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This article reviews fundamental
information about mental health benefits
for older adults. Major systems,
including Medicare, Medicaid, and
managed care are described.
Regulations and policies that influence
mental health care for older adults are
distinct from those for the general
population. In addition, Medicare has
adopted managed-care options more
recently than the private insurance
industry. This relationship between
Medicare and managed care is
chronicled and future directions are
postulated. Finally, we examine several
empirical questions that have been raised
due to the recent changes in the delivery
of mental health care to older adults.

The recent transformation in the United States
health insurance industry has been rapid and com-
plex. The changes may be especially bewildering
for older adults and geropsychologists because
the insurance systems for older Americans are
distinct from those for the general adult patient
population. This article examines the health insur-
ance systems for older adults, with an emphasis
on mental health benefits. The topics reviewed
include Medicare (and secondarily, Medicaid)
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health benefits and policies, managed care in the
private sector and its relationship with Medicare,
empirical questions that are raised by the contro-
versies in this area, and future directions that are
predicted to impact the delivery of mental health-
care for older adults.

Medicare Public Policy
As a compromise in the debate over the merits

of a national health insurance program, the Medi-
care and Medicaid programs were enacted by the
United States federal government hi 1965. Medi-
care originally provided health insurance only for
elderly Americans, and subsequently also pro-
vided insurance for those eligible for Social Secu-
rity Disability Insurance, patients receiving kid-
ney dialysis, and patients in need of transplants.
In contrast, the Medicaid health insurance pro-
gram was initiated to provide health insurance for
indigent persons. Older adults may be benefi-
ciaries of both programs, usually referred to as
"dually eligible." For these patients, Medicare
is the first payer and Medicaid, serving as the
secondary insurer, pays for costs not covered by
Medicare, such as copayments, deductibles, and
prescription drugs.

Medicare is based on a model of universal enti-
tlement; that is, medical care is provided to all
older Americans rather than according to eco-
nomic need, a philosophy that is currently under
much scrutiny and debate. The principal of uni-
versal entitlement is applicable to only specific
components of Medicare insurance. Medicare
Part A is the compulsory health insurance plan for
all elderly persons that covers only hospitalization
costs. It is funded by Social Security payroll taxes
that are collected into the Health Insurance Trust
Fund. Medicare Part B is a voluntary program and,
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similar to private insurance plans, it is financed
by premiums paid by the individual, although it
is also subsidized by the federal government. Part
B is used to pay for the fees of healthcare provid-
ers, as well as other outpatient medical costs such
as psychotherapy, diagnostic tests, and laboratory
work. Medicare Parts A and B do not cover all
medical costs; therefore, many older adults also
obtain health insurance benefits from either Medi-
gap plans or Medicaid. A Medigap policy is sup-
plementary private insurance that is purchased to
pick up costs uncovered by Medicare Parts A and
B. It is optional, and the individual pays a monthly
premium for a Medigap policy. Similar supple-
mentary health insurance is available to indigent
older adults who qualify for Medicaid. Older
adults who do not purchase a Medigap plan and
do not qualify for Medicaid are often left with
substantial out-of-pocket medical costs, including
a 50% copayment for outpatient psychotherapy.

Medicare policies distinguish between physical
and mental disorders. The hospitalization insur-
ance, Part A, allows for an unlimited number of
admissions and hospital days in general hospitals,
but mere is a 190-day lifetime limit for free-
standing psychiatric hospitals. In addition, Medi-
care Part B pays 80% of outpatient fees, except
for mental health services, which are reimbursed
at a substantially lower 50% rate. The justification
for this discrimination is that mental disorders are
not as accurately diagnosed and not as predictably
treated as physical disorders (Burke, 1997).
These arguments are hardly compelling when one
considers the difficulties in diagnosing or treating
many physical disorders such as irritable bowel
syndrome, arthritis, and arteriosclerosis. Further-
more, the cost of mental health care is a modest
2.5% of Medicare reimbursements.

Efforts to end other discriminatory practices
have been successful; for example, the total an-
nual mental health costs for Medicare Part B were
originally capped at $250, increased to $500, then
$2,200, and in 1990 the annual limit was elimi-
nated. Fortunately, the Omnibus Budget Recon-
ciliation Act (OBRA) of 1990 requires all Medi-
care Supplemental (Medigap) insurance policies
to cover the 50% copayment for outpatient mental
health care remaining from Medicare Part B (this
standard may not apply to some older adults with
insurance policies initiated prior to 1990). For
older adults without Medigap plans or Medicaid,
the 50% copayment for mental health services
remains a critical disparity for mental health pro-

viders and patients and is often a barrier to ac-
cessing needed services.

It is a bitter irony that Medicare, the national
health insurance program for older Americans,
does not pay for long-term institutionalized care.
This gap in coverage is perhaps the most conse-
quential void in mental health benefits for older
adults because approximately 45 to 70% of nurs-
ing home residents have mental health problems
(Georgoulakis, 1998; Wykle & Musil, 1993).
Nursing home costs are primarily paid by four
sources: Medicaid pays the largest proportion of
costs, 44%; individuals and their families pay
approximately 33%; Medicare pays 16% (which
pays only for limited short-term or post-acute in-
stitutionalized care); and private long-term care
insurance pays for only 6% of these costs (Cohen,
1998; National Academy on Aging, 1997). These
costs, however, do not include psychotherapy or
psychological evaluations. As indicated above,
these services are covered by Medicare Part B and
whatever secondary health plan may be available,
regardless of whether an individual resides in the
community or in a long-term care facility. Restric-
tions of these benefits are reviewed below.

The above not withstanding, there are greater
opportunities for geropsychologists in long-term
care than ever before. OBRA 1987 mandated
training for mental health services in long-term
care settings, which has opened opportunities for
consultation in nursing homes. In addition,
OBRA 1987 mandated that mental health services
be available within the nursing home or from an
outside agency. Unfortunately, only some nursing
home patients receive health insurance benefits
for outpatient psychotherapy because many
managed-care plans have substantial restrictions
against reimbursements for psychotherapy. In
some states, 50% or more of claims for psycho-
logical services provided to nursing home resi-
dents are denied by Medicare managed-care plans
(Hartman-Stein, 1998). There are several com-
mon reasons for denial of payment. Many plans
disallow psychotherapy benefits for all patients
with a diagnosis of dementia. Neuropsychologi-
cal evaluations are often not covered or may be
subject to narrow time limitations that essentially
allow only for screening evaluations. Group ther-
apies with goals of cognitive stimulation, social-
ization, and recreation are not usually reimburs-
able. Operation Restore Hope, conducted by the
Department of Health and Human Services, ex-
amined fraud in Medicare claims and determined
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that one-third of psychological services provided
in nursing homes were medically unnecessary
(Hartman-Stein, 1998). This study resulted in
many more limitations in the frequency and types
of psychological services that Medicare carriers
will pay for in nursing homes.

Insurance policies have considerable variations
in their benefits, reimbursement rates, diagnoses
allowed, and so forth; furthermore, the rules gov-
erning insurance plans are continually being mod-
ified. Hence, only some of the more uniform
Medicare policies that impact mental health pro-
viders are highlighted here. First, Medicare reim-
burses clinical psychologists and clinical social
workers, but no other mental health specialists.
Clinical social workers are disallowed from pro-
viding psychotherapy services in long-term care
settings, although this decision is under appeal.
The inclusion of less costly masters-level mental
health providers, which are included on most pri-
vate insurance panels, is currently under consider-
ation by Medicare policymakers. Second, psy-
chotherapy fees are disallowed by many carriers
for patients with a diagnosis of dementia, as stated
above. This blanket policy is extremely unfortu-
nate as there are many instances in which psycho-
therapy is quite appropriate. For example, therapy
is efficacious in helping patients and their families
cope with the diagnosis, especially when the diag-
nosis is initially made, and in helping them adjust
to changes over the course of a progressive dis-
ease (Zarit & Teri, 1991). Such services may
result in better decision-making and planning for
the future. Behavior therapy may also be an im-
portant alternative to chemical and physical re-
straints for patients in later stages of dementia
who exhibit problematic behaviors such as wan-
dering, agitation, or aggression (Robinson, Spen-
cer, & White, 1992). Third, Medicare requires
psychologists to consult with a patient's physician
"within a reasonable amount of time" after the
patient has consented to the consultation. The
consultation may merely be notification that the
patient is receiving psychological services, al-
though an extensive discussion may be clinically
appropriate. The consultation is not required
when the patient is referred to the psychologist
by the primary or attending physician. Finally,
insurance claims may be denied because treat-
ment, including psychotherapy, is not deemed
medically necessary. The "medical necessity" ex-
clusion has been criticized as arbitrary and capri-
cious. Providers and beneficiaries will continue

to file appeals until this term is better operation-
alized.

As an aftermath to the enormous increases in
Medicare expenditures during the 1970s and
1980s, reimbursement rates for medical care are
no longer solely determined by the amount billed
by providers, a fee system referred to as Custom-
ary, Prevailing, and Reasonable (CPR). Medicare
and private insurance plans have adopted numer-
ous policies to regulate the amount of payment.
In 1989 Congress initiated the Resource-Based
Relative Value Scale (RBRVS), which deter-
mines payment allowed to physicians and other
healthcare providers. The fee system is based on
the relative value of the resources needed to pro-
vide particular medical services (e.g., time
needed to provide treatment, complexity of work,
practice expense, malpractice expense). Addi-
tional adjustments are made for geographic cost
differences. Medicare began to use the RBRVS
fee schedule in 1992 and revises it continually.
Because the RBRVS system is standardized and
includes all health specialties, it has become the
universal fee schedule adopted by the insurance
industry. Many providers argue that the RBRVS
fees paid to psychologists, social workers, and
psychiatrists are restrictive and represent another
example of discriminatory policies against mental
health care for elderly patients (Finkel, 1993).

The insolvency of Medicare's National Insur-
ance Trust Fund appears imminent. An important
but underrecognized aspect of the insolvency of
the Trust Fund is that it primarily concerns the
availability of resources for Part A, although the
growth rate of Part B has far surpassed Part A in
the last 2 decades (Burke, 1997). Several factors
will bring about this financial crisis. Currently,
there are approximately 36 million Medicare ben-
eficiaries, but when the "baby-boomer" genera-
tion reaches retirement age in 2011, there will
be a staggering 76 million Medicare recipients
(Burke, 1997). Furthermore, the proportion of
workers supporting the system will decline. There
are currently 10 workers paying Social Security
taxes for every person over age 65 receiving bene-
fits. When the baby boomers retire there will be
only two workers per retiree (Burke, 1997). These
demographic changes will demand major healthc-
are policy reform. There is an inherent incongru-
ity that must be addressed—older patients are the
greatest users of medical resources but are also
among the least likely to have sufficient incomes
to pay for medical costs.
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Proposed reforms have included increasing
taxes, decreasing reimbursement, and rationing
services. Taxation efforts have not gained a modi-
cum of support; thus, reforms will likely involve
shifting the financial responsibility for medical
care from the government to the individual patient
and provider and placing restrictions on care. The
negative impact of restricting care is likely to
be worse for healthcare services such as mental
health, which often require continuous treatment
for chronic conditions and are also viewed as an-
cillary care.

The Relationship Between Medicare and
Managed Care

The ascendance of managed care is perhaps
one of the most consequential and complicated
changes that has affected the healthcare system
in the United States. The Health Insurance Asso-
ciation of America defines managed care as health
insurance plans that integrate the financing and
delivery of health services to beneficiaries. The
structure of this integration varies across the dif-
ferent types of managed-care programs. Key
components of managed-care plans include sev-
eral factors: contractual agreements with selected
providers to deliver healthcare services to mem-
bers, standards for selecting these providers, fi-
nancial incentives for members to use the provid-
ers under the terms of the plan, financial
incentives for providers to limit treatment and
evaluation procedures that may not be medically
necessary, systems of quality assurance and utili-
zation review, and responsibility by the managed-
care organization to provide multiple medical
services.

The term managed care is often used synony-
mously with health maintenance organizations
(HMO), although they are not equivalent. A
managed-care organization may be an health-
maintenance organization (HMO), a preferred-
provider organization (PPO), a point-of-service
organization (POS), a provider-sponsored organi-
zation (PSO), or a variant of these structures
(Block, 1997). HMOs are the traditional prepaid
plans that provide comprehensive healthcare by
providers who are salaried staff. PPOs are insur-
ance organizations that contract with a limited
group of independent providers to offer services
at a discounted price in return for the expectation
of increased volume of patients. Combinations of
various structures are seen in the POS plans,
which are typically affiliated with either an HMO

or a PPO and allow greater flexibility in using
providers who are not on the plan, but with some
restrictions and increased costs. POSs are cur-
rently the fastest growing managed-care plans,
their success attributed to the choices they allow
enrollees. In 1996, 20% of POS claims were out-
of-network (Block, 1997).

PSO health services are financed and delivered
not by an insurance company, but by a group of
doctors and hospitals that form partnerships and
act as both the insurer and the provider. Thus,
providers contract directly with purchasers, elimi-
nating the insurance middleman. In 1999, PSOs
will begin enrolling Medicare beneficiaries.
There is debate as to whether PSOs will be able
to compete with HMOs. PSOs can cut the costs
of the middleman, but many believe they can
survive only if they are very large (Meyer, 1997).

The rapid spread of managed care in the private
health-insurance industry has only recently im-
pacted Medicare, but greater impact is expected
in the future. Medicare has lagged far behind the
private sector and Medicaid in embracing man-
aged care. Between 1993 and 1996 there was a
140% increase in general HMO enrollment, com-
pared to a 81% increase in managed-care enroll-
ment among Medicare beneficiaries (Block,
1997). In 1996 approximately 33% of Medicaid
beneficiaries were in managed-care organiza-
tions, compared to 12.7% of Medicare benefi-
ciaries. Some argue that Medicare has been the
last bastion of fee-for-service (FFS) health insur-
ance (Wilensky, 1997), although this distinction
appears to be fading. The number of Medicare
beneficiaries enrolled in managed-care plans has
steadily increased in the 1990s (Burke, 1997). In
1990 only 3.5% of Medicare beneficiaries were
in managed-care plans, rising to 6% in 1992,10%
in 1995, and 15% in 1997 (Colenda & Sherman,
1998; Weiner, Powe, Weller, Shaffer, & Ander-
son, 1998; Wilensky, 1997). The Congressional
Budget Office estimates that 20% will be enrolled
by the year 2000 and as many as 30% by 2002
(Colenda & Sherman, 1998; Weiner et al., 1998;
Wilensky, 1997).

In 1972 Social Security amendments autho-
rized Medicare to contract with managed-care
organizations for capitated payments; however,
heavy restrictions prevented much growth in this
early period. The rapid growth in Medicare ex-
penditures sparked renewed interest in managed
care as a cost-saving effort. In 1982 the Reagan
administration and Congress passed the Tax Eq-
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uity and Fiscal Responsibility Act, which encour-
aged managed-care enrollment for Medicare ben-
eficiaries. The number of risk plans contracting
with Medicare rose from 96 to 171 (Ober-
lander, 1997).

More recently, both the Republican Congress
and the Clinton administration have endorsed
expansion of managed care in Medicare in order
to contain costs. The Balanced Budget Act of
1997 (BBA) included important changes in public
policies regarding funding for medical services.
The Medicare Plus Choice program was adopted,
which allows beneficiaries to choose from three
types of plans: managed-care plans, private FFS
plans, and medical savings accounts (MSAs) (Et-
tinger, 1998). Managed-care plans include the
well-established HMOs, PPOs, and the hybrid
PSOs, as well as the more recent PSOs. Private
FFS plans are primarily distinguished by the lati-
tude given to beneficiaries in selecting their
healthcare providers. Providers accept a capitated
amount from Medicare, and higher rates—not to
exceed 15%—are charged to the beneficiary. The
MSA is an innovative healthcare insurance sys-
tem defined by the BBA. The components of
MSA programs include high deductibles that
cover big-ticket healthcare costs in conjunction
with an individual savings account that covers
routine medical costs. An incentive of the MS As
is their tax-free status. It remains unclear how
mental health care will fare with MS As.

Entry into the private insurance industry will
change the face of Medicare. Medicare's tradi-
tional FFS option will continue, but many more
options are becoming available under the Medi-
care Plus Choice program. Medicare benefi-
ciaries will need to become sophisticated shop-
pers. Consumers, advocates, and managed-care
administrators are nervous that elders will be
overwhelmed with too many choices. Choices
will also become more abiding. Medicare bene-
ficiaries can now enroll and disenroll in a plan
on a monthly basis; after 2001 older adults will
be locked into their plan of choice for 1 year
(Meyer, 1997).

The rate that Medicare pays managed-care or-
ganizations is under much scrutiny. Medicare
contracts with managed-care organizations are
called Medicare risk contracts. Managed-care or-
ganizations receive a capitated or fixed payment
from Medicare for each beneficiary who enrolls in
the plan, independent of the individual's medical
status; in return, the managed-care organization

must provide all medical services covered by
Medicare to the beneficiaries. The current capi-
tation rate per patient that Medicare pays is 95%
of the average traditional or customary fee, which
is adjusted for several factors. Termed the Ad-
justed Average Per Capita Cost (AAPCC), it is
published annually by county. AAPCC adjust-
ment variables include the enrollees' age, gender,
entitlement category (disabled vs. old), institu-
tional status (nursing home resident or not), Med-
icaid eligibility, and location by county. Because
the payment is prepaid, the insurance company
assumes the risk for medical care costs that pa-
tients might incur beyond what Medicare has
paid. Of course, the company also stands to earn
a profit if the medical costs of their total policy
holders is less than the capitated payments they
received. If capitation payments exceed actual
medical costs for beneficiaries, the managed-care
organization must either return the profit to Medi-
care or to the beneficiaries in the form of reduced
premiums or additional benefits (e.g., prescrip-
tions, eyeglasses, mental health care). Managed-
care organizations have usually returned the profit
in the form of expanded benefits (Oberlander,
1997). A caveat concerning this profit is that
managed-care organizations are allowed to make a
profit on Medicare beneficiaries that does not ex-
ceed their profit margin on non-Medicare enrollees.
Capitation is one of the primary cost-containment
efforts of Medicare. Evidence suggests that Medi-
care has, in fact, overpaid managed-care organiza-
tions, which have not absorbed a fair proportion
of the costly medical expenditures of chronically
ill patients (Oberlander, 1997).

Benefits and Limitations of Managed Care For
Older Adults

As outlined by Oberlander (1997), managed
care offers several potential advantages for the
financing and delivery of medical care for older
adults:

1. Managed care may provide less expensive
care than the FFS system by working within
a budget that creates financial incentive to
avoid excessive treatments and diagnostic
procedures. Fixed payment also offers the
benefit of financial certainty, an important
property to large systems such as the fed-
eral budget.

2. Managed-care organizations may be able to
provide a broad range of benefits, especially
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for Medicare beneficiaries who receive no
coverage or limited coverage for prescription
drugs, dental care, hearing and eye exams,
and mental health care. Many of these benefits
are offered because managed-care plans and
Medigap plans are required to provide them
to Medicare beneficiaries by the Health Care
Financing Administration (HCFA).

3. Medical services are coordinated through one
central source.

4. Total out-of-pocket expenses for beneficiaries
may be less, with minimal copayments and
small deductibles.

5. There is usually little or no paperwork for
filing claims.

6. Medicare managed-care carriers must accept
Medicare beneficiaries regardless of their
health status.

Limitations and disadvantages of Medicare
managed-care plans have also been raised (Col-
enda & Sherman, 1998; Oberlander, 1997):

1. Strategies used to curtail costs include lim-
iting referrals to specialists, number and
length of stays in hospitals, and laboratory
and diagnostic evaluations. The irony is that
reduced availability of healthcare services
may ultimately increase costs by failing to
detect diseases early or by allowing acute
conditions, such as depression or other men-
tal illness, to turn into chronic ones. In addi-
tion, Medicare cost-containment efforts in-
variably mean passing costs onto family
caregivers or to the Medicaid system through
early institutionalization.

2. Medicare may actually increase its costs by
transferring the healthy, less costly patients to
managed-care plans.

3. Case managers may intrude into doctor-pa-
tient decisions. This issue collides head-on
with the ethical protection of patient confiden-
tiality. These repercussions are especially seri-
ous for patients receiving mental health ser-
vices because of the highly personal and
private nature of psychotherapy.

4. Access to providers and hospitals of choice
is limited.

5. Medical care and referrals to specialists such
as psychologists are restricted through gate-
keeping.

6. Decisions about what treatments are medically
necessary are vague or arbitrary.

Accounts of scandalous gag rules, disallowed
medical treatments, and termination of unhealthy
enrollees have been covered by the popular media
(Church, 1997). Indicative of the level of negative
sentiment, the Health Insurance Association of
America now rarely uses the term managed care,
preferring comprehensive or coordinated care.
Until recently, managed-care programs were vir-
tually unregulated. Federal and state governments
are beginning to adopt various safeguards and
regulations for the protection of Medicare bene-
ficiaries and the general population. For example,
managed-care companies that contract with Medi-
care and Medicaid are prohibited from paying
providers bonuses or offering financial incentives
for limiting services to beneficiaries. Many states
are passing restrictions against gag rules, which
limit what healthcare providers can tell their pa-
tients about treatment options or financial incen-
tives for withholding medical care. Finally, sev-
eral states are requiring better procedures for
appeals and grievances made by beneficiaries
(Block, 1997). Rosenbaum (1998) argues that the
insufficient regulation of the managed-care indus-
try places the burden of quality control on the
contract negotiation process. Furthermore, public
purchasers of managed-care packages (i.e.,
Medicare and Medicaid) have a greater responsi-
bility than private purchasers for ensuring that the
quality of healthcare is not compromised by man-
aged care. Medicare and Medicaid beneficiaries
have more health problems than the general public
and may be less able to advocate for themselves in
the complex maze of insurance networks.

Research Questions
After several years of managed-care, accumu-

lated data are available to address empirical ques-
tions that are raised by the continuing debates.
These questions include: (a) Does managed care
produce the expected cost savings? (b) Does the
quality of healthcare decline as a result of finan-
cial incentives to restrict care? and (c) Is the range
of medical services altered in managed-care
plans?

The dispute over cost savings stems primarily
from the question of whether the selection of
managed-care enrollees has been biased. Medi-
care payments are not evenly distributed. Ten
percent of the beneficiaries cost 70% of the ex-
penditures (Oberlander, 1997). If managed-care
plans do not absorb a fair proportion of costly pa-
tients, Medicare will lose money by paving 95% of
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customary fees. Studies by the General Accounting
Office indicate that Medicare managed-care plans
do, in fact, attract healthy clients, and the sick
ones stay with or return to HCFA, a finding that
has been robust (Meyer, 1997; Oberlander, 1997;
Wilensky, 1997). It is estimated that Medicare
HMO enrollees' medical costs were 11% less than
Medicare beneficiaries not on HMO plans (Ober-
lander, 1997). The savings appear to be realized
mostly from short hospital stays, reduced home
care, and reduced use of specialists—all of which
may reflect the healthier managed-care popula-
tion, the restrictive utilization policies of man-
aged care, or both. In response to the widespread
agreement that Medicare needs to adjust the
AAPCC formula for beneficiaries' health status,
Congress mandated that HCFA adopt a health-
risk adjustment by the year 2000. It is possible
that adding this factor to AAPCC will improve
its remarkably poor prediction of actual individual
healthcare costs (Oberlander, 1997). Higher capi-
tation payment for sicker beneficiaries may atten-
uate the financial incentive to reduce care for pa-
tients with chronic physical and mental illnesses.

Regarding the question of the quality of care,
several recent reviews on the impact of managed
care conclude that the outcome of various health
conditions, including depression, was not sig-
nificantly different between Medicare HMO en-
rollees and Medicare FFS enrollees (Block, 1997;
Colenda & Sherman, 1998; Hellinger, 1998; Ob-
erlander, 1997). An important caveat appears
when one looks more closely at frail, elderly pa-
tients. Elderly and poor patients with chronic
health conditions in HMO plans had worse de-
cline in their health than FFS enrollees (Block,
1997; Oberlander, 1997). The reviewed studies
also consistently concluded that HMO enrollees
were less satisfied with their healthcare than FFS
enrollees, and HMO beneficiaries reported less
access to specialized health services than FFS
enrollees. These data raise compelling questions
about whether the managed-care structure fits the
medical needs of younger, healthier beneficiaries
comparatively well, but is unable to accommo-
date the medical needs of chronically ill, frail,
older patients. The implication is that public poli-
cies should recognize the necessity for different
medical insurance systems to meet the medical
needs of diverse patient groups.

The last question is whether managed-care
plans provide comprehensive health benefits. In
1995, 95% provided annual physical exams, 90%

provided eye examinations and immunizations,
but costly extras, such as mental health coverage
and hearing aids, were rarely included (Ober-
lander, 1997). An indicator of competition in the
Medicare managed-care market is that since 1993
some extra services have been offered but not in
the area of mental health.

Several conclusions can be drawn from the extant
literature on Medicare managed care. First, the pri-
mary motive for encouraging Medicare patients to
enroll in managed-care plans—saving federal dol-
lars—has not been realized. Medicare has lost,
rather than saved money by contracting with
managed-care organizations because managed-care
beneficiaries are relatively healthier. Second, the
quality of care for chronically ill, frail, older pa-
tients enrolled in managed-care plans has suffered.
Third, managed-care plans provide more benefits
than traditional FFS plans; however, these benefits
are in effect subsidized by HCFA via the 95% capi-
tation overpayment. Finally, mental health care lags
far behind other supplementary healthcare provisions.

Predicted Directions in the
Future of Healthcare

A number of changes in Medicare's public poli-
cies have been predicted (Meyer, 1997; Ober-
lander, 1997). First, Medicare's 95% capitation
rate may be decreased by as much as 5%, which
may in turn bring reductions in supplementary
benefits provided by the managed-care plan.
Mental health services, that have not fared well
as supplementary benefits are not likely to gain
lost ground. Second, the growth in Medicare
managed care appears inevitable. Public policy
will not address growth, but rather costs and qual-
ity. HCFA may need to assume greater responsi-
bility for monitoring the quality of healthcare that
is contracted out to external organizations (for
example, encouraging or mandating more geriat-
ric specialists in managed-care organizations to
address their inexperience with elderly patients).
Greater attention to quality of care may redress
problems regarding insufficient referrals to spe-
cialists such as geropsychologists and neuropsy-
chologists. Third, employers will become in-
volved in these debates as employee medical costs
for retirees rise at a more rapid pace than for
current employees. Psychology professional or-
ganizations have overlooked the importance of
advocating that employers address the mental
health needs of their retired beneficiaries. Until
employers understand what services are needed
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by older adults with mental illnesses such as de-
mentia, depression, and anxiety, they will not be
in a position to negotiate effectively for mental
health services in health insurance contracts.
Fourth, new strategies to broaden healthcare op-
tions, such as MS As and privatized voucher sys-
tems, are being debated. Again, psychologists
and the organizations that represent mental health
providers must be vigilant about proposed
changes to ensure that mental health benefits are
not ignored. Last, traditional nursing homes are
expanding into new markets, including retirement
apartments, assisted living units, adult daycare
centers, outpatient rehabilitation services, and
subacute-care units. It will be a challenge for
geropsychologists to expand the scope of their
services to include these exciting venues.

Conclusions
Hie aging of the population will have a great

impact on the demographics of the clientele served
by psychologists. In 1990 there were 32 million
Americans age 65 and older, in 2040 the number
will skyrocket to 70 million. This extraordinary
change will inevitably create a great demand for
psychologists who are trained in gerontology. Fur-
thermore, recent legislation has allowed psycholo-
gists to dramatically increase their services to older
adults with mental illnesses. Medicare reforms,
OBRA regulations, and managed-care competition
are changing the face of clinical geropsychology.
Mental healthcare for older adults is more available
now than ever before.

But the pendulum can swing back if psycholo-
gists and their representative organizations are not
alert to the changing tides that cost-containment
efforts will bring. Advocacy for mental health
parity should be broadly directed to federal and
state governments, the insurance industry, em-
ployers, and the general public. Perhaps most
importantly, in this era of cost-cutting, psycholo-
gists should flex their scientist-practitioner mus-
cles and proactively demonstrate the quality and
efficacy of their clinical interventions via pro-
grammatic evaluation. The benefits of addressing
the barriers and challenges are many: more pa-
tients with dementia will receive appropriate psy-
chological interventions; more older adults will be
evaluated for neurobehavioral syndromes; more
middle-aged adults with aging parents will learn
how to cope effectively with family transitions;
more nursing homes will hire psychologists as
staff or consultants; more patients with potentially

chronic illnesses, such as depression, will receive
prompt treatment—the list is compelling.
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