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Behavioral health conditions affect a substantial number of people in the U.S. and are especially common 

among people with low incomes.1,2,3 Behavioral health conditions include mental illnesses, such as anxiety 

disorders, major depression, bipolar disorder, schizophrenia, and post-traumatic stress disorder, as well as 

substance use disorders (SUD), such as opioid addiction. These conditions range in severity, with some being 

more disabling than others.  People with behavioral health needs may require a range of services, from 

outpatient counseling or prescription drugs to inpatient treatment.  

As a major source of insurance coverage for low-income Americans, and as the only source of funding for some 

specialized behavioral health services, Medicaid plays a key role in covering and financing behavioral health 

care. In 2015, Medicaid covered 21% of adults with mental illness, 26% of adults with serious mental illness 

(SMI), and 17% of adults with SUD.  In comparison, Medicaid covered 14% of the general adult population.5 In 

total, approximately 9.1 million adults with Medicaid had a mental illness and over 3 million had an SUD in 

2015. Nearly 1.8 million of these adults had both a mental illness and an SUD.6,7  

Current Medicaid program financing guarantees federal financial support to states with no pre-set limit. The 

Better Care Reconciliation Act (BCRA), as proposed by the Senate, restructures federal Medicaid financing by 

changing it to a per capita cap or block grant, which would likely impact states’ ability to provide coverage for 

and access to behavioral health services for people who need them. This issue brief provides an overview of 

Medicaid’s role for people with behavioral health needs, including eligibility, benefits, service delivery, access 

to care, spending, and the potential implications of the BCRA.  

Many people with behavioral health needs are eligible for Medicaid, although there is no single 

pathway dedicated to covering them. Most beneficiaries with behavioral health conditions qualify for 

Medicaid because of their low incomes. For example, adults may be eligible for Medicaid if they live in a state 

that expanded its program under the Affordable Care Act (ACA) and have incomes up to 138% of the federal 

poverty level (FPL) ($12,060/year for an individual). In states that did not expand their programs, coverage for 

non-disabled individuals is typically limited to parents, pregnant women, and children. In non-expansion 

states, the median income eligibility level for parents is 44% FPL in 2017, but eligibility for children and 

pregnant women is higher.  As of 2017, most states provide Medicaid or CHIP to children (49 states) and 
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pregnant women (34 states) at or above 200% FPL.8 In total, over one in five (21%) adults and one in 10 (11%) 

children eligible for Medicaid based on income have a behavioral health diagnosis as of 2011.9 

People with behavioral health needs, especially those with serious mental illness, may also 

qualify for Medicaid based on having a disability. In most states, individuals who have a mental illness 

that makes them eligible for Supplemental Security Income (SSI), the federal cash assistance program for low-

income aged, blind, or disabled individuals, are automatically eligible for Medicaid.10,11 To be eligible for SSI, 

individuals must have low incomes, limited assets, and an impaired ability to work at a substantial gainful level 

as a result of old age or significant disability.  However, SUD is not considered a disability for purposes of 

qualifying for SSI.  

Fifty percent of adults and 47% of 

children eligible for Medicaid based on 

having a disability have a behavioral 

health diagnosis as of 2011.  

Additionally, among Medicaid beneficiaries 

with behavioral health conditions (excluding 

those who also qualify for Medicare), over 

four in 10 adults (41%) and one in six children 

(17%) are eligible for Medicaid based on 

having a disability (Figure 1).13   

States can choose to offer other 

disability-related Medicaid eligibility 

pathways to people whose incomes 

exceed the SSI limit.  For example, in 21 states, people with disabilities may be eligible for Medicaid up to 

100% FPL, as of 2015.15 In 44 states, working individuals with disabilities whose incomes and/or assets exceed 

the limits for other pathways, may “buy-in” to Medicaid coverage. Over 400,000 people have been able to 

obtain coverage through the buy-in option as of 2015.16  

In addition, children who are eligible for Medicaid because of their involvement with the foster 

care system may have behavioral health needs. Among children with Medicaid/CHIP who had 

behavioral health conditions in 2011, nearly one in ten (8%) entered the program through the child welfare 

assistance pathway (Figure 1).17  

People with behavioral health conditions may require a broad range of medical and long-term 

care services. These include outpatient services, such as individual therapy, group therapy, partial 

hospitalization, and case management; inpatient services, such as detoxification, hospital visits, and residential 

treatment; medications as part of psychiatric treatment for mental illness or medication-assisted treatment for 

SUD; and home and community-based services, such as supportive housing and supported employment. 

Figure 1
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NOTES: Enrollees with behavioral health diagnoses are defined as those with any Medicaid claim or encounter record with a 
recorded behavioral health diagnosis, except for prescribed medications. These data include non-dual enrollees under age 65.
SOURCE: MACPAC, Report to Congress on Medicaid and CHIP, June 2015, Available at: https://www.macpac.gov/wp-
content/uploads/2015/06/June-2015-Report-to-Congress-on-Medicaid-and-CHIP.pdf
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Behavioral health services are not a specifically defined category of Medicaid benefits, but the 

program covers many behavioral health benefits. Some behavioral health benefits fall under 

mandatory Medicaid benefit categories that all states must cover by federal law. For example, psychiatrist 

services may be covered under the “physician services” category, and inpatient psychiatric treatment for 

individuals under age 21 or over age 65 may be covered under the “inpatient hospital services” category.18

 

Historically, federal law has prohibited federal Medicaid payments for services provided in “institutions for 

mental disease” (IMD) (generally defined as having more than 16 beds) to adults age 21-64. However, in April 

2016, the Centers for Medicare & Medicaid Services (CMS) issued final Medicaid managed care regulations 

that allow states to receive federal matching funds for managed care capitation payments for adults age 21-64 

who receive psychiatric or SUD inpatient or residential services in an IMD for up to 15 days in a month as of 

2016. States are able to receive these funds under the authority for health plans to cover services “in lieu of” 

those available under the Medicaid state plan.19 In addition, in July 2015, CMS provided guidance stating that 

states could request federal funding for services delivered to nonelderly adults residing in IMDs through 

Section 1115 demonstration waivers in order to be able to provide a full continuum of care.20  

States also cover behavioral health benefits through optional benefit categories that they may 

choose to include in their Medicaid programs, such as case management services and 

prescription drugs. One important benefit category for behavioral health is rehabilitative services option, 

through which states commonly cover non-clinical behavioral health services such as peer support and 

community residential services.21  In addition, under waiver or state plan authority, states can provide home 

and community-based long-term care behavioral health services that support independent community living, 

such as day treatment, and psychosocial rehabilitation services.22 For examples of the types of behavioral health 

services covered by Medicaid, see Bill and Eric’s stories below. 

Bill was going to school and working as a nurse when he was first hospitalized for a mental health condition.  

While in the hospital, he was diagnosed with bipolar disorder and found out that 

he qualified for Medicaid. Medicaid covers the day treatment program that he 

attends for 30 hours a week, along with medication and doctor visits, to manage 

his condition.  Bill says that Medicaid means he has “been given a second chance.”   

 
Medicaid covers services that enable people with disabilities to work.  

In addition to providing personal care and transportation services that help people 

with disabilities get ready for the day and get to work, states also can cover 

supported employment services, such as job coaching, to help people with 

behavioral health conditions obtain and maintain employment. 

Under the ACA Medicaid expansion, states must offer a set of benefits for those newly eligible 

for Medicaid, known as alternative benefit plans (ABP), and they may choose to offer ABPs to 

most other Medicaid adults.  While the traditional Medicaid state plan benefit package does not include a 

minimum set of federal behavioral health benefits, ABPs must cover the ACA’s ten essential health benefits 

(EHB), which include both mental health and SUD benefits.24  
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Eric is a community college student. He had to stop working in 2003, when he was admitted to a psychiatric 

hopsital and diagnosed with schizoaffective disorder.  He spent the next four years 

in and out of the hospital, although he has not been hospitalized since 2007.  

Medicaid covers his medication, regular outpatient behavioral health treatment, 

and medical care, including treatment for high blood pressure. Eric is grateful to 

have more stability, to be responding well to his medication, and to have Medicaid 

coverage for his routine care.   

 

Like most other insurers, Medicaid ABPs and MCOs that cover behavioral health services must 

do so at parity, or to the same extent and on the same terms that they cover physical health 

services. ,  States are encouraged, but not required, to apply the parity rules to their traditional (non-ABP) 

Medicaid fee-for-service (FFS) programs as well.  

Medicaid coverage of behavioral health services is sometimes more comprehensive than 

private insurance coverage. While many insurance plans cover psychiatric hospital visits, in some states, 

Medicaid is more likely than many private insurance plans to cover additional services, such as case 

management, individual and group therapy, detoxification, and medication management, in addition to 

psychiatric hospital visits.27  

Behavioral health services for children are particularly comprehensive due to Medicaid’s Early, 

Periodic Screening, Diagnosis, and Treatment (EPSDT) benefit for children. EPSDT includes all 

medically necessary Medicaid services permitted under federal law and is required for children from birth to 

age 21. Under this benefit, states must provide access to behavioral health care, including screenings and 

assessments. Children diagnosed with behavioral health conditions receive any service available under federal 

Medicaid law necessary to correct or ameliorate the condition, even if the state does not cover the service for 

adults.28,29  

States use a combination of fee-for-service and managed care arrangements to deliver 

behavioral health care to Medicaid beneficiaries. Historically, Medicaid paid for services, including 

those for behavioral health conditions, on a FFS basis, through which providers are paid for each billable 

service they deliver. During the past several decades, Medicaid payment has shifted to managed care 

arrangements, through which providers are paid for some or all services at a prepaid rate. Behavioral health 

services are increasingly provided through managed care arrangements, but some states “carve out” behavioral 

health services from their managed care contracts, and these services are instead provided and financed under 

another contractual arrangement, such as a prepaid health plan, or on a FFS basis.30 However, many of these 

states are moving to “carve in” these services and deliver them through the same managed care contracts as 

physical health services.31  For example, in 2016, 20 states covered outpatient mental health services, 24 
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covered inpatient mental health services, and 24 covered SUD services through comprehensive managed care 

contracts.32  

States and health plans have undertaken a range of reforms to delivering behavioral health 

services to Medicaid beneficiaries. Many state Medicaid agencies, health plans, and providers are 

implementing physical and behavioral health integration strategies in Medicaid to address longstanding 

fragmentation between these services.33 These strategies include universal screening for behavioral health 

conditions during medical appointments and vice versa, using patient navigators, co-locating services at a 

single site, sharing data and information, blending funding streams, and incentivizing providers to work 

together to coordinate care.34,35   

States are also using the health homes 

plan option, created under the ACA, to 

deliver care to beneficiaries with chronic 

physical or mental health conditions. 

Under this model, states cover care 

management and coordination services 

designed to integrate physical and behavioral 

health services, acute care and long-term 

services and supports, and referrals to 

community-based social services and supports. 

Of the 21 states that had implemented health 

homes as of January 2017, 17 included 

beneficiaries with behavioral health conditions, 

primarily serious mental illness (Figure 2).36  

The ACA also expanded the Section 1915 (i) home and community-based services (HCBS) state 

plan option, which allows states to offer HCBS to beneficiaries who have some functional needs 

but who do not yet require an institutional level of care.37  This option enables states to provide HCBS 

as a preventive measure to avoid the need for more costly care in the future, such as institutional care, if 

beneficiaries’ conditions were to worsen without services.38 Under Section 1915 (i), states can target services to 

specific populations, including people with behavioral health needs. Twelve states have opted to operate 

Section 1915 (i) programs targeting people with behavioral health conditions as of 2015 (Figure 2).39 

In addition, the Money Follows the Person (MFP) demonstration provided states with 

enhanced federal funding for 12 months for every beneficiary who transitioned from an 

institution to the community. Of the 44 states participating in the MFP demonstration, 19 focused on 

increasing the number of transitions for people with mental illness (Figure 2). These states used a number of 

strategies, such as conducting outreach at nursing facilities, working with MCOs to coordinate services, and 

adding new demonstration services such as SUD treatment and peer support. As a result of this program, there 

was a 77 percent increase in transitions for individuals with mental illness from 2013 to 2015.40  Although 

states can continue to spend their existing grant money until 2020, MFP funding expired in September 2016, 

and has not been reauthorized by Congress.   

Figure 2

NOTES: Health Homes total is as of 2017. 1915(i) and Money Follows the Person totals are as of 2015.
SOURCES: Medicaid Health Homes: Implementation Update, January 2017, Available at: http://www.chcs.org/resource/medicaid-
health-homes-implementation-update/; Behavioral health services covered under HCBS waivers and 1915(i) SPAs, September 
2015, Available at: https://www.macpac.gov/subtopic/behavioral-health-services-covered-under-hcbs-waivers-and-spas/; Money 
Follows the Person: A 2015 State Survey of Transitions, Services, and Costs, Available at: 
http://www.kff.org/medicaid/report/money-follows-the-person-a-2015-state-survey-of-transitions-services-and-costs/

17

12

19

Health Homes 1915(i) HCBS Money Follows the
Person

Number of States Using ACA Options for Behavioral Health 
Service Delivery



  

 

Medicaid’s Role in Financing Behavioral Health Services for Low-Income Individuals 6 
 

Compared to people who are uninsured, 

individuals who are covered by Medicaid 

have better access to behavioral health 

services. Among adults with behavioral health 

conditions in 2015, those with Medicaid were 

more likely than those without coverage to 

receive mental health treatment (43 percent 

versus 18 percent) and SUD treatment (9 percent 

versus 6 percent) (Figure 3).41  Research has also 

demonstrated that adults with Medicaid who had 

mental health conditions were significantly less 

likely than those who were uninsured to report 

unmet need for health care.42 Additionally, 

increased availability of Medicaid coverage has 

been associated with a decreased likelihood of having an unmet need for behavioral health care43 and an 

improvement in mental health status.44 One study found that, among adults with mental illness, those with 

Medicaid were over two and a half times as likely as those without insurance to have received treatment in the 

previous year, even after accounting for demographic differences between the two groups.45  

However, some gaps remain in access to behavioral health care for many people, including 

those with Medicaid. In 2015, approximately 2.5 million people with Medicaid reported an unmet need for 

mental health treatment.46 Some of the barriers to accessing behavioral health treatment in Medicaid reflect 

larger system-wide access problems. Many individuals with behavioral health conditions, with and without 

Medicaid, report not receiving treatment for their conditions. The overall shortage of behavioral health 

providers in the United States,47 and the relatively small number of psychiatrists who accept insurance,48 both 

present barriers to accessing behavioral health care. Additional barriers may exist for individuals with SUD 

because SUD coverage has traditionally been even more limited than that of mental health in both private 

insurance and Medicaid.49 Social stigma associated with mental illness and SUD as well as individuals’ 

perception that they do not need treatment may also pose barriers to accessing care.50,51  

Medicaid expenditures for enrollees with behavioral health conditions are relatively high due 

to this group’s substantial health needs. Compared to enrollees without behavioral health conditions, 

Medicaid beneficiaries with these needs are more likely to have comorbid chronic physical conditions and to 

rate their overall health as fair or poor.52 As a result, they have more intensive service use than other 

Figure 3

NOTE: This chart was updated in August 2019 based on a new analysis of the data. Nonelderly adults are ages 18 to 64. Mental 
health treatment includes inpatient treatment, outpatient treatment, and/or prescription drugs. Substance use treatment includes
inpatient and/or outpatient treatment. 
SOURCE: Kaiser Family Foundation analysis of 2015 National Survey on Drug Use and Health.
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beneficiaries, including office visits, inpatient 

stays, emergency visits, and prescription 

drugs.53  Though enrollees with behavioral 

health conditions accounted for just 20 percent 

of enrollees in 2011, this population accounted 

for almost half (48%) of Medicaid spending 

(Figure 4).  

On a per enrollee basis, average Medicaid 

spending for people with behavioral 

health diagnoses was nearly four times 

what it was for enrollees without these 

diagnoses ($13,303 vs. $3,564).  (Figure 5).  

This includes both behavioral and physical 

health care as well as long-term care, reflecting enrollees’ greater needs in a variety of areas.54,55   

Medicaid accounted for 25% of all spending on mental health services and 21% of all spending 

on SUD services in 2014, making it one of the largest financing sources (Figure 6).  Private 

insurance accounted for 28% of mental health spending and 18% of SUD spending, and state and local funds 

accounted for 14% and 29%, respectively.56  

Medicaid spending on behavioral health 

grew substantially following the ACA’s 

Medicaid expansion. In 2014, spending on 

mental health was approximately $46.5 billion, 

a 23% increase from 2009. During the same 

period, spending on SUD increased 43%, 

totaling $7.1 billion in 2014.57 Many adults who 

gained coverage under the ACA’s expansion 

were previously uninsured and, through 

Medicaid, they were able to access treatment 

for behavioral health needs.   

States are able to use Medicaid as a 

platform to support changing patterns of care for behavioral health over time.  For example, 

Medicaid has supported the shift from institutional to community-based care, the adoption of new 

psychotropic drugs, and the use of assertive community treatment (ACT) and other rehabilitative programs. 

Medicaid financing has also enabled states to provide a full continuum of care, including prevention, screening, 

evidence-based treatment, and recovery support. As a result, Medicaid is now a crucial component of state 

behavioral health systems.   

Figure 5

NOTE: Full-benefit dual eligibles and seniors were included in this analysis; however, partial-benefit enrollees and states with 
incomplete or low-quality managed care encounter data (11 states including DC) were excluded. 
SOURCE:  MACPAC, Report to Congress on Medicaid and CHIP, June 2015, Available at: https://www.macpac.gov/wp-
content/uploads/2015/06/June-2015-Report-to-Congress-on-Medicaid-and-CHIP.pdf
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Figure 4

NOTE: Full-benefit dual eligibles and seniors were included in this analysis; however, partial-benefit enrollees and states with 
incomplete or low-quality managed care encounter data (11 states including DC) were excluded. 
SOURCE:  MACPAC, Report to Congress on Medicaid and CHIP, June 2015, Available at: https://www.macpac.gov/wp-
content/uploads/2015/06/June-2015-Report-to-Congress-on-Medicaid-and-CHIP.pdf
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Individuals with behavioral health conditions 

often require costly medical and long-term 

services. As a result, although they make up only 

20% of the Medicaid population, they account 

for 48% of Medicaid spending. Medicaid 

facilitates access to a broad range of mandatory 

and optional behavioral health services, 

including psychiatric care, counseling, 

prescription medications, inpatient treatment, 

case management, and supportive housing. The 

ACA has played an important role in increasing 

access to behavioral services among Medicaid 

enrollees by expanding eligibility.  Many states 

have also taken advantage of newer HCBS service delivery options in recent years, which have enabled 

beneficiaries with behavioral health conditions to live in the community while they receive care.  States also are 

exploring new models to better integrate physical and behavioral health care.    

Medicaid’s financing structure currently guarantees federal financial support to states with no pre-set limit and 

allows federal spending to increase as state spending increases. The BCRA would fundamentally change the 

Medicaid program’s federal financing structure and substantially decrease the amount federal funds available 

to states through a per capita cap or block grant, which has implications for enrollees with behavioral health 

conditions. The BCRA would also eliminate the enhanced federal financing for the ACA’s expansion, which 

could lead expansion adults to lose coverage.  The Congressional Budget Office estimates that the BCRA would 

result in 15 million fewer Medicaid enrollees and a $772 billion reduction in federal Medicaid spending from 

2017 to 2016 as a result of the elimination of the enhanced federal funding for the ACA’s expansion and the 

creation of a per capita cap or block grant.58  

In response to the BCRA’s changes, states may restrict Medicaid eligibility and may be incentivized to limit 

coverage for enrollees with behavioral health conditions, who are especially costly. States may also trim benefit 

packages and remove optional services that are particularly valuable to enrollees with behavioral health 

conditions. In addition, states may decrease provider payment rates, which may lead to decreased provider 

participation in Medicaid and further limit access to behavioral health services. Finally, states currently benefit 

from the guarantee of federal Medicaid financing with no pre-set limit, which allows them to respond to 

emerging issues, such as the opioid epidemic. Faced with increased pressure to limit costs, states will likely 

struggle to address these issues. States with certain risk factors, such as a high share of the population 

reporting poor mental health and a high opioid death rate, may be especially challenged to respond to federal 

Medicaid cuts and caps.   

Decreases in eligibility, coverage, provider payment rates, and, ultimately, access could result in high levels of 

unmet need for behavioral health services among Medicaid enrollees. In addition to impacting health 

Figure 6

NOTE: Other payers include Medicare and other federal funds, such as block grants. 
SOURCE: Tami L. Mark, Tracy Yee, Katharine R. Levit, et al. “Insurance Financing Increased for Mental Health Conditions But Not For 
Substance Use Disorders, 1986-2014,” Health Aff (Millwood). 2016 Jun; 35(6):958-965.
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Medicaid’s Role in Financing Behavioral Health Services for Low-Income Individuals 9 
 

outcomes, untreated behavioral health conditions are associated with many societal costs, resulting from 

increased emergency department utilization, criminal justice involvement, and loss of productivity.59,60,61,62  

Individuals with behavioral health conditions have a unique and complex set of needs, and Medicaid plays a 

large role in facilitating access to necessary treatment. As the debate about fundamentally restructuring 

Medicaid program financing continues, the unique needs of these enrollees warrant consideration.  
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