor-
tionate-share hospitals, facilities that
provide a disproportionate volume of
services to the Medicaid population.
It is anticipated that these cuts will
result in hospital closures and further
reductions in bed capacity (47).

Alternative providers. Alterna-
tive providers to licensed inpatient
psychiatric services also present sig-
nificant challenges. Advances in psy-
chopharmacology and the ability of
primary care providers to diagnose
and treat psychiatric symptoms divert
to other settings patients who might
have previously received inpatient
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psychiatric care. Psychiatric patients
may be hospitalized in general hospi-
tal units not licensed for psychiatric
services (48).

Subacute psychiatric care organiza-
tions have made inroads into the tra-
ditional inpatient psychiatric hospital
market share. Subacute levels of care,
as well as crisis residential facilities,
represent a less costly alternative to
acute hospital services for patients re-
quiring continued institutional care.
Such alternatives reduce lengths of
stay in acute care facilities or replace
acute services altogether. The re-
maining niche for psychiatric units in
general hospitals is likely to involve
difficult-to-treat patients, including
those with substance abuse or those
with complex psychiatric and medical
comorbidities (49).

Conclusions

The recent declines in the for-profit,
acute care psychiatric hospital spe-
cialty sector demonstrate that over
the short term, reductions in services
are related to organizational charac-
teristics. However, changes in federal
Medicare reimbursement policy to
psychiatric services exempt from the
prospective payment system are like-
ly to result in further closures of all
types of psychiatric acute care facili-
ties. This eventuality represents a re-
versal of the 1980s policy of support-
ing privatization through the redirec-
tion of public funds to the for-profit
sector. Instead, current policy dem-
onstrates the redirection of public
funds away from institution-based
services and the diminution of the
federal government’s involvement in
social welfare issues.

The closures between 1992 and
1996 in the for-profit specialty hospi-
tal sector represent early exiting by
organizations highly susceptible to
declines in profitability. Closing of fa-
cilities in the for-profit sector sup-
ports concerns that this form of own-
ership may not sustain long-term
commitment to individuals and com-
munities that rely on less profitable
services. This concern becomes more
critical as private not-for-profit and
county-owned general hospitals con-
vert ownership to for-profit status.

However, it should not be assumed
that closures of psychiatric services

would be avoided if such changes in
ownership did not occur. Not-for-
profit and county-owned systems will
still grapple with the dilemma of sus-
taining access not only to psychiatric
services but also to other unprofitable
medical services as funding streams
are reduced in the next few years.
The for-profit specialty sector has
simply taken more rapid steps to stem
financial losses.

The striking increase in the num-
ber of patients discharged from acute
psychiatric units in general hospitals,
regardless of ownership status, should
not be automatically interpreted as an
indicator of business acumen in this
sector or that these facilities have
long-term, sustainable advantages.
This success likely reflects the short-
term buffering that results from
greater opportunity to participate in
publicly funded programs, linkages to
nonpsychiatric health care providers
and resources, and geographic loca-
tion. Buffering does not necessarily
offer a permanent advantage; it sim-
ply eases the requirement for rapid
reorganization.

In fact, the trend of increasing dis-
charges in the generalist sector re-
quires examination of repeat admis-
sions to evaluate whether shorter hos-
pital stays are associated with recidi-
vism. With average lengths of stay dri-
ven down to about eight and a half
days, acute inpatient psychiatric care
has become focused on crisis stabi-
lization. Provision of supportive care
has shifted to alternative settings.

The trend toward an increasing
number of discharges should also be
examined for payer mix to determine
whether it represents disproportion-
ate hospital utilization by a popula-
tion such as Medicare patients who
have not yet fully experienced the
limitations of managed care. Pro-
grams that have attempted to im-
prove their financial position by ex-
panding services to Medicare patients
are likely to find that this solution is
transitory.

Challenges to institution-based ser-
vices for the mentally ill population
now extend beyond the state hospital
system to include community-based
acute psychiatric hospital services.
Recent declines in the for-profit,
acute care psychiatric hospital spe-
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cialty sector as well as the success of
the generalist and not-for-profit sec-
tors demonstrate the lack of uniform
responses to environmental pressures
by organizations with different licen-
sure and ownership characteristics.
However, changes in federal Medi-
care reimbursement policy estab-
lished by the Balanced Budget Act of
1997 as well as competition from al-
ternative providers are likely to result
in further closures of all types of facil-
ities over the next few years. ¢
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