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EXECUTIVE SUMMARY

This study seeks to determine how rural
health departments and the populations they
serve have been affected by recent health care
system changes, especially Medicaid managed
care. To this end, in-person interviews of county
public health department directors were conduct-
ed in four rural public health departments in each
of five states (Georgia, Missouri, North Carolina,
Oregon, and Wisconsin) for a total of 20 case
studies. Although few of the case study sites had
experienced significant commercial managed care
penetration, all were in states with some form of
Medicaid managed care that applied to rural pop-
ulations.

There have been substantial changes in the
quantity of well-child services provided in these
rural health departments in the nineteen-
nineties. Thirteen health departments decreased
the number of well-child services provided and
four, all in states with fully capitated Medicaid
managed care programs, discontinued these ser-
vices altogether. The decrease or cessation of
well-child service provision was attributed to
three factors: 1) a state requirement that referral
from a Primary Care Provider was necessary in
order for health departments to receive reim-
bursement; 2) the increased competition for
Medicaid children from private providers; and 3)
loss of state funds to pay for these services, partic-
ularly for the uninsured. Relationships with local
private physicians affected health departments’
ability to obtain contracts for services covered
under Medicaid managed care plans, and to
receive referrals for services that were carved out
or covered under direct access provisions.

With the move to Medicaid managed care,
rural Medicaid beneficiaries who were previously
served by health departments are receiving more
of their care from the private sector. Many of the
health department directors are not convinced
that this care is adequate. Health department
informants explained that children did not always
get unclothed physicals, that private physicians
were unable to spend as much time with children
as health department staff had, that no one is
tracking children, and that certain screening tests

historically provided in the health department
were not being performed. 

The impact of Medicaid managed care on
the financial status of rural health departments
seemed to depend on whether there was an over-
all loss of Medicaid funds, the ability to generate
new revenue from other sources and, in the short
term, the size of financial reserves from previous
years. Fourteen of the twenty rural health depart-
ments we visited lost Medicaid revenue in recent
years, usually due to decreases in Early and
Periodic Screening, Diagnosis and Treatment fees
(Medicaid well-child services), and these losses
were often quite substantial. Among the health
departments that were experiencing or expected
to experience financial pressure, directors
responded by downsizing their staff (usually
through attrition), cross-training staff to provide
other types of services, increasing programs in
Medicaid-reimbursed areas that were carved out
from managed care, or contracting services to
other organizations. Although none of the health
departments we visited appeared to be in danger
of closing, and some of them were doing quite
well, what had changed for most organizations
was their income security. Several directors men-
tioned that if revenues continue to decline and
new resources are not available, their ability to
provide care to the uninsured may be compro-
mised. 

Rural health departments in three states are
increasing the emphasis on population-based ser-
vices such as community outreach and education
programs by redirecting staff resources from clini-
cal services. However, in some states, there was a
perception among the health department direc-
tors that income from direct patient care services
had in some part previously supported traditional
public health functions, and that loss of this
income would compromise provision of popula-
tion-based services in the future.

The study raises the issue of how health
departments will serve the assurance role for the
uninsured. Most of the health departments we
visited provided some services to the uninsured,
but they were typically limited to certain popula-
tions (such as children) or services (such mam-
mograms or pap smears, family planning or hyper-
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tension screenings). All that was generally avail-
able to adult males was limited help in finding a
private provider, and the availability of services in
the community for the uninsured without exten-
sive travel, particularly for adults, appeared to be
inadequate. For health departments to truly func-
tion as a provider of last resort, many would need
to expand their clinical services for the unin-
sured, but this could not occur without an infu-
sion of government funds.

For the most fragile populations, the poor
and less educated, the changes wrought by market
reforms and the move to the private sector has
not decreased the fragmentation of the health
care system. The concept of a medical home
works well for individuals whose health concerns
are completely addressed by personal care ser-
vices. For many poor rural populations, public
health functions represent an important facet of
comprehensive health services. While coordina-
tion between public health departments and pri-
vate providers, and financial support for public
health functions would be desirable, we visited
very few communities where private providers
were taking advantage of the new climate to
develop public-private partnerships. Further study
is necessary to investigate the effects of Medicaid
managed care on quality and comprehensiveness
of medical care for children, and to formulate
ways to facilitate collaboration between public
and private sectors to improve the health of com-
munities.

INTRODUCTION

The U.S. health care system is currently
undergoing a major transformation. Efforts to
contain costs have resulted in a number of market
reforms including Medicare payment reform, con-
solidation of health systems, and a shift away
from fee-for-service-reimbursement systems
towards managed care. While these changes may
be more common in urban areas, many rural com-
munities are experiencing similar trends (Rural
Health Research Center, 1997), and, while still
lagging behind urban areas, Medicaid managed
care programs are now operating in over half of

all rural counties (Slifkin et al., 1998).
The move to managed care in the

Medicaid system poses a particular risk to public
health departments that have focused on the pro-
vision of direct patient care, as they have histori-
cally provided many of these services to
Medicaid-eligible populations (Martinez and
Closter, 1998). However, the impact of Medicaid
managed care on local public health departments
varies, depending on the type of managed care
program and the array of services offered by the
health department (Hurley, 1997). The role of
public health departments, as defined by the
Institute of Medicine (1988), is to fulfill the core
functions of assessment (the collection and analy-
sis of information on the state of the public’s
health and health needs), policy development,
and assurance. The assurance function requires
that health departments ascertain that needed
personal and community health care services are
available to the community, and, if the services
are not there, that the health department provide
these services. It is within the assurance role that
many public health departments provide both
population-based services (such as community
outreach and education programs, inspections,
and environmental activities) and personal care
services such as well-child check-ups, prenatal
case management, and sometimes primary care. 

With the advent of managed care arrange-
ments, public health departments that have his-
torically provided some clinical services appear to
be more at risk than other safety net providers, as
their primary care services are typically less com-
prehensive and their ability to negotiate with
managed care organizations are hampered by
bureaucracy (Felt-Lisk et al., 1998, Lipson and
Naierman, 1996). In a study that examined the
impact of Medicaid managed care in rural com-
munities in ten states, local health departments
in almost all of the states reported a sharp
decrease in the provision of well-child services
(Felt-Lisk et al., 1998). In three of the states,
respondents noted that the local health depart-
ments had already stopped, or were planning to
stop providing any clinical services. The changes
seen in these rural areas parallel changes in other
communities across the country (Martinez and



Closter, 1998; Wall, 1998). The impact of these
changes in any particular community will depend
on whether there are other private providers will-
ing to assume care for the patients who historical-
ly received care from the health department.
Lipson and Naierman (1996) noted that ten per-
cent of local health departments, especially those
in rural areas, reported that they were sole
providers of care to the medically indigent; thus
rural communities may be adversely affected if
rural public health departments cease providing
clinical services. Health departments have also
reportedly used Medicaid revenues to partially
cross-subsidize population-oriented services,
thereby raising concern that the loss of Medicaid
revenues may also affect the ability of local health
departments to meet their core public health
responsibilities (Wall, 1998).

This study seeks to determine how rural
health departments have responded to and been
affected by recent health care system changes
such as Medicaid managed care, commercial man-
aged care, market restructuring and Medicare
reimbursement changes. To the extent that rural
health departments have changed, the effect of
this change on the rural populations that these
providers serve is assessed.

METHODS

Site visits were made to four rural public
health departments in each of five states
(Georgia, Missouri, North Carolina, Oregon, and
Wisconsin) for a total of 20 case studies. We
sought to include states that were diverse regard-
ing: 1) whether there has been an increase or
decrease in primary care provision by health
departments, 2) the type of Medicaid managed
care programs (primary care case management or
full risk), and 3) geographic diversity. State
health department characteristics were deter-
mined through analysis of survey data from the
National Association of City and County Health
Officers. Although we made every effort to pick
states for case study that reflect broader trends

across the rural US, as with most qualitative case
studies, we are somewhat limited in our ability to
generalize due to the small number of sites visit-
ed.

Our choice of sites within states was
directed by public health leaders within the state.
At each site, in-person interviews of county pub-
lic health department directors were conducted
using semi-structured interview protocols (in two
cases, the interviews were conducted over the
telephone). In many of the interviews, the direc-
tors had invited other staff members, most often
the senior nurse, to participate. Each site visit
lasted anywhere from one and one half to three
hours, with follow-up by telephone to clarify
unclear or conflicting information.

Public health departments were defined as
rural if the state personnel we initially contacted
identified the health department as being located
in a rural area. Of the 20 sites we visited, all but
one were in nonmetropolitan counties, and the
community in the metropolitan county we visited
had many of the characteristics of other rural areas,
such as provider shortages, long distances to cer-
tain types of care, and low population density.
Among the nonmetropolitan counties, 11 were
adjacent to MSAs and 8 were not. Two of the pub-
lic health departments were part of larger human
service agencies, and one of these was part of a
non-governmental, non-profit agency. Another
public health department was part of a health dis-
trict and not directly part of county government.
Eighteen of the health departments were part of
county government, although in one state, many
of the decisions were made at a district level. 

The characteristics of the twenty counties
in which the health departments are located vary
substantially. County population ranges from
5,385 to 66,497. The percent of county residents
that are nonwhite ranges from 1.1% to 54.1%.
On average, 16.1% of county residents live in
poverty, with a minimum of 6.2% and a maxi-
mum of 25.7%.1 Two of the counties studied were
designated as Health Professional Shortage Areas
(HPSAs) in 1998 and 12 had parts of the county
designated as HPSAs.
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Few of the case study sites had, by the time
of the contact, experienced significant commer-
cial managed care penetration. However, all of
the communities were covered by some form of
Medicaid managed care. Three of the case study
states (Missouri, Oregon, and Wisconsin)
enrolled Medicaid recipients into HMOs or other
fully capitated managed care organizations.
Georgia and North Carolina enrolled their rural
populations in Primary Care Case Management
(PCCM) programs. Under PCCM programs, pri-
mary care providers are paid a small monthly fee
to manage the patients’ care, but continue to be
paid on a fee-for-service basis for the care provid-
ed. 

Each state had slightly different policies
about what services were covered under their
Medicaid managed care system, and how
Medicaid patients could access public health ser-
vices. For example, most of the states required
patients to obtain a referral from a primary care
provider before obtaining services from a public
health department, specialist or for non-emer-
gency hospitalizations. There were two general
exceptions to this rule: carve-outs and direct
access provisions. All the states “carved-out” cer-
tain services from their managed care program—
typically some case management or wrap-around
services. Managed care payments to primary care
providers did not include the cost of these ser-
vices. Because these services were not part of the
managed care system, recipients could continue
to obtain these services from any Medicaid
provider and the state would reimburse on a fee-
for-service basis. Some states also allowed
Medicaid recipients to directly access public
health departments for certain services, such as
family planning or diagnosis and treatment of sex-
ually transmitted diseases (STDs), whether or not
these services were otherwise covered under the
state’s managed care payments to providers. In
North Carolina, for example, recipients could go
to the public health department for any service
offered, without first obtaining a referral from the
primary care provider. 

FINDINGS

Direct patient care services. Most of the
rural public health departments provide immu-
nizations and well-child screenings or Early and
Periodic Screening, Diagnosis and Treatment
(EPSDT) services.  The majority of health
departments also offer prenatal case management,
family planning, STD/HIV services, and certain
clinical cancer screening programs. Beyond these
services there was no consistency across health
departments; a few offered prenatal care, adult
primary care services, and/or diabetes and hyper-
tension clinics. 

There have been substantial changes in
the quantity of well-child services provided in
rural public health departments in the nineties.
Among the twenty health departments, only one
never had provided these services. Before the
implementation of Medicaid managed care, most
of the departments had targeted their well-child
services to the Medicaid populations, although
some also offered services to uninsured children.
Thirteen health departments reported a decrease
in the number of well-child services provided,
and four health departments, all in states with
fully capitated Medicaid managed care programs,
had discontinued these services altogether. The
decrease or cessation of well-child service provi-
sion was attributed to three factors: 1) whether
the state chose to require that referral from a
Primary Care Provider (PCP) was necessary in
order for the health department to receive reim-
bursement; 2) the increased competition for
Medicaid children from private providers; and 3)
loss of state funds to pay for these services, partic-
ularly to the uninsured. In most states, health
departments can only receive reimbursement for
EPSDT services from Medicaid if the child is
referred to the health department by his or her
PCP. In many communities, we heard that the
private providers were reluctant to give referrals,
thus reducing the number of children seen in the
health departments. However, the number of
Medicaid-eligible children seen in the health
departments also decreased in three of the North
Carolina counties where patients are allowed to
access health department services without a refer-
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ral. This decline was explained by the increased
availability of primary care providers willing to
treat Medicaid patients. Many families chose to
obtain well-child services from private physicians
when given the chance. Finally, in two health
departments, the decrease in well-child services,
especially for the uninsured, appeared to be due
to a reduction in state funding.

While most sites reported a decrease in the
quantity of EPSDT services provided, one health
department had actually increased the number of
EPSDT services. This particular department
chose to respond to the changing market by
increasing all clinical services. Another health
department that offers comprehensive primary
care increased the provision of well child services
to commercially insured and uninsured children.
This department also anticipates an increase in
the number of EPSDT services, as it recently
became a primary care provider under one of the
participating Medicaid HMOs. In addition, a
third health department reported an overall
increase in the number of well-child visits provid-
ed because of the large increase in services to the
uninsured, even as the number of services to
Medicaid-eligible children decreased.

None of the health departments reported sig-
nificant changes in the provision of well-child
services to the children enrolled in State
Children’s Health Insurance Programs (SCHIP).
A SCHIP program had not yet been implemented
in one state we visited, and in the others, the pro-
gram was either too new, or newly-eligible chil-
dren were opting to receive their care through
private physicians, following the same trends as
Medicaid-eligible children. We did hear in some
places that the shift of many children from unin-
sured status to coverage under Medicaid expan-
sions or other SCHIP programs accounts for some
of the decline in well-child visits, as these chil-
dren were now being seen in the private sector. In
one site, we heard that the health department
was serving the newly eligible CHIP children, but
had not yet learned how to bill for the services.
In this state, the SCHIP program is administered
through a private insurance carrier, and the
health department lacked the infrastructure to
bill private insurance. 

Immunizations have been historically provid-
ed as part of EPSDT services, but many of the
health departments that have decreased or
stopped providing well-child care are still provid-
ing immunizations. In some communities health
departments experienced a decrease in the num-
ber of immunizations they provided because of
the move of children to the private sector.
However, in other areas, private physicians did
not routinely provide immunizations or the
health department made these services more
accessible, so the health department was able to
maintain the same volume of services.

Prenatal case management (PCM) services
were historically provided by eighteen of the
health departments. The majority of health
departments did not report a change in the levels
of PCM provided because these services were
carved out of the Medicaid managed care plans in
all but one state. In the one state that required
referrals from private physicians to access these
services, all the health departments who had pro-
vided this service stopped, because they could not
get contracts with the Medicaid managed care
organizations or because they experienced a sharp
decline in referrals.  In one state where referrals
were not required, several health departments
intentionally increased their PCM visits in an
effort to offset the revenue lost by decreases in
EPDST visits.

The experience with family planning service
provision has also been mixed. Services were
increased in rural health departments in two
states (Georgia and Oregon) where family plan-
ning was carved out of Medicaid managed care.
In one of these states, the health departments
expected large increases in the provision of family
planning services as the state recently expanded
Medicaid eligibility for these services. In North
Carolina and Missouri, some health departments
saw decreases in their patient load despite a
carve-out for these services. The directors in
these departments felt that since the implementa-
tion of Medicaid managed care, women were
going to private physicians for these services. 

Factors that drive how health departments
changed personal care service provision. There
were a number of factors that appeared to influ-
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ence how a particular rural health department
changed personal care service provision in
response to market changes, particularly the
implementation of Medicaid managed care.
Carve-outs and direct access provisions appeared
to play an important role in service provision
changes. Only four of the health departments we
visited were actually primary care providers in
Medicaid managed care plans. Among those who
were not, many choose to increase the emphasis
they placed on services that were carved out and
therefore could potentially increase the organiza-
tion’s revenue. This strategy was not always suc-
cessful though; in some places health department
administrators believed that the private sector
physicians were encouraging their patients to
receive all their services in the private sector, and
even though patients could go to the health
department, they were choosing not to.
Relationships with local private physicians also
affected the ability of the health department to
obtain contracts for services covered under
Medicaid managed care plans, and to receive
referrals for services that were carved out or cov-
ered under direct access provisions. In some areas
there appeared to be strong working relationships
and collaboration between the health department
and private providers while in other communities
there did not appear to be any communication
between the health department and the private
sector.

The extent to which the health department
director is proactive seemed to influence how the
organization responded to and was affected by
Medicaid managed care. In some organizations,
directors anticipated how the move to managed
care would affect the health department, and
planned strategically to insure continued control
over the types and volumes of services provided,
either by making the changes necessary to
become a primary care provider or by securing
contracts with private physicians. Others were
proactive by shifting their focus to population-
based services and securing the funding necessary
to provide these services. Health departments
whose directors were more reactive, and respond-
ed to changes in the environment while and after
they happened, gave the appearance of being

much more vulnerable to change. Often the
directors of these health departments were con-
strained in their ability to act proactively because
of factors beyond their control such as a poor
county economy or lack of decision-making
authority. 

Rural health departments appeared to be bet-
ter positioned to retain their direct patient care
visits in communities that had provider shortages.
However, the extent to which this actually
occurred seemed also to depend on the relation-
ship between local physicians and the health
department. In one community with good rela-
tionships, the health department and the physi-
cians are negotiating directly with each other on
how best to cover the needs of the community
while insuring the viability of all providers. In
another community with severe provider short-
ages, the private physicians in the county asked
the director of the health department, a family
nurse practitioner, to become a primary care
provider in the county’s Medicaid HMO. They
agreed to help with after-hours call coverage and
hospital visitations. In contrast, in one communi-
ty where the private physicians have more work
than they can handle, there has been no commu-
nication between the physicians and the health
department as to a potential role for the health
department. 

The level at which the decision on how to
respond to health system changes is made
appeared to be important. In one state, the deci-
sion as to whether or not health departments
should attempt to become Medicaid primary care
providers was made at a district level. Also, state-
wide strategic planning regarding the role of pub-
lic health in general, and a refocusing on “core
functions”, appeared to affect decisions on how to
respond to health system changes. 

Other effects of market reform. In general,
except for the implementation of Medicaid man-
aged care, rural health departments appear to be
fairly insulated from other types of market reform.
The market penetration of managed care is mini-
mal in most of the counties we visited, although
three respondents did tell us it was increasing.

The directors of six health departments (in
three states) out of the seven health departments
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that provide home health services did tell us that
they have seen or are anticipating marked
decreases in home health revenues due to changes
in the Medicare home health reimbursement sys-
tem. For several of these organizations, home
health represents a major source of revenue and
has subsidized infrastructure improvements in the
past. For others, home health has gone from being
a profitable service to one that is now losing
money, and concern was voiced as to whether the
program could continue to be offered. 

The rural counties we visited are just begin-
ning (if at all) to see other forms of market
restructuring. Although in twelve counties no
restructuring was mentioned, in other sites either
physicians were affiliating with commercial man-
aged care organizations, or hospitals were buying
out private physician practices, creating networks,
and opening clinics.

Financial status of rural health depart-
ments. Overall, the impact of market reforms on
the financial status of rural health departments
seemed to depend on whether or not there was an
overall loss of Medicaid funds, combined with the
ability of the health department to generate new
revenue from other sources. Fourteen of the twen-
ty rural health departments we visited lost
Medicaid revenue in recent years, usually due to
decreases in EPSDT revenue. Depending on the
initial size of the program, these losses could be
quite substantial: One health department had
EPDST revenue that was almost $200,000 less in
Fiscal Year 1999 as compared with Fiscal Year
1994. Although fewer health departments report-
ed losses from changes in home health (primarily
because it was less common for health depart-
ments to offer these services), where there were
losses, they were equally large. Among the organi-
zations reporting loss of Medicaid revenue, five
were able to offset, or more than offset their
Medicaid losses through increases in state revenue
for new or expanded programs, local revenue,
non-Medicaid family planning fees, and other
programs such as WIC and hospice. Other ways
health departments increased revenue included
raising charges to paying clients, contracting out
staff to other organizations, and seeking grants
from private corporations and foundations.   

A number of health departments tried to
minimize losses from reduced EPDST revenues by
increasing their programs in Medicaid-reimbursed
areas that were carved-out from Medicaid man-
aged care. Typically, programs in prenatal case
management and family planning were expanded,
but these expansions only produced enough
income to offset EPSDT losses in two cases.

In some areas Medicaid managed care pro-
grams are still relatively new, so it may be too
early to assess their full impact. Many of the
health departments set aside extra revenue to
carry over into subsequent years. A number of the
organizations we visited were still using carry-over
funds to maintain staffing levels, and a number of
directors voiced concern as to how they will sup-
port staff at current levels when all carry-over
funds are depleted.

How perceived financial pressures affected
organizational structures. Among the health
departments that were experiencing or expected
to experience financial pressure from the decrease
in personal care service provision, directors
responded in several ways. Although decreases in
the quantity of personal care services provided
meant that fewer staff resources were needed, all
the directors were committed to their staff, and
tried to find ways to avoid having to eliminate
staff positions. In the seven health departments
that have lost staff, directors generally tried to
naturally downsize by not filling vacant positions
when staff left, but layoffs occurred in four organi-
zations. A strategy used to maintain staffing levels
was to cross-train staff to provide other types of
services, although we heard that it was difficult
for individuals who had always been involved in
clinical service provision to change their focus to
more population-based services. These services
are not generally revenue producing, so often
other sources of revenue needed to be found to
support staffing levels.

Some health departments have found cre-
ative ways to organize and deliver care in the face
of Medicaid managed care and competitive mar-
ket forces entering their communities. Two health
departments, perceiving a lack of providers in the
county, began to function like a private practice
in order to compete for Medicaid enrollees in a
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PCCM program. In one county, the county men-
tal health agency facilitated the consolidation of
several county agencies into a larger human ser-
vices agency, in order to prevent either privatiza-
tion or regionalization of county-level mental
health services. Later, this same agency converted
to a non-profit to be able to react more quickly to
changes in the market. 

How have changes in response to
Medicaid managed care affected rural health
departments’ ability to provide population-
based services? There are a number of ways that
the decreased emphasis on personal care service
provision can affect the provision of population-
based services. If alternative revenue sources can
be found, staff resources previously used for clin-
ical service provision can be redirected to popu-
lation based services. However, if the revenue
from clinical services had been subsidizing popu-
lation based-services, without an alternative rev-
enue source health departments may have to
decrease the amount of population-based ser-
vices provided. 

We saw evidence of both trends. Rural
health departments in three states are increasing
the emphasis on population-based services by
redirecting staff resources that are no longer need-
ed in clinical services to population-based ser-
vices. The extent to which this shift is a result of
Medicaid managed care implementation is
unclear. In Missouri and Oregon, population-
based services were increased because of an
increase in state funding for these activities. In
Georgia, the public health steering committee
decided to move public health back to popula-
tion-based services. In this state, the increased
focus on population-based services is being
accomplished using staff time freed by the drop in
EPSDT service provision, but concern was voiced
as to how staff would continued to be supported
over time, as carry-over funds from previous years
are being depleted.

In some states, there was a perception among
the health department directors that income from
direct patient care services had previously partial-
ly supported traditional public health functions,
and that loss of this income would compromise
provision of these services. Although we were

able to document the loss of overall revenue, we
could not get detailed information on expendi-
tures broken out by program type that would have
allowed verification of this perception. Most tra-
ditional public health activities are not income
producing, and for many health departments the
personal care revenues made up a substantial part
of their budgets, so there may be some truth to
this perception. The cross-subsidization of pro-
grams, and the lack of support for population
based programs that will result from decreased
clinical revenues, was a particular concern for
most of the health departments visited in North
Carolina. Directors said they had used clinical
revenues for such diverse expenses as a new ani-
mal shelter, computer expansion, outreach activi-
ties, building maintenance and upgrade, and
health education. In this state, although there has
been a decrease in direct patient care service rev-
enues in some health departments, there has not
been an increase in the provision of population
based services. Also, Medicaid revenue from clin-
ical services was used to support the provision of
services to the uninsured, and concern was voiced
that loss of direct service revenue could affect the
health department’s ability to care for the unin-
sured.

Where direct patient care services in the
health departments have decreased, what hap-
pens to the Medicaid population? With the move
to Medicaid managed care, rural Medicaid benefi-
ciaries who were previously served by health
departments appear to be receiving more and
more of their care from the private sector. While
at some health departments Medicaid enrollees
still receive some services such as EPSDT, immu-
nizations, family planning services, or PCM, all
the directors we spoke with felt that a greater pro-
portion of the Medicaid population in their coun-
ties now have medical homes in the private sec-
tor. The one exception to this trend are the two
health departments that chose to respond to mar-
ket changes by increasing primary care services.
In these health departments, the number of
Medicaid enrollees coming to the health depart-
ment appears to be increasing. 

Directors of 12 health departments felt that
private providers were more willing to take
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Medicaid patients than in the past, and in at least
one county new physician practices were being
established, in part because of the Medicaid rev-
enue potential. Although this trend was often
attributed to the implementation of Medicaid
managed care, in at least two instances the will-
ingness of the private sector to accept Medicaid
pre-dates managed care, and was the result of
enhanced Medicaid reimbursements. Also, some
respondents felt that decreases in reimbursement
for other payor sources is making Medicaid
patients more attractive to providers.

Respondents from rural health departments
in four states expressed concern that the move to
the private sector had negatively affected the
content and number of well child visits and/or
immunization coverage rates. Health department
informants explained that children did not always
get unclothed physicals, private physicians were
unable to spend as much time with children as
health department staff could, and certain screen-
ing tests historically provided in the health
department and mandated by federal policy for
children with Medicaid (such as lead screening)
were not being performed. Five directors specifi-
cally mentioned a perception that with the move
to the private sector, no one is tracking whether
children receive age-appropriate care, a role the
health department fulfilled in the past. Directors
felt that private physicians did not have the expe-
rience or time to track children, and they wanted
to see greater accountability for preventive ser-
vices by managed care companies, as the lack of
monitoring raised concerns about lower quality.
Several respondents perceived that the states
were not auditing physician practices as stringent-
ly or regularly as they audited the health depart-
ments in order to assure that EPSDT require-
ments were being met.

Where do the rural uninsured go for care
and how has the availability of care changed?
Local rural public health departments that we vis-
ited do not appear to play a major role in provid-
ing personal care services to the uninsured.
Although the majority of health departments
offer some sort of personal care services, these are
often limited in scope, and offered to limited pop-
ulations (for example, certain cancer screens for

women, or immunizations or well-child services
for children). When uninsured adults with acute
illness present to the health departments, the staff
attempts to triage patients to other providers. We
often heard that local private physicians would
accept only limited numbers of patients who
could not pay for services. In some counties,
uninsured individuals were reported to travel as
far as 85 miles to receive care, and six health
department directors felt that many uninsured
adults simply did not seek or receive care at all,
unless it became an emergency, and then they
ended up in a hospital’s emergency room. In one
county, the acquisition of two local practices by a
hospital has tightened the care available to the
uninsured, as the physicians are no longer able to
make their own decisions regarding the provision
of uncompensated care.

The health department directors did not feel
that the provision of care to the uninsured had
changed very much as a result of market reforms,
except that the numbers of uninsured children are
decreasing due to SCHIP. However, several direc-
tors mentioned that if revenues continue to
decline and new resources are not available, their
ability to provide care to the uninsured might be
compromised. 

Rural Issues. We asked the health depart-
ment directors if they felt there were any advan-
tages or disadvantages to being located in a rural
area, given the market reforms that are currently
occurring. Seven directors felt that being in a
small community resulted in closer working rela-
tionships between the health department and
other providers. Providers may be more acutely
aware of the role of the health department in pro-
viding services, such as STD and HIV prevention
and treatment, that they do not want to handle
themselves, creating an incentive for private
providers to work with the local health depart-
ments to insure survival. Similarly, some directors
thought that being in a small community made it
more likely for private providers to care for the
uninsured, as it was harder for providers to turn
away their uninsured neighbors or acquaintances.
A number of directors also felt there were aspects
of being located in a small community that made
responding to market reforms harder. They men-
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tioned that there were fewer resources in the
community as compared to an urban area, and
that as health departments moved out of personal
care service provision there were fewer alternative
resources for the uninsured. Less access to alterna-
tive funding sources such as private business and
foundations was also mentioned as a difficulty
faced by rural health departments.

DISCUSSION

Among market reforms, the implementa-
tion of Medicaid managed care seems to have had
the greatest impact on rural health departments,
but it is hard to separate out these effects from
other market factors and from proactive decisions
that have been made in anticipation of Medicaid
managed care implementation. With the move to
Medicaid managed care, the survival of rural
health departments does not currently appear to
be in jeopardy, but their function and organiza-
tional structures may be changing. Important
traits for organizational survival appear to involve
the state’s Medicaid managed care policies as well
as the organizations’ flexibility, the ability to react
to the environment and a willingness to change
organizational structure. State policies which
allowed patients to more easily access the services
of health departments, either through “carve-
outs” or “direct-access provisions” appear to have
helped some health departments retain more of
their Medicaid patients, and consequently, fund-
ing. Further, policies which expanded Medicaid
eligibility for traditional public health services
such as family planning, or which provided fund-
ing to support population based services were
important because they provided new sources of
revenue. Within public health departments, those
that were able to act proactively in terms of seek-
ing new funds, changing services, or adapting
their overall organizational structure to respond
to market-based approaches appeared to have
some advantages. There have been some moves
to “privatize” some public health departments or
consolidate public health services with other
human service agencies. While these changes
provided agencies with some increased flexibility

to react to the market, it was outside the scope of
this analysis to assess the overall impact of these
changes on the provision of core public health
functions or whether the provision of public
health services were affected by the consolidation
into a larger human service agency.

The trend in rural health departments of
moving away from clinical service provision
affects both the functioning and viability of the
health department as well as access for popula-
tions the health departments have traditionally
served.  While almost all of the health depart-
ments had seen decreases in direct service rev-
enue from Medicaid, the financial effects vary
according to the organization’s ability to generate
revenue from other sources and, in the short
term, the size of financial reserves from previous
years. Although none of the health departments
we visited appeared to be in danger of closing,
and some of them were doing quite well, what
had changed for most of the organizations was
their income security. Where EPSDT fees had
provided a steady and reliable source of funds in
the past, now many health departments do not
know what will happen to their budgets from year
to year, as grant and contract funding is often for
short periods of time and is not guaranteed to be
renewed. There was an evident level of stress
associated with the uncertainty of where future
revenue was going to come from and what would
happen when reserves ran out. In addition, many
rural health departments that historically based
their financial security on Medicaid well-child or
Medicare home health fees may now be more vul-
nerable to changes in political will, county econ-
omy and shifts in state priorities and funding. 

The shift away from the provision of per-
sonal care services has not always been accompa-
nied by an increase in core functions. Although
many of the directors thought it was an appropri-
ate role for their organization to provide more
population based services, there were two major
concerns. First, rural health departments need to
have adequate funding for core services, which do
not generate revenue. Second, in order to fill the
public health “assurance” role—that of assuring
that the community has access to care—some
directors did not feel that they could completely
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withdraw from personal care service provision
unless they knew that residents in their commu-
nity were able to get the same level of care or bet-
ter in the private sector.

At this point in time, many of the health
department directors are not convinced that the
care their former clients are receiving in the pri-
vate sector is adequate. A number of the individ-
uals we interviewed expressed concern that chil-
dren were not receiving as thorough EPSDT
screens in the private sector as they had when
the health departments were providing these ser-
vices. While it was beyond the scope of this pro-
ject to conduct the chart reviews that would be
necessary to see if this concern was justified, it
does raise an important issue. For example, chil-
dren in rural communities in North Carolina
have been found to have a higher prevalence of
elevated blood lead as compared to their urban
counterparts (Norman et al., 1994). If lead
screening were not performed as part of their
EPSDT visits, this problem could go undetected,
and among young children, untreated elevated
blood levels can result in impaired mental and
physical development (GAO, 1999). In addition,
many of the health directors are concerned that
private practices have not been tracking children
and reminding parents when it is time for immu-
nizations and well-child visits or following up
with families that are not bringing their children
for these services. The health directors stated
that the private practices, unlike the health
departments, often lack the infrastructure neces-
sary to provide tracking and follow-up. There is
also a perception on the part of many of the indi-
viduals we interviewed that there is a loss of
health department expertise regarding the track-
ing of service receipt and the provision of wrap-
around services, as well as a concern that the
availability of wraparound services has been
reduced in some areas.

The study does raise the issue of how health
departments will serve the assurance role for the
uninsured. Most of the health departments we
visited provided limited services, if any, to the
uninsured; all that was generally available to
adult males was limited help in finding a private
provider. In the communities we visited, the

availability of services for the uninsured without
extensive travel, particularly for adults, appeared
to be inadequate. For health departments to truly
function as a provider of last resort, many would
need to expand their clinical services for the
uninsured, but this could not occur without an
infusion of government funds.

For the most fragile populations, the poor
and less educated, the changes wrought by market
reforms have been mixed. There was recognition
that children enrolled in Medicaid may benefit
from having a medical home. Also, children with
Medicaid and their parents may feel less stigma-
tized if they are able to access a private provider
rather than receiving services at the public health
department. However, the move to the private
sector has not decreased the fragmentation of the
health care system. The concept of a medical
home works well for individuals whose health
concerns are completely addressed by personal
care services. For many poor rural populations,
public health functions represent an important
facet of comprehensive health services. While
coordination between public health departments
and private providers, and financial support for
public health functions would be desirable, we
visited very few communities where private
providers were taking advantage of the new cli-
mate to develop public-private partnerships.
There appeared to be little or no incentive for
public-private partnerships to be forged to provide
comprehensive outreach, prevention and services
to vulnerable populations, particularly children.
Further study is necessary to investigate the
effects of Medicaid managed care on quality and
comprehensiveness of medical care for children,
and to formulate ways to facilitate collaboration
between public and private sectors to improve the
health of communities.

Thus, whether the overall market-based
changes are viewed as positive or negative
depends, in large part, on the perspective taken.
From a public health perspective, the changes
that have occurred as a result of Medicaid man-
aged care may be perceived more negatively,
because of the potential adverse impact these
changes have on the long-term financial viability
of health departments as well as the questions
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raised about the quality of care provided to
Medicaid recipients by private providers.
Medicaid directors may perceive the changes
more positively, as the move to managed care has
helped control Medicaid expenditures (Holahan
et al., 1998) and improved access to private
providers (Felt-Lisk et al., 1999). Legislators may
have more mixed responses. On the one hand,
market based approaches, especially the move to
managed care, have been credited with reducing
overall health care expenditures (Levit et al.,
1997). On the other hand, changes which reduce
the ability of health departments to cross-subsi-
dize their “core public health functions” or care
for the uninsured may now necessitate a direct
appropriation from local, state or national legisla-
tors. And from a patient’s perspective, whether
these changes are perceived as beneficial may
depend on whether it is now easier or more diffi-
cult to access services, and the quality of care pro-
vided.
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