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Abstract: For-profit Managed Care Organizations
(MCOs) have become the overwhelmingly dominant
insurer for Medicaid beneficiaries. As healthcare
reform sets in motion, MCOs will play a vital role in
providing medical coverage to millions of newly
insured Medicaid patients. MCOs will likely save our
nation millions of dollars. However, for-profit MCOs
may result in lower quality of care. By mid 2013,
quality-reporting requirements for insurers will be
implemented by the federal government. Access to
care for Medicaid patients is already a problem, which
may become exacerbated by the MCO-Medicaid
expansion.
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Introduction
Like the baby-boomer generation, traditional feefor-service Medicaid has reached retirement age,
and is no longer the dominant model for Medicaid.
MCOs have taken over health care delivery for
Medicaid beneficiaries. Managed care is currently
the most common Medicaid contract used
nationwide. By 2008, about 70 percent of all
Medicaid enrollees were in MCO-Medicaid plans.1
This is a jump from 40 percent in 1996 and 60
percent 2004.2 Initially, these plans included a mix
of Medicaid and privately insured patients.3 Today,
most MCO-Medicaid plans either primarily, or
exclusively, serve Medicaid enrollees.4 Thus,
Medicaid has been deeply penetrated by private
insurance companies, who contract with individual
counties or states to administer the Medicaid
system.
The Affordable Care Act (ACA) is expected
to generate over 32 million newly insured people.5
Health reform aims to reduce our uninsured by a
dramatic expansion of the Medicaid system. This
expansion is expected to absorb half of our
currently uninsured population.6 Additionally,

Medicaid provides affordable care to millions of
low-income Medicare beneficiaries, known as “dual
eligibles,” assisting them with long-term care and
entitlements that Medicare does not fund.7 Thus,
MCOs are expected to become the primary delivery
system for the Medicaid expansion under the ACA
and along with the aging baby-boomer generation.8
In our current economic environment, state
officials are looking for ways to save money.
Contracting with private managed care firms will
likely save millions of state government dollars.9
The potential financial savings from managed care
are substantial, and perhaps the primary motive for
a move to the MCO model. However, the effect of
low-cost MCO plans on the quality and access to
healthcare is not clear.10
Issue: Managed Care Medicaid and Ensuring
Quality Accessible Care
Quality of Care
Managed Care Organizations contract with
Medicaid in the following two ways: publicly traded
for-profit MCOs, and nonprofit MCOs that are not
publicly traded. The Commonwealth Fund has
recently reported publicly traded MCOs paid out the
lowest percentage of Medicaid premium revenues,
compared to non-traded MCOs.11 This might
indicate that for-profit plans are more driven to be
economically viable. However, for-profit plans also
received lower scores for quality of care metrics
related to preventive care, treatment of chronic
conditions, access to care, and customer service.12
Additionally, for-profit MCOs were found to report
larger administrative costs than nonprofit MCOs.13
For-profit MCOs have consistently outbid nonprofit
groups for Medicaid contracts.14 Policymakers have
questioned the long-term commitment of these forprofit companies, as they inherently receive
shareholder pressure to increase enrollment and
earnings at the expense of providing high-quality
care.15 Under the ACA, it is expected that for-profit
MCOs will enroll the majority of new Medicaid
beneficiaries.16
Clinical quality measures of preventive care
and chronic illness care are much better for
patients enrolled in nonprofit MCOs.17 Similarly,
customer care was reported to be significantly
better in nonprofit MCOs. Plans with higher
administrative costs, and lower medical costs have
the lowest performance measures of clinical quality
and patient experience.18
The ACA will require quality of care
reporting by health insurers. The Secretary of
Health and Human Services (HHS) is expected to
www.bullhpl.org
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release guidelines and requirements for quality
reporting.19 Thus, soon we may assess more
definitely on how different MCOs compare.
Depending on the results, we may need to consider
revitalizing the nonprofit MCO sector.
Access to Care
Physician participation and access to care may be
affected by the Medicaid transition to MCOs.20
Statutory federal law mandates adequate access.
The equal access clause of the Medicaid Act
provides that Medicaid rates should be “consistent
with efficiency, economy, and quality of care” and
“sufficient to enlist enough providers so that such
care and services are available...at least to the
extent that such care and services are available to
the general population in the geographic area.”21
Federal enforcement of this clause has been
minimal. The federal government has never issued
nor enforced any detailed compliance standards.
However, this may change with implementation of
the expected HHS quality reporting requirements.
Access to care is a major problem for
Medicaid patients in most states.22 Shortages and
inadequacies in the distribution of certain
specialties, and the overall low presence of
physicians located in poor communities, create time,
distance, and cost barriers for access.23 To meet
the demands of newly MCO-Medicaid insured
patients, we will need an ample supply of Medicaid
accepting
doctors.
Unfortunately,
physician
participation in Medicaid has consistently declined
Low
over
the
last
several
decades.24
reimbursement rates and administrative burdens
are the primary reasons why physicians reject
Medicaid.25 These burdens include; payment
delays, rejection of claims, eligibility verification,
preauthorization for services, and complex
regulations.26
The MCO-Medicaid model pays its
providers by capitated rates. So, low traditional feefor-service reimbursement rates may not apply
under the MCO model. Logically, reducing other
types of administrative burdens may help boost
physician participation. Over the last decade
physicians who participate in Medicaid have
become concentrated in large medical groups,
hospitals, academic medical centers, and
community health centers.27 As these providers
optimistically grow to absorb our nations newly
insured, problems with access to care will likely
exacerbate.
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Conclusion
Managed Care Organizations and Medicaid will
become consequential actors in expanding our
nations health insured population. Controlling costs
is a major problem that we must accomplish.
However, low-priced healthcare may affect the
quality and access to care for our Medicaid
beneficiaries. Therefore, we need to ensure forprofit MCOs adhere to quality metrics as mandated
by HHS. Further, we must promote policies that
reduce administrative burdens to participating
providers as a means to ensure adequate access
to care.
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