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Introduction by the column editor:
This month, two columns on men-
tal health reform in New Mexico
discuss the transformation of
stewardship for mental health in
the state of New Mexico and illus-
trate that these changes are mov-
ing along in a direction recom-
mended by the President’s New
Freedom Commission on Mental
Health. Psychiatric Services will
be following these innovative
plans with great interest, and we
thank the authors of these
columns for sharing their per-
spectives with us. The first col-
umn is by Cathleen E. Willging,
Ph.D., and Rafael M. Semansky,
M.P.P., who shared their perspec-
tive on problems with Medicaid
reform in New Mexico in an earli-
er column (1). Now they share les-
sons they have learned that can
inform the new reform in the
state. The second column is by
Pamela S. Hyde, J.D., a longtime
expert in mental health policy
and administration who now
serves as secretary of the Human
Services Department in the
Richardson administration in
New Mexico (2). In her column
she describes plans for transform-
ing stewardship for mental health
in the state.

These two contributions exem-
plify what we have been trying to
do in the State Mental Health Pol-
icy column for many years. They
also mark the end of my tenure as
column editor. Fred C. Osher,
M.D., an expert in state mental
health systems, will take over as
column editor as I move into the
role of Editor of Psychiatric Ser-
vices. Dr. Osher has served as an
advisor to me on many previous
columns, and I know that he will
oversee the column with skill and
creativity.

In 1997 the state of New Mexico re-
ceived a 1915 (b) Freedom of

Choice waiver to implement a fully
capitated Medicaid managed care
system for physical and mental health
services. The system is named Salud,
the Spanish word for health. The
state has been tweaking this system
ever since its creation (1,3).

Two recent state and national re-
ports highlighted the adverse impact
of fragmentation of behavioral health
services and the simultaneous need for
comprehensively planned systems to
deliver care (4,5). In response, on Sep-
tember 12, 2003, New Mexico’s Gov-
ernor, Bill Richardson, announced a
major restructuring of Salud and oth-
er state-funded behavioral health
services. All state agencies that fi-
nance mental health and substance
abuse services are to establish an “in-
terdepartmental behavioral health
purchasing collaborative” to coordi-
nate, administer, and oversee these
services. This reform will remove be-
havioral health care from Salud and

enable the purchasing collaborative
to contract with one “statewide enti-
ty” to manage public mental health
and substance abuse services, includ-
ing those financed under Medicaid.

The proposed approach is full of
promise, intended to decrease time-
consuming and duplicative adminis-
trative processes and to redirect fi-
nancial resources from bureaucracy
to services. The system’s design
process offers the opportunity to in-
crease payment rates for services by
reducing program administration
costs. The selection of a nonprofit or
public organization to manage the
system would minimize such costs,
freeing funds for provider payments.
The increased payment rates would
facilitate the rebuilding of a tattered
behavioral health care infrastructure
that is inadequate to meet the needs
of persons with serious mental disor-
ders (1,3–7). For example, one local
provider coalition documented
statewide declines in child and ado-
lescent services ranging from 20 to
65 percent under Salud (6). Another
provider association, in a survey of
its members, determined that 34
percent of licensed psychologists ac-
cepted Medicaid patients, compared
with 86 percent before Salud was
implemented (7).

In this column we review the es-
sential design issues that will deter-
mine whether this latest and more
ambitious effort will prove successful.
Numerous relevant lessons can be
drawn from the experience with
Salud. These lessons relate to the ra-
pidity with which Salud was con-
ceived and implemented, basic pro-
gram design, and system monitoring.
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These lessons must not be forgotten
when multiagency collaboration and
other matters unique to this pioneer-
ing effort are addressed.

Designing the system
Allowing time for design 
and implementation
The planning process that led to the
establishment of Salud occurred at
an accelerated pace over the course
of four months. Under the current
implementation plan, the Richard-
son administration allows only one
year (September 2003 to September
2004) to complete the bulk of the
design process and then initiate the
competitive bidding process to se-
lect the statewide entity. Therefore,
the administration should build on
existing Medicaid planning initia-
tives in New Mexico, which involve
state officials, consumers, providers,
and advocates. The four committees
undertaking these initiatives have
spent numerous months considering
how to redesign the Medicaid sys-
tem. The work of these groups
should not be abandoned in favor of
yet another planning process. Fur-
thermore, the administration must
ensure that enough time is allotted
for broad public input to be collect-
ed and integrated into the design of
the new system.

The hurried transition to Salud en-
gendered problems for providers of
physical and mental health care.
Providers experienced the transition
as chaotic and stressful. Lack of train-
ing and basic information about Salud
exacerbated the effects on providers
and staff. Providers did not receive
operational manuals until weeks after
implementation, and telephone sys-
tems that were intended to supply
providers and their patients with in-
formation about the program’s rules
were often inoperable or busy. Signif-
icant changes in workload occurred as
a result of staff turnover and fre-
quently changing policies of the man-
aged care organizations, which im-
peded the development of adequate
knowledge to cope with complicated
administrative demands (3). To avert
start-up problems, providers and staff
must receive adequate education
about their contractual relationship to
the statewide entity and system

processes, including service authori-
zation, utilization review, and pay-
ment request procedures, all of which
were problematic during the early
years of Salud (3). Such instruction is
essential before the implementation
of the new system, scheduled for July
1, 2005—a date that many providers
fear is too soon given the complex
transition issues.

Administrative services 
only versus at-risk contract
At-risk contracts work best when the
funding level can support services
and administration. Because New

Mexico has a history of funding Med-
icaid at extremely low levels (8), leav-
ing little room for administration ex-
penditures and profit, the planning
process should consider whether a
public administrative-services-only
approach is warranted. Under this ap-
proach, an organization is responsible
for processing service authorization
and payment requests and complet-
ing other administrative functions but
is not placed at risk for the cost of the

services provided. This approach
eliminates monetary incentives to
withhold services and divert capita-
tions to administration and profit be-
cause the state retains financial risk.
Alternatively, the state can continue
on the path of privatization, entrust-
ing a corporate managed care organi-
zation to tend to the treatment needs
of its most vulnerable populations.
The Richardson administration’s de-
cision to replace the multiple man-
aged care organizations that now pro-
vide behavioral health services under
Salud with one entity may reduce
costs and bureaucracy but may result
in excessive market power being held
by this same entity.

Comprehensive benefit package
Current behavioral health services for
Medicaid enrollees are clustered
around the extremes of inpatient care
and outpatient therapy. Under Salud,
expenditures for inpatient services in-
creased while expenditures for com-
munity-based services remained the
same (4). A less costly and more ef-
fective package would include in-
home services, mobile crisis services,
and psychosocial rehabilitation. New
Mexico currently receives approxi-
mately three dollars for every dollar it
spends on the Medicaid system. The
reform may enable the state to lever-
age further funds from the federal
government—funds that could be
used to develop a broad continuum of
community-based services.

Improved program evaluation
Salud initially gave scant considera-
tion to program evaluation and moni-
toring and to the development of ap-
propriate performance measures.
Quality and contract monitoring were
inadequate, because the state govern-
ment lacked technical expertise—ex-
pertise that was required to collect
and analyze data. The lack of a coher-
ent quality monitoring system for be-
havioral health services made it diffi-
cult for the state government to be
responsive to complaints from both
consumers and providers that Salud
had a negative impact on access to
and quality of care.

Mechanisms for ensuring account-
ability under the reformed system
must be clearly delineated, well-
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funded, and sustained. The Richard-
son administration should advance an
early-warning monitoring system for
behavioral health services that is
modeled after systems that have
proven to be effective in Vermont,
Pennsylvania, and the District of Co-
lumbia. The basic elements of an ear-
ly-warning system include the appli-
cation of performance measures,
availability of performance data in
real time, community stakeholder in-
volvement in the entire evaluation
process, and public dissemination of
all monitoring information. Such a
system would illuminate the experi-
ence of individuals receiving services
and facilitate the rapid identification
and rectification of service delivery
problems (9).

Attention to the safety net
Because the system reform will con-
solidate public funding for behavioral
health services, the impact on safety
net institutions—organizations that
historically have had a commitment
to providing services to persons with
low incomes—is of utmost concern.
Given that New Mexico is a poor and
rural state, with 20 percent of the
population insured through Medic-
aid, reductions in payments under
Salud caused financial hardship for
safety net institutions (3). These insti-
tutions have come to depend on a va-
riety of non-Medicaid funding
sources, entering into contractual
arrangements simultaneously with
several state agencies to remain sol-
vent. With the advent of the collabo-
rative purchasing approach, efforts
must be made to ensure that current
services can be maintained and ex-
panded and that adequate funding is
allocated to safety net institutions.

The discretion to enter into service
delivery contracts with safety net in-
stitutions should not rest with the
statewide entity only. An equitable,
open process for awarding contracts
is of paramount importance. Because
this reform will affect all financing for
public behavioral health services—
not simply Medicaid—prudence
must be exercised when this new sys-
tem is rolled out, and a vigilant eye
must be focused on safety net institu-
tions and the vulnerable populations
they serve.

Conclusions
The Richardson administration’s re-
form can constitute a positive devel-
opment for behavioral health policy
in New Mexico if the program design
is conceptualized and implemented
cautiously, with close consideration to
monitoring, especially with regard to
how vulnerable populations and safe-
ty net institutions fare. The time de-
voted to a comprehensive planning
process that builds on existing initia-
tives and is attentive to transition is-
sues will give rise to a well-designed
model that is supported by state
agencies, consumers, providers, and
advocates. It is imperative to nurture
the development of community-
based services in order to address ac-
cess problems that have been en-
countered under Salud. An adminis-
trative-services-only contract would
be more appropriate than an at-risk
approach for a rural state that has few
behavioral health providers and a his-
tory of low Medicaid funding. ♦
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