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Behavioral Health Transformation and Block Grant Support 

Overview 

Behavioral health systems are undergoing significant transformation to better meet the complex 
needs of diverse populations. This evolution involves shifting toward more integrated, person-
centered care models that address all aspects of a person’s care including social determinants  
of health, reducing fragmentation between physical and behavioral health services, and improving 
access to evidence-based treatments. Federal and state-funded programs, such as the federal 
Community Mental Health Services Block Grant and the Substance Use Prevention, Treatment,  
and Recovery Services Block Grant play a vital role in supporting these efforts. They provide critical 
resources to fill service gaps, fund innovative approaches, and ensure that vulnerable populations 
receive the care they need to thrive. Understanding how to leverage these funds effectively is 
essential for building resilient, equitable behavioral health systems that deliver meaningful outcomes. 

Key Insights 

1. Current Needs and Priorities 

o Addressing social determinants: States are focusing on housing, employment, and 
transportation as critical components of whole-person care. 

o Shifting to person-centered care: Moving from institutional models to approaches 
where individuals direct their treatment, fostering engagement and empowerment. 

o Funding and resource optimization: Braiding federal funds such as the block grants, 
vocational rehabilitation funds, and Medicaid as well as state funds, including value-
based purchasing models, to maximize impact and efficiency. 

o Support employment and recovery: Initiatives like the Individual Placement and 
Support (IPS) Supported Employment (SE) model demonstrate how integrated funding 
between payers such as Medicaid and Vocational Rehabilitation can promote 
employment while maximizing funding sources, which in turn supports health and 
stability. 

2. Systemic Challenges 

o Fragmentation and silos: Disconnection among agencies and funding streams can 
hinder coordinated care. Breaking down silos is essential for holistic treatment. 

o Provider mindset shift: Changing provider attitudes from directive to collaborative, 
person-centered approaches remains a key challenge. 



  

 

o Engagement barriers: Transportation, childcare, and social factors often prevent 
individuals from accessing services, highlighting the need for innovative solutions. 

3. Strategic Opportunities 

o Listening to communities: Engaging stakeholders and individuals with lived 
experience to identify barriers and needs on the ground, such as treatment for 
methamphetamine use in addition to a focus on opioid and alcohol disorders. 

o Innovative funding strategies: Using the community mental health and substance 
use block grants to fill gaps, especially for uninsured populations and those in 
coverage gaps. 

o Aligning funding streams: Encouraging state agencies to coordinate and develop 
state master plans that optimize resource use among different federal resources and 
reduce administrative burdens. 

o Data and technology: Leveraging data sharing, electronic health records, and co-
location models to improve care coordination and reduce administrative complexity. 

4. Future Directions 

o Building resilient systems: Prioritizing whole-person, integrated care models that 
address physical health, mental health, and social needs. 

o Enhancing community engagement: Continuous stakeholder input ensures 
programs are relevant, accessible, and effective. 

o Fostering innovation: Supporting pilot programs and seed funding that can evolve 
into sustainable, Medicaid-covered services. 

Why This Matters 

Transforming behavioral health systems is essential because mental health and substance use issues 
are foundational to overall community well-being. Untreated challenges can lead to homelessness, 
unemployment, incarceration, and poor physical health, creating a cycle that affects individuals and 
society at large. By leveraging targeted funding—such as the community mental health and substance 
use block grants—states can fill critical service gaps, support innovative care models, and address 
social determinants that influence health outcomes. These efforts help reduce disparities, improve 
access to evidence-based treatments, and build healthier, more equitable communities. Investing in 
system transformation ensures that resources are used effectively, and that every individual has the 
opportunity to live a healthy, productive life. 

Caveats and Limitations 

Mercer is not engaged in the practice of law, or in providing advice on taxation matters. This report, 
which may include commentary on legal or taxation issues or regulations, does not constitute and is 
not a substitute for legal or taxation advice. Mercer recommends that readers secure the advice of 



  

 

competent legal and taxation counsel with respect to any legal or taxation matters related to this 
document or otherwise. 

For More Information 

For tailored support and strategic guidance on advancing behavioral health initiatives for children and 
youth, contact Kathy Nichols or Dr. Jason Vogler or email us at: mercer.government@mercer.com.  

Visit the Website  

For more information on our insights and services, visit our website: https://www.mercer.com/gov. 
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