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States as Laboratories of Devolution

American federalism is based on a general premise that there is no
optimal degree of centralization of political power (Zimmerman,
1992). However, the history of American government has been a
long progression toward greater centralization at the national
level. Only in recent decades have there been significant counter
forces to devolve responsibility for social programs to the states
from the federal government. Devolution has been a theme of an
increasingly popular, still frequently questioned, political ideol-
ogy that supports downsizing of government and increased pri-
vatization of public services (Fossett, 1999). One of the most
important issues in the devolution development is state manage-
ment capacity. With increased responsibility to devise and admin-
ister major social programs, how will states perform? In the
example of indigent medical care, if states are given the responsi-
bility, can they more effectively and efficiently provide health care
for indigent populations (Thompson, 1998)?

One argument in particular in support of devolution suggests
that states are the perfect laboratories in which to experiment with
significant changes in policy. It is not a new argument: Supreme
Court Justice Louis Brandeis is quoted as saying in 1932, “ A federal
republic benefits from a system in which a single courageous state
may, if its citizens choose, serve as a laboratory, and try social and
economic experiments without risk to the rest of the country”
(Kincaid, 1995, 41). Recent devolution initiatives reinforce state op-
portunities to innovate and experiment for the good of their own
constituency as well as for the benefit of other states that might
choose to follow the same path. In health care programs for the
poor and welfare policy, Arizona is one state that has, if acciden-
tally, seized the opportunity to serve as a laboratory for policy
change.

Taken together, several reports and articles tell the fascinating
story of the Arizona Health Care Cost Containment System
(AHCCCS) experiment (Babbitt and Rose, 1986; Intergovernmental




Health Policy Project, 1995; Christianson, 1997, 1999; Louis Harris,
1997; McCall, 1996; Schaller, Bostrom, and Rafferty, 1986). Those
studies, for the most part, have focused on the effectiveness and ef-
ficiency of providing indigent health care using a managed care
model. Important additional findings and lessons about public
management of indigent health care are embedded in this litera-
ture.

We extract from and build on these earlier efforts as a part of
our effort to tell the full and important story of the development of
public policy and management infrastructure required to imple-
ment this complex example of devolutionary state experimenta-
tion. As a part of the larger Rockefeller Institute study of state
capacity to manage devolution, we conducted numerous inter-
views with experts close to the AHCCCS experiment over its de-
velopment, and examined existing program history, information,
and evaluations. Our purpose in this research is to look closely at
the ability of states to formulate and implement coherent, plausi-
ble, and broadly responsive Medicaid policy as a key ingredient of
governing capacity (Thompson, 1998).

AHCCCS:
In the Beginning There Was Fiscal Crisis

Although Arizona has had indigent health care since its territorial
days, by the end of the 1970s, Arizona was the last holdout in the
national movement of states to implement federally approved
Medicaid programs. Traditionally, the fifteen counties in the state
had the responsibility for providing health care for lower income
residents. As other states began instituting Medicaid programs
and receiving the federal funds available to them, Arizona’s coun-
ties continued to assume full financial responsibility, with some as-
sistance from the state.!

After much discussion and debate, Arizona enacted but
failed to fund the state share of Medicaid in 1974 (AHCCCS, 1998;
Lockhart, 1998; Preisler, 1998). By 1981 however, because of
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concerns about the growing cost of health care, Arizona began to
look for ways to enter the Medicaid system and ease the financial
burden on the counties. There were two primary facets to the
Medicaid debate in Arizona: how to deliver services that met the
federal mandates for Medicaid with respect to scope and quality,
and how to do so while at the same time controlling the rising cost
of providing health care. The level of service being offered in
many of the counties fell below the federally mandated Medicaid
guidelines. There was no consistency between counties as to ser-
vices offered or eligibility for services; the state had never created
overarching criteria to guide service in the individual counties
(Preisler, 1998). The state eventually defined its choice as one of
two possibilities: a traditional fee-for-service Medicaid system, or
amanaged care design that incorporated prepaid, capitated rates
to control costs.

A Political Partnership to
Balance Cost Containment and Care

In 1981 the political climate in Arizona made it difficult for the leg-
islature and the governor to develop a plan for statewide indigent
health care. The atmosphere in Arizona was, and still is, skeptical
of large social programs and is one that supports principles of de-
volution, downsizing, and privatization. In the early 1980s politics
in Arizona was in full support of the principles and policies ad-
vanced by the new Reagan administration to reform and decentral-
ize major federal programs — fee-for-service Medicaid did not fit
those principles (Lockhart, 1998; Schaller, 1998). The development
of the Arizona Health Care Cost Containment System was the by-
product of a strongly held belief by the leadership in the state legis-
lature and the governor that to accomplish both cost containment
and quality care in an indigent health care program, it was neces-
sary to create a public/private partnership to administer a pre-
paid, capitated system.

It was not easy to overcome the negative attitude towards
Medicaid held by many of Arizona’s legislators, both conservative
and liberal. However, as historian Dennis Preisler notes, “The
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predicament faced by Arizona in the late 1970s was that fiscal pres-
sures were on a direct collision course with ideological positions”
(Preisler, 1998, 67). The leadership in the legislature continued to
keep debate alive through various attempts to design a politically
acceptable policy for indigent medical care. Ultimately, consensus
was reached by developing a proposal that adhered to the ideolog-
ical framework and culture of Arizona (Lockhart, 1998; Preisler,
1998). “Everybody knew each other. So even though they [the Leg-
islature] may have postured, and . . . taken each other to task, they
were all going in the same direction,” said Carol Lockhart, the act-
ing director of the AHCCCS program at the time of implementa-
tion in 1981 (Lockhart, 1998).

The idea of a prepaid, capitated system to control the cost of
medical services was palatable to Arizonans because it did notlook
like Medicaid (Kirschner, 1998; Lockhart, 1998). But, ultimately it
was the element of privatization that helped make AHCCCS at-
tractive to legislators. It is no accident that the state’s ultimate for-
mal resolution of its indigent health care crisis makes no mention
of Medicaid, that instead the focus was placed on cost contain-
ment. In fact, according to one state legislator and health expert,
despite the eighteen years of experience and Medicaid funds, most
Arizona state legislators believe that the state still does not partici-
pate in Medicaid.

Early AHCCCS: Private Management of Public Funds

Because of political and cultural contraints, a goal evolved on the
part of Arizona leadership to secure Medicaid funds without en-
dorsing a formal Medicaid program with its dreaded
fee-for-service financial commitments. In 1982 politics and man-
agement converged to make this goal achievable, with the election
of Ronald Reagan, and an increasingly widely held faith in the cost
cutting features of managed care. In 1982, with the bipartisan sup-
port of the legislature and the governor’s office, Arizona applied to
HCFA, the Health Care Financing Authority, for a 1115 demon-
stration waiver granting the state its share of Medicaid funds and
the authority to implement AHCCCS on trial basis. Central to the
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AHCCCS proposal was the call for a public/private partnership
between the state and the private physicians and health plans op-
erating in the state. The opportunity to provide medical services to
alarge portion of the state’s population previously seen only by the
counties’ medical centers, and to receive a guaranteed, up-front
payment for providing those services, helped to garner the needed
support of the provider community. As Don Schaller, first
AHCCCS agency director, noted in an interview in 1998, “When
we showed OB guys, guess what, 70 to 72 percent of all the preg-
nant women in the state are going to be covered by Medicaid. They
signed up” (Schaller, 1998).

In establishing a public/ private balance, the medical commu-
nity worked with the state to create provider networks that would
be able to bid for contracts. While this collaboration was necessary,
it would also lead to some of the problems that made the first few
years of AHCCCS difficult ones. While the medical community
was willing, they had little experience with managed care.
(Schaller 1998).

Relationships with providers were only part of the privatiza-
tion plan put forth in the original AHCCCS proposal. Initially, pro-
gram administration was also supposed to be privatized. The state
would only maintain a small oversight office within the Depart-
ment of Health Services, and a Joint Legislative Oversight Com-
mittee run by the legislature staff. “When AHCCCS was created,
part of the sell job was that HMOs were basically a black box that
you did not have to mess with inside, because they had built in in-
centives that were going to drive them in the right direction. So
when they created AHCCCS, they created 25 employees to run it”
(Lockhart, 1998). Nobody really understood what it was going to
take torun a managed care program, or to balance a public/ private
partnership (Burns, 1998). Almost immediately, AHCCCS encoun-
tered problems associated with the early devolution of manage-
ment responsibility to a private firm (Kirschner, 1998; Lockhart,
1998).




Crisis of Accountability:
Who Should Manage the AHCCCS Partnership?

A private contractor, McAuto Systems, was hired in the beginning
to take on the majority of the administrative responsibilities. The
contractor was inexperienced in the operation of a public managed
care organization, and with just 30 days notice, walked away from
their agreement with the state in 1984. The state had to act quickly
to insure that AHCCCS members would not experience an inter-
ruption in service during the period of transition. Following the
termination of the contract with McAuto, the state created the state
AHCCCS agency, since responsible for the administrative man-
agementand oversight of the AHCCCS program (AHCCCS, 1998).

The legislative leadership had sold AHCCCS to the legisla-
ture on the premise that it was to be essentially a privately adminis-
tered and privately serviced program. “[Clonservative legislators
specifically wanted privatization of the program to keep state bu-
reaucrats out” (Preisler, 1998, 94). With the failure of the relation-
ship with McAuto, it became clear that some degree of direct
public oversight had to be developed if the program was to suc-
ceed. A bipartisan coalition of state policymakers from the legisla-
tive and executive branch had high stakes in the success of
AHCCCS and quickly rallied to support the creation of a separate
cabinet level department (also called AHCCCS) to manage the ex-
periment. Ironically given the founders’ initial faith in privatized
management, that department has continued to grow in size and
stature since its invention in 1984 and remains very much an exam-
ple of state government control of public policy to this day.

A large part of the ongoing challenge to the AHCCCS agency
was to find and maintain an appropriate, workable balance be-
tween public and private sector objectives and actors. This balanc-
ing act occupied much of the effort of each of the agency’s
directors. The agency continuously attempts to link public and pri-
vate entities as well as bridge the two sectors. Its essential
“publicness” involves garnering state and federal funding as well
as developing public policy and regulations. It was necessary for
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continued support to maintain a stable relationship with the legis-
lature and state executive administration. On the other hand, the
agency also had to work effectively with the private provider com-
munity, and understand the concerns and responsibilities of a pri-
vate entity (Chen, 1999).

Implementing AHCCCS: Learning
to Work Together For Public Purpose

Balancing acts are often hard to sustain in the dynamic arena of
intergovernmental politics. AHCCCS was no exception. In the
late 1980s, the progressively strained relationship between
AHCCCS, the legislature, and the governor’s office reached its
peak. Many of the program’s core supporters from the early years
were no longer in power, and AHCCCS had to cope with the per-
ception of some, including key state officials, that it was simply
another welfare program — an unpopular notion in Arizona.
Through the 1980s, communication between AHCCCS and the
legislature and governor’s office became more guarded, as differ-
ent economic times and increases in Medicaid rolls resulted in
questions over AHCCCS expenditures (Burns, 1998; Brian
McNeal, 1998). Arizona in the late 1980s and early 1990s faced
economic recession and state budget cutbacks, and yet AHCCCS
was continuing to grow, spend more money, and require large
supplements to its budget (Burns, 1998; Kirschner, 1998; Brian
McNeal, 1998). Focus was placed on the administration of
AHCCCS as the cause for the increased expenditures, and
AHCCCS did not respond well to the suggestions that the agency
was spending too much on consultants and administrative proce-
dures (Burns, 1998; Brian McNeal, 1998). During this period, in-
formation exchange became more limited and some legislative
and executive staff, in part due to the strained relationship, saw
the administration of AHCCCS as a “black box.”

Difficult economic times were creating greater demands on
safety-net programs such as AHCCCS (Burns, 1998; Kirschner,
1998; Brian McNeal, 1998). But probably the more important
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contributor to relationship difficulties among key public sector ac-
tors during this period was the fact that AHCCCS was still matur-
ing. The techniques that were being used by the budget office to
project the expenditures and growth of AHCCCS were for a more
mature, static program.

The program had been around for a few years, but in reality
was still in its adolescence. As one AHCCCS executive described
this period, “We were getting to our base Medicaid population,
something that other states had done years before" (Brian McNeal,
1998). While AHCCCS was experiencing shifts in the needy popu-
lation due to the recession, the agency was also still maturing and
reaching out to the existing eligible population. Leadership
changes in the governor’s budget office and in the agency greatly
helped to turn things around. As the legislative and executive bud-
get offices made greater efforts to work with the agency, and toned
down their public disapproval of the agency’s administration,
AHCCCS began to provide more constructive information (Burns,
1998; Brian McNeal, 1998). Both sides recognized that in order for
AHCCCS tomove forward as a successful program, greater collab-
oration and information sharing was essential.

Time and Political Resources

In stark contrast to earlier rocky times, during much of the 1990s
AHCCCS has been judged by many informed observers and ex-
perts as a model of innovative public policy. The first few years
were trying and difficult, but because of the strong commitment of
the legislators who had pushed AHCCCS through in 1981, the vital
support was there to sustain development of the program.

The program’s leading proponents forged this effective pol-
icy coalition at the outset. Following agreement on policy design,
key legislators and the governor worked to get AHCCCS passed
and signed into law. The state legislature passed the AHCCCS bill
during a one day special session, November 9, 1981. It was signed
into law by the governor on November 18, 1981, with a scheduled
implementation date of October 1, 1982. Supporters of the program
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believed that it was critical to the success of the program to get
AHCCCS off the ground before the next legislature could interrupt
implementation, as had happened in 1974 (Kirschner, 1998;
Preisler, 1998). Although attempting to implement this massive
program in such a short period of time had inherent difficulties,
those backing AHCCCS believed speedy implementation was key
to the program’s success.

HCFA granted final approval for the demonstration waiver
in the summer of 1982, just three months before the scheduled
implementation date of October 1. The immediacy of the imple-
mentation was a challenge for the new program: capitation pay-
ments had to be ready to go at the onset of the program and
members enrolled into the few health care organizations ready
to accept AHCCCS patients. This required large-scale financial
and patient forecasts and resultant preparation of contracts and
capitation checks rather than simply gearing up to process
fee-for-service claims in 90 days. It was a sink or swim environ-
ment, as much of the administrative structure needed was de-
veloped as the program was taking off. Requests for proposals
(RFPs) for the private program administrator went out at the
same time as the RFP for health care providers (Kirschner, 1998;
Preisler, 1998).

The design of AHCCCS stipulated that contracts would be
with health maintenance organization (HMO) and independent
practice association (IPA) providers in Arizona, and that there
would be a minimum of two per county from which enrollees
could choose. However, the designers recognized that at the time
there were not enough HMOs or IPAs in Arizona to meet the needs
of AHCCCS. So, it was determined that AHCCCS would help pro-
viders write their RFPs. “Policy makers wanted AHCCCS to en-
courage physicians, hospitals, medical laboratories and
pharmacies to join together into managed care operations and bid
on AHCCCS contracts. For the most part, nobody in Arizona really
understood the complexity of creating a prepaid health care net-
work” (Preisler, 1998, 101).

ix




Growing Healthy Plans

From the beginning AHCCCS expected that providers would cre-
ate IPAs to contract with AHCCCS and hire management firms fa-
miliar with managed to care to provide program administration.
However, in many cases this did not happen. The lack of under-
standing of managed care fundamentals, and the lack of existing
structures or models meant that most of the initial IPAs were
poorly managed financially and with respect to oversight of pa-
tient care (Kirschner, 1998).

Immediately following the reorganization of the administra-
tive structure after the departure of McAuto, several plans began
to experience difficulties due to financial insolvency. AHCCCS re-
sponded to the difficulties of those plans by terminating two of the
health plans and asking the Arizona attorney general’s office to
proceed with criminal prosecution. Two other plans were sold and
one reorganized under federal bankruptcy protection (AHCCCS,
1998). The lessons learned from the difficulties encountered with
these initial plan contractors, although painful, were crucial to the
development of the financial and programmatic requirements
AHCCCS has since placed on plan performance. Over time, over a
dozen home-grown managed care organizations have been cre-
ated and have flourished in their relationship with AHCCCS.
“People have to remember that when AHCCCS started there were
really no effective carriers. The big interstate carriers like Blue
Cross/Blue Shield didn’t want anything to do with their own pro-
viders. They (new providers) would not have existed if it weren't
for AHCCCS,” said David Landrith, deputy director of Arizona
Medical Association (Landrith, 1998).

Health plans wishing to contract with AHCCCS were subject
to a competitive bidding process; sealed bids were submitted in re-
sponse to RFPs. The idea of competitive bidding was part of the ini-
tial appeal of the AHCCCS proposal during legislative
deliberations. The theory was that competitive bidding effectively
restrains the chance of fee increases and encourages providers to
develop more cost-effective methods for delivering care in an




effort to achieve a lower bid (Hillman and Christianson, 1984). The
process was attractive to legislators both for its cost containment
potential and, just as importantly, because it would force the public
agencies that wished to continue to provide indigent health care
into the private marketplace (Hillman and Christianson, 1984).

AHCCCS Today

Always a political cornerstone of AHCCCS, competitive bidding
remains central to its operation today. Plans are still selected based
on an open bidding process; the most recent contract awards were
increased from three to five year awards with an annual review
and renewal process (AHCCCS, 1998; Hall et al., 1998; Potter,
1998). Prospective plans submit proposals responding to an open
RFP. Plans submitting bids must include capitation rates and must
segregate their bids by geographic service area for acute care ser-
vices and by county for the long term care service. The capitation
rates must specify a fixed per member, per month rate for various
rate codes. In addition, AHCCCS evaluates plan proposals based
on an assessment of the plan’s ability to meet strict financial and
operational requirements. Plans are required to demonstrate their
ability to meet quality of service, provider network, and accessibil-
ity requirements, as well as information processing requirements
(Hall et al., 1998; Branch McNeal, 1998).

After the first few tumultuous years, as AHCCCS began to
learn and grow from the experiences of those difficultlessons, it be-
came clear that to really make use of the financial and encounter
data being required of the plans, AHCCCS would need to develop
a new and better information system. Five years were devoted to
the development of a Prepaid Medicaid Management Information
System (PMMIS) that was implemented in 1991 (Chen, 1999; Hall,
1998; Kirschner, 1998). The PMMIS system is a statewide, auto-
mated managed care data system used by AHCCCS for the collec-
tion, retrieval, and reporting necessary to satisfy the information
needs of AHCCCS, HCFA, other state and federal agencies, coun-
ties, health plans, providers, and eligible members (Hall et al.,

Xi




1998). The system generates payments, maintains member eligibil-
ity history, and preserves encounter data, as well as data for case
management, information management, utilization, quality man-
agement, financial management and reporting, reinsurance and
quality control analysis, as well as tracking for case management
purposes and long term care eligibility (Hall et al., 1998).

AHCCCS has found a niche in Arizona, no longer an experi-
ment, itis now imbedded as a mature, professionalized part of Ari-
zona state government. It has accomplished what was originally
intended: to provide cost effective health care to the indigent popu-
lation being served by the counties at the time AHCCCS was im-
plemented. In many instances AHCCCS staff was treading where
no one had tread before, creating without any model to follow.

AHCCCS as a Model... of What?

AHCCCS has often been referred to as a model for Medicaid man-
aged care. Is it really a model? Can the lessons of AHCCCS be fol-
lowed and the innovations of AHCCCS replicated in other states
trying to shift from fee-for-service Medicaid to managed care? Or
are the differences in Arizona, both in the beginning and evennow,
too stark for AHCCCS to be useful? During our research we found
most informed observers considered AHCCCS to be a model for
Medicaid managed care, but offered caveats about its unique and
special conditions.

By many standards, AHCCCS is a successful agency: a pub-
lic/ private partnership that has stayed true to a commitment to
provide health care, within a contained cost structure, to the indi-
gent population in Arizona. It cannot be ignored, however, that
part of what has allowed AHCCCS to be successful is that the pro-
gram has never covered anything near 100 percent of the federal
Medicaid eligible population. As David Landrith, long time ob-
server of AHCCCS and deputy director of the Arizona Medical As-
sociation, noted, “. . . one of the great strengths is that we cover
people well, and one of the great weaknesses is that we don’t cover
enough people” (Landrith, 1998).
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AHCCCS is judged to be a successful, cost effective program
in part because its effective eligibility rate is just a fraction of fed-
eral poverty. According to a recent US Census Bureau report, Ari-
zona is second only to Texas in percent of population without
health insurance (24.2 percent). In part this is because AHCCCS
limits eligibility to adults making less than 33 percent of the federal
poverty level. This is in contrast to an average level among the
states of 45 percent and some states with much higher income ceil-
ings (Snyder, 1999, A2).

Arizona’s relatively large share of poor, uninsured residents
isnotanew issue. Brought to the attention of state policymakers by
the influential Flinn Foundation through a series of studies by
Louis Harris, state policymakers have wrestled with the unpleas-
ant side effect of rapid growth of population and poverty rates ex-
ceeding national norms throughout the 1990s (Sparer, 1999, 4). In
partial response the state has developed a Child Health Insurance
Program (CHIP, called “KidsCare” in Arizona), and two other
small state programs designed to subsidize health insurance for
low income people who are not eligible for AHCCCS and for small
businesses. Relatively low enrollments in these programs com-
bined with AHCCCS drop off associated with welfare reform have
so far prevented the state from making significant dents in its high
rate of uninsured citizens.

Since 1995, AHCCCS officials, the state’s medical association,
and other interests concerned with the state’s high level of unin-
sured have attempted to expand AHCCCS eligibility. This has at
times become highly contentious in state politics and intergovern-
mental relations. High points in the debate include legislative ac-
tion blocking a 1995 AHCCCS waiver request of HCFA to expand
enrollment, and a successful referendum in November, 1996 au-
thorizing expansion of enrollment as long as federal funds were
contributed to the cost. Somewhat ironically given concern about
the uninsured problem in Arizona, HCFA officials have rejected
this approach on the grounds that it is not “budget neutral,” and
thatitimposed a cap on enrollment (Sparer, 1999, 8). Another refer-
endum on the topic is on the state’s ballot in November, 2000. If it
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passes and is approved, AHCCCS will face program expansion
challenges similar to, but certainly not as severe as those facing
other states.

Some states that are currently trying to convert their Medicaid
programs from fee-for-service to managed care are working with
programs that currently cover 100 percent, 140 percent, even 200
percent of federal poverty, prompting one Arizona expert to sug-
gest that ”. . . they’re going to have a heroic problem trying to con-
vert that many people into an AHCCCS style system.”

Most of the experts we talked to emphasize that AHCCCS
started with a “blank slate,” a luxury that other states do not have.
Accordingly it is probably more practically and theoretically pro-
ductive to look most closely at AHCCCS responses to crises and
problems. With that advice in mind, spanning the overall develop-
ment of AHCCCS, we find several factors that contributed to its
success. Some would seem to apply to other states attempting to
shift to managed care for poor populations.

There is substantial agreement in many of the AHCCCS stud-
iesand among several of the experts that we interviewed about key
lessons. Most agreed that the period of implementation required to
make a successful transition was critical. Clearly, much of the trou-
ble AHCCCS experienced in the first few years was due to the short
period of time allowed to implement the program.

Other prominent themes of the “lessons learned” category
may be summarized as follows:

[ The role of the leadership in the agency is crucial. The
leadership needs to have an energy and stature that
draws qualified people into the organization. We were
often told by insiders and outsiders that high quality in-
dividuals recruited as management staff at AHCCCS
were often attracted by the opportunity to work with
the creative, energetic, and innovative leadership of the
agency. The leadership personnel are the champions for
the agency.
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[J A managed care organization requires different kinds
of personnel than a fee-for-service agency. A higher
skill level is necessary to monitor and regulate the ac-
tions of the contracted providers. AHCCCS was al-
lowed exemptions to the state personnel hiring
procedures in the first few crucial years. This provided
AHCCCS the necessary opportunity to recruit skilled
employees with the experience in managed care neces-
sary to guide AHCCCS in the initial stages. The snow-
ball effect mentioned above with respect to leadership
was begun because of the caliber of people attracted to
AHCCCS in those first few years.

[ A triangle of core support, including the legislature, the
executive branch, and the agency, is crucial to the suc-
cess of the agency in the first few difficult years of transi-
tion. The agency must have the necessary support to
enforce unpopular actions, such as the removal or sanc-
tioning of plans.

[ The ability to record, process, and interpret a broad
range of financial and encounter data is critical to not
only the oversight responsibility of the agencies, but
also the continued success of the plans. The financial
difficulties experienced by some plans in the early years
of AHCCCS were as a result of insufficient information
being provided in a timely fashion to the plans by the
providers. Incurred But Not Reported (IBNR) claims,
special services ordered for patients by their provider
but not reported to the plan, created serious financial
difficulties for plans that did not have the ability to track
such claims. Those plans found themselves in trouble fi-
nancially as those claims started to surface.

[ The state Medicaid managed care agency, in an effort to
encourage plans to bid for contracts, especially in the
beginning when the number of plans is more limited,
should not overlook the undercapitalization of plans
wanting to bid for contracts. Undercapitalization is one
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of the primary factors associated with plan financial dif-
ficulty.

Raising AHCCCS in Arizona

What accounts for this distinctive development of devolution
called AHCCCS? Several elements of theory are useful in under-
standing the evolution and should be examined as the AHCCCS
case is considered for potential heuristic and predictive benefit.
These include political culture (Elazar, 1972) and various offshoots
of the notion of “privatization” superseded by such concepts as
“public-private regardingness” (Wilson and Banfield, 1964) and
“private cities” (Salamon, 1977).

Arizona’s political culture values privatization of public func-
tions as evidenced by many aspects of state public policy, includ-
ing Arizona’s long term reliance on nonprofits for delivery of
many social services, the well known City of Phoenix competitive
bidding experiment for refuse collection, the current state experi-
ment in privatization of welfare-to-work in one region of the state,
and state facilitation of charter school experiments, making them
more widespread and accessible in Arizona than most other states.

AHCCCS, as we have noted, is a sustained public-private
partnership that has gone through distinctive phases. Its success is
in part attributable to public management response to the initial
crises associated with privatizing the administration of the pro-
gram. Yet despite that initial crisis and continued vexing issues as-
sociated with ongoing public management of multiple plans and
providers, few Arizona experts doubt the essential benefit of gov-
erning this important public policy matter through a pub-
lic-private partnership, with heavy reliance on the private sector to
deliver the public service. But there is more to understanding the
development of this form of governance than knowing that the
state’s political culture looks favorably on public-private partner-
ships.
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A relatively new, powerful, and effective public agency with
cloutis not what many observers of Arizona politics would predict
as flowing from the state’s political culture. Yet strong public man-
agementis an Arizonareality, a corollary to its many adventures in
privatization. Why? Because prudent fiscal management is an-
other value held highly important in Arizona. So is avoidance of
corruption. To have private service delivery and accountability of
public funds requires professional and committed public manage-
ment. Those values, in response to the circumstances described
above, required building a new, well-staffed, and relatively highly
paid state agency. Almost amazingly, AHCCCS today is the result
of a substantial state investment in bureaucracy at a time of general
intergovernmental contraction and shrinking federal aid (Wright,
1988), and in Arizona one of the most sustained tax reduction ef-
forts of any of the states. From 1992 to the present, while the
AHCCCS budget grew, Arizona implemented over $2 billion in
state tax cuts (Hall et al., 1997).

How could Arizona develop this new level of public manage-
ment capacity — particularly for such a “liberal” cause as indigent
health care, given its well known conservative political culture?
The answer may lie in understanding more precisely the way in
which values from the political culture connect management and
policy. Regime theory helps to make that connection.

AHCCCS as a Performance Oversight Regime

Regimes incorporate the informal rules and coalitions as well as
the formal institutions that represent the reality of governance.
They are closer to reality than policy proclamations and institu-
tional mission statements. As leading regime theorist Clarence
Stone has described them, regimes should be understood as: “(1)
who makes up the governing coalition and (2) how the coalition
achieves cooperation” (Stone, 1989, 241) That is, regimes are about
who actually governs and how governance is achieved. Regimes
frame management capacity, and management decisions reflect
culture, history, past arrangements, and agreements of the polity.
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The Arizona political system and its political and public man-
agement subsystems have long operated in a reality that can be de-
scribed as a “performance oversight regime.” Elected officials at
state and local levels have long articulated conservative themes, in-
cluding ones about holding the line on taxes and government ex-
pansion just as the state’s spectacular growth has demanded much
more public service. Under these conditions, professional staff of
state and local governments along with civic leaders from the pri-
vate for-profit and nonprofit sectors often have coalesced to build
programs that meet needs, quietly. AHCCCS is one beneficiary of
this tradition, but not the only one.

This not the place for a cataloging of public management ex-
periments that appear to follow from the performance oversight
regime, but state staff have developed effective partnership pro-
grams in several other areas of social and human services, just as
local government staff are well known nationally and internation-
ally for innovations in public management. Growth has provided
the resources. The tax structure is strong and diversified enough to
provide sustained revenue increases in recent years despite politi-
cally motivated tax cuts. Conservatism has limited discussion, and
therefore criticism, of many public expansions. And the rock solid
Arizona values of fiscal prudence and avoidance of fiscal corrup-
tion have led to high levels of attention to financial outcomes. In
this way, state leaders have stressed partnerships, in part to be ef-
fective, in part to implement public programs, in a place that often
seems to relish criticism of the role and function of government
and public policy.

These tacit understandings about public programs as neces-
sary but, from a political perspective, not necessarily desirable
and/ or affordable can be viewed as dangerous in a democracy be-
cause they sometimes result in limiting public debate and discus-
sion. Yet the assumption that major public purposes are best
accomplished by sharing burdens, blame, and credit among the
public and private sector, and by assigning much of the implemen-
tation responsibility for partnerships to staff, has led to an under-
standing of the role and purpose of government that is different

xviil




and, by measures of public performance, sometimes very effective.
AHCCCS and its customers have benefited enormously by these
understandings and allies.

Performance Oversight
Regimes and Governance Futures

In the foreseeable future, many state and local governments will
face the same apparent paradox that has impacted Arizona gover-
nance for some time. Devolution and tax reduction movements call
for conservative politics while public demand and reality result in
pressure to increase public services. The ultimate answer that satis-
fies political and management demands is for the public sector to
monitor and measure performance whenever it succumbs to the
temptation to shed services. There will, because of politics, be more
privatization. Accordingly the public role, the scope and method
of public management, and definitions of public management ca-
pacity will have to change to make sure that public purposes are
being achieved. Most public entities have to think carefully about
their role in the future, and the type of information, evaluation and
feedback, contracting, and monitoring that will be needed. Ari-
zona's AHCCCS program provides some insights into what may
be the future of state policy and management in many places and
policy arenas. As one expert on Arizona government and
AHCCCS put it.

AHCCCS is kind of at that place. We don’t deliver health care.
We go out and hire organizations, and we monitor them.
(AHCCCS does) operational reviews and financial reviews.
That’s a different nature of an organization than the old
Medicaid agency that used to just pay claims. That’s the model
where state government, or all government has to go (Peter
Burns, Budget Director, Office of the Governor, 1988-96, Inter-
view, July 1998).
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Endnotes

1 The increasing financial burden of indigent health care was often
passed onto the state in the form of bailout requests made by the
counties to the Arizona legislature.
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