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Medicaid managed care grew
rapidly in the 1990s, from
2.7 million beneficiaries in

the early 1990s to 27 million in 2004.
As of 2004, 60% of all Medicaid ben-

eficiaries were enrolled in some form
of managed care. Public mental
health managed care reforms were in
34 states as of 2003, slightly less than
the number reported in the previous

tracking survey in 1997–1998 (1).
Most studies of public capitated

mental health have shown expendi-
ture reductions in managed care mod-
els compared with traditional fee-for-
service models (2–6). Savings are usu-
ally achieved through radical reduc-
tion in the utilization of high-cost
services, especially inpatient hospital-
izations (2,3,7,8). The general consen-
sus from the research literature is that
states not only realize significant re-
ductions in expenditures, but they
also increase outpatient community
support programs (2,3,5,6,9,10).

Longitudinal studies in California,
Massachusetts, Pennsylvania, and
Utah showed substantial cost savings
initially, with decreasing rates of re-
duction in costs thereafter (10,11). In
a two-year study in Rochester, New
York, capitation resulted in reduced
costs, but the rate of savings de-
creased over time—that is, by 14% at
year one and by 8% at year two (11).
In California a capitated assertive
community treatment program re-
sulted in a reduction of $12,000 per
consumer initially and $8,000 per
consumer by the fourth year postcap-
itation, compared with costs for men-
tal health services in a fee-for-service
program (5).

Expected differences in response
to financial incentives of not-for-prof-
it versus for-profit ownership on serv-
ices production—in general and un-
der capitation—have been a focal is-
sue in health services research, espe-
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Objective: Capitated Medicaid mental health programs have reduced
costs over the short term by lowering the utilization of high-cost inpa-
tient services. This study examined the five-year effects of capitated fi-
nancing in community mental health centers (CMHCs) by comparing
not-for-profit with for-profit programs. Methods: Data were from the
Medicaid billing system in Colorado for the precapitation year (1994)
and a shadow billing system for the postcapitation years (1995–1999). In
a panel design, a random-effect approach estimated the impact of two
financing systems on service utilization and cost while adjusting for all
the covariates. Results: Consistent with predictions, in both the for-prof-
it and the not-for-profit CMHCs, relative to the precapitation year,
there were significant reductions in each postcapitation year in high-
cost treatments (inpatient treatment) for all but one comparison (not-
for-profit CMHCs in 1999). Also consistent with predictions, the for-
profit programs realized significant reductions in cost per user for both
outpatient services and total services. In the not-for-profit programs,
there were no significant changes in cost per user for total services; a
significant reduction in cost per user for outpatient services was found
only in the first two years, 1995 and 1996). Conclusions: The evidence
suggests that different strategies were used by the not-for-profit and
for-profit programs to control expenditures and utilization and that the
for-profit programs were more successful in reducing cost per user.
(Psychiatric Services 62:179–185, 2011)



cially for hospitals, health mainte-
nance organizations, and long-term
care (12–17). In general, for-profit or-
ganizations focus on reducing the cost
of services by using treatments that
are less expensive and may restrict ac-
cess to care (15). Focusing on persons
with serious mental illness, Bloom
and colleagues (4) explored expected
differences in the first two years’ ex-
perience of Colorado’s capitated pay-
ment system for Medicaid mental
health services. In this study, the not-
for-profit programs initially had a
lower probability of inpatient use and
a higher probability of outpatient use
than the for-profit programs, while
consumers in the for-profit programs
had the highest likelihood of initial in-
patient use. The not-for-profit model
resulted in a 20% reduction in the
cost per person by the second post-
capitation year, with no change in cost
per service user. However, the for-
profit model demonstrated a 66% re-
duction in the cost per person by the
second postcapitation year, with a
58% reduction in cost per service
user. No differences were found in
the quality of services provided be-
tween the two types of models (18).
Thus our overall hypothesis was that
compared with the precapitation
year, reductions in cost will continue
to be realized for each of the five
postcapitation years.

The objective of the study present-
ed here was to also assess longer-term
differences between for-profit and
not-for-profit programs when a uni-
form capitation policy was imple-
mented within community mental
health centers (CMHCs). According
to economic theory, the underpinning
of corporation-owned entities is to
provide value to their owners and
shareholders, whereas not-for-profit
organizations are expected to provide
value to their constituency, the com-
munity (16,19). Consistent with evi-
dence from the empirical literature,
our first prediction was that com-
pared with the fee-for-service model,
capitated financing would reduce
high-cost services, typically inpatient
hospitalization (11).

There is limited empirical evidence
of the effects of ownership (for-profit
versus not-for-profit programs). Pre-
vious studies examined hospitals,

health maintenance organizations,
and long-term care facilities (14–17).
Most scholars agree that for-profit
programs are more cost-efficient than
public not-for-profit ones because the
former have stronger financial incen-
tives to minimize production costs
and respond to consumer preferences
(11–13). An exception is when the
not-for-profit programs face greater
competition for their services and
consumers (20,21). Because CMHCs
do not face competition from other
mental health organizations, our sec-
ond prediction was that for-profit
programs within CMHCs would pro-
vide public mental health services at a
lower cost (cost minimizing) than not-
for-profit programs. The data to test
these predictions were from a unique
micro data set for the entire state of
Colorado over six years: precapitation
(1994) through five postcapitation
years (1995–1999).

Methods
Characteristics of the study setting
To control Medicaid mental health
costs, which had been increasing by
up to 17% per year, Colorado institut-
ed a capitated payment system for
Medicaid mental health services in se-
lected areas of the state in August and
September 1995. Capitation contracts
were given to seven geographically
based organizations that would bear
the full financial risk of providing
mental health services to Medicaid
beneficiaries residing in their desig-
nated areas. The capitation rate cov-
ered all mental health services for
consumers between 21 and 64 years
of age except for the cost of pharma-
ceuticals and state hospitalizations (4).

Two different financing systems
were employed by the organizations
that won the capitation contracts. In
the northern part of the state, not-for-
profit CMHCs won the contracts;
three of the organizations were single
CMHCs and the fourth was an al-
liance of three CMHCs. In this sys-
tem of care, the CMHCs both man-
aged the care and delivered mental
health services to the consumers in
their Medicaid program. A for-profit
managed behavioral health organiza-
tion won the bid in the southern areas
of the state and formed for-profit
joint ventures with the CMHCs to

provide services for their Medicaid
mental health program and helped
them design and manage the care
with a single center or, in two cases,
an alliance of CMHCs. None were in-
tegrated with physical health services.
Annually, all programs had to receive
the state’s approval of their plans to
use their savings; for example, savings
could be reinvested into the programs
to develop new services, hire person-
nel with stronger credentials, or pro-
vide additional training for staff. For-
profit programs were limited to 5%
profit.

Consumers receiving Medicaid are
only one group served by each of the
geographically based CMHCs, and
they could receive services only
through the CMHC in their geo-
graphical area. The capitation pro-
gram in Colorado provided a natural
experiment to study the effects of two
different Medicaid financing systems
(not-for-profit and for-profit pro-
grams). The year before the imple-
mentation of capitation (1994) was
compared with each of five years
postcapitation (1995–1999) by using
administrative data for all consumers
receiving publicly provided mental
health services. The unit of analysis is
the aggregated data from consumers
served by each of the seven organiza-
tional units by quarter for each of six
years (168 data points). The institu-
tional review board of the University
of California, Berkeley, approved the
use of these data for the analyses pre-
sented here.

The administrative data for the pre-
capitation period (1994) were from
the Medicaid billing system, and the
data for the postcapitation period
(1995–1999) were from a shadow
billing system set up and operated by
Mental Health Services in Colorado.
Both the Medicaid billing system and
the shadow billing system have infor-
mation for each encounter, including
patient demographic characteristics,
individuals’ county of residence, relat-
ed diagnosis, and service units by
provider and service type. Costs for
services in the year before the imple-
mentation of capitation were imputed
by project staff. Because all costs were
based on the precapitation year
(1994), there was no need to adjust for
inflation or deflation. After the imple-

PSYCHIATRIC SERVICES � ps.psychiatryonline.org � February 2011   Vol. 62   No. 2118800



mentation of capitation, the state au-
dited the shadow billing on a continu-
ous basis, comparing billing records
with medical records. Initial concerns
that the organizations might not bill
for services because there were no in-
centives were unfounded. Overall, the
data were found to be reliable (4).

Outcome variables
Three measurements for total mental
health service costs in a given organi-
zation were calculated. Total service
costs were calculated as quarterly
treatment costs for all services, in-
cluding inpatient and outpatient care,
by aggregating claims for all individu-
als receiving any services in a given
quarter. Likewise, inpatient service
costs and outpatient service costs
were calculated separately.

Three measures of mental health
service utilization were calculated.
Total service utilization was measured
as quarterly counts of individuals re-
ceiving either inpatient or outpatient
services by aggregating all claims in a
given quarter. Inpatient and outpa-
tient service utilization were meas-
ured separately as well. To more
closely examine service utilization,
two additional measures were used.
Average length of stay per user was
calculated as the aggregated length of
stay divided by inpatient service uti-
lization in a given quarter and a given
entity; length of stay of each claim
was determined by using beginning
dates and ending dates of each hospi-
talization episode.

Three measurements of average
mental health service costs per user in
a given organization were also calculat-
ed. The average cost of total service
utilization is the total service cost di-
vided by total service utilization for a
given quarter. Likewise, average inpa-
tient service costs per user for a given
quarter and average outpatient service
costs per user for a given quarter were
calculated separately.

In order to observe the trends of
costs not affected by price inflation,
expenditures were standardized for
each quarter using the service prices
in 1994 (precapitation year). The fol-
lowing processes were used for stan-
dardization. First, all services were
classified into 15 groups: one group of
inpatient services and 14 groups of

outpatient services. Second, aggre-
gated service units by service groups
in each quarter were calculated by ag-
gregating claims for all individuals re-
ceiving services and imputing the unit
cost for each service group in a given
organization. Third, unit costs by
service type were calculated as the
aggregated costs for a given service
type in 1994 divided by aggregated
service units for that service type in
1994. Finally, for each service group
in a given organization, postcapitation
costs were calculated as aggregated
service units multiplied by the fixed
unit cost of that entity.

Covariates
All analyses were adjusted for the
proportion of service users in each
quarter in a specific age range (18–39
years, 40–64 years, and 65 years and
older), the proportion of male service
users, and the proportion of service
users with a specific diagnosis (schiz-
ophrenia, depression or dysthymia,
bipolar disorder, or other). For pa-
tients with multiple diagnoses at the
same time, only one diagnosis was
used based on the priority order of
schizophrenia, depression or dys-
thymia, bipolar disorder, and other.
These covariates may change over
time because they are based on the
information of service users in each
quarter for a given organization.

Analysis
An organizational-level random-effect
approach was used to estimate the im-
pact of the two financing systems (not-
for-profit and for-profit programs) on
mental health service utilization and
cost; the analysis adjusted for all the
covariates described above. This esti-
mation method was used to correct for
heteroskedasticity caused by differ-
ences in the size of the organizations
and potential autocorrelation resulting
from seasonality and repeated meas-
ures of each organization.

For all analyses, logged forms of
dependent variables were used to ac-
count for the skewness of the de-
pendent variable. In addition, the co-
efficient of the log model allows for
comparisons of the percentage of
change (reductions expected) in serv-
ice utilization and cost over the study
period. A set of dummy yearly terms

(dichotomously coded variables)
were included to account for the
changes of outcome variables in the
not-for-profit programs in each year
relative to the precapitation year
(1995, 1996, 1997, 1998, and 1999).
For example, the dummy indicator
for 1995 was coded as “1” for obser-
vations in 1995 and “0” otherwise. A
dummy indicator for not-for-profit
programs versus for-profit programs
was included in the model to account
for the difference between these two
financing systems in the precapitation
year. To examine the differences over
time between the two different fi-
nancing systems, a set of interaction
terms between for-profit programs
and yearly terms were included in the
model: 1995 for-profit, 1996 for-prof-
it, . . . 1999 for-profit; for example, the
indicator for 1995 for-profit was cod-
ed as “1” for observations that were
for the for-profit programs in 1995
and as “0” otherwise. The changes of
outcome variables in the for-profit
program in each postcapitation year
relative to the precapitation year were
calculated as the linear combination
of coefficients for yearly dummy
terms and these interaction terms.
Outcome variables were adjusted (in
original scale) for each year and each
financing system based on model co-
efficients, the mean values of covari-
ates, and an estimated normal correc-
tion factor. All the analyses were con-
ducted using the Stata, version 10,
software program (22).

Results
A slightly greater proportion of males,
persons aged 40–64 years, and indi-
viduals with a diagnosis of schizo-
phrenia or depression were found in
for-profit programs than in the not-
for-profit programs (Table 1).

The number of people served in
each of the five postcapitation years
was higher in for-profit programs
than in not-for-profit programs. The
average cost per user was slightly
higher in the for-profit programs than
in the not-for-profit programs in the
precapitation year, but it was lower in
the for-profit programs for the rest of
the study period. The percentage of
patients with inpatient hospitaliza-
tions was stable and slightly lower in
the not-for-profit programs than in
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the for-profit programs. The average
length of stay per inpatient service
user was also higher in not-for-profit
programs than in for-profit programs
(Table 2).

In the not-for-profit programs, af-
ter the analysis adjusted for covariates
(age, gender, and diagnosis), relative
to the precapitation year the logged
quarterly total cost for total services
decreased significantly in the first two
years after program implementation;
it then increased significantly during
the last two years (Table 3). Total cost
in the for-profit programs decreased

throughout the study period, al-
though the decreases were not signif-
icant in 1997 and 1998 and only mar-
ginally significant (p=.073) in 1999.
Total cost for inpatient services de-
creased in the first three years after
capitation in the not-for-profit pro-
grams (change was marginally signifi-
cant [p=.074] in 1995 and significant
in 1996 and 1997) and increased non-
signficantly in the last two years of
postcapitation. In for-profit pro-
grams, total cost for inpatient services
decreased throughout the study peri-
od, although the change was only

marginally significant in 1997 (p=
.078). Total cost for outpatient servic-
es in not-for-profit programs de-
creased significantly in 1995 and 1996
and increased at a marginally signifi-
cant level in 1998 (p=.077) and in-
creased significantly in 1999. In for-
profit programs, this cost decreased
significantly in all years except for
1998 (Table 3).

In the not-for-profit CMHCs, after
the analysis adjusted for covariates,
relative to the precapitation year, the
number of individuals receiving serv-
ices was marginally reduced in the
first year after capitation (p=.082)
and marginally increased in the final
two years of capitation (p=.101 and
.080) (Table 4). Increases in the num-
ber of individuals receiving inpatient
services increased significantly in
1996, 1998, and 1999. Although out-
patient services marginally decreased
in the first year postcapitation
(p=.095), they marginally increased
in the final two years (p=.077 and
.070). In for-profit programs, there
were no significant or marginally sig-
nificant changes relative to the pre-
capitation year (total, inpatient, and
outpatient services).

In the not-for-profit CMHCs, after
the analysis adjusted for covariates,
the average cost of total services per
user did not differ significantly from
the precapitation year to any of the
postcapitation years, although there
was a marginally significant increase
in cost in 1999 (p=.091) (Table 5). For
inpatient services, there was a signifi-
cant decrease in average cost per user
relative to the precapitation year in all
years but 1999, when a marginally sig-
nificant decrease was seen (p=.086).
For outpatient services, there was a
significant decrease in average cost
per user relative to the precapitation
year in 1995 and 1996. In the for-prof-
it CMHCs, significant reductions in
the average total cost per user were
found for all years but 1997, and sig-
nificant reductions in average cost per
user were found in all years for both
inpatient and outpatient services.

The magnitude of reductions was
greater in for-profit programs than in
not-for-profit programs, especially
during the last two years. For exam-
ple, estimated change of logged aver-
age cost per user in 1999 was –.295
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TTaabbllee  11

Characteristics of Medicaid beneficiaries in 1994, the precapitation year

Not for profit For profit
(N=5,169) (N=5,762)

Variable N % N %

Age
18–39 3,152 61.0 3,447 59.8
40–64 1,454 28.1 1,730 30.0
≥65 563 10.9 585 10.2

Gender
Male 1,429 27.6 1,798 31.2
Female 3,740 72.4 3,964 68.8

Diagnosis
Schizophrenia 991 19.2 1,211 21.0
Bipolar disorder 536 10.4 549 9.5
Depression or dysthymia 1,523 29.5 1,986 34.5
Other 2,119 41.0 2,016 35.0

TTaabbllee  22

Unadjusted number of persons served, average cost per user for all services, and
average length of stay per inpatient service user by year and financing systema

Average cost Received Average length of 
per user for inpatient stay per inpatient 
all services ($) services service user (days)

Number
Variable served M SD N % M SD

Not for profit
1994 5,169 2,864 6,354 440 9 14 14
1995 4,882 2,218 3,629 430 9 18 36
1996 4,536 2,328 4,058 469 10 18 32
1997 4,742 2,718 7,318 379 8 36 76
1998 5,488 3,431 5,162 483 9 35 63
1999 5,789 3,456 5,402 518 9 29 55

For profit
1994 5,762 2,977 7,375 743 13 12 12
1995 6,567 1,526 5,831 594 9 9 18
1996 6,340 1,544 5,774 634 10 9 22
1997 5,706 2,507 6,602 617 11 19 56
1998 6,421 2,167 7,663 729 11 17 35
1999 6,195 1,995 7,971 732 12 19 45

a Cost is in 1994 dollars. Capitation began in August–September 1995.



(p=.086) in not-for-profit programs
and –1.160 (p<.001) in for-profit pro-
grams. Average cost per outpatient
service user showed the same pattern
as in average cost per user. [Figures
showing the estimated average per-
user costs for total, inpatient, and
outpatient services and a table pre-
senting data on estimated changes or
logged average length of stay per in-
patient are available as an online sup-
plement at ps.psychiatryonline.org.]

Discussion
Consistent with the first prediction
and the empirical literature (15), there
was a significant reduction in total
costs for expensive services (inpatient
services) during the first three years
after capitation in the not-for-profit
programs (marginal in 1995) and in all
five years (marginal in 1997) in the for-
profit programs (Table 3). Average
cost per user for inpatient services de-
creased significantly in all postcapita-
tion years in both not-for-profit and
for-profit programs (marginal in 1999
in the not-for profit programs) (Table
5). The finding of significant decreases
in inpatient cost per user in both types
of program (although not as strong in
not-for-profit programs) is probably
attributable to the incentives resulting
from capitation to manage utilization
of inpatient care regardless of the type
of financing.

Although reductions in cost per
user for inpatient services were found
in the not-for-profit programs, de-
creases in cost per user for outpatient
services that were found in the first
two years postcapitation diminished
over time. In comparison, in the for-
profit programs significant reductions
in cost per user were found for every
year postcapitation not only for inpa-
tient services but also for outpatient
services and total services (except for
total services in 1997). These findings
are consistent with the second predic-
tion—that the for-profit programs
would be more effective at minimiz-
ing costs. The for-profit programs
maintained the cost reductions,
whereas the initial significant reduc-
tions ceased in the not-for-profit pro-
grams. These results support the
findings of our cost-utility analysis
(16) and of earlier research that used
primary data (4). The increased per-

user cost in 1998 and 1999 in the not-
for-profit programs may have reflect-
ed new expectations to provide serv-
ices in advance of renewal of the cap-
itation contracts, whereas the de-
creases in the initial years may have

reflected environmental pressures to
minimize cost per user.

Results indicate that compared with
the not-for-profit programs, the for-
profit programs served more con-
sumers during the study period, espe-
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TTaabbllee  33

Estimated changes of logged quarterly total cost in each postcapitation year 
relative to the precapitation year (1994), by financing system and service typea

Not for profit For profit

Variable Estimate SE p Estimate SE p

Total services
1995 –.231 .080 .004 –.484 .084 <.001
1996 –.205 .086 .017 –.477 .089 <.001
1997 –.087 .110 .428 –.105 .115 .362
1998 .343 .120 .004 –.169 .131 .200
1999 .458 .136 .001 –.269 .150 .073

Inpatient services
1995 –.387 .217 .074 –.778 .234 .001
1996 –.995 .210 <.001 –1.560 .247 <.001
1997 –.621 .242 .010 –.475 .270 .078
1998 .036 .234 .879 –1.109 .280 <.001
1999 .025 .238 .916 –1.056 .287 <.001

Outpatient services
1995 –.288 .078 <.001 –.461 .083 <.001
1996 –.240 .083 .004 –.404 .088 <.001
1997 –.173 .106 .103 –.260 .117 .026
1998 .206 .117 .077 –.201 .132 .127
1999 .285 .133 .032 –.342 .151 .024

a Covariates not shown include proportions of service users by age group, gender, and diagnosis.

TTaabbllee  44

Estimated changes of logged quarterly counts of individuals receiving services in
each postcapitation year relative to the precapitation year (1994), by financing
system and service typea

Not for profit For profit

Variable Estimate SE p Estimate SE p

Total services
1995 –.145 .083 .082 .115 .087 .189
1996 –.113 .089 .205 .137 .092 .136
1997 –.078 .114 .494 .033 .120 .784
1998 .204 .125 .101 .184 .136 .177
1999 .246 .140 .080 .160 .155 .302

Inpatient services
1995 .114 .135 .400 –.194 .145 .181
1996 .293 .131 .025 –.040 .154 .795
1997 .073 .151 .626 .001 .168 .997
1998 .372 .146 .011 .130 .174 .455
1999 .328 .149 .028 .117 .178 .510

Outpatient services
1995 –.140 .084 .095 .127 .090 .156
1996 –.103 .089 .249 .151 .095 .110
1997 –.059 .114 .605 .046 .125 .713
1998 .221 .125 .077 .206 .142 .146
1999 .258 .142 .070 .180 .163 .270

a Covariates not shown include proportions of service users by age group, gender, and diagnosis.



cially as outpatients, while containing
costs. For-profit programs achieved
cost reductions through reducing the
average cost per user instead of re-
stricting consumers’ access to servic-
es. The not-for-profit programs ach-
ieved some cost reductions in the first
two years after the implementation of
capitation by reducing both the num-
ber of consumers served and the aver-
age cost per user for inpatient and
outpatient services, which corrobo-
rates findings from our earlier study
that used primary data for the first two
years after capitation (4). The capita-
tion program stabilized the costs of
the Medicaid program, compared
with the double-digit inflation before
1995, and all of the programs were
able to stay within their budgets with-
out a reinsurance program for high-
cost consumers. This is good news for
proponents of managed care, and our
findings contradict those from studies
of shorter periods (5,16).

Previous research has provided
some evidence that the for-profit pro-
grams used a different strategy for
controlling costs than the not-for-
profit programs (23). The not-for-
profit programs tried to prevent hos-
pitalization by providing higher inten-
sity outpatient services, while the for-

profit programs attempted to reduce
length of hospitalization by using dis-
charge planners situated within the
hospitals. As indicated in Table 2, the
percentage of consumers hospitalized
and the length of hospital stay dif-
fered between the two program
types, attesting to the effectiveness of
the discharge planners. However, as
noted above, these differences trans-
lated into lower cost per user for in-
patient, outpatient, and total services
only for the for-profit programs, not
for the not-for-profit programs, cor-
roborating prior analyses (23).

One benefit of capitation is the
lack of necessity to bill per service;
however, a potential limitation could
be the quality of the data coming
from the shadow billing system. The
state was also concerned about this
issue and conducted audits of the
system at regular intervals. These
findings indicated that any initial
problems were corrected and data
were found to be reliable (4).

Because a unique, albeit adminis-
trative, data set from Colorado was
used, we are limited to a focus on ag-
gregated data and cost per user. In
addition, it also means that we are
limited in our ability to determine
whether not-for-profit programs

were able to provide community
benefits (for example, access to care)
because they did not have to provide
benefits to shareholders (16). Be-
cause the data set contains informa-
tion on Medicaid-eligible consu-
mers, we do not have information on
the number of non–Medicaid-eligi-
ble consumers who received services
as a result of the savings from the
capitation program. Primary out-
come data were collected during the
first two years, allowing us to study
the cost-efficiency and cost-effec-
tiveness of capitation (4,18,24).

These data are old by some stan-
dards. However, this is less of a con-
cern because 34 states, including Col-
orado, continue to use capitated fi-
nancing in their Medicaid programs
for persons with severe and persistent
mental illness. A discussion of capitat-
ed financing is also timely. Account-
able care organizations, many of
whom use capitated financing, are ex-
pected to receive incentives under
health care reform (25).

Finally, Colorado’s CMHCs are ei-
ther not-for-profit programs or, in
one case, public programs. Thus cen-
ters that developed their programs
under the aegis of a for-profit man-
aged behavioral health organization
(MBHO) formed a joint venture for
their for-profit Medicaid program.
The MBHO provided consultation,
systems, and assistance in making the
program work, but it did not provide
services. Because both the not-for-
profit and the for-profit programs de-
livered the services to consumers, we
believe the two programs to be
equivalent.

In the study presented here, the
costs of services provided by not-for-
profit programs were compared to
those of for-profit programs. Al-
though the empirical findings have
shown that for-profit programs have
lower average costs, the data do not
show the differences in the quality of
services. As discussed by Pauly (20)
and Nicholson and colleagues (21), a
comparison of the relative efficiency
of these programs should take into ac-
count the quality of the services pro-
vided. Although these administrative
data do not contain measures of qual-
ity, primary data at two years postcap-
itation indicated that there were no
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Estimated changes of logged quarterly average cost per user in each 
postcapitation year relative to the precapitation year (1994), by financing 
system and service typea

Not for profit For profit

Variable Estimate SE p Estimate SE p

Total services 
1995 –.102 .071 .154 –.595 .075 <.001
1996 –.106 .077 .170 –.617 .080 <.001
1997 –.023 .099 .817 –.137 .103 .185
1998 .130 .108 .228 –.344 .117 .003
1999 .206 .122 .091 –.423 .134 .002

Inpatient services
1995 –.500 .156 .001 –.580 .168 .001
1996 –1.282 .151 <.001 –1.514 .178 <.001
1997 –.682 .174 <.001 –.464 .194 .017
1998 –.329 .169 .051 –1.225 .201 <.001
1999 –.295 .172 .086 –1.160 .206 <.001

Outpatient services 
1995 –.167 .070 .017 –.583 .076 <.001
1996 –.155 .077 .044 –.555 .081 <.001
1997 –.130 .097 .181 –.301 .106 .005
1998 –.024 .107 .825 –.393 .119 .001
1999 .023 .121 .849 –.509 .137 <.001

a Covariates not shown include proportions of service users by age group, gender, and diagnosis.



differences between the two pro-
grams studied (18).

In for-profit programs, the cost per
user for inpatient, outpatient, and to-
tal services over the postcapitation
years was reduced (aside from total
services in 1997), whereas in the not-
for-profit programs, the cost per user
for inpatient services was reduced in
all years (marginally for 1999).One
strategy to reduce costs is to maintain
reductions in the length of stay of in-
patient visits and reduce the number
of outpatient visits while keeping the
number of individuals receiving serv-
ices the same. The number of individ-
uals receiving services in not-for-prof-
it programs did not increase except
for the last two years in which the
number of users increased at a mar-
ginally significant level. In general,
the number of individuals receiving
services in for-profit programs in-
creased over the postcapitation years.
However, the number of outpatient
visits and the lengths of stay when the
consumers were hospitalized were
significantly reduced in for-profit
programs, suggesting that consumers
discharged from the Medicaid mental
health program may have been re-
placed by new consumers. These
findings indicate that different strate-
gies were used by the not-for-profit
and for-profit programs to control ex-
penditures and utilization.

Conclusions
The most important statistic used to
assess the efficiency of managed care
performance is cost per user. It is im-
portant to note that under capitation
this appeared to drop (in for-profit
programs) or at least to stay flat (in
not-for-profit programs). However,
the drop attenuated over time in for-
profit programs, suggesting that ini-
tial cost savings may overstate long-
term effects. The decline in cost per
user for inpatient treatment was gen-
erally maintained over time in both
types of programs.

Colorado was unique in emphasiz-
ing the translation of cost savings into
increased access. This appeared to
work well for Medicaid-eligible con-
sumers and even improved over time.
Overall, the not-for-profit programs
were more consistent than for-profit
programs in increasing access in the

last two years, although the increase
was only marginally significant. By fo-
cusing on discharging consumers
from the Medicaid mental health pro-
gram, the for-profit programs were
able to translate savings into access
more consistently than the not-for-
profit programs. Because for-profit
programs held back some of their sav-
ings to pay shareholders, they seemed
to focus on reducing the cost per user
rather than on increasing the number
of users. Finally, these findings are
consistent with the economic litera-
ture comparing not-for-profit and for-
profit programs (12–17,19).
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