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Trends In Mental Health Cost
Growth: An Expanded Role For
Management?

Traditional mental health services are simply not sharing in the
vigorous growth of the health care sector in the United States.

by Richard G. Frank, Howard H. Goldman, and Thomas G. McGuire

ABSTRACT: Mental health spending attracts attention from payers and policymakers. His-
torically, the public sector paid directly for a good deal of care, and special institutions and
rules governed private-sector spending. During 1971-2002, spending on mental health
care grew at much lower rates than spending on other health care. In recent years, the de-
livery and financing of mental health care have come to look more like those for general
health care. We show that in spite of this convergence, important differences remain be-
tween general health and mental health care in patterns of spending growth. [Health Af-
fairs 28, no. 3 (2009): 649-659; 10.1377/hlthaff.28.3.649]

product (GDP), and the trend is up.' The recent financial crisis and subse-
quent contraction of national income will certainly impel this percentage
even higher. Forecasts of health care costs as a share of national income will ap-
pear even more alarming as GDP growth rates are revised downward in response
to the worldwide financial crisis in 2008. Health care spending is less income-
driven than most other goods and services.” Thus, as GDP falls, the growth in the
share of national income going to health care is likely to exceed recent forecasts.?
It is especially notable in this policy climate that growth in mental health care
costs has not tracked growth in health care costs overall. While the share of na-
tional income going to health care has been growing, the share going to mental
health held steady at about 1 percent of national income for thirty years up
through 2002.* This important fact leads to several follow-up questions: Has the
stability in mental health share been maintained in recent years? Has the overall
stability in growth masked shifts within the category of mental health care spend-
ing? What has been the pattern of cost growth within major insured population
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groups (Medicare, Medicaid, private health insurance)? What has been the pat-
tern of cost growth by type of care (inpatient, drug, outpatient, and other)? Fi-
nally, what are the implications of these patterns for managing health and mental
health cost growth?

Our approach to answering these questions builds on earlier work in two ways.
First, we disaggregated cost trends for major population groups by type of insur-
ance and sector of care such as inpatient care, drugs, and outpatient care. Second,
growth in spending per capita can be driven by changes in the average characteris-
tics of the people under treatment as well as by the performance of the “health care
system.” We were interested in drawing lessons about policy from the analysis of
mental health spending, and we therefore adjusted for population characteristics
to identify the system’s contributions to spending changes.

Factors associated with health spending growth are receiving increasing atten-
tion in the health services research literature. Advances in medical technology are
generally regarded as being the proximate factor influencing growth in costs.’
However, this leaves open the question of the relationship of changes in techno-
logical capacity to policy regarding the regulation and financing of care. This pa-
per compares trends in health and mental health, and it examines differences in
the regulatory and payment environments. We seek links between payment
policy and cost growth. We begin by reporting data on the important trends in
mental health spending and contrasting those data with data on health spending,

Mental Health Spending In Historical Perspective

Richard Frank and Sherry Glied combined several data sources and found that
patterns for health and mental health care spending growth between 1970 and
2003 were fundamentally different.® Exhibit 1 from their work shows that over
this thirty-three-year period, spending on health care grew twice as fast as spend-
ing on mental health care. Said another way, health care costs grew at two to three
percentage points above GDP, whereas mental health costs grew only in propor-
tion to GDP. However, the growth rates of health and mental health care costs
were very similar over the 2000-2002 period, raising a question of whether the
growth will remain in parallel (Exhibit 1).

A number of factors may explain slower historical growth of mental health
costs. First, mental health care has been purchased by a different mix of payers
than general health care. In 1971, state mental health authorities used general
funds to pay for 30 percent of mental health care.® States subject to balanced bud-
get restrictions face more pressure to keep spending in line with revenues, which
roughly track national income. Second, private insurance and Medicare have re-
quired much higher levels of cost sharing for mental health services than for gen-
eral medical care since the 1960s.° Expansion in coverage for mental health has
been accompanied by adoption of managed behavioral health care (MBHC) ar-
rangements that have effectively controlled spending and spending growth, more
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EXHIBIT 1
U.S. National Health And Mental Health Spending, Selected Years 1970-2003

1970/71 1990/91 2000/01 2003

Nominal health spending (billions) $74.9 $714.0 $1,353.6 $1,732.4
Nominal mental health spending $8.96 $48.9 $85.4 $100.3
Health spending as percent of GDP 7.0% 12.3% 13.8% 15.8%
Mental health spending as percent of GDP  0.84% 0.82% 0.84% 0.91%

SOURCES: D.S. Levine and D.R. Levine, The Cost of Mental lliness 1971, NIMH Report Series B, no. 7 (Rockville, Md.:
ADAMHA, 1975); T.L. Mark et al., “Mental Health Treatment Expenditure Trends, 1986-2003,” Psychiatric Services 26, no. 4
(2007): 1118-1128; T.L. Mark et al., National Estimates of Expenditure for Mental Health and Substance Abuse Treatment
1991-2001, Pub. no. SMA 05-3999 (Rockville, Md.: SAMHSA, 2005); and Centers for Medicare and Medicaid Services,
National Health Expenditures Data, Historical Tables, http://www.cms.hhs.gov/NationalHealthExpendData/02_NationalHealth
AccountsHistorical.asp.

NOTE: GDP is gross domestic product.

than compensating for any growth in demand resulting from improvements in in-
surance coverage.' Third, during 1971-2003, public and private payers reduced the
role of costly inpatient psychiatric care by payment and managed care policies.
The supply of psychiatric beds fell dramatically, from more than 500,000 in 1970 to
fewer than 200,000 in 2000." Finally, much of mental health care was a low-tech-
nology service during 1970-1985. Outpatient treatment relied on fifty-minute vis-
its for psychotherapy and on drug therapies developed in the 1950s and 1960s."

Mental health cost growth was not constant throughout this thirty-year time
frame. During the late 1980s, mental health spending greatly outpaced growth in
income.” This period of rapid spending growth was spurred by growth in outpa-
tient mental health care and residential (including inpatient) care for children and
adolescents. Partly in response, the 1990s witnessed development of the MBHC
industry, which used effective strategies for limiting inpatient psychiatric care.'
Managed care brought down admission rates in public- and private-sector pro-
grams, especially for adolescents and people with substance abuse.” Private psy-
chiatric hospitals’ revenues fell by roughly a third between 1992 and 1998.1® Man-
aged care plans also assembled “networks” of outpatient providers with much
lower average numbers of visits per patient treated.” The earnings of psychiatrists
and psychologists actually fell during the early 1990s."® Remarkably, during this
period, managed care plans did more than limit cost growth—they enforced an
absolute reduction in spending related to mental health care.”

More recently, managed care networks have been loosened in response to pres-
sure from providers and consumers.® Excess capacity had been wrung out of the
inpatient sector, and to a lesser extent out of the outpatient sector, shifting bar-
gaining power away from managed care plans. Hospitals and other providers
formed inclusive networks of their own to check the divide-and-conquer strate-
gies of the managed care industry. The economic fortunes of private psychiatric
hospitals have improved since 2000.%
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In another long-term trend, private insurance and Medicaid have come to domi-
nate financing of mental health care, making payment policy in mental health
more like that in health care. Beginning in the late 1980s, mental health care deliv-
ery experienced a period of major technological change; a range of expensive and
innovative pharmaceutical products were launched.?? These products dramati-
cally altered the treatment of major mental disorders such as depression, bipolar
disorder, anxiety disorders, attention deficit hyperactivity disorder (ADHD), and
schizophrenia. In the last years reviewed by Frank and Glied, 2001-2003, mental
health spending growth exceed historical averages at 17 percent over two years.
More recent data can tell us whether convergence of growth rates between mental
health and health care persists.

Study Data And Methods

B Data. Data for the analyses reported below are from the Medical Expenditure
Panel Survey (MEPS), an annual survey of health care use and spending based on a
representative sample of the noninstitutionalized American public, from the period
1996-2006.2* We made some exclusions for missing data, leaving us with a total of
327,000 person-years over the full time period. In the payer-specific analyses, we re-
quired a person to be classified as being covered by the identified payer for the entire
year. In some statistical analyses, we used personal characteristics and geographic
region as adjusters.**

Health spending includes spending for all inpatient and outpatient care; pre-
scription drugs; office care provided by physicians and other professionals; and all
spending on outside tests, consults, and procedures, regardless of payer (includ-
ing out-of-pocket spending). It excludes spending for routine dental care, con-
tacts and eyeglasses, nursing home care (both through an agency and personal),
additional equipment (such as for crutches, although diabetes equipment is
counted as health spending), and nonmedical treatments. We subtracted mental
health spending from health spending, to avoid any definitional relationship be-
tween the two. When we refer to “health spending,” we mean health spending as
defined above, less mental health spending. We identified mental health spending
by diagnosis, “primary reason for visit,” or provider specialty according to the set-
ting of care. We identified specific medication use as mental health spending
when a drug is indicated exclusively for treatment of a mental disorder or when a
drug that might be used for several conditions is associated with a diagnosis code
for a mental disorder. We classified health and mental health spending as inpa-
tient spending, prescription drug spending, and all other spending. Inpatient
spending includes the physician services associated with the episode.

B Analyses. Using the Consumer Price Index (CPI) All-Items, we constructed
spending indices for both health and mental health care, to compare spending
growth. We set the index value to 100 for the base year of 1996 for all series, to enable
comparisons. Regression-based adjustments were used to account for spending
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growth attributable to changes in the underlying characteristics of the population,
such as age, sex, health status, and race/ethnicity.

Analyses of spending growth based on household surveys such as MEPS yield
systematically different results than are found in national health accounts data.”
A household survey misses people in institutions—hospitals, prisons, or nursing
homes—who have higher spending levels, on average; institutionalized popula-
tions include a large share of people with severe and persistent mental illnesses
(schizophrenia and bipolar disorder), who have high spending levels.?®

Recent Trends In Health Versus Mental Health Spending

In 2006, per capita spending for mental health care in our sample was estimated
to be $148.56; for health care (excluding mental health), it was $2,631.64. Notably,
drug spending accounts for 26 percent of per capita spending for health care,
while it is fully 51 percent for mental health care. Inpatient care in mental health,
historically a large part of mental health spending, accounted for only 16 percent
of the total in 2006.7

In 1996, per capita mental health spending averaged $108.03 and remained rela-
tively flat through 2000, when it was $104.25—a net decrease in real spending (Ex-
hibit 2). After 2000, spending increased, reaching an inflation-adjusted $148.56 in
2006. The picture of general health spending (not including mental health) is much
the same in the aggregate. Inflation-adjusted per capita spending was flat from 1996
through about 2000 at around $1,800, and then began an ascent.”® Mental health in
our data accounted for 5-6 percent of total health spending—a figure that is some-
what lower than those found in estimates from health accounts.”

We analyzed overall spending growth by payer, after adjusting spending by a
set of characteristics of the covered population. Shifts in population by region, ur-
ban location, ethnicity, age, and other factors are known to influence health and
mental health spending, but our interest is in time trends purged of these effects.”
Adjusters included age, race/ethnicity, sex, region of the country, an indicator for
residence in a Metropolitan Statistical Area (MSA), measures of health and men-
tal health status, and a set of dummy variables for each year.

EXHIBIT 2
U.S. Mental Health Spending Per Capita, 1996-2006

Dollars

150 i

100 /_-\/

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

SOURCE: Medical Expenditure Panel Surveys, 1996-2006.
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Growth in per capita health and mental health spending was similar until 2002,
whereupon health care spending outpaced mental health care spending (Exhibit
3). We found considerable heterogeneity in spending growth patterns across the
three payer groups represented in these data. The rate of growth in mental health
spending attributable to the delivery system in privately insured populations out-
paced that for health care (Exhibit 4). However, spending growth for health care
exceeded that for mental health in both Medicare and Medicaid. Medicaid, in par-
ticular, evidenced much more rapid growth in spending per capita (attributable to
system factors) in health compared to mental health (Exhibit 5). Specifically, the
spending index for Medicaid mental health spending stood at 104.61 in 2006, indi-
cating that after general economywide inflation and population factors were ad-
justed for, Medicaid spending was flat during this time period. The Medicaid
health spending index, by contrast, was 144.44 in 2005.*

Exhibit 6 displays more heterogeneity in growth rates (also adjusted for demo-
graphic factors) among types of expenditures. The most striking result is the dra-
matic expansion of spending on prescription drugs for all payer groups. During
this ten-year period, per capita spending on psychotropic drugs tripled. Spending
growth for such drugs was most pronounced for people covered by Medicare and
Medicaid, who are more likely than those covered by private insurance to be se-
verely and persistently mentally ill. Exhibit 6 also documents the continuing de-
cline in spending on inpatient psychiatric care, although rates differ somewhat by
payer population.*?

Finally, other mental health care (largely outpatient services) was level over the
eleven-year period 1996-2006. This is true for all payers except Medicare, which
experienced some increases in spending early in the period, followed by a decline.

EXHIBIT 3

Growth In U.S. Health And Mental Health Spending (Indexed To 1996), 1996-2006
Spending index e
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SOURCE: Medical Expenditure Panel Surveys, 1996-2006.

NOTES: Spending index constructed through regression analysis, available in the online appendix at http://content.healthaffairs
.org/cgi/content/full/28/3/649/DC1. 100 represents mean spending in 1996 for each group. Regression included sex, race/
ethnicity, region of the country, Metropolitan Statistical Area (MSA) status, health and mental health self-reported status, and
age as controls. Reported values are the regression analysis coefficients on each year, with 1996 normalized at 100 as a three-
year average.
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EXHIBIT 4
Growth In U.S. Health And Mental Health Spending (Indexed To 1996) Among The
Privately Insured, 1996-2006

Spending index
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SOURCE: Medical Expenditure Panel Surveys, 1996-2006.

NOTES: Spending index constructed through regression analysis, available in the online appendix at http://content.healthaffairs
.org/cgi/content/full/28/3/649/DC1. 100 represents mean spending in 1996 for each group. For regression details, see Exhibit
3 notes.

Discussion

Prescription drug spending is the key driver of spending growth in mental
health care, an observation consistent with the view that technological change is
responsible for cost growth in health care. New drugs are the main force for tech-
nological change in mental health care. Since the late 1980s, the pharmaceutical in-
dustry has introduced a range of new products for treating most of the major men-
tal disorders. The 1980s saw the introduction of Trazadone, Wellbutrin, and
Prozac for treatment of depression, followed by a host of other products in the se-
lective serotonin reuptake inhibitor (SSRI) and serotonin-norepinephrine re-

EXHIBIT 5

Growth In U.S. Health And Mental Health Spending (Indexed To 1996) In Medicaid,
1996-2006
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SOURCE: Medical Expenditure Panel Surveys, 1996-2006.

NOTES: Spending index constructed through regression analysis, available in the online appendix at http://content.healthaffairs
.org/cgi/content/full/28/3/649/DC1. 100 represents mean spending in 1996 for each group. For regression details, see Exhibit
3 notes.
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EXHIBIT 6

Growth In U.S. Mental Health Spending (Indexed To 1996), By Sector, 1996-2006
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SOURCE: Medical Expenditure Panel Surveys, 1996-2006.

NOTES: Spending index constructed through regression analysis, available in the online appendix at http://content.healthaffairs
.org/cgi/content/full/28/3/649/DC1. 100 represents mean spending in 1996 for each group. For regression details, see Exhibit
3 notes.

uptake inhibitor (SNRI) classes of antidepressants. These drugs carried a lower
risk of overdose, easier dosing, and more tolerable side effects.** This led primary
care doctors to be more comfortable using the new drugs. As a result, considerable
growth in use of antidepressants has come from primary care prescribers.

For bipolar disorder, new mood stabilizers expanded the treatment options be-
yond lithium. Finally, the so-called atypical antipsychotic medications beginning
with clozapine (launched in 1989) expanded the available treatments for schizo-
phrenia and, in some cases, bipolar disorder. In total, dozens of newly patented
psychotropic drug products entered the market over the period 1987-2006. Many
were “blockbuster” drugs with sales of more than a billion dollars per year, and
these billions appear in our summaries of spending growth.**

Any backlash notwithstanding, managed care has kept a grip on the traditional
targets of mental health spending: hospitalization and outpatient care. Spending
on these sectors in real terms has been virtually flat or declining for all payers dur-
ing a time of general growth in health care spending. This finding may explain the
dismal view of the mental health care sector that is frequently expressed by men-
tal health professionals. Traditional mental health services are simply not sharing
in the vigorous growth of the health care sector in the United States.

It is important to keep in mind that we reported cost trends per person covered,
not per person treated. Growth in spending on psychotropic drugs need not imply
increasing costs per person treated. Indeed, other research on access to and use of
mental health care establishes that the number of people treated expanded rapidly
over this period and that much of this increase was from treatments that rely pri-
marily on drugs.® The overall effectiveness of mental health care for treating de-
pression, bipolar disorder, and schizophrenia has been rising at least as rapidly as
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costs.* We did not take account of outcomes in any way in the analyses presented.
Ultimately, spending growth can be evaluated only in light of any increase in the
value delivered by the growth. Expanding the number of people treated for ill-
nesses for which much disease goes untreated is likely to be a productive change.
On a per patient basis, the expanded role of prescription drugs may have increased
the effectiveness of spending on mental health care.

On the other hand, the data in the aggregate are also consistent with managed
care’s doing its job too narrowly, keeping a lid on outpatient and inpatient care
while encouraging a shift of treatment costs to drugs. The most prevalent form of
managed care in mental health is a specialized carve-out plan responsible for tra-
ditional mental health costs.*” The costs of prescription drugs are typically not
part of the costs managed by these carve-out plans. As a result, employers and
other payers do not hold them responsible for drug cost growth. Carve-outs thus
have incentives to limit the use of inpatient and outpatient services and to shift
costs to prescription drugs.

Insurance coverage for prescription drugs has expanded throughout the health
sector.*® Psychotropic drugs have generally been covered on par with agents treat-
ing other types of illnesses.* Thus, trends in technology, insurance arrangements,
and the organization of payment and delivery all favor the expanded reliance on
prescription drugs in the treatment of mental illnesses. The data on spending
growth show the power of this set of forces.

Cost growth in health care is likely to preoccupy health policy for the foresee-
able future, as the financial crisis forces the public and private sectors to tighten
their belts. Historical data suggest that general health and mental health spending
have been propelled by different factors, possibly calling for differences in the de-
sign of policies to deal with cost growth.

Our analysis is consistent with the view that technological change is responsi-
ble for spending growth for both health and mental health services. What differs
between the sectors is that technological change in mental health relies more on
the introduction of new drugs. This is partly due to the underlying science of men-
tal health care, but it may also stem from incentives created by policy decisions in
the public and private sectors.

As Burton Weisbrod pointed out many years ago, the direction of innovation in
health care can be influenced by basic incentives in payment systems.*® Manage-
ment of mental health care under public and private insurance has focused on con-
trolling the use and cost of the traditional mental health sector made up of spe-
cialty inpatient and outpatient mental health care. This has meant controlling
fees, strictly limiting admission to inpatient facilities, and reducing the duration of
outpatient mental health care. The design of managed care in mental health has
left prescription drug usage, often handled by non-mental health practitioners,
largely outside of management. This may be a key factor behind the patterns of
mental health spending growth documented here.
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The degree to which the current emphasis on controlling the costs of inpatient
and outpatient mental health care affects the cost-effectiveness of mental health
spending requires more investigation. Limiting treatment expansion primarily to
psychotropic medications is not consistent with evidence-based treatment of
many major mental disorders such as bipolar disorder and schizophrenia. Policy-
makers may wish to explore aligning the incentives in managed care plans in men-
tal health to direct equal attention to all forms of spending.
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