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contracting with private organizations for health services formerly
supplied by public agencies. This trend toward privatization has
sparked a vigorous debate over the relative merits of public and private
organizations, particularly regarding their ability to setve society effi-
ciently and equitably (Dorwart and Epstein 1993; Arrington and Had-
dock 1990; Paulson 1988; Keepers and Dunn 1988; Hertzlinger and
Krasker 1987; Schlesinger and Dorwart 1984). How public or private
ownership of community mental health facilities affects the delivery of
outpatient care is an especially urgent question today because virtually
all proposals for reforming our health care system rely on greater use of
ambulatory treatment for mental disorders. The increasing popularity of
encouraging competition among providers—for example, the managed
competition approach favored by many federal policy makers — raises im-
portant questions about how public and nonprofit agencies respond to
competitive pressures. Will this trend weaken private agencies’ resolve to
setve the public good? Are public providers immune to market forces?
Proponents of privatization often argue that private providers are
more efficient and can serve more people than public agencies can because
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they are better at generating revenue from both governmental and pri-
vate sources. Opponents of contracting with privately owned facilities
charge that private organizations are more concerned with their own
financial health than with the public interest, leading them to restrict
access for potential clients who cannot afford their services. In fact, both
sides lack the empirical data to substantiate their contentions, particu-
larly when the debate concerns provider behavior in community mental
health care, an area that, compared with inpatient treatment, has seen
relatively few studies.

To learn more about this complex issue, we analyzed data from a na-
tional survey of more than 450 community mental health agencies. We
developed a model for comparing management and treatment practices
in public and private mental health agencies, taking into account ex-
ternal forces like financing and competition that might influence the
behavior of agencies. We paid special attention to how ownership and
competition from private practitioners affect practices related to maxi-
mizing private revenues, improving efficiency, and serving the commu-
nity. Finally, we examined the implications of these comparisons for
public authorities who are considering contracting with private agencies.

Economic and Political Influences on
Mental Health Agencies

Proponents and opponents of privatization speak as if the behavior of
public and private organizations is fixed. Agency behavior, however, is
closely tied to financial (Gronfein 1985) and political forces (Rumer
1978)—both of which have made their mark on mental health agencies.

Financing of nonprofit mental health agencies has changed radically
since the 1950s. Originally a small group almost totally dependent on
charitable donations and client fees, the ranks of mental health agencies
grew rapidly after direct federal grants became available through the
Community Mental Health Acts of 1963 and 1965. Private insurance
then contributed a trivial proportion of total revenue in most agencies,
and nonprofit providers resembled public ones: their budgets were
funded directly through grants; responsibilities for the types of services
they offered and the populations they setved were defined broadly; and
productivity demands were relatively low. Federal reasons for favoring
nonprofit over public mental health centers seem to have had more to
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do with avoiding state legislatures and bureaucracies than with any per-
ceived differences in how they operated (Foley and Sharfstein 1983). Be-
cause the federal grants were given as “seed money,” decreasing by a
specified amount each year, many agencies began looking to private
sources for funding, which led to more apparent distinctions between
nonprofit and public providers.

Program consolidation and reductions in federal funding during the
Reagan administration added more distance between public and non-
profit agencies. A number of nonprofits responded to the changes by in-
creasing their contracts with states or counties, but, instead of awarding
grants to the agencies, many localities chose to buy treatment on a fee-
for-service basis similar to the way private health insurers purchased care.
As states expanded their use of fee-based Medicaid funds for mental
health services in the 1980s, the tie between agency productivity and
funding was further strengthened. Nonprofit agencies looked more and
more like profit-maximizing firms as they came to depend on clients for
a significant proportion of their revenues. Public agencies still received
most of their revenues directly from the government rather than through
clients.

Somewhat different forces impinged on public agencies. In the late
1970s, heightened concern over state and county spending, tax revolts,
and the resulting budget cuts began pressuring public agencies to be-
come more efficient and, in some cases, to seek alternative sources of
revenue. Over the next decade, public agencies, too, began to rely' more
heavily on Medicaid and on other fee-based payments. In many loca-
tions, stereotypes of public agencies as rigid and inefficient had become
inaccurate by the late 1980s.

At the same time that economic forces were pushing both public and
nonprofit agencies to behave more like profit-maximizing firms, politi-
cal forces were applying countervailing pressure on them to be more
responsive to people with severe mental illnesses, to maintain a compre-
hensive atray of setvices, and to provide free or below-cost care. This
pressure took the form of threats from the Department of Health and
Human Setvices, which demanded repayment from agencies that had re-
ceived federal Community Mental Health Center (CMHC) grants and
were out of compliance with federal requirements (U.S. Department of
Health and Human Services 1991). Advocacy groups like the National
Alliance for the Mentally Ill also held mental health centers to high stan-
dards of public service and criticized them when they failed to meet ex-
pectations (Torrey 1988).
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Changes in the political and economic environment have been critical
in shaping the behavior of public and nonprofit agencies, but it is not
clear whether these changes have sharpened or blurred distinctions be-
tween the two organizational forms. To add further complications, state
policies toward nonprofit agencies have evolved differently over time.
Some states have maintained a high degree of control over day-to-day
operations, treating nonprofits almost like extensions of government.
Others have preferred to maintain more distant relations with nonprofit
and proprietaty organizations.

Should a Community Mental Health
Agency Be Run like a Business?

A great deal of the hope for improved performance through privatiza-
tion —as well as fear for the policy’s failure —is based on the assumption
that private organizations operate more like profit-maximizing busi-
nesses than do their public counterparts. This premise is debatable in
community mental health because over 95 percent of all private agencies
are nonprofit and therefore are prohibited from distributing excess rev-
enues to shareholders. Even if private nonprofits were more market ori-
ented than public agencies, however, opinions are divided about the
desirability of operating a mental health center like a business. Some
policy makers and administrators believe clients will benefit from agen-
cies that are run more efficiently (Brotman 1992; Roundy, Kasner, and
Kasner 1988; Edwards and Mitchell 1987); others fear clients will be de-
nied treatment or will be served poorly (Kane 1989; Levine et al. 1989;
Woy, Wasserman, and Weiner-Pomerantz 1981); still others urge ad-
ministrators to find some balance between private and public orienta-
tions (Zelman et al. 1985; Pardes and Stockdill 1984).

Mental health clients, advocates, and policy makers usually value ac-
cess to treatment and continuity of care. Not only do these factors im-
prove the lives of people with mental disorders, but they also represent
core values that shaped the community mental health movement. The
Community Mental Health Acts, which helped initiate about one-third
of the more than 2,200 community mental health agencies now in exis-
tence, sought to make comprehensive mental health services available to
all who needed them without regard to their financial means (Foley and
Sharfstein 1983). In addition to serving those who could not otherwise
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have purchased treatment, community mental health centers were to co-
ordinate and integrate treatment services for people who had previously
been housed for long periods in state mental hospitals. In many cases,
this required centers to work closely with hospitals or with other pro-
viders to ensure continuity of cate when patients were released to the
community after brief hospital stays (Dorwart and Hoover 1994). Even
though direct federal funding of community mental health centers
ended in 1981, these original goals have continued to be the standard
against which all community mental health agencies, even those not ini-
tiated with federal funds, are measured. Over the years, at least three
studies have concerned themselves with the degree to which mental
health centers fulfilled these and other publicly valued duties (Woy,
Wasserman, and Weiner-Pomerantz 1981; Naierman, Haskins, and Rob-
inson 1978; U.S. General Accounting Office 1979).

It is not clear how the incentives of health care markets affect agen-
cies’ fulfillment of these public expectations. Even though nonprofit or-
ganizations are subject to nondistribution constraints, which reduce the
possibility of personal gain from excess revenues, they are still suscepti-
ble to a variety of market influences. Salamon (1993) described vulnera-
bility to such factors, coupled with recent increases in the number of
nonprofit and for-profit providers of human services, as “'the marketiza-
tion of welfare.” Because their survival is closely tied to their economic
performance, private agencies may be more likely than public organiza-
tions to emphasize efficiency in operations and to maximize fees col-
lected from insurers, clients, and other private sources of revenue.
Efficiencies like these may help stretch scarce public dollars, but the
forces that lead to greater efficiency may also weaken agencies’ commit-
ment to publicly valued goals of ready access to needed care. The more
strongly economic incentives in the private market influence nonprofits
(e.g., the need to emphasize billable services, to maximize private rev-
enues, to reduce administrative costs, and to monitor free care), the less
committed they may be to providing treatment that is accessible to all or
to working collaboratively with other providers for the good of clients.
One area that is often cited, but about which we know very little, is the
existence, in some agencies, of separate facilities or services for publicly
funded clients and for those with private health insurance. Separating
clients on the basis of income reinforces a two-tier system of care and
could outweigh any benefits that might otherwise accrue from contract-
ing with private agencies.
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To address these concerns, we must know more about the comparative
performance of public and private agencies. For example, we need to
know about differences in efficiency that are related to ownership. It is
also important to learn how the two groups respond to external pres-
sures, how these forces affect agencies’ treatment of financially disadvan-
taged clients, and whether these pressures influence their willingness to
coordinate services with other providers. To help answer these questions,
we asked agency administrators to tell us about their use of various man-
agement practices, and we combined their responses with information
on characteristics of their agencies and service areas. We were particularly
interested in practices that might be related to efficiency or orientation
toward public service.

Management Practices and Public Values

Direct measures of efficiency and commitment to public service are dif-
ficult to obtain for a number of reasons. It is difficult to evaluate effi-
ciency thoroughly without controlling for the quality of services offered
and the type of service needed based on client characteristics (Weisbrod
1988). Controlling for the quality of mental health treatment is not
casy. There is little consensus about what constitutes quality in mental
health services or what services are most appropriate for which types of
clients. In the absence of direct quality measures, we looked at some
management and clinical practices that might indicate how agencies dif-
fer in efficiency, in their ability to maximize private revenues, and in
their commitment to publicly valued goals.

We examined practices such as cutting administrative costs of using
financial incentives to increase employee productivity that might im-
prove efficiency. As indicators of public service orientation, we chose the
amount of care given at rates below cost; acceptance of referrals from
public hospitals, social service agencies, schools, and courts; and will-
ingness to work with other providers in serving clients. We measured
revenue-maximizing behavior by asking whether agencies had increased
their emphasis on billable (to private or public payers) services or on ef-
forts to reduce unpaid fees or missed appointments. Using these prac-
tices could conflict with commitment to serve all who need treatment.
For example, Woy, Wasserman, and Weiner-Pomerantz (1981) specu-
lated that emphasis on private revenues may have led community mental
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health centers to neglect or stray from their original mission of providing
comprehensive, integrated services to all members of the community re-
gardless of their ability to pay. Even those agencies emphasizing services
that are reimbursable through public sources may restrict or deny treat-
ment for people who are ineligible for categorical assistance. If this is
true, then agencies that stress the maximizing of revenues should give
less free care and be less inclined to coordinate treatment with other
providers.

External Forces and Agency Characteristics

The history of nonprofit agencies suggests that the tendency to behave
more like a for-profit business is not solely a feature of ownership status.
Arguments for privatization typically rely on market discipline imposed
by competition to achieve desirable results (Donahue 1989). Critics of
privatization see pressures to abandon traditional goals of community
service as the inevitable result of increasing competition from private
practitioners and for-profit corporations, and of decreasing public fund-
ing for mental health care (Goplerud, Walfish, and Broskowski 1985;
Zelman et al. 1985; Jerrell and Larsen 1985). However, there is little
evidence of competitiveness in bidding for mental health contracts
(Schlesinger, Dorwart, and Pulice 1986). Although other forms of com-
petition seem to influence mental health agencies, it is not clear that the
results always serve the public good. For example, Clatk and Dorwart
(1992) found that competition from other providers reduced the amount
of subsidized care given by community mental health centers.

In addition to ownership and competition, a variety of other factors
may affect management practices. For example, states differ in the ex-
tent to which they regulate and rely on nonprofits. In states like Ohio
and California, counties use their taxing authority to fund mental health
treatment and, consequently, play a more direct role in policy making
than in other areas where most funding comes from the state. Local eco-
nomic pressures such as unemployment, poverty, and high percentages
of people without health insurance in an agency’s market area could af-
fect both management practices and the demand for treatment (Holzer
et al 1988; Seawright, Handal, and McCauliffe 1989). Agencies that
were initiated with federal funds may, because of statutory require-
ments, be more publicly oriented than others that opened without fed-
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eral aid. Agencies that provide a wide range of services— outpatient,
day, residential, and emergency setvices—may, because outpatient set-
vices are only a small portion of their total budget, be less aggressive in
managing these services than are other agencies whose outpatient treat-
ment constitutes a larger portion of their revenue. Finally, an agency’s
size may affect its ability to bid on private contracts with managed care
organizations, to subsidize free care, or to mount a direct fund-raising
effort (Jerrell and Jerrell 1987).

Understanding differences in the ways public and private mental
health agencies conduct themselves requires some knowledge of how or-
ganizational and service area characteristics contribute to their behavior.
To assess the importance of these public/private differences for mental
health clients, we need to know how observed differences in conduct af-
fect important institutional outcomes such as acceptance of public refer-
rals, willingness to work with other agencies, and provision of subsidized
care.

Methods

We examined the organizational characteristics, service area environ-
ment, and administrative practices of 452 community mental health
agencies to determine how public and private agencies differed. The
data used in this analysis are from a national survey conducted jointly by
the Center for Social Policy, John F Kennedy School of Government,
Harvard University, and the National Council of Community Mental
Health Centers (NCCMHC) in 1989.

Sample

A total of 633 (59 percent) out of 1,070 multiservice mental health
agencies and outpatient clinics returned questionnaires. Agencies from
all 50 states responded. Of these agencies, 452 gave complete data on
management practices, 426 reported on subsidized care. Private non-
profit agencies comprised the majority (68 percent) of respondents, an
additional 28 percent were publicly owned, and 4 percent were for-profit
organizations. These percentages compare favorably with those obtained
by the National Institute of Mental Health's Inventory of Mental Health
Organizations (National Institute of Mental Health 1990). Further anal-
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ysis of respondents revealed small biases in favor of NCCMHC members,
CMHC:s initiated with federal funds, and agencies located outside the
Northeast. To correct for the nonrandom response pattern, we computed
a hazard rate based on differences between respondents and the sam-
pling frame (Clark and Dorwart 1992; Berk 1983). This rate was in-
cluded in our analyses as an independent variable to correct for sample
bias.

Defining Market Areas

There are varying ways to define health care market areas: geopolitical
boundaries, distance between competitors, and patient origin (Garnick
etal. 1987). Because we lacked data on individual client origin, we asked
agency administrators to name each county from which their organiza-
tion drew 10 percent or more of its clientele; we used those counties to
construct market areas for each agency. The smallest possible market area
was one county. This method could have led us to overestimate market
size in some cases; however, because 75 percent of the agencies respond-
ing to the survey told us they defined their service area as a county or
group of counties, we concluded that it was accurate for most agencies.
We eliminated from the analysis ten mental health centers located in
Alaska, where county divisions are not relevant. Using counties as our
smallest geographic unit allowed us to match data supplied by agencies
in the remaining 49 states with information on sociodemographic and
economic demand characteristics from the Commerce Department’s
Area Resource File (U.S. Department of Commerce 1988), the Inventory
of Mental Health Organizations (National Institute of Mental Health
1990), and other geographically based data sources.

Analysis

Using #-tests corrected for multiple comparisons, we first compared public
and private (nonprofit and for-profit) agencies on the following vari-
ables: the number of full-time equivalent outpatient staff, total out-
patient visits in the previous fiscal year, number of subsidized visits
provided (those for which clients paid less than the cost of treatment),
the percentage of all outpatient visits that were subsidized, total out-
patient revenues, outpatient revenues from fees paid directly by clients
(not by their insurers), and outpatient revenues from private health in-
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surance. For the outpatient visit variables, agencies were asked to report
all outpatient mental health and substance abuse visits but to exclude
services provided by case managers. Next, we compared the number of
agencies of each ownership type that reported increased use of a variety
of management practices during the previous year. These included use of
financial incentives to encourage employee productivity, increased ef-
forts to collect fees from clients, emphasis on billable services, and re-
ductions in administrative costs. We also compared agencies according to
whether they did any of the following: charged fees for missed appoint-
ments (a common practice among private practitioners), required pre-
payment from clients for some services, served clients who were also in
treatment elsewhere, or operated separate facilities or waiting rooms for
insured and uninsured clients.

To determine whether differences in the amount of subsidized care
provided were masked by other characteristics of the agencies or of the
areas they served, we constructed a logistic regression model that in-
cluded the following variables: the natural log of per capita income in
each agency’s service area; the percentage of the population living in ur-
ban areas; whether the agency was initiated with federal funds under the
Community Mental Health Act; whether the agency offered multiple
services (outpatient, day, residential, and emergency services); owner-
ship status; agency size (the number of full-time outpatient staff); and
administrators’ ratings of the amount of competition they faced from
private practitioners for insured clients (0 = none or to some extent, 1 =
a great deal). We chose competition from private practitioners because it
was the type of competition reported most frequently by mental health
centers. Finally, to determine the specific effects of competition on pub-
lic agencies, we created a binary variable for public agencies facing high
competition.

Using this model in a logit analysis, we predicted the likelihood that
an agency would use the practices described above and that an agency
would receive more than 5 percent of its referrals from any of the follow-
ing sources: self (client), social service agencies and courts, private hospi-
tals, public hospitals, private practitioners, managed care organizations,
and employers.

We used a similar ordinary least-squares regression model to predict
the number of subsidized visits each agency supplied. To test the idea
that use of revenue maximization strategies, rather than ownership it-
self, reflects an agency’s willingness to serve low-income clients, we
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added to the regression model variables indicating whether an agency
used various revenue-maximizing practices. Agency size was removed
from the model to satisfy assumptions of statistical independence.

Results

On basic measures of size and performance, shown in table 1, public and
private agencies differed significantly in the amount of private revenues
collected and in the percentage of subsidized outpatient care provided.
Private agencies earned significantly more money from clients and pri-
vate insurance companies than did public agencies. A higher percentage
of the care provided by public agencies was given at rates below the ac-
tual cost of the care, but the total amount of subsidized care (percentage
times total visits) was not significantly different. In the multiple regres-
sion model (adjusted R? = .126, F = 7.881, df = 9,422), public agen-

TABLE 1
Public/Private Comparisons: Agency Characteristics and Performance

Public Private
7 =124 n =328

Variable (SD) (SD)

Outpatient full-time employees 37 27
(58) (32)

Percent of all care given at rates below cost® 84 76
(28) (21)

Below cost visits (in thousands) 19 19
(22) (44)

Outpatient visits (in thousands) 31 25
(132) (47)

Outpatient revenue (in thousands) 936 982
(1,856) (1,543)

Outpatient client fees collected (in thousands)® 93 135
(123) (239)

Outpatient insurance revenue (in thousands)® 152 244
(297) (619)

3 Means are statistically different using #-tests for unequal variance, p < .05.
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cies in general showed a nonsignificant (p < .21) tendency to provide
more subsidized care than private agencies. This did not apply, however,
to public agencies facing high levels of competition; these actually
tended (again, nonsignificantly) to provide less free care than other
agencies. Multiservice agencies, those that had been started with federal
funds, and agencies located in an urban environment or that served low-
income areas provided significantly larger amounts of subsidized care
(p < .02).

The simple bivariate comparison of agency practices shown in table 2
indicates some additional differences. Private providers were signifi-
cantly more likely than public agencies to have reduced administrative
costs and to have used financial incentives to increase employee produc-
tivity in the year prior to the survey. Techniques for maximizing rev-
enues also seemed to be used more often by private agencies. During the
prior year, they were more likely to have amplified their emphasis on
billable services and to have increased efforts to collect fees from payers.
Private agencies were also more likely to charge fees for missed appoint-
ments, to require clients to pay in advance for some services, and to use
a collection agency for past-due fees.

The public/private differences found in the bivariate comparison re-
mained statistically significant for all practices except increased emphasis

TABLE 2
Public/Private Comparisons: Management Practices

Public Private

Management practice (%) (%)
Financial incentives to employees®® 9 29
Increased efforts to collect fees®® 74 82
Increased emphasis on billable services™® 64 77
Reduced administrative costs™® 22 34
Charges a fee for missed appointments® 30 45
Requires clients to pay for some services in advance® 7 17
Uses a collection agency for past due fees® 35 46
Serves clients who are also in treatment elsewhere 40 41
Separate facilities or waiting rooms for insured clients 3 5

* Increased in past year. .
b Difference statistically significant, x°, p < .05.
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on fee collection when agency size, federal initiation status, array of ser-
vices offered, service area variables, competition from private practition-
ers for insured clients, and the variable for public agencies reporting
high competition were taken into account in the logit model. High lev-
els of competition from private practitioners were associated with higher
probabilities of using financial incentives, of emphasizing fee collection,
of using a collection agency for past due accounts, and of having sepa-
rate facilities for insured and uninsured clients. Public agencies reporting
high competition from private practitioners were significantly different
from other agencies in two areas: they were more likely to use financial
incentives for employees and they were more likely to charge fees for
missed appointments. Although these agencies were not statistically dif-
ferent from all others on the remaining practices, it is interesting to note
that, for five of the eight practices studied, the signs of the coefficient
for public agencies that reported higher levels of competition from pri-
vate practitioners were different from those of public agencies in general.
Full results of these analyses are shown in table 3.

To examine how using management practices associated with revenue
maximization affects an agency’s willingness to serve clients who cannot
pay for services, we added to the regression model we used earlier vari-
ables indicating whether an agency engaged in each of the practices de-
scribed above. The model (adjusted R? = .121, F = 4.94, df = 15, 431,
» < .0001) failed to show a statistically significant relation between the
use of any single practice and the amount of subsidized care given by an
agency.

Although no single practice was associated with less subsidized care,
we wondered if the combination of several revenue maximization prac-
tices might be sufficient to affect the number of reduced price visits. To
test this hypothesis, we substituted a variable indicating the number of
revenue-maximizing practices each agency employed for the separate
variables used above. Again, the model (adjusted R* = .126, F = 7.81,
df =9, 422, p < .0001) failed to show a significant relation between the
use of more practices-and the number of subsidized visits (& = —.06,
t=—0.995, p < .32).

There were no differences in other indicators of public orientation
such as acceptance of referrals from public hospitals or social service
agencies, although there was a nonsignificant tendency among private
agencies (p < .06) for more referrals from managed care organizations
(health maintenance or preferred provider groups).
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Employing the same logistic regression models used to predict man-
agement practices, we determined the likelihood that a provider would
derive more than 5 percent of its referrals from any of these sources.
Only the equation for public hospital referrals had sufficient predictive
power to meet acceptable standards on goodness-of-fit measures (x2
for —2 log likelihood = 27.26, 4f = 9, p < .002). Although there were
no ownership differences in the likelihood of public hospital referrals,
urban agencies were more likely than others to have such referrals (p <
.005).

Discussion

Our analysis shows clear differences between public and private mental
health agencies in their sources of revenue and in the extent to which they
use management practices that are associated with profit-maximizing
firms. However, on performance measures related to public access—such
as the amount of subsidized care provided, willingness to treat clients
being served elsewhere, or acceptance of referrals from public hospitals
and social service agencies— there was no conclusive evidence of differ-
ences. Public agencies did not appear to be any more accessible than
nonprofits.

The greater dependence of private agencies on client fees and insur-
ance illustrates differences in financing. These variances may explain the
fact that, whereas a significantly greater percentage of the total outpa-
tient care in public agencies is provided to clients at subsidized rates, the
two groups do not provide significantly different numbers of subsidized
visits. Because public agencies derive a larger percentage of their total
revenues from government sources, a higher proportion of the care they
provide is directly subsidized with state, county, and/or Medicaid funds.
Private agencies appear to depend on a more varied mix of public and
private revenue and, thus, must use private as well as public revenues to
subsidize free care. The ability to subsidize care with private funds re-
quires that agencies first serve people who have health insurance or who
can pay full price; only then are excess revenues available to subsidize
treatment for those with fewer resources. Paradoxically, private agencies
that serve more insured clients may also be able to serve more low-
income and uninsured clients. If rates are at least sufficient to cover fixed
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costs, these agencies may also have greater incentives to make sure eligi-
ble clients are enrolled in Medicaid or Medicare.

Although differences in the percentage of subsidized care probably
reflect variations in financing mechanisms rather than a different orien-
tation toward public service, the nonsignificant trend for morte sub-
sidized visits in public facilities suggests that dependence on private
revenue to cross-subsidize care may not be a reliable strategy. Depending
on cross-subsidies to finance indigent care makes access dependent on
agencies’ ability to bill for a significant amount of services at rates above
cost. Increasing competitive pressure is likely to decrease profit margins,
forcing agencies to reduce the amount of subsidized care they give.

Both bivariate comparisons and the multiple variable logit analyses
indicate that ownership is related to most, but not all, management
strategies. The standardized coefficients in table 3 show that ownership
exerts a comparatively stronger influence than other agency or service
area characteristics on the following practices: using financial incentives
to improve productivity, emphasizing billable services, reducing admin-
istrative costs, charging fees for missed appointments, and requiring pre-
payment for some services. On the other hand, agencies located in cities
were associated with a lower emphasis on collecting fees and were less
likely to charge a fee for missed appointments.

Agencies offering a wide range of services, rather than being less en-
trepreneurial as we had hypothesized, were actually more likely to use
employee financial incentives and separate facilities for insured clients.
They were also associated with a nonsignificant tendency (p < .06) to
empbhasize fee collection and to charge fees for missed appointments. In-
terestingly, they also provided more subsidized visits than did their
counterparts. Possibly, the larger amounts of outpatient care were simply
a function of agency size, but they might also reflect a greater reliance
on case management. Although agencies were asked to exclude case
management from reported outpatient visits, case managers are likely to
encourage increased use of outpatient services as substitutes for hospital-
ization. Unfortunately, we were not able to control for the presence or
the intensity of case management.

Size, as measured by the number of full-time equivalent outpatient
staff, did not affect significantly the use of any management practices we
measured. Surprisingly, federally initiated agencies were more likely to
have increased their emphasis on billable services during the past year
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and were more likely to use a collection agency for past due accounts
than were agencies not started with federal funds. These agencies also
showed a nonsignificant (p = .07) tendency to have reduced administra-
tive costs during the preceding year. This suggests that rather than serv-
ing as an indicator of public service orientation, federal initiate status
may indicate that an agency is a “market survivor” with more expetience
or skill than others in maximizing private revenues and in controlling
spending. Because federal funding to CMHCs was limited to roughly
seven to ten years, those centers were explicitly encouraged to be self-
supporting. More adaptable agencies are likely to have prospered in the
selection process.

Although ownership status was a primary factor in predicting use of
most management practices, market forces also played an important
role. In all agencies, high levels of competition from private practitioners
were associated with more aggressive fee collection strategies, including
use of separate facilities for insured and uninsured clients. Contrary to
some views, public agencies were far from immune to these influences.
Public agencies were even more likely than others to use employee finan-
cial incentives and to charge fees for missed appointments when they
faced high levels of competition from private practitioners. Because it
would be illegal to charge clients enrolled in Medicaid fees for missed
appointments, this finding suggests that these public agencies placed
greater emphasis on private revenues than did their counterparts in less
competitive areas.

Analysis of referral patterns offers no support to the contention that
private agencies are less likely than publics to accept referrals from public
hospitals or social service agencies. In the multivariable logit model for
public hospital referrals, only location in an urban area was related to a
greater number of referrals. The two ownership groups also appeared
equally willing to work cooperatively with other agencies, as indicated by
their acceptance of clients who are receiving services elsewhere (table 2).

Including management practices in the model used to predict the
number of subsidized visits provided a test of the idea that, rather than
ownership per se, use of certain individual business practices or a combi-
nation of such behaviors is associated with an agency’s willingness or
ability to subsidize care. The results of this model did not reveal any sig-
nificant connections between management practices and the amount of
subsidized care provided by an agency. These findings support neither
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the argument that aggressive revenue practices improve an agency’s abil-
ity to serve the community nor the contention that they detract from it,
and they call into question simplistic notions that more businesslike be-
havior is either good or bad.

The widespread use of more aggressive management techniques by
private agencies, coupled with the lack of evidence for ownership differ-
ences in public orientation, suggests that the political forces we de-
scribed earlier may have had a countervailing influence on economic
incentives. Without pressure from government and from advocacy
groups to continue subsidizing care and to setve a broad range of constit-
uencies, agencies may have jettisoned these goals in order to weather
cuts in direct public funding. Their responsiveness to such political pres-
sures may set nonprofits apart from their for-profit counterparts.

Public agencies are often assumed to be highly susceptible to political
pressure but relatively unaffected by events in the private market. Rarely
do policy makers propose increased competition as a means for improv-
ing the performance of public agencies. Yet our findings suggest that
public as well as private agencies may alter their behavior in response to
competition. Whereas it appears that competition increases the likeli-
hood that public providers will use some revenue-maximizing practices,
public agencies do not seem to respond as broadly to such pressures as do
private agencies. Whether these differences in the response to competi-
tion stem from legal constraints or from financing is unclear; still, it ap-
pears that competition may be thought of as a policy tool for changing
public as well as private agencies.

Because of their complexity, we were unable to examine how relations
between government bodies and mental health agencies, both public
and private, affect management practices and delivery of services. Intu-
itively, it seems that in states or counties that regulate them more strin-
gently, mental health agencies would be more constrained in their
entrepreneurial behavior. Further research on government-provider rela-
tions might provide some useful insights.

Supporters of privatization frequently claim that private agencies can
provide the same setvice at lower cost. Insufficient data on the costs and
quality of outpatient services provided by study participants prevented
us from addressing this issue directly; however, the finding that private
agencies were more likely than public agencies to have reduced their ad-
ministrative costs in the past year is evidence that they may be more
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likely than public providers to minimize operating costs. Efficiency in
operations should translate into lower costs, but we have no concrete evi-
dence that this was the case.

It 1s important to note that the relatively large standard deviations
shown in table 1 indicate a substantial degree of variability among both
public and private agencies in size, volume of service, provision of subsi-
dized care, and revenues. These indicate significant diversity in the char-
acteristics and performance of agencies and suggest that caution should
be exercised in applying the findings of this study to a particular sub-
group of mental health agencies. Any given agency or group of agencies
may deviate in important ways from the average agency we have dis-
cussed. On the other hand, where competition from private practitioners
is high, differences among agencies may be less pronounced than in
areas with less competition.

Given the wide variations in performance and practice within both
groups, it is entirely possible that a private agency in one area may opet-
ate in much the same way as a public facility in another area, and vice
versa. This is especially likely in highly competitive areas. In such a con-
text, it is difficult to draw conclusions about the general merits of public
versus private provision of community mental health care or the reasons
for observed differences between public and private agencies. What ac-
counts for differences? Is it legal or regulatory influences, unmeasured
market characteristics or, as Hansmann (1980) has observed, differences
in the characteristics and role perceptions of administrators? Whatever
the reasons, it seems that ownership may be a better predictor of process
or style than of outcomes.

Implications for Contracting and Policy

Although there are clear differences in the extent to which public and
private agencies use various practices associated with improved efficiency
and revenue enhancement, it is not at all clear that these practices affect
significantly an agency’s commitment to serving low-income clients or
those already in the public system. The absence of performance differ-
ences is an argument for contracting with private agencies. Because of
their greater proficiency in securing revenues, contracting with nonprof-
its could provide some relief for beleaguered public budgets by allowing
state or county governments to shift some of the burden for subsidizing




Managing Competition in Mental Health Agencies 673

care to insurers and other private payers or to the federal government
through Medicaid. If private agencies can be encouraged through con-
tracting to increase Medicaid billing of to use even a small amount of ex-
cess revenue from private sources to subsidize treatment, state mental
health authorities might mitigate the effects of budget cuts or of level
funding. Even if this strategy works in some cases, however, its utility is
likely to be limited to areas where there is sufficient private revenue, rel-
atively little competition, and reasonably good Medicaid coverage. These
may be the areas that need treatment subsidies the least. Even in areas
where the strategy is successful, the gains are likely to be short-lived. In-
creasing pressure from employers and government is likely to drive down
both public and private prices for mental health treatment — effectively
eliminating any excess revenues now available for cross-subsidization. In
such a situation, the benefits of privatization are less obvious.

Advocates for private agencies might argue that their more frequent
use of revenue-maximizing and cost-cutting practices is evidence of their
greater efficiency. If such management practices are the key to improved
functioning, then policy makers who advocate privatization should not
overlook the fact that many public agencies use them and many private
agencies do not. Similarly, those who distrust management practices that
are designed to reduce costs or enhance revenues cannot rely on public
ownership to prevent such activities. Choosing an agency on the basis of
ownership alone does not guarantee more businesslike behavior—in
either the positive or negative sense.

Competition for insured clients seems to obscure some ownership dif-
ferences. In the absence of sufficient competition, ownership may be the
most important predictor of agency behavior. But where there is a great
deal of competition, issues of ownership may be relatively less important.

Smith and Lipsky (1992, 1993) argue that contracting is popular with
government officials because program changes do not involve hiring or
firing public employees, and cuts or increases in human service funds
can be obscured. Although it is unlikely that this is the only reason state
and local governments are attracted to private agencies, the perception
that private agencies have greater flexibility than public providers in pro-
gramming and in personnel management has probably contributed to
the privatization of community mental health services. Specifically,
Smith and Lipsky believe that it is the greater flexibility in negotiating
salaries that has attracted government to private agencies. In part be-
cause private agencies are less constrained by civil service regulations and
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labor unions, they often pay lower salaries than public agencies. Lower
personnel costs might well produce significant one-time savings and
might also reduce pension liability, but it remains to be seen whether
these savings can be sustained over time.

We have a great deal to learn about the relevance of ownership to
access, quality, and efficiency of community mental health services. Dif-
ferences in process abound, but it is not clear that they affect perfor-
mance in any meaningful way. Those who formulate and implement
policy are well advised to consider the benefits of contracting on a case-
by-case basis. In doing so, they should consider the capacity of public
agencies to change in ways that make them more efficient or more effec-
tive as well as environmental factors such as location, need for treatment
in the service area, and competition from private providers. Additional
incentives or regulatory measures such as performance contracting may
be necessary to achieve specific goals (Dorwart and Epstein 1993; David-
son et al. 1991; Gaynor 1990). Policy makers should have a clear sense of
what they hope to gain by purchasing services from a private agency.
Given the potential disruption in their lives and the lack of strong evi-
dence for benefits to clients, the decision to shift the locus of treatment
from one provider to another should not be made lightly.

Summary

There were clear differences in our study between the management strat-
egies employed by public agencies and those favored by private agencies.
These differences, however, appeared to reflect the realities of financing
rather than any fundamental differences in their orientation toward
public service. There was no clear evidence that particular management
practices affected an agency’s performance on measures of financial ac-
cess or acceptance of referrals from public hospitals. Government regula-
tion and pressure from advocacy groups probably helped to maintain
private agencies’ focus on these and other public goals.

From a public policy perspective, choosing a provider solely on the ba-
sis of ownership status is, at best, a naive approach to providing public
mental health treatment. Not only is there great variation in process and
practices within both private and public groups, but external factors such
as competition from private practitioners may also exert a stronger in-
fluence on agency behavior than does ownership status. Because most
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current proposals for health care reform rely heavily on increased compe-
tition among providers to achieve their goals, the importance of owner-
ship status as a predictor of conduct or performance may be further
diminished. The emphasis on competition could increase differences be-
tween urban agencies and those in rural areas where there is less compe-
ttion and, therefore, require different contracting approaches. As we
move toward a health care system based on competition, administrators
and policy makers will be forced to abandon their reliance on stereotypi-
cal public/private agency behavior as guides for policy decisions. In-
stead, they will have to consider more carefully the effects of political
and market influences as well as agency characteristics when choosing
community mental health providers.
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