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Background. Forty-nine states have applied to the
Health Care Financing Administration for waivers to al-
low special program development for Medicaid recipi-
ents. In an effort to identify issues relevant to making
the transition of its entire Medicaid population into a
capitation model, New York State has encouraged the
development of partial capitation and full capitation
models. This paper is a critical description analysis of a
1-year experience, utilizing data provided by the New
York State Department of Social Services.

Methods. Data collected by the New York State Depart-
ment of Social Services were used to compare the costs
for matched cohorts enrolled in partial capitation pro-
grams in which the primary care physician is paid a
monthly fee to provide ambulatory primary care for
Medicaid recipients; and full capitation programs in
which a health maintenance organization (HMO) or a
hospital-based prepaid health services program (PHSP)
is paid a more encompassing monthly fee to provide a
larger range of services, including inpatient, outpatient,
and specialty care.

Managed health care has been fervidly embraced as a way
to integrate the financing and delivery of medical care
through contractual agreements that combine physicians,
hospitals, and insurance management into health care sys-
tems serving enrolled members at a lower cost. Managed
care governs health care delivery' by assigning primary care
providers a broader gatekeeper role in patient manage-
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Results. Partial capitation programs were reported to
save the state 38% compared with a matched control
group enrolled in traditional, fee-for-service Medicaid
(P<.05), and offered greater savings than HMOs ax
PHSPs (P=NS). The HMOs and PHSPs saved the state
9.3% and 16.8%, respectively, compared with traditional
enrollment. Quality measures and patient satisfaction for
partial and full capitation programs were equivalent.

Conclusions. These data suggest that New York State
primary care physicians who participated in programs
that reimburse a prepaid monthly fee for outpatient pri-
mary care services achieved savings comparable to those
of HMOs. A partial capitation primary care model may
offer an affordable and more flexible alternative to full-
service HMOs in caring for Medicaid recipients, espe-
cially in communities with limited HM O penetration.

Key words. Medicaid; managed care; capitation; primary
health care; insurance, health, reimbursement.
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ment, with resulting decreased utilization of specialty re-
sources.1 Prepaid or capitated models of managed care
provide an individual’s health care for a predetermined
monthly premium. In this rapidly changing environment,
physicians and policymakers are attempting to make vi-
sionary' judgments based on information available from
Medicaid data sources that are essential but often incom-
plete.

On June 1, 1991, then Governor Mario Cuomo
signed Chapter 165 of the New York State Laws of 1991
to increase the enrollment of Medicaid recipients into
managed care programs.2 Most states face the same issues
that motivated the New York initiative: excessive Medi-
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raid cost increases, inappropriate patterns of use, limited
acoess to continuity care, quality concerns, and declining
physician participation.3 New York’s goals were to share
financial risks with providers in exchange for improved
reimbursement, to link Medicaid recipients with main-
stream primary care providers under a managed care con-
tract, and to change inappropriate utilization habits while
providing a modest financial incentive to physicians will-
ing to ensure continuous health care.2

Two models of capitation reimbursement were used.
Apartial capitation program, called Physician Case Man-
agement Program (PCMP), provided prepayment to pri-
mary care physician groups for outpatient primary care
services. The other model, full capitation, provided pre-
payment to insurers for outpatient, inpatient, and spe-
dalty sendees. Full capitation insurers contract with pro-
viders, often through fee-for-service agreements, to
provide primary and specialty care. This report discusses
the use of data provided by the New York State Depart-
ment of Social Sendees to explore each model’simpact on
costs, physician providers, Medicaid recipients, and gov-
ernment policy. The report further defines the pitfalls
physicians and policymakers will encounter in interpret-
ing statewide data.

ABrief History of Medicaid

The role of federal and state government in financing
health care for the poor has expanded greatly since the
1965 introduction of Medicaid. Over the first decade,
Medicaid availability was expanded to all recipients of Aid
to Families with Dependent Children (AFDC) and to
most poor elderly and disabled who receive Supplemental
Security Income (SSI). In 1976, when 23 million recipi-
ents were eovered and program costs rose to $14.1 bil-
lion, 4 most states imposed restrictions on benefits, aban-
doned inflation indexing, anti reduced physician
payments. While never effectively implemented, co-pay
strategies were abandoned in 1980, having been success-
fully challenged in the Crane vs Matthews (42US
CA1315) court case.5 By 1985, in spite of paring the
number of recipients to 21.7 million, costs had escalated
to S37.5 billion. Extending coverage to low-income
pregnant women and children increased enrollees to 24.2
million, raising costs to $55.5 billion by 1988. In re-
sponse, many states imposed limits on hospital days and
physician visits, yet 1994 costs rose to $140 billion for
28.3 million enrollees. New York’s costs exceed $5577
per recipient per year, one of the highest in the United
States.6 In many states, traditional Medicaid reimbursed
physicians very' poorly, contributing to overutilization of
hospital emergency rooms and inappropriate utilization
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patterns that increased Medicaid’s costs more than either
fraud or abuse.78

The Omnibus Budget Reconciliation Act of 1981’
authorized the Health Care Financing Administration
(HCFA) to grant waivers to states wishing to manage
recipient access to health care. Arizona mandated man
aged care for all recipients in 1982. By 1994, 49 states
anticipated implementing managed care programs.10-11
While these programs focus on decreasing utilization by
limiting emergency department visits, hospital admis-
sions, and length of stay, they have yet to establish con-
sistent cost savings.1-12

In 1987, New York State began to pilot PCMP, a
partial capitation variation of primary care case manage-
ment. Under PCMP, primary care physicians contract
with countv departments ofsocial services to provide out-
patient primary care services to a group of Medicaid cli-
ents recruited to the practice. A monthly capitation fee
based on age and sex is paid to the provider who is “at
risk” for office-based primary care services only. Inpatient
services, specialty' referral services, and emergency depart-
ment services (if authorized by the primary care physi-
cian) are reimbursed under traditional Medicaid. Linder
PCMP, the per-member per-month fees are determined
from the cost experience for primary care services, ad-
justed by regional cost differentials, and calculated to en-
courage participation by enhancing primary care reim-
bursement.

New York also encouraged Medicaid clients to enroll
in established health maintenance organizations (HM Os)
that operate Medicaid managed-care programs. Zlhese
full-capitation models assume risk for a wide range of
services including outpatient, inpatient, and specialty
care. Most ofthese HMOs contract with community phy-
sicians to provide services that are reimbursed to the phy-
sician as fee-for-service. Besides HMOs, prepaid health
sendee plans (PHSPs) were certified to provide fully capi-
tated health care. Prepaid health sendee plans are hospital
and physician organizations designed specifically to care
for Medicaid recipients. Primary care providers affiliated
with these programs were capitated by the insurer or paid
a fee for service. The ceiling for full capitation rates was set
at 95% of Medicaid fee-for-service cost experience.2 To
ensure participation, New York required HMOs that did
not meet regional enrollment goals to pay a tax on hos-
pital discharge payments.

All programs were required to collect and analyze
encounter data, monitor utilization patterns, identify and
correct quality problems, and conduct an annual patient
survey. By April 1,1995,20% ofall Medicaid recipients in
New York State were enrolled in managed care programs.
What follows is an analysis of New York State’s 1992 cost
experience with two models of managed care: partial cap-
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itation for primary care only, and full-risk insurers licensed
as HMOs or PHSPs.

Methods

To be included in this analysis, a plan must have been
operational for all of 1992, must have covered more than
10,000 member months in 1992, and must have enrolled
all eligible Medicaid age groups in the AFDC program.
These selection criteria ensured reasonably mature pro-
grams and homogeneity of enrollee sendee need and
avoided the inefficiencies of start-up programs. Ofthe 37
New York State Medicaid managed-care contracts opera-
tional in 1992, 11 met these criteria. Data were obtained
from the Medicaid managed care annual report prepared
by the New York State Department of Social Services
(DSS) in September 1994.13 The New York State DSS
derived its cost data from the Medicaid management in-
formation system (MMIS) date of service files and
checked the data against MMIS payment files for accu-
racy. Cost data included all expenditures for the recipi-
ents, including outpatient, laboratory, inpatient, specialty
service, emergency department, covered medications, re-
habilitation, and ancillary services for partial- to full-
capitation programs. The mean cost per eligible month
for the managed care enrollees was compared with the
cost of a demographically similar (age, sex, region) con-
trol group under traditional fee-for-service Medicaid re-
imbursement. The control groups were selected by the
New York State DSS based on matched actuarial class
from the same region using the 1992 annual on-line re-
cipient file. Because managed care enrollees tend to be
healthier, the New York State DSS attempted to adjust for
recipient selection bias by accounting for pre-enroliment
health care utilization differences.

Student’s t test was used to test for group differences
in the mean cost per eligible enrollee per month for
partial-capitation and lull-capitation programs and to
compare mean cost differences among PCMPs, HMOs,
and PHSPs. 1he Discussion section below includes in-
sights provided by two of the authors (T.C.R. and G.S.),
who have served as participating physicians in both the
POMP model and HMO Medicaid programs.

Results

Eleven programs qualified for the analysis. Only two
POMP programs, both located in Erie County (Buffalo,
NY), had over 10,000 covered member months each,
enrolled all ages, and were in effect during all of 1992.
PCMP 11 is an academic family practice group operating
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in community-based clinics under agreement with a
county-owned hospital in Buffalo. PCMP 111 consists of
multiple community-based physician groups in Hie
County. Five HMOs met criteria for inclusion, with
nearly all enrollees residing in metropolitan New Yorka
surrounding areas. Four PHSPs were included. Table 1
displays the program enrollment for comparison among
the three major capitation models. Total enrollment vs
over 700,000 covered months, representing 65% of dl
New York State Medicaid managed-care-covered months
for 1992. Only 4.9% ofthe analysis group were enrolled in
PCMP.

The state expenditures per member per month fordl
health sendees (outpatient, inpatient, and specialty care
were less for PCMP than for the full capitation models
(P<.10). The partial capitation models resulted in a 3%
expenditure reduction compared with expenditures expe-
rienced by the control group derived from fee-for-service
enrollees in the traditional New York State Medicaid pro-
gram (P<.05). The percentage saved was used for com
parison because of variations in the expenditures for en-
rollees and specific control groups for the different plans.
Savings were documented for the partial capitation pro-
grams over either the HMO model or the PHSP model
(P<.()5 and P<.10, respectively). Overall savings across
all 1992 program types used for this analysis were 13.1%
(Table 2).

While not included in our analysis, it is relevant to
note that the state commissioned quality assurance re-
views by the Island Peer Review Organization for the
HMOs and PHSPs in 1992 using the Health Employer
Data Information Set (HEDIS), with modifiers added for
well-child care, immunizations, and prenatal sendees.B
Enrollee satisfaction was assessed by a questionnaire ad-
ministered to 8456 enrollees. Neither PCMP reported
here underwent the 1992 review, but PCMP Il was re-
viewed in 1991 by the Office of Audit Control ofthe New
York State DSS under contract with HCFA using suneys
of 53 clients and audits of 37 patient records. The overall
satisfaction rate was 93% for PCMP and 90% for both
HMOs and PHSPs.13 The medical records compliance
rate was 86% for PCMP and 73% for the HMOs and
PHSPs vs 46% for the control group. While not directly
comparable, these results suggest that quality and recipi-
ent satisfaction met external standards in both models.

Discussion

Health maintenance organizations and prepaid health
sendees programs offer states all-inclusive packages that
require little state administration because the organiza-
tions, rather than the state, conduct their own marketing,
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Table 1. Cost of Capitated New York State Medicaid Managed Care Plans in 1992

Member Months Cost PMPM Cost PMPM ~ Cost
Tweof Plan Covered, n Adjusted, $ Control, S Difference, S
Patid capitation
PCMPs
Erie PCMP 11 20,610 85.17 132.57 47.40
Erie PCMP 111 14,827 97.40 178.34 80.94
Rl capitation
HMOs
Metropolitan 46,520 227.91 237.04 9.13
HIP Corp 358,024 122.93 142.11 19.18
Mid Hudson-Ulster 16,966 88.72 69.15 19.57
Wellcare/Orange 16,262 99.14 81.00 13.19
Sanus/Suffolk 40,777 114.44 105.36 9.08
PHSPs
Bronx PHSP 131,871 127.91 149.67 Zé;g
Health care plan plus 12,697 85.92 80.58 .
Westchester PHSP 24,101 100.94 119.58 51382471
Manhattan PHSP 43,619 167.14 221.11 .

«tht plan cost more than the controlgroup. o . o . .
PVPMdenotes per-member per-month; PCMP, physician case managementprogram; HMO, health maintenance organization; PHSP, prepaid health service plan; NIS, New

Sfliv Tobe included in the analysis reported here, the plans must have been in effect during all of 1992, must have covered more than 10,000 member months in 1992, and must
smeenrolled all eligible Medicaid agegroups in the Aid to Families with Dependent Children program. Vie controlgroups were developed by the New York State department of
iecial Services based on matched actuarial classand program characteristics using the 1992 annual on-line recipientfile. New York State adjusted thefigures for the difference in
population distribution between the managed care enrollees and their controlgroups andfor a selection bias to accountfor pre-enrollment health care history differences.

statewide data, which are inevitably confounded by im
perfect selection of control group, recipient selection bias,

enrollment, client education, credentialing, and utiliza-
tion review. In the New York State PCMP model, the

local county social sendee districts retain responsibility for
variable portions of these activities requiring approxi-
metely one employee equivalent for every 1000 PCMP
enrollees. This adds 3%to the cost ofthe PCMP programs
but does not alter the comparison of savings between
PCMP and control (t=3.38; P<.05), between PCMP
ad HMOs (t=2.56; P<.05), and between PCMPs and
PHSPs (*=1.75; P<. 10).

This study illustrates the hazards of interpreting

and regional differences. Inherently, control groups are
part of the traditional group of recipients, agroup already
considered to be in a system that encourages overutiliza
tion. Managed care enrollees are somewhat more likely to
be new entrants to Medicaid and, therefore, not habitu-
ated by the traditional system.1Patients who select capi
tation programs may prefer to use health services less
often than traditional recipients. Sicker individuals or
those who prefer to access care through emergency de

Table 2. Aggregated Data Showing Overall Savings from All New York State Medicaid Managed Care Plans in 1992

Member Months Cost PMPM Cost PMPM _ Cost Percentage
Type of Plan Covered, n Adjusted, $ Control, $ Difference, $ Saved
PCIVP 35,437 94.04 151.79 57.75 38.0*
HMOs 478,549 130.19 143.50 13.31 9.3f
PHSPs 212,288 130.29 156.68 26.39 16.8%
Total 726,274 128.45 147.74 19.29 131
AUNYS 1992 capitated 1,111,618 116.88 126.70 11.82 9.3

Medicaid managed care plans

*PCMPsavings over control: t=3.38, P=.05.

{Significance of PCMP savings vs HM Os: t =2.56, P—05.

Significance o fPCMP savings vs PHSPs: t= 1.75, P=NS. . o e , . . K>,
Mdenotes per-member per-month; PCMP, physician case management program; HMO, health maintenance organization; | HS1, prepaid heaith service plan, N IS, Nc

n J Z e included in the analysis reported here, the plans must have been in effectduring all of 1992, must have covered more than 10,01)0 member months in 1992, and must
Inc enrolled all eligible Medicaid agegroups in the Aid to Families with Dependent Children program. Vic controlgroups were developed by the New York Man Departwent oj
Social Services based on matched actuarial classand program characteristics using the 1992 annual on-line recipientfile. New York State adjusted thefiguresfor the difference in
Population distribution between the managed care enrollees and their controlgroups andfor a selection bias to accountfor pre-enroliment health care history differences.
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partments arc not as likely to enroll in managed care plans,
may be more likely to cancel enrollment, or may prefer the
full capitation models. Previous studies have suggested
that pregnant women have been underrepresented in cap-
itation programs.1Some PCMP enrollees were patients in
the primary care office before enrollment, and therefore
can be assumed to have apreselected appreciation for the
use of a primary care gatekeeper and after-hours access
protocols. Regionally, upstate Medicaid recipients may
not have the same access to health services as downstate
recipients, or downstate recipients may see physicians
who are traditionally higher utilizers of tests and proce-
dures. Further confounders include change in the hospital
used, change in physician group, and the different report-
ing formats required of HMOs, PHSPs, and PC'MPs.
Alhough New York has continually readjusted its meth-
odology over the years, there is no way to be certain that
the pre-enrollment expenditure history used to select the
control group was adequately adjusted for these various
confounders. Thus, itwould be easy to overinterpret data
presented here. It can be said, however, that compared
with patients remaining in traditional fee-for-service con-
trol groups, patients enrolled in prepaid plans cost less to
care for, and that by using control groups with similar
demographics and historical use patterns, some types of
programs may offer greater savings.

Physicians Under Medicaid
Capitation Programs

As physicians become familiar with the safeguards and
oversight required in managed care, they become more
satisfied with managed care programs.14'15 Capitating pri-
mary care providers separately from specialty care provid-
ers facilitates stratification of quality management, ie,
generalists judge generalists and specialists judge special-
ists. Rather than high utilizers (specialists) judging low
utilizers (generalists), as is prototypical of HMOs, low
utilizers evaluate each other.10'17 New York State PCMP
generalists did not need prior approval for referrals or
hospitalizations, and therefore were enfranchised to de-
fine appropriateness of care and to seek specialist reassur-
ance based on their own skills and aptitude as judged by
their peers.

In partial capitation the burden for quality assurance,
24-hour availability, continuity of care, medical record
audits, use of standards, data recovery, and utilization
review with corrective actions falls directly on the gener-
alist physician groups. This added burden becomes one
rationale for enhanced reimbursement for primary care
services. While simply increasing New York’s fee-for-
service reimbursement has not effectively increased the
number of physicians participating in traditional Medi-
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caid, physicians who participate to a limited extent indi-
cate that they would increase participation if better reim
bursed in a system where they felt more empowered. 187"
To date, general internists, general pediatricians, and fam
ily physicians have received a return on educational oS
that is less than that of students entering medical special

ties, business careers, law, or dentistry.20 Capitation pro-
grams structurally improve the Medicaid system and en
hance rates in accordance with the generalist’s contribution
to a population’s health care.

The effect of limiting direct patient access to specialty
physicians is subtly different in partial capitation as com-
pared with full capitation. Under New York’s partial cap-
itation program, a physician is not penalized for makinga
referral. Under many full capitation programs, physician
remuneration is subject to a “withhold” sum that is not
returned if the expenditure for specialty services is too
great. While erecting barriers to specialists results in fewer
invasive procedures, these barriers have the potential to
result in compromised functional outcomes or untimely
implementation of treatment advances.2L Another con-
cern is guidelines that have been hastily adopted, resulting
in increased morbidity (eg, ultrasound screening for ovar-
ian cancer of asymptomatic women) and the suggestion
that, compared with self-referrals, referrals directed by
generalists improve outcomes for some specialty' proce-
dures.2-27 The PCMP program, as constructed in New
York State, erected few barriers to specialty referral yet il
resulted in savings, suggesting that the philosophy of gen-
eralist care has as great an impact on expenditures as do
financial barriers.

Medicaid Recipients and Capitation

The gatekeeper relationship in either capitation model
addresses one source of primary care physician frustration:
the freedom of the traditional Medicaid patient to enter
and reenter the system through poorly planned emer-
gency department visits, where workups are often re-
peated, medications are changed, and original treatment
plans aborted.28 The community care model also appears
to be popular with Medicaid recipients who, when offered
the opportunity, often switch from hospital clinics to of-
fice-based physicians.29'30 Offices operating on appoint-
ment times with assigned patient-specific providers, how-
ever, may frustrate recipients who may have become
accustomed to accessing the nearest available provider—
often an emergency department—on a convenience besis.
Care-seeking behavioral changes may be most problem-
atic for mentally disabled clients and clients with limited
transportation resources.3l While partial capitation can
increase the number and variety' of access points for recip-
ients, it places a burden of patient education and behavior
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modification on the primary care office. Health mainte-
nance organizations generally have an infrastructure in
place that is prepared to teach the rules for accessing care
to new enrollees. The high turnover rate of Medicaid
eligibility (44% evert' 3 years) requires a continual reedu-
cation effort.

Rural Communities and Populations with
little Managed Care Penetration

Developing managed care strategies in rural communities
remains a challenge. While 46% of New' Yorkers w'ere
enrolled in managed care plans in January 1995, 17 rural
New York counties had less than 10% enrollment. This
discrepancy is further complicated by a lack of large em-
ployers, nonuniform infrastructures, need for cooperative
agreements w'ith tertiary care centers, lack of provider
consensus about where to refer, lack of critical population
size for full capitation, and concern about surrendering
local control. If one large health care insurer becomes
dominant in a rural community, antitrust challenges can
be successful, as in Wisconsin, where one insurer/pro-
vider was successfully litigated for recruiting the majority
of providers within a previously underserved geographic
area. In New York State, PCMPs have been established
for populations as small as 1000, suggesting applicability
incommunities with little or no HMO penetration, few
HMO participating providers, or low' Medicaid density.2
Referral arrangements in several surrounding urban areas
aeoften essential for small communities equidistant from
two or more referral centers and more easily maintained
under these partial capitation arrangements.

The most urgent health system need for many rural
communities is recruiting and retaining providers. If ex-
isting community providers challenge introduction of an
urban-based full capitation plan, many communities may
choose to delay implementation. A stepwise approach to
capitation reimbursement initiated with a partial capita-
tion program under local control has been perceived as
less intrusive, more flexible, and more acceptable by sev-
eral rural New York State counties (eg, Chautauqua and
Orleans). Community-sensitive payment initiatives are
more likely to capture local market share, strengthen in-
frastructure, and recruit providers.33'3%4

New York State is now planning a demonstration
project that will place special care populations (eg, pa-
tients with acquired immune deficiency syndrome
[AIDS] and mental illness, and those who abuse drugs
and alcohol) in a PCMP as a strategy to achieve savings,
mainstream medical care, and ensure the flexibility
needed by these recipients and their families to access
appropriate community-based services. Partial capitation
facilitates enrollment of these special populations where
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necessary to carve out counseling or rehabilitation ser-
vices that are intermittent, high intensity, and unpredict-
able. The varied risk profiles of these patients have made it
difficult for commercial HMOs to establish a per-ntember
per-month rate.

Policy Issues: The Future

The development of Medicaid managed care accentuates
concerns about America’s limited primary care capacity,
the ability' to implement accurate quality monitoring, and
the need to educate recipients for a new health care rela-
tionship. Progress has been slowed by the inadequacy of
information systems that track the utilization patterns of
Medicaid recipients, which makes the selection of com-
parison groups very difficult and interferes with rigorous
analysis of programs. New York State has refined its infor-
mation process several times and produced data that are
being used by policymakers and politicians to support the
prevailing inclination to have managed care adopted by all
populations. No single strategy yet developed, however,
adequately provides for the multifaceted needs of chron
ically disabled recipients, copes with the instability of
Medicaid eligibility, ensures a degree of recipient choice,
or is proven applicable to underserved rural communities.

The data reported here suggest a contributory role
for primary care partial capitation programs in the Med
ieaid managed care market. The New York State partial
capitation experience implies that primary care case man
agement isthe essential function ofmanaged care and that
savings and quality' can be achieved by limited risk ar-
rangements utilizing office-based generalist physicians. It
is a strategy that could be employed by HMO intermedi
ariesworking with a panel of community physicians, but it
may be particularly useful for local government-run pro-
grams such as Medicaid. The experience reported here
suggests that partial capitation is cost-effective, and as
such, may be useful as a transition strategy for communi-
ties with low HM O penetration or physician groups in-
experienced with full capitation. A pluralistic approach to
public policy is more likely to be perceived as being sen-
sitive to recipient needs, provider capacity, and local
health market characteristics. With appropriate imple-
mentation, partial capitation can be as competitive as full
capitation and facilitate the evolution of health care sys-
tems.
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