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THE IMPACT OF REALIGNMENT ON THE CLIENT
POPULATION IN CALIFORNIA’S PUBLIC MENTAL
HEALTH SYSTEM

Lonnie Snowden, Richard Scheffler, and Amy Zhang

ABSTRACT: This study examined whether decentralization of California’s public mental
health system under program realignment has changed the composition of the client popu-
lation, with greater attention toward inclusion of persons with a severe mental illness. Cli-
ents’ demographic and clinical status were compared before and after realignment. The
study sample consisted of 75,951 clients, representing 1.5 million adults who accessed the
public mental health services in California during a 6-year study period. The post-realign-
ment client population had lower functional status, more unemployment, and lower levels
of education—all indicating greater functional impairment. They were more likely to suffer
from an affective disorder, but they were less likely to have either a non-psychotic disorder
or schizophrenia. The study found no evidence suggesting that realignment jeopardized
access to the public mental health system in California, and it indicated at least the possibil-
ity that it promoted greater access by clients with greater functional impairment.

KEY WORDS: California; managed care; mental health policy; mental health services; the
mentally ill.

Program realignment, a legislative act that went into effect on July 1,
1991, in California, was designed to enable the state’s mental health sys-
tem to meet the growing demand for services in the face of a large and
growing budget deficit. A central piece of the legislation granted local
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mental health authorities greater fiscal and administrative responsibility
for managing mental health services (Masland, 1997). Categorical restric-
tions imposed by the state were eliminated, and local mental health au-
thorities were allowed to use designated funds flexibly. Sources of financ-
ing of mental health services were consolidated into a dedicated sales tax
to be redistributed to equalize funding levels among counties; but the re-
cession of the early 1990s thwarted this intention.

Under realignment, local mental health authorities assumed full respon-
sibility for providing mental health services. Implementing realignment
shifted the control and risk from state government to local mental health
authorities at the county level. Recent studies have shown that realignment
achieved its primary purpose: Mental health expenditures dropped dra-
matically (Scheffler et al., 1998, 2000).

Realignment shifted the control and risk from state government to local
mental health authorities at the county level.

Decentralizing the public mental health system, as carried out under
realignment, sparked a debate similar to that aroused by other attempts
to contain costs and to introduce flexibility into mental health programs
and systems. Critics argued that under a risk-based arrangement, a sub-
stantial number of clients, especially those most difficult or costly to serve,
would be shifted out of the system.

Proponents of realignment pointed to its potential advantages. They
contended that the greater financial and administrative power granted un-
der realignment would enable local mental health authorities to not only
preserve the client population at previous levels, but also to enlarge the
number of clients by reaching out to formerly untreated groups. The rea-
sons they cited were twofold. Local mental health authorities were consid-
ered to have detailed knowledge of the local market and clinical popula-
tion, and therefore were seen as more capable than state government of
efficiently managing resources and responding to local conditions.

Moreover, the net financial impact of realignment was to provide addi-
tional funds for mental health treatment. Thus, local mental health author-
ities might gain new resources, not only from their efforts at cost contain-
ment motivated by exposure to risk and facilitated by increased
programmatic flexibility, but also from the introduction of new revenues,
which they were obliged to reinvest.

Ultimately, local mental health authorities were not permitted to avoid
difficult-to-treat clients as a strategy to contain costs. For the first time,
program realignment specified a target population of high-priority recipi-
ents. As the Bronzan-McCorquodale Act states, “Persons with serious men-
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tal illness have severe, disabling conditions that require treatment,” and
they should be given “a high priority for receiving available services” (West
Group, 1998).

Empirical evidence is scarce concerning movement of the client popula-
tion under efforts at cost containment. Scheffler and colleagues (2000)
found that use of state hospital services was supplanted by less costly out-
patient services under realignment, indicating a flow of clients from state
hospitals to outpatient services within the mental health system. On the
other hand, a study of Utah’s prepaid mental health plan reported that
while inpatient admission was significantly reduced, the use of outpatient
services did not significantly increase. One possible explanation is that cli-
ents left inpatient services, but did not seek outpatient services as a substi-
tute (Stoner, Manning, Christianson, Gray, & Marriott, 1997). However,
neither study focused directly on the possibility of shifts in the client popu-
lation.

Access to services in a decentralized system is an issue that directly con-
cerns the well-being of persons served by the public mental health system.
Concern is greatest about the fate of persons with severe and persistent
mental illness who were assigned a high priority for receiving services, but
who are also more likely to be costly and difficult to treat. There is a need
to directly evaluate the representation of the most vulnerable clients be-
cause financial incentives might overcome state mandate.

Access to services in a decentralized system is an issue that directly
concerns the well-being of persons served by the public mental health
system.

We examined demographic and clinical characteristics of the client pop-
ulation in the early years after realignment. Our intention was to deter-
mine whether the caseload of the public mental health system had
changed. We were particularly interested in the representation of persons
with greater functional impairment.

METHODS

Research Design

This study used a pre/post design to compare clients’ demographic and
clinical characteristics between the pre- and postrealignment periods. Be-
cause realignment was effective statewide in the public mental health sys-
tem, there was no geographic area nor public mental health system in
California to serve as a control for the comparison. Nevertheless, the study
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assumed stability of the population with mental illness in California over
the realignment period. Since realignment became effective in 1991, Cali-
fornia’s economy has been booming, and migration has been constant.
Therefore, we had no reason to assume that the mental health status of
the population changed significantly during our study period.

In this study, the pre-realignment period included Fiscal Year 1988-
1990 and the post-realignment period included FY 1992-1994. The #test
and chi-square test were performed to compare pre- and post-realignment
differences in client composition. Regression analyses were also per-
formed to examine patterns of change in demographic and clinical charac-
teristics over time, using three pre-realignment and three post-realignment
years as independent variables. This approach permitted us to begin disen-
tangling the changes attributable to realignment from the general trends
in caseload composition.

Data Source

The Client Data System (CDS), obtained from the California State De-
partment of Mental Health, was used in this study. The data were com-
piled by each county and were reported to the state’s Department of Men-
tal Health, which maintains the data system. The CDS is an administrative
setup that records each visit of clients who have ever used community
mental health services in California. In this data set, clients who were ad-
mitted to state hospitals are not included and those who stayed at the
Institute for Mental Disease are partially included. However, in the post-
realignment period, the number of clients who were shifted from either a
state hospital or the Institute for Mental Disease to local mental health
services was about 1% of the statewide client population. Therefore, it is
unlikely that the exclusion of these clients in this study had a tangible
effect on our analysis of changes in the composition of this client popula-
tion.

The CDS data contain extensive client-level information on client demo-
graphics, clinical diagnosis, severity of impairment, and utilization of ser-
vices. In this study, we examined the CDS data over a 6-year period (FY
88-90 and FY 92-94). During this period, the total number of clients who
accessed California’s public mental health services at the age of 18 or older
and whose ethnic status was White, Black, Hispanic, or Asian, was a quar-
ter million per year. Nearly 1.5 million of these clients who ever accessed
California’s public mental health system during the 6-year period were
studied.

Sampling

With this client population as the sampling frame, a representative cli-
ent sample from each fiscal year was selected by stratified random sam-
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pling. Stratification was used to reduce standard errors and to ensure that
gender, ethnicity, and diagnosis were proportionally represented in the
sample. We created 32 strata by multiplying levels of gender (male, fe-
male) by levels of ethnicity (White, Black, Hispanic, Asian) by levels of
diagnosis (schizophrenia, mood disorders, substance use disorder, and
others), and then we sorted the sample into each stratum. We then ran-
domly selected a 5% sample from each of 32 strata. This selection process
was repeated for each fiscal year.

Demographic and Clinical Variables

Client demographic variables included age, gender, ethnicity, educa-
tional attainment, and employment status. Age was classified into four
groups: young (ages 18-30), middle-aged (ages 31-50), young-old (ages
51-64), and old-old (age 65 and over). Gender and employment status
were binary variables. Ethnicity referred to four ethnic groups: White,
Black, Hispanic, and Asian. Educational attainment was assessed by grade
levels on a 21-point scale in which 0 indicated kindergarten and 20 indi-
cated the highest education level. For a large number of clients (22-36%
across years) who had unknown educational status, the missing values were
replaced by mean scores of each year. This option was considered prefera-
ble to focusing only on clients for whom complete data were available and
thereby sacrificing representativeness.

Clinical variables consisted of functional impairment and psychiatric di-
agnosis. Functional impairment was measured by Global Assessment of
Functioning (GAF), a 100-point scale administered at admission, with
higher scores indicating higher functional ability. About 13% to 18% of
clients had missing values across years on this variable, which were re-
placed by mean scores of each year. Psychiatric diagnosis was the principal
admission diagnosis for which a client was admitted to mental health ser-
vices. Because schizophrenia, mood disorder, and substance use disorder
are costly and major disorders, diagnoses were assigned to one of these
categories or to the category of “others” according to the last diagnosis
each client received in a year. The diagnostic category of “others” con-
tained a large portion of clients with anxiety disorder, adjustment disor-
der, or other disorders that are less severe than psychotic disorders; there-
fore, it can be considered a category of mild mental disorders.

RESULTS

Descriptive Statistics

The sample contained 12,919 clients in FY 88; 12,735 in FY 89; 12,387
in FY 90; 12,447 in FY 92; 12,643 in FY 93; and 12,820 in FY 94. A total



234 Administration and Policy in Mental Health

of 38,041 clients from the pre-realignment period and 37,910 from the
postrealignment period were examined. Descriptive statistics of variables
are presented in Table 1.

The number of clients who were served in the public mental health sys-
tem was stable over the realignment period. Based on the real number of
clients, the average drop per year was 1,071 persons after realignment,
which equals 0.4% of the pre-realignment client population.

Changes in Caseload Characteristics

With respect to functional status and clinical status, clients seen after
realignment exhibited a significantly lower educational level (p<.01) and a
significantly higher rate of unemployment ($<.01) than clients seen before
realignment. Globally rated functional status was significantly lower
(p<.01). Chi-square tests on individual diagnostic categories indicated that,
compared to the pre-realignment period, the diagnosis of mood disorders
increased by 5.4% (x°=263.7, df=1, p<.01), the diagnosis of “other” disor-
ders—presumably less severe mental disorders—decreased by 3.9%
(x’=113.1, df=1, p<.01), while the diagnosis of schizophrenia also decreased
by 1.83% (x°=22.8, df=1, p<.01) in the post-realignment period.

The use of t-tests and chi-square tests revealed significant differences in
demographic status between the pre- and post-realignment periods. As Ta-
ble 2 shows, clients’ age levels were significantly different (p<.01) before
and after realignment. A chi-square test on each age group showed that
the percentage of middle-aged clients (31-50) was significantly higher
(x’=76.9, df=1, p<.01) and the percentage of young and old-old clients
(18-30 or 65 and above) was significantly lower (x’=48.3 and x’=41.9, df=1,
p<.01, respectively) in the post- than in the pre-realignment period. The
proportion of male clients increased and the proportion of female clients
decreased significantly (p<.01) in the post-realignment client population.
Ethnic composition significantly changed as well (p<.01). A chi-square test
on each ethnic group showed that the proportion of White clients was
significantly smaller (x°=98.9, df=1, p<.01) and the proportions of Hispanic
and Asian clients were significantly larger (x°=10.3 and x°=189.9, df=1,
p<.01, respectively) after realignment.

Yearly Changes

Aggregate changes, like those considered above, cannot rule out the
possibility that events and trends other than realignment were responsible
for observed changes in caseloads. Changes in underlying characteristics
of the state population, as well as ongoing trends in recruitment and help-
seeking activities, represent rival explanatory hypotheses. Patterns of
change over time portrayed in Table 1 suggest the possibility that broader
trends indeed might have been operating.
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To provide a more fine-grained analysis of patterns of change, regres-
sion analysis was conducted in which functional status and clinical indica-
tors served as dependent variables. The pre- and post-realignment years
served as independent variables along with remaining demographic and
clinical status variables as covariates. Years were represented as dummy
variables coded such that the last pre-realignment year, 1990, was a refer-
ence group.

The findings indicate that the percentages of unemployed clients were
slightly higher during the two preceding years than during the final year
before realignment (Odds Ratio=1.04; OR=1.06) and were higher still dur-
ing the three postrealignment years (OR=1.18; OR=1.11; OR=1.27). Edu-
cation was higher during the years preceding the final pre-realignment
years (b=0.62; b=0.44) and was lower during all postrealignment years
(b=—-0.68; b=—0.38; b=—0.35), suggesting a somewhat continuing pattern of
decline. A similar pattern of decline was held for the proportion of the
caseload diagnosed with schizophrenia (OR=1.05; OR=1.05; OR=0.96;
OR=0.90; OR=0.86), and a reverse pattern of increase for the proportion
diagnosed with a mood disorder (OR=0.87; OR=0.94; OR=1.20; OR=1.28;
OR=1.33). Average ratings of functional status were greater during the
early prerealignment years (b=0.33; b=0.36), and lesser during the later
postrealignment years (b=—1.10; b=-0.25). There was no difference be-
tween the year immediately preceding and the year following realignment.
With respect to ethnicity, Asian Americans were a significantly lower pro-
portion of the caseload during the early pre-realignment years and were a
significantly higher proportion during the post-realignment years; the rate
of increase was relatively steady. On the other hand, the pre- and post-
realignment caseload proportions for Hispanics were not significantly dif-
ferent.

DISCUSSION

There were significant changes in the clients’ demographic and clinical
characteristics in California’s public mental health system over the realign-
ment period. After realignment, the client population exhibited a signifi-
cantly lower level of education, a higher unemployment rate, a higher level
of functional impairment, and a higher percentage of severe psychiatric
diagnoses than before realignment. The client population also contained
significantly more middle-aged and fewer young or old clients, more male
clients, and more Asian clients.

Consistent with the mandate of realignment, that local mental health
authorities focus their services more on the neediest clients, there was an
increase in clients at lower levels of functioning. Greater attention was
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given to clients with mood disorders and slightly less attention to clients
with schizophrenia. Overall, however, for clients with less serious diagno-
ses, the proportion shrank.

Indeed, the ratio of psychiatric diagnoses was changed substantially.
During the post-realignment period, the rate of mood disorders—a major
severe mental disorder—increased by 5.4%. Although the rate of schizo-
phrenia diagnosis dropped by 1.3%, “other” psychiatric diagnosis—pre-
sumably mild mental disorders such as anxiety and adjustment disorder—
decreased by 3.9%.

On the other hand, it seems that many of the changes in clients’ demo-
graphic and clinical characteristics took place, in any event, due to changes
in the underlying population or changes in outreach and help-seeking by
clients with more serious mental illness and greater functional disability.
The relatively large increase in unemployed clients, and the decline in level
of globally rated functioning, which followed two-year plateaus, are consis-
tent with realignment itself, which intends to include clients with greater
functional disability. However, they are not entirely incompatible with the
existence of more general trends. A cautious conclusion is that realign-
ment did not arrest more general trends, and it might have accentuated
them.

A more definitive conclusion is possible regarding the fears of realign-
ment’s detractors: The evidence failed to support them. There was no indi-
cation that more disabled and difficult to treat clients were being avoided.
Such clients did not decline as a proportion of the caseload—as noted pre-
viously, they increased. This study disconfirmed the expectation that un-
der pressure to contain costs, these clients would be forced from the
system.

Shifts in relative proportions took place in a context of relative stability
in the size of the caseload. If clients were displaced, it was those who were
less disabled rather than those who were more disabled.

There was no indication that more disabled and difficult to treat clients
were being avoided.

Associated with the enhanced severity of the postrealignment client
population was a higher percentage of the middle-aged, male, and Asian
clients. To examine whether this demographic change in the client popula-
tion was due to realignment, the findings must be considered in the con-
text of population change in California. Table 3 presents a picture of gen-
eral trends in California’s population over the realignment period
1988-1994 (Kehew, 1995). The young age group (18-30 or 18-34) de-
clined simultaneously in the client and general populations, but the mid-
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dle-age group (31-50) increased and the old-old age group decreased in
the client population. On the other hand, age groups 35-64 and 65+ re-
mained static in the general population. In other words, the increased per-
centage of middle-aged clients and the decreased percentage of old-old
clients cannot be attributed to change in the general population.

Unlike physical diseases, schizophrenia and mood disorders usually begin
in early adulthood and progress into middle age when intensive interven-
tion is sought. The increase in middle-aged clients during the postrealign-
ment period might be explained as a concomitant of the shift toward more
disturbed clients.

Finally, the change in ethnic composition is noteworthy. The general
trend is that the Hispanic population is growing in California and the non-
Hispanic White population is declining; therefore, the lack of increase
among Hispanics is surprising. On the other hand, the growth of the His-
panic population is occurring largely in the child population, and children
were not considered in the present study.

The proportion of Asian clients grew consistently, equaling if not ex-
ceeding their representation in the general population. The increase in
Asian clients might be attributable to the advent of culturally competent
programming. Awareness and efforts in this direction grew during the
early 1990s and may have helped significantly in identifying persons with
severe mental illness among non-White groups.

As noted previously, mood disorders were more prevalent, schizophre-
nia decreased slightly, and “other” disorders dropped substantially after
realignment. Several factors can be invoked to account for these phenom-
ena. Since the early 1990s, mental health professionals have become in-
creasingly aware that schizophrenia has been overdiagnosed in the United
States relative to its level of diagnosis in Europe. New drugs for the treat-
ment of bipolar disorders have become available. Patients with mood dis-
orders have become more motivated to seek treatment, and doctors have
become more likely to treat patients with newer drugs under a diagnosis
of mood disorders. Information relating to the DSM-IV’s revised diagnostic
criteria was disseminated before DSM-1V itself was published in 1994; this
development might have further encouraged the diagnosis of mood disor-
ders.

In public mental health, a shift is well under way toward greater local
control and flexibility in service delivery.

In public mental health, a shift is well under way toward greater local
control and flexibility in service delivery and the use of various mecha-
nisms for containing costs. The experience with program realignment in
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California suggests that it is possible to meet these objectives and at the
same time care for persons who suffer from severe mental illness and nota-
ble levels of functional impairment. Pursuing the first of these objectives
need not undermine efforts to pursue the second.
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