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On July 1, 1991, the California leg-
islature enacted a plan, called
“Program Realignment,” to decentral-
ize the state mental health system.
The program gave local mental health
authorities significantly greater auton-
omy in the provision of services (1,2).
It allowed local governments to re-
move most categorical programs that
restrict the use of funding, to transfer
monies between trust funds, and to
roll over revenues from one fiscal year
to the next. Funds that previously cov-
ered the state hospital bed allocation
as a fixed asset were allocated directly
to local governments. Previous fund-
ing sources for county-based mental
health services were consolidated into
a single source—a dedicated sales tax
that was redistributed to equalize
funding levels among counties.

This significant change in the fi-
nancing structure provided both in-
centives and risks to local mental
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health authorities. Local govern-
ments were charged with full respon-
sibility for providing mental health
services that could either surpass the
limited annual budget or generate
savings through cost-effective man-
agement (3).

For the first time in California, the
severely mentally ill population was
specified as the target population.
The legislation states, “Persons with
serious mental illness have severe,
disabling conditions that require
treatment” and should be given “a
high priority for receiving available
services” (4). However, the legislation
did not provide specific incentives for
giving them service priority.

The study reported here examined
how access to, utilization of, and cost
of community-based mental health
services changed during the realign-
ment period in relation to patients’
needs. Our main concern was with the
severely mentally ill population. These
individuals are highly vulnerable, and
their lives can be in danger if they do
not receive appropriate care. On the
basis of previous findings (5), we as-
sumed that different psychiatric diag-
noses are associated with different lev-
els of severity and, therefore, with dif-
ferent levels of need. We examined
three questions: how admission rates
for various mental disorders differed
before and after the realignment, how
utilization levels of mental health ser-
vices changed over the realignment
period in each diagnostic category, and
how the costs of mental health services
were reduced for each diagnosis over
the realignment period.
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Methods

Data from Californias Client Data
System (CDS) were obtained for a
six-year period, for fiscal years 1988
to 1990 and 1992 to 1994. The CDS
contains extensive information on a
quarter-million individuals who re-
ceived public mental health services
in California annually. A sample of
75,791 patients, representing 5 per-
cent of the patient population for
each of the six years, was randomly
selected.

The study’s dependent variables in-
cluded psychiatric diagnosis, utiliza-
tion level, and estimated cost of the
services provided. Psychiatric diagno-
sis was the principal diagnosis at ad-
mission, assessed by DSM-III-R cri-
teria. Diagnoses included schizophre-
nia, mood disorders, other psychotic
disorders, organic mental disorders,
substance use disorders, anxiety dis-
orders, personality disorders, and ad-
justment disorder. The utilization lev-
el was the amount of treatment,
which was measured by units. Each
unit represented a 24-hour period in
a 24-hour-care setting—that is, inpa-
tient care—or a client contact with
mental health professionals or facili-
ties for outpatient services. Service
cost was the gross treatment cost esti-
mated by providers. The independent
variable, time, was coded as a dummy
variable, with 0 indicating the prere-
alignment period and 1 indicating the
postrealignment period.

A variety of demographic variables,
including age, gender, ethnicity, edu-
cation, and employment status, were
used as covariates. The level of func-
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Table 1

Differences in the number of persons with eight psychiatric diagnoses receiving
public mental health services in California before and after realignment of the

community-based mental health system!

Pre- Post-
realignment  realignment
95% con-
Type of service N per- N per- Odds fidence
and diagnosis sons % sons % X ratio  interval
All types of services
(N=75951) 38,041 37.910
Schizophrenia 7159 188 6,606 174 4759 88 .84-91
Mood disorders 10,437 274 12462 329 3465 136 1.31-1.40
Other psychotic disorders 3,474 9.1 4,376 11.5 1025Y 1.28 1.22-1.35
Organic mental disorders 1,699 4.5 1,797 4.7 2.7 1.06 .99-1.14
Substance use disorders 1,623 4.3 1,535 4.1 1.0 96 90-1.04
Anxiety disorders 1,656 4.4 1,964 5.2 21.9Y 1.18 1.10-1.26
Personality disorders 675 1.8 308 0.8 11199 48 42-55
Adjustment disorder 6,975 183 4,199 11.1 626.08 .58 56-.61
Inpatient services
(N=11,412) 5,815 5,597
Schizophrenia 1,515 26.1 1,313 235 133" 85 .78-.93
Mood disorders 1,454 25.0 1596 285 30.79 127 1.17-1.38
Other psychotic disorders 1,064 18.3 1,241 22.2 309" 1.31 1.19-1.44
Organic mental disorders 373 6.4 309 55 3.1 .86 .73-1.02
Substance use disorders 206 3.5 126 2.3 1620 63 .50-.79
Anxiety disorders 65 1.1 70 1.3 06 1.14 .81-1.61
Personality disorders 57 1.0 28 0.5 719 54 .34-.85
Adjustment disorder 646 11.1 387 6.9 5808 .60 .52—-.68
Outpatient services
(N=71,766) 36,359 35,407
SChiZOphrenia 6,697 184 6,020 17.0 41.10 .88 .85-91
Mood disorders 10,018 27.6 11,905 33.6 391.5Y 1.40 1.35-1.44
Other psychotic disorders 3,300 9.1 3910 11.0 653" 1.23 1.17-1.29
Organic mental disorders 1,576 43 1547 44 0.1 1.01 94-1.09
Substance use disorders 1,580 4.4 1,437 4.1 2.3 .94 .88-1.02
Anxiety disorders 1,629 45 1935 55 2799 120 1.12-1.29
Personality disorders 659 1.8 295 0.8 1074Y 48 42-55
Adjustment disorder 6,791 18.7 3951 11.2 63928 57 54-.59

! The analyses controlled for age, gender, ethnicity, education, unemployment, and functional im-

pairment.

Ei)<.01

tional impairment is an additive pre-
dictor of need (6) and therefore was
controlled in the analysis as a covari-
ate because an artificial cutoff on this
score was not meaningful in catego-
rizing the level of need.

Logistic regression analysis was
conducted to study changes in the
rates of psychiatric diagnoses over the
realignment period for inpatient
treatment, outpatient services, and
both types of services. Each of the
eight psychiatric diagnoses was used
as a dependent variable, and time, in-
dicating the pre- and postrealignment
periods, was used as the independent
variable.

Using a general linear model,
analysis of variance was conducted to
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compare differences in utilization
and costs for each psychiatric diagno-
sis between the pre- and the postre-
alignment periods. Least-squares
means were computed to compare
the differences over time with adjust-
ment for covariate variables.

Results

Table 1 shows the differences in psy-
chiatric diagnoses between the pre-
and postrealignment periods for inpa-
tient care, outpatient care, and all
types of services. Over the realign-
ment period, for patients receiving
inpatient care, diagnoses of mood dis-
orders and other psychotic disorders
increased by a factor of 1.3 (p<.01),
while diagnoses of schizophrenia,

substance use disorders, personality
disorders, and adjustment disorder
decreased significantly (p<.01). For
patients receiving outpatient services,
diagnoses of mood disorders, other
psychotic disorders, and anxiety dis-
orders increased significantly by ei-
ther 1.4 times or 1.2 times (p<.01).
Diagnoses of schizophrenia were re-
duced to 88 percent of the prere-
alignment level, personality disorders
were reduced to 48 percent of that
level, and adjustment disorders were
reduced to 57 percent of that level
(p<.01). The results were the same
when all types of services were con-
sidered.

Table 2 shows differences in utiliza-
tion between the two periods. After
the realignment, patients with schizo-
phrenia or other psychotic disorders
received significantly more inpatient
treatment (p<.01). Patients with
schizophrenia, mood disorders, other
psychotic disorders, organic mental
disorders, substance use disorders,
and personality disorders received
significantly more outpatient treat-
ment (p<.01), while patients with ad-
justment disorder received signifi-
cantly less treatment in the outpatient
setting (p<.01).

Table 2 also shows differences in
costs of treatment over the two peri-
ods. After the realignment, inpatient
treatment costs were significantly
higher for patients with schizophre-
nia, mood disorders, other psychotic
disorders, organic mental disorders,
substance use disorders, and adjust-
ment disorder (p<.01). However,
treatment costs for all psychiatric di-
agnoses were significantly lower for
outpatient services after the realign-
ment (p<.01). When all types of ser-
vices were examined, treatment costs
for all psychiatric diagnoses except
organic mental disorders were signif-
icantly lower after the realignment.

Discussion

After implementation of the realign-
ment of the community-based mental
health service system in California,
admission rates for all types of ser-
vices increased significantly for pa-
tients with more severe diagnoses and
fell significantly for those with mild
diagnoses. Clearly, regardless of the
type of services, patients with severe
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Table 2

Differences in the utilization and costs of services for persons with eight psychiatric diagnoses receiving public mental health
services in California before and after realignment of the community-based mental health system®

Prerealignment Postrealignment Postrealignment
Type of service compared with
and diagnosis N persons  Mean N persons Mean F prerealignment
Utilization
Inpatient services 5,815 5,597
Schizophrenia 1,515 17.2 1,313 29.2 75.7H More
Mood disorders 1,454 10.7 1,596 10.9 0.1 ns
Other psychotic disorders 1,064 11.1 1,241 14.5 17.90 More
Organic mental disorders 373 8.3 309 10.3 3.3 ns
Substance use disorders 206 4.1 126 5.3 3.0 ns
Anxiety disorders 65 9.7 70 6.2 3.5 ns
Personality disorders 57 12.6 28 16.6 0.4 ns
Adjustment disorder 646 3.7 387 3.7 0 ns
Outpatient services 36,359 35,407
Schizophrenia 6,697 7.1 6,020 11.4 436.1" More
Mood disorders 10,018 6.2 11,905 7.1 79.2MH More
Other psychotic disorders 3,300 5.5 3,910 75 106.9" More
Organic mental disorders 1,576 3.3 1,547 4.3 35.60 More
Substance use disorders 1,580 2.1 1,437 2.3 11.2H More
Anxiety disorders 1,629 6.4 1,935 6.2 0.6 ns
Personality disorders 659 5.2 295 6.4 4.85 More
Adjustment disorder 6,791 3.0 3,951 2.7 38.11 Less
Cost of services
(in mean dollars)?
Inpatient service 5,815 5,597
Schizophrenia 1,515 $3,278.50 1,313 $5,228.00 §2.2H More
Mood disorders 1,454 2,224.80 1,596 2,579.50 10.0H More
Other psychotic disorders 1,064 2,764.50 1,241 3,785.50 33.70 More
Organic mental disorders 373 2.201.70 309 2,884.50 6.3 More
Substance use disorders 206 1,016.90 126 1,499.50 9.4 More
Anxiety disorders 65 1,788.90 70 1,406.30 1.6 ns
Personality disorders 57 1,879.50 28 2,078.90 0.1 ns
Adjustment disorder 646 §99.80 387 1,099.90 8.3 More
Outpatient services 36,359 35,407
Schizophrenia 6,697 $454.40 6,020 $287.10 171.7% Less
Mood disorders 10,018 503.10 11,905 190.20 1,366.2H0 Less
Other psychotic disorders 3,300 475.80 3,910 212.10 296.0™ Less
Organic mental disorders 1,576 265.10 1,547 135.30 90.0H Less
Substance use disorders 1,580 230.60 1,437 83.20 222 .9 Less
Anxiety disorders 1,629 521.10 1,935 172.40 286.2H Less
Personality disorders 659 414.10 295 230.60 2940 Less
Adjustment disorder 6,791 275.50 3,951 112.00 741.8H Less
All types of services 38,041 37,910
Schizophrenia 7,159 $809.10 6,606 $571.80 78.5M Less
Mood disorders 10,437 672.30 12,462 292.50 921.10 Less
Other psychotic disorders 3,474 885.20 4,376 529.70 101.8™ Less
Organic mental disorders 1,699 2,102.70 1,797 2,219.80 0.2 ns
Substance use disorders 1,623 278.30 1,535 122.40 143.6™ Less
Anxiety disorders 1,656 572.20 1,964 200.60 257.5H Less
Personality disorders 675 501.90 308 291.90 17.9H Less
Adjustment disorder 6,975 315.50 4,199 150.90 494.0™ Less

! Values are least-squares means. The analyses controlled for age, gender, ethnicity, education, unemployment, and functional impairment. Inpatient

care was measured by bed-days, and outpatient services were measured by the number of contacts.

2 Mean cost per year to treat one patient. Costs were deflated over time. Inpatient costs were calculated as the number of bed-days multiplied by the
price of specific inpatient services. Outpatient costs were calculated as the number of contacts multiplied by the price of specific outpatient services.
Cost for all types of services represents the total costs incurred.

Eb<.05
D:t)<.0l

mental disorders were more likely to
be admitted to treatment after the re-
alignment, and patients with mild
mental disorders were less likely. Pa-
tients with schizophrenia were the ex-

ception. Their admission rate fell sig-
nificantly across all service types.
Conceivably, the decreased rate of
diagnoses of schizophrenia may re-
flect a recent change in diagnostic
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trends. Diagnostic screening for
schizophrenia might also be more rig-
orous when the mental health system
monitors it more closely because of fi-
nancial considerations. However, the
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sharp contrast between the increase
in diagnoses of more severe mental
disorders and the decrease in diag-
noses of mild mental disorders cannot
be fully explained by diagnostic mod-
ifications. Probably the mental health
system was realigned to take in more
persons with severe mental illness or
to take in fewer persons with less se-
vere illness.

A deliberate effort to alter admis-
sion rates to services for patients with
various diagnoses can also be seen in
the context of treatment type. The
findings indicated that after the re-
alignment the rate of substance use
disorders was significantly reduced in
the inpatient setting and the rate of
anxiety disorders was significantly in-
creased in the outpatient setting.

It has long been argued that sub-
stance use disorders can be treated
more efficiently in settings other than
the inpatient setting (7,8) and that pa-
tients with anxiety disorders can ob-
tain adequate treatment at lower cost
in outpatient services. Thus a drop in
inpatient treatment of substance use
disorders and an increase in outpa-
tient treatment of anxiety disorders
might have occurred as a result of ef-
forts to reduce costs under the re-
alignment.

After the realignment, the amount
of inpatient treatment provided was
significantly higher for patients with
severe diagnoses—that is, schizo-
phrenia and other psychotic disor-
ders. The amount of outpatient treat-
ment increased for most diagnoses.

During the realignment, nearly 1
percent of severely mentally ill pa-
tients were shifted from state hospi-
tals to community-based services.
Thus the results might reflect an in-
creased level of need among inpa-
tients. The level of need for outpa-
tients with schizophrenia, substance
use disorders, and personality disor-
ders also may have increased during
the realignment, because these per-
sons might have been shifted from in-
patient care to outpatient services.
For outpatients with mood disorders,
other psychiatric disorders, and or-
ganic mental disorders, the increased
utilization of outpatient services indi-
cated an increased attention to severe
mental disorders. Overall, after the
realignment, the level of utilization of
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inpatient care was not cut as severely
as one might expect. The amount of
outpatient services was increased for
patients with severe diagnoses and
met the level of needs for patients
with most mild diagnoses.

After the realignment, the treat-
ment cost per inpatient was signifi—
cantly higher, and the level of inpa-
tient utilization stayed the same for
most diagnoses, suggesting that in-
patients continued to receive expen-
sive services when it was necessary.
However, outpatient costs per user
were significantly lower for all diag-
noses, despite an increased utiliza-
tion level for patients with most di-
agnoses. The results suggest that the
cost of outpatient services was signif—
icantly lower in the postrealignment
period as a result of service contract-
ing prompted by the realignment
program. When both inpatient and
outpatient services were considered,
treatment cost per user was signifi—
cantly lower in the postrealignment
period for all diagnoses except or-
ganic mental disorders, implying
that savings were achieved mainly
through decreases in the costs of
outpatient services.

Conclusions

After the implementation of the
State-Local Program Realignment
Act in California, patients who need-
ed services the most seemed to be
least adversely affected. For patients
with more severe psychiatric diag-
noses, access to the mental health sys-
tem was actually enhanced. These pa-
tients were more likely to be admitted
for treatment of all types, particularly
inpatient care. After the realignment,
patients with more severe diagnoses
received an equal or greater amount
of inpatient treatment or a greater
amount of outpatient treatment.

For patients with less severe diag-
noses, the results were mixed. After
the realignment, they were less likely
to be admitted for treatment of any
type, or, if they were sick enough to
be treated, they received the same
amount of inpatient treatment or a
greater amount of outpatient treat-
ment. The level of treatment could be
decreased if the severity of patients’
illness increased.

Overall, under the financial con-

straints imposed by the realignment,
patients’ needs for services were met
in order of severity of mental illness.
The most severely mentally ill per-
sons received the highest priority for
mental health services. ¢
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