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Recent changes in health care
financing and reimbursement
have influenced the nature

and availability of care for individuals
with severe mental disorders. At a
systems level these changes are large-
ly positive— treatment is more com-

munity based, programs must dem-
onstrate cost-effectiveness, and client
satisfaction is a top priority. However,
many practitioners experience the
same changes differently. They have
found that workloads are increasing,
resources are diminishing, and a con-

Economic pressures are changing the nature and quality of services
available to individuals with chronic psychiatric disorders. Vertical inte-
gration of services has been proposed as a strategy for cost-effective
merging of resources. This report describes the integration of inpatient,
continuing day treatment, and ambulatory clinic services over an 18-
month period into a service line for patients with schizophrenia. Key
principles in implementing the integrated program included an open
admission policy, continuity of care, use of criteria for level of care that
were set by external review agencies, rapid transfers between services,
and maintenance of the integrity of the treatment plan. Steps toward in-
tegration included evaluating and securing treatment resources, estab-
lishing core treatment approaches, fostering staff development, imple-
menting outcomes assessment, and presenting the new program to
clients, family members, and the community. The integrated program
was 15 percent more productive than the combined services before in-
tegration, and inpatient length of stay dropped by 66 percent. Vertical
integration of services is cost-effective and offers the potential for sig-
nificant clinical benefits. (Psychiatric Services 50:931–935, 1999)

fusing array of external agencies in-
fluence treatment.

Recent efforts to adapt to econom-
ic pressures have involved vertical in-
tegration of services (1,2). Vertical in-
tegration, a growth strategy devel-
oped by corporations, involves ob-
taining control over “upstream” re-
sources, such as raw materials, and
“downstream” resources, such as dis-
tribution channels, in a manner that
decreases administrative costs and in-
creases efficiency (3). It has been ar-
gued that vertical integration can be
useful for large health care systems
(4,5), and preliminary research has
suggested that this strategy is effec-
tive for providing services for the se-
verely mentally ill population (6,7).

Although vertical integration em-
phasizes cost management, this strat-
egy also offers the potential for signif-
icant clinical advances. Vertical inte-
gration requires continuity of care
across services, and the greatest cost
savings are achieved when hospital
stays are diminished. Continuity of
care and community-based treatment
are primary clinical objectives, and
newer, more effective treatments in-
volving both medication and psy-
chosocial interventions increase the
chances of achieving these objectives.
Vertical integration strategies there-
fore should have appeal for both ad-
ministrators and clinicians, and pro-
gram directors would benefit by hav-
ing a core set of principles to guide
their efforts.

In this report we describe the im-
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plementation of a continuum-of-care
model at a hospital-based schizophre-
nia program over an 18-month period
from July 1997 to December 1998.
After reviewing key principles of con-
tinuity of care, we outline the steps
required to consolidate traditional in-
patient-based services into a vertical-
ly integrated program. Throughout
the review, examples describing the
evolution of our schizophrenia pro-
gram will be given, although the prin-
ciples outlined should be useful for
any clinical population.

Definition and key principles
A treatment program consists of re-
sources allocated for the care of a
clinical population, such as those with
affective disorders or a geriatric pa-
tient group. A treatment service is a
locus of care defined by its setting,
staffing pattern, or specialized treat-
ment modality. For example, an inpa-
tient service is defined by its 24-hour
nursing staff and, usually, a locked
door with continuous supervision. On
the other hand, an electroconvulsive
treatment service is defined by its
role in providing a specialized treat-
ment.

Traditionally, little distinction has
been made between programs and
services. The vertical integration ap-
proach, however, acknowledges that
specific services have focused areas of
expertise and that effective coordina-
tion of services is required to meet
the overall needs of the clinical popu-
lation. The care matrix is a conceptu-
alization of an institution’s resources
as an array of services that each sup-
port one or more programs. Adminis-
trators reorganizing systems of care
should begin by making this concep-
tualization, as it clarifies the nature of
existing resources, suggests steps for
consolidation, and identifies areas for
development.

Vertical integration refers to the
process of organizing services into
programs that offer the range of treat-
ments necessary to manage an entire
course of a chronic illness. Five key
principles underlie this approach.

Open admission policy. Vertically
integrated programs offer compre-
hensive care to an identified popula-
tion using an open-door policy, which
holds that all applicants are accepted

for treatment. If the program exists
within a larger institution such as a
hospital, a centralized evaluation ser-
vice may be necessary to triage and
assign clients to the appropriate pro-
gram. Once a client is assigned, how-
ever, no further evaluation of suitabil-
ity for treatment is made.

In many traditional programs, cli-
ents apply for and are interviewed be-
fore being accepted for care. The dif-
ficulties associated with this approach
are illustrated by the situation of
clients with schizophrenia and co-
morbid substance abuse, who are
commonly rejected by psychiatric re-
habilitation programs due to con-
cerns about their drug use and also
rejected by substance abuse pro-
grams because of active psychiatric
problems. In a vertically integrated
program these clients are automati-
cally accepted for care, and the pro-
gram staff organize resources from
multiple services to meet the client’s
needs. This integration of services
guarantees access to care and im-
proves engagement in treatment,
which are major goals for severely
mentally ill patients (8,9). 

Continuity of care. The princi-
ples of continuity of care have been
reviewed elsewhere (10,11), and
studies have suggested that this ap-
proach has significant benefits (12–
14). Continuity of care implies that
the same clinicians provide clients
with core services for the duration of
their treatment in the program. The
psychiatrist provides medical services
and supervises the overall treatment
plan. The responsibilities of non-
physician care coordinators include
case management, or securing bene-
fits and resources, delivering psy-
chosocial treatments such as psy-
chotherapy or skills training, and co-
ordinating treatments from outside
services such as psychiatric rehabilita-
tion or addiction treatment.

Care coordinators may have a vari-
ety of educational backgrounds, but
they should have postgraduate educa-
tion in a mental-health-related field.
It is critical that care coordinators
have the flexibility to work in a range
of settings, and that they are trained
in the basic skills necessary to work
with the target population.

Level of care determined by ex-

ternal criteria. A variety of external
review agencies set criteria for appro-
priateness of levels of care and reim-
burse services based on adherence to
the criteria. Providers have little in-
put in determining these criteria,
which also vary from one agency to
another. Unusually strict or sudden
enforcement of criteria can disrupt
and undermine the treatment. A ver-
tically integrated program acknowl-
edges that level-of-care decisions are
greatly influenced by external agen-
cies and allows for clients to move
rapidly from one service to another
while maintaining treatment continu-
ity. If a client continues to work with
the same core treaters regardless of
level of care, sudden disruptions in
treatment are avoided.

Seamless transfers. In the cur-
rent environment, when a client is no
longer acutely ill enough to meet re-
quirements for hospitalization, the
treatment team cannot wait for
lengthy application processes to be
completed before discharging the
client to an appropriate outpatient
service. Service boundaries must be
seamless, with a minimum of require-
ments for transfer from one service to
another. Inpatients are transferred to
outpatient services immediately on
meeting criteria for the new level of
care, with communication often con-
sisting of an initial phone contact to
pass on the most relevant clinical in-
formation. In addition, making the re-
ceiving service staff responsible for
completing the appropriate assess-
ment documentation for the new ser-
vice puts the onus on the staff to
rapidly gather the information neces-
sary for maintaining continuity. 

Treatment not dependent on
service resources. If a program has
a primary emphasis on meeting ad-
ministrative requirements of external
reviewers, the quality of care will be
poor. The final key principle of verti-
cal integration addresses the need to
protect the integrity of the treatment
plan in the context of rapid transfers
of a client from one service to anoth-
er. The continuity-of-care principle
implies that treatments judged to be
critical for individual clients must be
maintained until they are fully imple-
mented. If a client has completed
only three months of a six-month
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skills training program but no longer
meets criteria for a specific level of
care, then the client should transfer
to the next level of care but be al-
lowed to continue in the training
group as initially prescribed. Such ad-
justments require flexibility in clinical
staffing and workloads that is best
achieved in an integrated program.

Steps toward 
vertical integration
Before vertical integration, the schizo-
phrenia services at our hospital con-
sisted of a single inpatient unit. The
program did not offer outpatient ser-
vices, and it relied on comprehensive,
extended inpatient care for the man-
agement of acute psychotic exacerba-
tions. The average inpatient stay was
90 days, and there was mounting
pressure to change the focus and ori-
entation of treatment. The five steps
taken to reorganize the service are re-
viewed below.

Evaluating and 
securing resources
In the matrix organization we out-
lined, program directors work side by
side with service managers. Program
directors identify and manage the ar-
ray of treatments required by the tar-
get population, while service man-
agers are responsible for the adminis-
trative needs of specific units, such as
the inpatient, partial hospitalization,
and ambulatory units. Service man-
agers work with the program direc-
tors to preserve staffing expertise and
consistency among programs while
managing fluctuations in the types
and quantity of services available.

At our hospital, the first step was to
name a director for the schizophrenia
program. The director subsequently
identified three services that would
be required for the program— an in-
patient unit, a continuing day treat-
ment program, and an ambulatory
clinic. A program coordinator was
also named and was given responsi-
bility for interfacing with the hospi-
tal’s evaluation service, assigning new
clients, ensuring rapid transfer from
one service to another, and supervis-
ing the work of the nonphysician care
coordinators.

The integrated schizophrenia pro-
gram was designed to provide care for

a minimum of 200 clients. The new
outpatient services were opened us-
ing staff from the hospital’s existing
day treatment and ambulatory ser-
vices. Our hospital was faced with sub-
stantial resource constraints, and ver-
tical integration was an effective way
of merging and downsizing existing
services. Services that were previous-
ly independent were grouped into a
program with a single administrative
structure and revised caseload expec-
tations. Increased caseloads were not
attributed solely to cutbacks but were
justified with the belief that by shar-
ing resources and using the continu-
ity-of-care approach, clients would be
better known to program staff,
clients’ needs would be more accu-
rately identified, and administrative
activities would markedly diminish.

Establishing core 
treatment approaches
In our program it was decided that
the continuity-of-care team would in-
clude a physician and a care coordina-
tor. As new clients were admitted to
one of the three services in the pro-
gram, the staff assigned to that ser-
vice would take the case and maintain
responsibility for that client from that
point on. Caseloads became mixed,
with varying combinations of inpa-
tients and outpatients. All physicians
were required to make rounds on the
inpatient unit each morning and to
have regular weekly outpatient clinic
hours.

At the same time, we identified
four major areas in which to focus
treatment. They were psychopharma-
cologic management, case manage-
ment, psychosocial treatments aimed
at symptom stabilization and relapse
prevention, and psychiatric rehabili-
tation. Staff were educated about the
need to provide these services inde-
pendent of any locus of care.

For example, the family psychoed-
ucation and symptom management
groups took place in the continuing
day treatment unit, and rehabilitation
treatments, including vocational and
occupational training, were delivered
within the ambulatory clinic. These
treatments were open and available
to clients in other services at all times.
Rehabilitation counselors met regu-
larly with the psychiatrist–care-coor-

dinator teams to ensure integration of
the medical and rehabilitation ser-
vices, as advocated by Drake and oth-
ers (9,15). Finally, staff were in-
formed about services that could be
obtained as needed by brokering with
nonhospital agencies such as social
clubs or drop-in programs.

Fostering staff development
Efforts were made to generate staff’s
interest and motivation for the new
work and to prevent feelings of inef-
fectualness that arise when clinicians
take on new responsibilities without
proper orientation and training. A
weekly staff development seminar
provided ongoing education about
the phenomenology of schizophrenia,
the course of the illness, and treat-
ment approaches. An important ex-
ample of the usefulness of training
strategies involved two treatment
guidelines for schizophrenia pub-
lished around the time the new pro-
gram began (16,17). The guides were
presented to staff as state-of-the-art
summaries of clinical care issues, and
they were used in the ongoing super-
vision activities.

In many instances clinicians ques-
tioned the changes in job responsibil-
ities, especially those involving work-
ing simultaneously in more than one
service. Many senior clinicians pre-
ferred the milieu-based model of care
that was standard in the field, believ-
ing that the requirement of stable and
firm boundaries between services was
essential for the maintenance of a
therapeutic environment. Some did
not believe that the potential benefits
of the continuity-of-care approach
outweighed the difficulties associated
with the changes, and several chose to
leave the hospital. At the same time,
the program attracted many young
clinicians who had recently finished
formal training and were interested in
learning innovative approaches to
care.

These examples of staff concerns
highlight a critical task for administra-
tion— identification and support for
discipline-based professional identi-
ties, such as social work, nursing, clin-
ical psychology, and occupational
therapy, in the context of fluid job re-
sponsibilities. A vertically integrated
program requires flexibility to meet
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the changing demands of the health
care landscape, yet clinicians are
trained in formal disciplines that pro-
vide the basis for professional identi-
ties. Undermining these professional
identities will cause significant mo-
rale problems and will inhibit efforts
to implement change. Program direc-
tors must be careful to identify and
support focused areas of expertise as-
sociated with specific disciplines and
must supplement the basic job duties
of care coordinators, which are
shared across disciplines, with assign-
ments meant to capitalize on and fos-
ter each clinician’s specific training
and skills.

Implementing outcomes assessment
Outcomes assessment activities in-
clude ongoing efforts to systematical-
ly collect data on the treatment pro-
cess. These data serve three potential
needs. First, they can be used to
guide treatment planning for individ-
ual clients. Second, outcomes data
are required for performance im-
provement activities. Third, out-
comes data can help answer research
questions about the overall effective-
ness of programs. Vertical integration
is just beginning in the mental health
field, and outcomes assessment activ-
ities will help identify the benefits
and problems associated with the
changes.

Specific outcomes assessment mod-
ules have been developed and tested
(18,19), although programs may
choose to develop their own assess-
ment packages following general
guidelines (20,21). During the initial
phase of integrating our services, de-
mographic and length-of-stay data
were gathered for all new clients. Six
months after the integration of inpa-
tient and day treatment services, an
analysis indicated that the average
inpatient stay of clients discharged to
the new day treatment service was
20 percent lower than that of clients
discharged to other programs. This
magnitude of difference was not ex-
pected by the staff or administration
and was a powerful reinforcer for
both the new clinical program and
for the belief that outcomes assess-
ment activities were necessary and
helpful. With the growth and evolu-
tion of our integrated program, out-

comes assessment has expanded to
meet all three of the objectives that
were noted above.

Presenting the new 
program to clients
It is important to regularly review de-
velopments and changes with the
client population. Implementing a con-
tinuity-of-care approach is a gradual
process, but periods of significant
change in policy and procedures will
occur. Like the clinical staff, clients
and their families are most likely to be
upset when they are uninformed of
changes or the rationale for changes.

In our program, the senior program
administrators periodically attended

multifamily psychoeducation semi-
nars to update families and address
concerns. Also, open houses were
scheduled to present the new pro-
gram to other community treatment
agencies and prospective clients.

Throughout the early evolution of
our new program, clients and family
members were very enthusiastic.
Many were thrilled with the prospect
of working with one physician and
one care coordinator over an entire
course of treatment, which often be-
gan with an acute relapse. They also
expressed great interest in keeping
hospitalizations as brief as possible.

Over time, however, tensions
emerged. Families of clients with the

most severe and refractory symptoms
expressed concerns about limited in-
patient stays, and it was necessary to
ensure appropriate outpatient re-
sources for these clients. The willing-
ness of program administrators to be
available for consultation to both the
clinical team and to clients and fami-
lies was critical for the ongoing suc-
cess of the vertical integration.

Experience with the program
Consolidation of services is occurring
at all levels of the health care delivery
system, and vertical integration has
been proposed as an ideal strategy for
merging and expanding clinical re-
sources. Our experience has been
positive, but there are drawbacks.

Inpatient and outpatient treat-
ments involve many distinct tasks,
and asking clinicians to have responsi-
bilities in both settings increases the
number of specific abilities required
to be effective. The so-called “hospi-
talist,” who is an expert in acute med-
ical stabilization, will need to incorpo-
rate a broader and more flexible ap-
proach appropriate for extended
community treatment. The psychia-
trist will struggle with other inherent
tensions between inpatient and out-
patient perspectives. Inpatient nurs-
ing staff will often press for clients’
early discharge, while care coordina-
tors may appear more caring and
compassionate because they advocate
for increased time in the hospital to
address complicated issues. Clini-
cians working in both settings can be
caught in the middle of such splitting
processes, further increasing ten-
sions.

Another major question involves
caseloads for clinicians. Our current
target caseloads for physicians are 16
patients for inpatient care, 80 for con-
tinuing day treatment, and 150 for
the ambulatory clinic. The corre-
sponding figures for the nonphysician
care coordinators are eight, 20, and
60. These caseload numbers were ar-
rived at after consultation with similar
programs and after trial-and-error
clinical experience. The outpatient
caseloads are high, and concerns have
arisen that many patients are receiv-
ing only a minimal form of case man-
agement, losing opportunities for
true rehabilitation.

Vertical 

integration is 

just beginning in 

the mental health field, 

and outcomes assessment

activities will help identify

the benefits and problems

associated with the

changes.
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Nonetheless, our experience sug-
gests that vertical integration strate-
gies can both increase efficiency and
improve quality of care. After making
changes, our schizophrenia service
line is thriving. Inpatient stays aver-
aged under 30 days in 1998; this fig-
ure is still high relative to national
standards, but it represents a 66 per-
cent reduction compared with aver-
age inpatient stays before vertical in-
tegration. In addition, outpatient vis-
its increased by more than 15 percent
over the one-year period.

Clients and their families clearly fa-
vor the continuity of care achieved by
working with the same core treat-
ment team indefinitely. To date, we
have only anecdotal reports of better
care and outcome, and a future goal is
to use our outcomes assessment pro-
gram to empirically establish the ar-
eas in which quality of care has im-
proved (or declined). It is clear, how-
ever, that vertical integration of ser-
vices can be accomplished in a setting
of economic cutbacks and diminished
resources. The key principles and
steps reviewed above can guide ef-
forts to integrate services, not only
with an eye toward cost savings, but
with the aim of improving the quality
of services available to individuals
with chronic psychotic disorders. ♦
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Journal Seeks Short Items 
About Novel Programs

Psychiatric Services invites short contributions for Inno-
vations, a new column to feature programs or activities
that are novel or creative approaches to mental health
problems. Submissions should be between 350 and 750
words. The name and address of a contact person who can
provide further information for readers must be listed.

A maximum of three authors, including the contact
person, can be listed. References, tables, and figures are
not used. Any statements about program effectiveness
must be accompanied by supporting data within the text.

Material to be considered for Innovations should be
sent to the column editor, Francine Cournos, M.D., at
the New York State Psychiatric Institute, 1051 Riverside
Drive, Unit 112, New York, New York 10032. Dr. Cour-
nos is director of the institute’s Washington Heights
Community Service.
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