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I. INTRODUCTION

The Policy Context for the Rise of Managed Care Initiatives in Child Welfare

In 2000, there were three million reports of child abuse concerning the welfare of
approximately five million children. Of these, approximately two-thirds were screened as
warranting investigation and about 879,000 of these reports were found to be valid (U.S.
Department of Health and Human Service, National Clearinghouse on Child Abuse and Neglect
Information, 2002). As a result of child abuse and neglect, approximately 568,000 lived in foster
care at the end of fiscal year 1999, and 826,000 children—more now than ever before—lived in
out-of-home care during that period, the most recent period for which data are available (U.S.
House of Representatives, 2000). This increase in the number of children entering care, and its
concomitant costs to the federal government (now over $4 billion), is due to increases in the
“lengths of stays and changes in composition of the caseload, rather than the marked increase in
admissions” that characterized previous periods (U.S. House of Representatives, 2000, p. 721).
Nonetheless, there continue to be increasing numbers of children entering care than in previous
years. In fiscal year 1999, 266,000 children entered care, the largest number of children ever to
enter care in a single year (U.S. House of Representatives, 2000).

In response to increasing caseloads, escalating costs, and reports of system failures,
Congress passed the Adoption and Safe Families Act in 1997 (PL 105-89). Placing child safety
as the paramount concern of the child welfare system, the Act changed previous law (particularly
PL 96-272, the Adoption Assistance and Child Welfare Act of 1980) in a number of ways that
legislators believed would move children through the child welfare system more efficiently

without compromising child safety. These included a refinement of the definition of the
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“reasonable efforts” that needed to be undertaken to maintain children in their own home when
an allegation of maltreatment had been made, and the exemption of certain cases from these
reasonable efforts requirements; the institution of concurrent planning procedures (for either a
child’s return home or adoption) upon a child’s entry into foster care; shorter timeframes to make
decisions on abuse and neglect cases, including a shortening of the period from entry into the
system when judicial permanency planning hearings must be held; and shorter timelines and
stricter guidelines that impact the termination of parental rights. All of these provisions were
adopted in the hope of expediting the placement of foster children into safe, permanent homes
(Vandervort, 2000). Many of the precepts undergirding this federal legislation had been
articulated and translated into law in a number of states prior to the passage of the federal statute.
In Michigan, the Binsfield legislation (Craig, Kulik, James, & Nielsen, 1998) articulated many of
these same principles.

In response to these changes in federal and state child welfare statutes and their
accompanying regulations, fiscal dilemmas, and caseload characteristics and dynamics, some
states have reorganized the way in which they deliver child welfare services (Wulczyn, 2000a;
Wulczyn, 2000b; U.S. GAO, 1995). Some jurisdictions have detached the investigative from the
service delivery functions within their child welfare systems, and assigned the former to law
enforcement agencies (Kinnevy & Gelles, 2003; National Institute of Justice, 2000; Winterfield
& Sakagawa (2003). Other child welfare systems have embraced privatization, choosing to
contract out portions of their public child welfare systems to private nonprofit agencies (U.S.
GAO, 1998; Craig, et al., 1998).

Two purchase of service models that have been embraced in child welfare are

performance-based contracting and variations of a number of managed care models. In
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performance-based contracting approaches, public agencies provide incentives for private
contracting agencies to meet certain contractually specified results. Managed care models are
usually more comprehensive and usually involve some combination of performance-based
contracting, prospective payments, capitation, and/or the transfer of case management

responsibilities (Malm, et al., 2001; Geen and Tumlin, 1999).

The Organizational Context of Managed Care Initiatives in Child Welfare

The provision of foster care to children who have been removed from their homes due to
abuse and/or neglect has, particularly in large eastern cities, has traditionally been organized as a
purchase of service partnership between the public sector and private nonprofit agencies. Over
the past decade, private sector involvement in the provision of child welfare services has
expanded. Kahn and Kamerman (1999) suggest that more than half of all publicly funded child
welfare services in the U.S. is now provided by private nonprofit agencies.

In many places, this public-private partnership has taken on a number of new
organizational forms, as public child welfare agencies have borrowed managed care models from
the health care sector and applied them to their contractual relationships with private nonprofit
child welfare agencies. Two studies have surveyed the diffusion of managed care purchase of
services contracting models into states’ child welfare systems (McCullough & Schmitt, 1999;
U.S. GAO, 1998). Both studies surveyed top state administrators in 1998 to collect information
on whether states were experimenting with managed care mechanisms in their child welfare
sector. These mechanisms included performance-based contracting and other financing

arrangements designed to shift risk to local providers; the development of interorganizational
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networks; and/or gatekeeping and other techniques that track and manage the flow of services to
clients.

McCullough and Schmitt (2000) reported that of the 49 responding states and the District
of Columbia, 29 were operating one or more programs that contained at least one of these
elements, for a total of 47 managed care child welfare programs across these states. These 47
initiatives varied widely in their scope, contracting structure, and risk-sharing structure.
Regarding scope, programs ranged from targeting 35,000 children to targeting fewer than 100
children. Regarding contracting structure, public agencies contracted directly with private
nonprofit service providers in many of these initiatives. It was also common, however, for
public agencies to contract with “lead” private nonprofit agencies, with these lead agencies
acting as a managed care organization responsible for gatekeeping, case management,
subcontracting of services, and evaluation. Regarding risk-sharing structure, performance
contracting and capitated case rate arrangements (set payment rate for each child receiving
service) were present in some locations. When capitated payment systems were present, case
rates varied depending on the jurisdiction and the presenting problems of the clients within each

state initiative, as did the amount of financial risk borne by the child serving agency.

The Michigan Experience: Managed Care in Foster Care Service Delivery

In 1997, the Michigan Family Independence Agency (FIA) — the public child welfare
agency —adopted, on a pilot basis, an incentive-based, managed care approach to its contracting
for foster care with private nonprofit agencies in Wayne County (Detroit). Of a total of 19 foster

care providers in Wayne County, four (the pilot agencies) voluntarily contracted with FIA to
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provide services under this new arrangement. The number of agencies operating under this pilot
system increased to six in 2000.

The Wayne County foster care pilot included two fiscal features that are characteristic of
managed care models: cost containment and risk shifting (Embry, Buddenhagen, & Bolles, 2000;
Wulczyn, 2000b; Wernet, 1999).l Rather than being reimbursed for administrative costs solely
on a per child, per-diem basis, as had historically been the case, the six pilot agencies contracted
to provide services on a much reduced per diem basis. Pilot agencies’ revenues, however, were
supplemented by a substantial per child, up-front initial payment and additional per child bonus
payments if performance indicators were met. These bonus payments were tied to the
achievement of permanent placements for children (i.e., return home, placement with relatives,
attainment of guardianship, entry into independent living, or adoption) within specific time
frames, timely termination of parental rights, and a reduction of recidivism in the system.

The fiscal logic undergirding the foster care pilot initiative suggested that if agencies
achieved these performance benchmarks within preset guidelines, they would benefit financially.
However, if agencies were unable to achieve these benchmarks, they would incur a monetary
loss. The specific structure of this new system reimbursement system, and how it differs from

the traditional reimbursement structure, is detailed in Figure 1.1.%

! While the foster care pilot did not contain some common managed care characteristics, it was considered by both
FIA as well as private providers to be a managed care system. FIA chose to neither capitate foster care payments to
private contractors, integrate foster care systems across agencies, nor create a single case management agency for
the Wayne County pilot. However, official FIA documents mention the foster care initiative as a managed care
system. Moreover, private providers have given public presentations in which they have referred to the Wayne
County pilot as a managed care system. Agency interviewees (as seen in Section [V) often equated the foster care
pilot initiative with managed care. Therefore, for both FIA as well as involved private nonprofit service providers,
the foster care pilot has clearly been an experiment in managed care.

2 All figures referred to in this section appear at the end of this section of the report.

Introduction Page 5 of 11



The Study and Its Relevance to Nonprofit Practitioners and Researchers

In 2001, the research team began an evaluation of the Wayne County foster care pilot
initiative that involved all six nonprofit agencies contracting under the pilot initiative, as well as
a control group of three non-pilot agencies, in order to examine the effects of the initiative on
service providers as well as the foster children and families served by these nonprofit agencies.

This report addresses four research questions from this process evaluation:

1. What organizational accommodations did private nonprofits make when they shifted
to a specific managed care contracting environment in the delivery of child welfare
services?

2. What organizational accommodations did private nonprofits expect to make as they
anticipated shifting to a specific managed care contracting environment in the
delivery of child welfare services?

3. What was the effect of the shift to a specific managed care contracting environment
on the services that private nonprofits provide to children and families in the first 120
days of care?

4. Should differences exist, which variables explain differential service patterns between
nonprofit foster care providers operating in a specific managed care contracting
environment and those operating in a traditional, per diem reimbursement,
environment?

These questions are important to practitioners as well as researchers who are interested in

understanding how human service nonprofits behave within the “black box” of managed care
(Simpson & Fraser, 1999). Managed care contracting mechanisms have become increasingly

common in service sectors traditionally populated by nonprofit organizations—particularly in the
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health and human service sectors (Smith, 2002). While some is known about the impact of these
services in the health and behavioral healthcare sectors (See Section II for a review of this
literature), the diffusion of state managed care demonstrations into child welfare has not been
accompanied by an adequate body of empirically based evaluations that explore the impact of
new service arrangements on either the nonprofit agencies involved in the managed care
initiatives or their service recipients.

Data on some of the state managed care innovations identified by McCullough and
Schmitt (2000a) should become available in the near future, as independent evaluations are part
of roughly half of the 47 initiatives. McCullough and Schmitt (2000a) note that these
evaluations are likely to emphasize the collection of benefit cost data (e.g., the average cost of
service per case and /or the percentage of performance indicators met). However, it is unlikely
that these evaluations will examine the process by which nonprofit service providers respond to a
managed care environment, and whether and how these organizational responses alter the
manner in which nonprofits interact with clients.

This comparative neglect of process evaluations keeps the “black box” of the various
types of managed care initiatives closed. Process evaluations of managed care in the human
services might illuminate at least four currently neglected areas of study. First, what is managed
care (Simpson & Fraser, 1999)? Given the great diversity of managed care arrangements within
and across various states, as well as within and across different human service sectors, it cannot
be presumed that managed care initiatives in the human services have similar goals, underlying
incentives, target populations, and operational mechanics. Conceptual and operational clarity
concerning managed care is necessary in order to link the various parts of a managed care

innovation with their impacts on service providers and clients.
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Second, what types of nonprofit agencies “buy into” or provide services under managed
care approaches (Shortell, 1997; Goerge, Wulczyn, & Fanshel, 1994)? When given the option,
do only certain types of nonprofits contract under managed care arrangements? Are differences
in organizational structure and processes related to how well or poorly agencies perform in
managed care situations (Wulczyn, Orlebeke & Martin, 2001; Courtney, 2000a; Courtney,
2000b; Fraser, 1997)? Do nonprofit service providers respond uniformly to managed care
mechanisms, or is there diversity in service provision, networking with other service providers,
and/or relations with the fiduciary?

Third, does managed care impact employees within these agencies, the ways in which
they perform their job functions, and the work pressures they feel? The street level bureaucracy
model (Lipsky, 1980) suggests the importance of explorations of the possible differences in how
front line workers, supervisors, and executive staff respond to managed care arrangements. Does
managed care require employees to reconceptualize and reorder their roles and tasks? Is worker
retention, already low in child welfare and other human service subsectors (Pecora, Whittaker,
Maluccio & Barth, 2000; Schorr, 2000; U.S. GAO, 1995; Iglehart, 1990), affected by managed
care, and if so, why?

Finally, does movement to managed care impact service delivery in the same way across
various sectors? Some studies have suggested that managed care models in health and
behavioral health sectors lead to fewer services being delivered to clients (Hutchinson & Foster,
2003; Cuellar, Libby, & Snowden, 2001; Korenbrot, 1999; Stroul,Pires, & Armstrong, 1998). Is
the same true at the initial stages of the adoption of managed care models in child welfare?
Might judicial supervision and oversight, which is legally mandated in the child welfare sector

but in few others, diminish this possible effect of managed care?
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This study examined some of these questions through a process evaluation of the Wayne
County foster care pilot project. The study examines the effects of managed care on private
nonprofit foster care agencies through an open-ended, structured telephone survey of 84 agency
employees. These qualitative survey data allowed the authors to assess managed care-related
changes across various types of pilot employees and on a range of topics, including service
delivery, interdepartmental and interorganizational relations, staffing patterns and staff training,
staff roles and responsibilities, and financial management and technology use. Additionally,
staff from foster care agencies that were not operating under managed care at the time (but that
expected to have to operate under the managed care system in the near future) were interviewed.
These interviews with non-pilot agency staff provided a comparative perspective of the changes
that agencies expected to make in implementing the managed care system.

The study also assesses the effects of managed care on the type and amount of services
agencies provided to foster children and families by tracking the in-agency and out-of-agency
services that pilot and non-pilot agencies provided to a sample of 244 foster children.
Methodologically, this phase of the study took advantage of the conditions for a natural
experiment in order to isolate the independent effect of this managed care model on service
utilization.

This report is organized as follows. The next section provides a review of literature
related to the four identified research questions. Section III describes the research design of the
process evaluation. Sections IV and V describe the impact of the pilot foster care initiative on
nonprofits’ organizational functioning as well as on their service delivery to children and

families, respectively. The report concludes with a summary and discussion of the study’s
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principal results, their implications for researchers and mangers, and a set of issues that need

further study based on what was found.

Introduction Page 10 of 11



Figure 1.1

Incentive-Based vs. Traditional Reimbursement Structure in the Wayne County Pilot Initiative

Non- Initial | Current
Pilot Pilot Pilot
Administrative Per Diem $17-835 | $13.20 $13.20
Performance Factors
Initial payment $0 $2150 $2210
Placement with parents, family member, guardian, or $0 $1850 $1900
in independent living within 290 days
Sustained placement of six months $0 $1250 $1290
Sustained placement of twelve months $0 $1550 $1600
Termination of parental rights (TPR) within 515 days $0 $1850 $1900
Adoption within 7 months of TPR $0 $1250 $1290

Introduction
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II. LITERATURE REVIEW

A generation of health and behavioral health research exists concerning the various
effects of managed care on service providers. However, because managed care models have
only recently been applied to the child welfare sector, comparatively little research is available
relating to the impact of managed care on child welfare providers and service recipients. This
section reviews the few studies falling at the intersection of managed care and child welfare in
particular. For clarity of presentation, it is divided into four sections: the effects of managed care
on agency service delivery, interorganizational relations, employee-related issues, and financial

management and information technology.

The Effects of Managed Care on the Organization and Provision of Service Delivery

Researchers have suggested that attention be paid to how child welfare services are
organized and provided in order to relate changes in public policy to changes in the
organizational setting, and thus to changes in client outcomes (Wulczyn, Orlebeke & Martin,
2001; Courtney, 2000a; Goerge, Wulczyn, & Fanshel, 1994). This section focuses on four
separate aspects of managed care service delivery: the speed and intensity of service provision to
clients; client access to desired services; differential provision of services based on client
characteristics; and service decision making and the appropriateness of services provided to

clients.

Brevity and Intensity in Service Provision

Few studies have considered the effects of managed care contracting arrangements on the

services provided in child welfare and other human service agencies. These studies have tended
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to suggest that managed care approaches lead agencies to adopt brief and intense practice
technologies that focus on the resolution of clients’ concrete, immediate needs. Managed care
requires child welfare agencies to recognize that “the meter is running” (Emenheiser, Barker, &
DeWoody, 1995, p. xxii), and thus to initiate quick and accurate diagnostic processes that result
in immediate service provision. Such service approaches reduce the average number of client
contacts and days in care (Simms, Freundlich, Battistelli, & Kaufman, 1999; Emenheiser, et al.,
1995).

The idea that managed care requires agencies to shorten care, and in particular to shorten
the time between client intake and exit, is echoed in other studies. Agencies in managed care
settings may require practitioners to reduce the number of therapeutic sessions available to
clients. Because of this, practitioners may be pressured to avoid offering services that might
require additional time or resources (Buescher & Wernet, 1999; Segal, 1999). This emphasis on
brief, selective service provision in the managed care child welfare and human service literature

is paralleled in studies in behavioral healthcare services arena (Stroul, Pires, & Armstrong,1998).

Access and Provision of Necessary Services

A possible corollary of the trend towards focused service provision under managed care
arrangements is the prospect that agencies reduce clients’ access to services and/or limit the
range of services that they receive. Clients’ access to care has been operationally defined as
clients’ ability to communicate and be seen by their service provider (Newacheck, Hung, Marchi,
& Hughes, 2001) or as simply the number of services provided to clients (Hutchinson and Foster,

2003; Simpson and Fraser, 1999). The empirical evidence drawn from the human service and
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child welfare literatures is inconclusive on the question of whether agencies increase, decrease,
or do not alter this aspect of service provision in response to managed care.

A number of studies from the child welfare as well as the health and mental health sectors
suggest that agencies expand the availability and variety of services to clients as a direct result of
managed care. In a review of empirical evidence drawn from the managed care health and
mental health sectors, Mordock (1996) suggests that managed care requires child welfare
agencies to expand their services. Friesen (2001) surveyed foster parents in one nonprofit
agency after Kansas moved to a capitated managed care system. He found that more than half of
foster parents believed that they received more attention from agency case managers after
managed care was introduced. In a survey of 90 Massachusetts mental health and substance
abuse programs, Beinecke, Goodman, and Lockhard (1997) find that 70 percent of providers
expanded their continuum of services in response to managed care, and that 51 percent had
increased in size. The trend for organizations to expand their service technologies in order to
become “one stop shops” (Emenheiser, Barker, & DeWoody, 1995, p. xiv) also exists among
managed care health care organizations (Kohn, 2000) and behavioral health organizations
(Stroul, et al., 1998).

In general, these studies suffer from two methodological weaknesses that may affect
whether their conclusions can be trusted. First, except for Friesen (2001), these studies examine
changes made at the agency level, and thus there is little information at the client level
concerning whether services did or did not change in type and quantity. It is an ecological
fallacy to presume that an overall increase in the types of service technologies that agencies

provide leads to the average client receiving more services. Second, these studies do not control
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for factors unrelated to managed care that might possibly increase service utilization, such as
changes in state licensing requirements.

Assuming that these studies’ conclusions are trustworthy, there appear to be at least three
possible explanations for this expansion of agency services, depending on the managed care
mechanisms involved. First, under a lead provider or managed care organization model, where a
single gatekeeping agency refers clients to service providers, agencies expand their types and
geographic coverage of services in order to attract more referrals from the central network
provider (Emenheiser, et al., 1995). Second, agencies may increase services in response to an
increasingly competitive fiscal environment (Smith, 2002; Ryan, 1999). Particularly in managed
care environments where a provider network is not mandated, organizations may choose to
develop their own services rather than subcontract and/or coordinate services with competitors.
Third, capitation or performance contracting in managed care systems is often accompanied by
the assumption that agencies will use excess program revenue to either establish new programs
or tailor existing programs to match clients’ needs (Wulczyn, 2000a; Segal, 1999). This thesis
assumes that purchase of service contracting broadens the overall availability and type of
services by allowing agencies to experiment programmatically (Kettner & Martin, 1995; Kramer,
1994; Hart, 1988).

In contrast to these empirical findings and conjectures that managed care leads to the
expansion of services, some have suggested that risk-averse agencies may avoid providing
services or serving clients that they deem unprofitable (Segal, 1999). It has also been
hypothesized that performance contracting, a common fiscal mechanism in managed care
models, encourages agencies to experiment in cost-cutting but not in service delivery (Behn &

Kant, 1999).
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Studies examining the managed care behavioral health systems offer equivocal support
for the contention that managed care reduces clients’ access and utilization of desired services.
The introduction of Medicaid managed care plans has been associated with decreases in the
provision of inpatient services including hospitalization (Hutchinson & Foster, 2003; Stroul, et
al., 1998), in-agency services provided by licensed community clinics (Korenbrot &
Thorstenson, 1999), and both in-patient and out-patient mental health services to children in
Colorado’s child welfare and juvenile justice systems (Cuellar, Libby, & Snowden, 2001).
However, Cuellar, et al. (2001) note that while the average number of inpatient stays declined
under Medicaid managed care, the length of stay did not.

Other studies suggest that it would be premature to conclude that managed care results in
service diminution. Simpson and Fraser (1999) reviewed studies that suggest there is little
evidence of a general trend among managed care systems to reduce access to services when
compared to traditional fee for service systems. The authors caution that comparisons between
managed care and non-managed care systems may be difficult, given differences in the types of
clients that choose each system (and thus the types of services requested) as well as the range of
services available in each system. Where these client- and service-based differences are
controlled for through statistical methods and/or research design, researchers find no differences
in service access and utilization between managed care and non-managed care agencies

(Newacheck, Hung, Marchi, & Hughes, 2001).

Differential Service Provision Based on Client Characteristics

Some empirical studies have examined the nature and frequency of services that different

types of clients, particularly low-income children and children with special needs, receive in
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managed care versus non-managed care systems. Behn and Kant (1999) and Simm:s et al.,
(1999) suggest that performance based contracting and managed care systems generally provide
agencies with hidden incentives to “cream” clients -- to either explicitly or implicitly calculate
expected cost-benefit ratios for each client in order to avoid serving those with severe needs who
would require costly services.

This creaming hypothesis has not been empirically tested in studies of managed care
models in the child welfare arena. There is some evidence, however, that behavioral and mental
health client populations with special or significant needs receive fewer services in managed care
as opposed to non-managed care settings (Simpson & Fraser, 1999). Provan, Milward, and Isett
(2002) found that as a mental health system transitioned to a managed care model, severely
mentally ill clients received fewer services than they had previously, while lower-cost clients
received more services. Stroul et al. (1998) interviewed administrators of 10 state health care
agencies transitioning to managed care. They found that administrators in six states consider the
needs of children, particularly in the child welfare and juvenile justice system, to be poorly
served by managed care. Administrators in only four of 10 states noted that their agencies had
set up special provisions for children with serious disorders.

In contrast to these findings, Hutchinson and Foster (2003), in their review of mental
health services studies, suggest that the greatest increases in service provision occurred among
disabled and disruptive children. Given these findings, and because of the variation in client
samples and in the types of managed care arrangements that have been examined, there does not
appear to be a clear understanding of how difficult-to-serve subgroups of clients fare under

various managed care models.
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Utilization Management and Service Decision Making

Utilization management concerns the assessment of the appropriateness of services
provided to clients based on their needs. This assessment is essential to agency risk assessment
in managed care, and often proceeds in three related steps (Embry, Buddenhagen, & Bolles,
2000; Wernet, 1999). Prior to client admission, managers certify that services are needed
(preadmission certification). While the case is active, managers examine whether appropriate
services are provided at the necessary level of intensity (concurrent review). Finally, upon case
closure, agencies retrospectively review what services were received (retrospective reviews). As
will be discussed later in this literature review, these three steps require agencies to establish
detailed, accurate, and reliable information systems covering both client diagnostic data and
agency service provision.

No study has empirically examined whether utilization management is more or less
prevalent in child welfare compared to other service arenas. However, Feild (1996) suggests that
managed care child welfare systems will find it particularly difficult to engage in utilization
review given the poor diagnostic capacity and the small number of commonly used interventions
within this service sector. Compared to the health and mental health professions, this author
suggests that the child welfare sector has an incomplete understanding of how symptomatology
is related to either diagnoses or outcomes. Additionally, Feild (1996) notes that even in those
cases where client diagnoses are unambiguously related to interventions, these interventions may
be unavailable. The corollary of this—that interventions may be provided to clients when they
are available regardless of clients’ needs—is also possible.

This disjuncture between client needs and service provision has been noted in studies of

the child welfare sector and the broader human services sector under traditional purchase of
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service contracting. Field-based examinations of case managers’ and judicial placement
recommendations for children in custody (Martin, Peters, & Glisson, 1998; Glisson, 1996) as
well as laboratory experiments using scripted child placement scenarios (Rossi, Schuerman, &
Budde, 1999; Schuerman, Rossi, & Budde, 1999) find that professional recommendations
concerning child placement and service decisions are often unrelated to child demographic
factors, reasons for entry, and diagnostic assessments. Given the limited current knowledge of
why specific services are administered to specific groups of child welfare clients, it is
understandable that there is little research on service utilization under various managed care

schemes in this sector.

The Effects of Managed Care on Interorganizational Relations

Managed care systems are, by definition, interorganizational systems composed of
contractors and service providers. In the case of child welfare, where private child welfare
agencies interact with the fiduciary (traditionally but not exclusively a public bureaucracy), the
judicial system, other child- and family-serving agencies, and other community based service
providers (including domestic violence treatment agencies, drug treatment agencies, mental
health agencies, and income maintenance agencies), interorganizational networks are dense and
overlapping. Studies of how child welfare agencies manage the competing demands of the
judicial, and other service systems may provide information that can be used to improve service
utilization for children and families (Courtney, 2000a; The Casey Outcomes and Decision
Making Project, 1998; Goerge, Wulczyn, & Fanshel, 1994). The few studies that concern how

managed care influences child welfare agencies’ interorganizational relations are reviewed here.
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Of particular importance are studies concerning how relationships between private agencies,
public child welfare agencies, and the courts change in response to managed care.

Relationships between Public and Private Child Welfare Agencies

A hallmark of the purchase of service contracting literature is the premise that public
fiduciaries and private providers may have dissimilar objectives and understanding of the
contracting process. Public agencies may focus on issues such as efficiency, cost-savings, and
control over the service system, while private agencies may be concerned that contracting creates
additional paperwork, service delays, and reductions in service quality (Salamon, 1995; Kramer,
1994; Smith & Lipsky, 1993). The available literature suggests that these distinctly different
goals are also common elements of the public-private relationship under managed care
contracting arrangements (U.S. GAO, 1998; Stroul, et al., 1998; Wedel & Colston, 1988).

Sector-based conflicts in managed care settings can, to some degree, be ameliorated
through inter-agency communication. This communication is typically conceived of as
emanating from public agencies and taking the form of training that the public agency initiates
and requires private service providers to attend (Wells & Johnson, 2001; Kahn & Kamerman,
1999; Duquette, Danziger, Abbey, & Seefeldt, 1997; Wedel & Colston, 1988). Particularly at
the beginning of the managed care contract, training may allay private provider anxiety by
clarifying program goals, payment criteria, and the responsibilities of each sector. After
initiation of the managed care agreement, the terms of managed care the literature suggests that
contracts continue to be up for negotiation between the parties involved, that these parties
perceive the playing field to be level, and that all parties have voices that are heard in the

negotiations (Mattesich & Monsey, 1992).
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Relationships between Private Child Welfare Agencies and the Courts

Under managed care models that include capitation and/or performance based
contracting, caseflow decisions—decisions concerning the appropriate time to begin and end
supervision of children and their families—are both clinical and economic in nature. In child
welfare, these caseflow decisions are ultimately controlled not by the child welfare agency but
by the juvenile or family court, as mandated by the Adoption Assistance and Child Welfare Act
of 1980 (PL 96-272). Thus, in a managed care setting, private child welfare agencies are in the
unenviable position of having to assess risk and project fiscal outcomes based upon the expected
results of their interactions with individual judges and court referees.

Understandably, the child welfare literature suggests that courts constrain rather than
facilitate agencies’ case-based decisions. This idea that the courts are a hindrance or barrier to
private child welfare agencies in managed care settings is argued based on two separate
observations, neither of which has been the subject of extensive empirical testing.

First, overcrowded court dockets inadvertently result in delays in case reviews (Rycraft,
1999). Because PL 96-272 requires agencies to have concurrent and final case reviews with the
court, court delays and continuances can result in managed care agencies incurring financial
penalties that they might not have otherwise sustained.

Second, where case-based disagreements between court officials and agency
representatives exist—e.g., concerning whether a child should be returned to their parents or
whether certain services should be provided—agency representatives must accede or face
possible noncompliance sanctions (Snell, 2000; Petr & Johnson, 1999; Rycraft, 1999; The Casey

Outcomes and Decision-Making Project, 1999). In some cases, these disagreements may be
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unrelated to individual case-related specifics. Rather, they may rather be a function of judges’
individual preferences or overarching beliefs concerning the effects of privatization and/or
managed care on foster children. Callister and Wall (2001) surveyed workers from the managed
care and health care sectors and found that when individuals had previously had negative
experiences with workers in other sectors, their subsequent inter-sector interactions were more
likely to be negative. Therefore, if court officials cognitively link foster care in general and/or
managed care systems of child welfare with negative outcomes for children, their judicial
behavior may be biased against private agencies, particularly those operating under managed

care guidelines.

Relationships between Private Child Welfare Agencies and Other Service Systems

Managed care can be associated with increased interorganizational collaboration and the
development of a service provider network (Sidwell, 1999; Barker & Wernet, 1999), but it need
not be (Pheat, Douglas, Wilson, Brook & Berry, 2000). While no studies exist describing the
extent of network behavior in the managed care human services sector, managed care in the
health and mental health sectors has been associated with both horizontal and vertical integration
(Scott, Ruef, Mendel, & Carona, 2000; Kohn, 2000; Emenhiser, Walgree, Joffe, & Penkert,
1998; Beinecke, Goodman, & Lockhard, 1997; Mordock, 1996). Private providers may pursue
interorganizational linkages in order to comply with managed care contracts (e.g., subcontracting
with a lead provider organization), to gain competitive advantage over other providers through
acquisition and mergers, and/or to share risk and explore mutually beneficial opportunities with
peers (Alter, 2000; Emenheiser, et al.., 1998). Additionally, agencies may decide that existing

difficulties in the service system are best addressed through a coordinated network of providers
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rather than single providers acting alone (Stroul, et al., 1998), particularly if providers share a
common clientele (Provan, Milward, & Isett, 2002; Duquette, et al., 1997).

The Effects of Managed Care on Agency Emplovyees

The street level bureaucracy model offers one lens for understanding the impact of managed care
on agency employees. This model (Lipsky, 1980) suggests that agency staff, and line staff in
particular, have key roles in implementing public policy and public programs. Moreover, it
suggests that employees often implement policy in a manner at variance with legislators’ original
intentions. This discrepancy between the original purpose of policies and programs and how
they are implemented is a product of several factors: 1) employees’ resources—time, money, and
knowledge—may be limited; 2) there may be competing institutions working against
implementation: 3) employees may not have the authority or discretion to enact local policies;
and 4) employees may dislike and simply refuse to initiate new laws and programs (Sandfort,
1999; Maynard-Moody & Musheno, 2000; Myers, Glaser, & MacDonald, 1998; Elmore, 1979).
Particularly in the context of managed care, the street level bureaucracy model suggests
that attention be paid to how contracting mechanisms, reporting requirements, and underlying
fiscal incentives impact child welfare agency employees. This section reviews the literature
concerning three areas where managed care might be expected to alter child welfare employee
behavior: staff training; agency staffing patterns and organizational structure; and employee roles

and responsibilities.

Staff Training

Little information exists concerning whether child welfare agencies’ training procedures

change in response to managed care. The available literature suggests that agencies entering
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managed care devote more attention and resources to training than they previously had,
particularly in the areas of child and adolescent case management and customer service (U.S.
GAO, 1998; Stroul, et al., 1998; Emenheiser, et al., 1995). Beinecke et al. (1997) found that half
of Medicaid mental health providers devoted more hours per week on training in response to
managed care. Agencies were spending, the authors note, an average of 12 additional hours per
week on training and supervision.

No study has empirically described the variety of training methods being used in
managed care child welfare or human service environments. However, there is some evidence
suggesting that agencies adapt to managed care systems more efficiently if they engage in joint
planning and training with other service providers (Wedel & Colson, 1988) and if staff and
clients are educated about the demands of the managed care environment (Mordock, 1996).

Two interrelated explanations may help to explain why managed care appears to demand
additional staff training. First, staff turnover necessitates the training of new employees. As
mentioned in the introduction, turnover in child welfare is generally quite high. It has been
hypothesized that managed care creates general instability in organizations, which leads to much
greater than normal staff turnover (Schorr, 2000). Additionally, managed care has been
associated with deprofessionalization (Buescher & Wernet, 1999; Mordock, 1996; Emenheiser,
et al., 1995), and thus to high turnover rates among credentialed staff. However, no study has
empirically disentangled how much of turnover in organizations is attributable to a shift to a
managed care environment as opposed to other factors.

Second, remaining employees may cognitively and emotionally resist the agency’s
imminent transition to managed care. This resistance can be expressed through denial, anxiety,

suspicion of agency executives’ motives, fear for client well-being, and anger and outright
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hostility (Buescher & Wernet, 1999; Gabel & Oster, 1998; Wedel & Colson, 1988). Stroul et al.
suggest (1998) that this “managed care phobia” results in “extremely negative expectations about
managed care and a prejudgment that it will not work” (p. 118). In this instance, training may
offer opportunities for agency-wide discussion and clarification of managed care itself, the
agency’s intentions in moving into managed care, and the shift in practices necessary to work

within this environment.

Staffing Patterns and Staff Assignments

The small literature concerning the effects of managed care mechanisms on child welfare
agency staffing patterns focuses on the issue of deprofessionalization, in which professional
employees are replaced by less-credentialed staff that perform substitute functions.
Deprofessionalization in the context of managed care is the product of a cost-benefit calculation
related to service utilization. Those services with the lowest benefit to cost ratio are at risk of
being replaced. Given that employee salaries comprise a large proportion of service costs, and
that credentialing is associated with higher salaries, services provided by more-credentialed staff
are pressured to either increase revenue or reduce costs.

In the managed care child welfare environment, these pressures appear to target clinical
divisions. Clinical departments may be required to reduce service duration and intensity, accede
to in-agency gatekeeping mechanisms in order to reduce in-agency referrals, or may be
dismantled entirely (Buescher & Wernet, 1999; Emenheiser, et al., 1995; Drissel, 1997).
Agencies may replace expensive, individualized clinical programming with more routinized

programs that need not be staffed by highly credentialed employees (Mordock, 1996).

Literature Review Page 14 of 20



Staff Roles and Responsibilities

If little information exists concerning the challenges employees face in transitioning to
managed care, then fewer studies examine employee behavior once agencies have made the
transition to a managed care environment. Hurley (1997) implies that there is very little
information on how the work that employees do changes when managed care schemes are
implemented. He writes, “If the impact of managed care is only beginning to be felt at the
delivery level, then it appears that we have little notion about the scale of change in . .
.personnel requirements” (p. 685). However, a small but relatively consistent set of studies
suggests that managed care leads to changes in child welfare work in two related areas: an
increased pressure to exhibit accountability and increased paperwork.

In this case, accountability is operationalized as exhibiting compliance with regulatory or
legislative statute (Kettner & Martin, 1995) and/or exhibiting service effectiveness and efficiency
(Emenbheiser, et al., 1995). It is possible that by focusing attention on issues of accountability—
e.g., linking employee compensation to the achievement of client outcomes—managed care
contracting agencies may increase pressure on employees. Wedel and Colson (1988) note the
high level of anxiety of employees of a private contractor in response to a performance
contracting initiative. In some cases, supervisors became responsible for ensuring that front line
staff achieves agreed upon service objectives. This finding around the shift in the nature of
supervision may explain Beinecke et al.’s (1997) finding that supervisors at Medicaid mental
health contracting agencies increased the hours they devoted to direct supervisory

responsibilities.
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A number of studies suggest that the paperwork burden in human service work is a
function of the increased bureaucratization and routinization in the human services sector
(Kramer, 1994; Smith & Lipsky, 1993). However, newer studies imply that managed care, with
its emphasis on accountability, leads to additional documentation activities beyond what is
required in traditional purchase of service contracting. One audit of a capitated foster care
program determined that service providers were taking time from direct work with clients in
order to prepare case reports (State of Kansas, 1998). Beinecke et al. (1997) found that 80
percent of the Medicaid mental health contracting agencies in their study devoted more time to
paperwork while under managed care contracts. Stroul et al. (1998) find that five of 10 state
agencies implementing managed care in their behavioral health systems experienced significant
increases in paperwork. One state employee noted that in response to managed care, “everyone
invented a new piece of paper” (Stroul, et al., 1998, p. 116). It can be hypothesized that staff
time devoted to documentation will increase when agencies collect client and service information

for the purpose of assessment and utilization management.

The Effects of Managed Care on Financial Management and Information Technology

This final section reviews literature concerning the impact of managed care on two
administrative functions in child welfare agencies: financial management and information
management. The available literature is descriptive rather than evaluative, and focuses on the
financial management and information technology challenges that agencies face in moving to

managed care contracting systems.
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Financial Management: Auditing and Budgeting in a Managed Care Environment

In order to gauge the relative amount of risk they are accepting in entering and remaining
in a capitated or a performance based managed care contracting environment, agencies need to
set up financial spreadsheets to track certain data related frequency of use and cost per service
over time (Wernet, 1999; Mordock, 1996). These data can be analyzed with statistical models of
varying degrees of sophistication, and the results of these models can be used for retrospective
auditing as well as prospective budgeting. At a basic level, agencies can run simple benefit cost
calculations in order to determine the net benefit (revenue minus costs) per client served over a
set prior period. These per client calculations can then be aggregated and serve as the basis for
future actuarial projections.

More complicated statistical models might enable financial managers to link client
demographics and diagnostic assessments to a pattern of service utilization, duration of care, and
recidivism. These models can then be used to examine expected future financial outcomes given
hypothetical changes in the managed care and broader environment. Fundamentally, the
accuracy and validity of these retrospective and prospective analyses depend on the accuracy and
validity of the underlying data. Where data are unavailable, analyses cannot be completed. And
where data are inaccurate, analyses are biased.

In addition, even if excellent data are collected, modeling child welfare outcomes will
always be imprecise, and error terms will be large. As noted previously, poor diagnostic
capacity within this sector, coupled with a limited number of interventions (often with unknown
efficacy), make accurate outcome predictions particularly difficult in child welfare. Thus,
predictive models in child welfare will never be as accurate as they are in other fields where

managed care schemes have been adopted.
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It is not surprising, then, that a small but uniform literature suggests that human service
and child welfare agencies face massive challenges in the area of financial management as they
move to managed care models of service delivery. The price of collecting detailed client data
can be daunting when one thinks of the costs of hardware and software, data entry, and database
management. In addition, private service providers without detailed historical financial records
cannot establish retrospective baselines from which to predict future benefits and costs, and
thereby assess risk (Rycraft, 1999). Public agencies without such time series data cannot set
performance criteria and capitation rates that are achievable for the average service provider
(State of Kansas, 1998).

Even when such retrospective data are available, prospective budgeting is difficult in a
managed care environment given hidden costs. This difficulty is partially a function of the
obstacles to quantitatively measuring the financial outcomes of child welfare services (Graef &
Hill, 2000; Field, 1996; Hart, 1988). When measurement issues can be overcome, costs may not
be able to be anticipated. Hart (1988) suggests that child welfare agencies have no experience in
predicting costs given the historical financing of child welfare services through line item
additions to legislative budgets and the open-ended entitlement for these services present through
current federal legislation.

In addition, even financially astute agencies may suffer from unexpected costs in a
managed care contracting environment. Unexpected program-specific costs may include non-
existent or insufficient start-up funds (Wulczyn & Martin, 2001; Behn & Kant, 1999; State of
Kansas, 1998), unreimbursed court-ordered services (Kansas Action for Children, Inc., 1998),
and slow reimbursement from the public agency for services rendered (U.S. GAO, 1998; State of

Kansas, 1998). And unanticipated costs from other areas within the agency may negatively
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impact fiscal forecasts or alter the burden of risk that agencies might have to accept in a managed
care contracting environment. Examples of such pan-agency costs include a loss of
philanthropic donations (Kansas Action for Children, Inc., 1998; Drissel, 1997) and diminished

lines of bank credit (Emenheiser, et al., 1995).

Challenges in Implementing and Managing Management Information Systems (MIS)

A number of studies suggest that by emphasizing the economic value of collecting and
linking information on case diagnoses, services, and finances, managed care can help child
welfare agencies better target services to children and families and improve case outcomes
(Clyman, 2000; Simpson & Fraser, 1999; Simpson, 1998; U.S. GAO, 1998). In practice, there
are a number of challenges involved in implementing MIS structures (i.e., hardware and
software) and processes (i.e., deciding on, inputting, and managing data), including insufficient
hardware, software, and technical expertise (Craig, Kulik, James, & Nielsen, 1998; Stroul, et al.,
1998.

The available literature suggests that the MIS implementation process proceeds most
smoothly if it is preceded by an initial assessment phase that involves members of relevant
agency divisions that represent key constituencies within the agency. These include service
providing staff, information technology personnel, and financial planners and accountants.
During this phase, MIS needs are identified, staff commitment and abilities to aid in the
implementation are assessed, and a plan is outlined (Schoeth, 2000; Hampshire & Rosborough,
1993). It is essential for the various departmental stakeholders to agree on a range of outcomes
to be captured (Wells & Johnson, 2001; The Casey Outcomes and Decision-Making Project,

1998).
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Potential implementation barriers, particularly at the worker level, remain even after MIS
structures are in place. If front-line staff does not understand the information they are inputting,
the reasons that the data are important, or the value of these data for program improvement, then
they have no incentive to fully participate in the process (The Casey Outcomes and Decision-
Making Project, 1999). However, if workers the reasons new demands are being placed on
them, and are presented with MIS reports that offer useful insights in a non-punitive way
(Menafee, Ahlusalia, Pell, & Woldu, 2000), then information functions are more likely to be

seen as a useful component of organizational management.

Conclusions

This section has outlined what is known and unknown about the impact of a shift to
managed care on child welfare and other human service agencies. Clearly, knowledge is more
complete in some areas than in others, and some knowledge can be borrowed from other fields of
practice that have had more experience with managed care. Despite this variation in knowledge,
further investigation into the impact of a managed care environment in child welfare agencies is
necessary in all areas.

The research that follows attempts to shed additional light on a number of areas,
including the effect of the shift to a managed care contracting environment on the services
provided to children and families involved in the child welfare system; the organizational
accommodations that private nonprofits make when they shift to an incentive-based, managed
care contracting environment in the delivery of child welfare services; and the state of
preparedness of organizations as they anticipate moving to an incentive-based, managed care

contracting environment in the delivery of child welfare services.
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