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Administrators of community
mental health centers, at-risk
behavioral health plans, and

other large public-sector behavioral
health providers find themselves
struggling to manage the expense of
contemporary psychopharmacologi-
cal agents. Although there is little
doubt that these medications are
cost-effective (1–3), the recent esca-
lation in medication expenses (4,5)
puts a significant pinch on mental
health care budgets. In Texas, for ex-
ample, community mental health
centers are responsible for paying for
medications but do not reap the fi-
nancial benefits resulting from the
ability of contemporary medications
to reduce other health care expenses.
Therefore other services, particularly
rehabilitation services, invariably are

reduced to allow these centers to pay
for medications. Clearly this reduc-
tion in services is problematic for pa-
tients suffering from the psychosocial
sequelae of chronic mental illness.
The reduction may also serve to fur-
ther escalate medication expenses,
because physicians may attempt to
treat psychosocial problems with
heftier doses of medications. 

In this context, many health care
plans and large providers have insti-
tuted formulary restrictions (6,7), of-
ten unilaterally. Because of a signifi-
cant escalation in the expense of psy-
choactive medications, our health
plan faced similar restrictions either
on medications or on the range of
services available to our chronically
mentally ill patients. We elected to
take the issue of pharmacy expenses

to our plan stakeholders instead of in-
stituting changes in isolation. Our goal
was to develop a strategy that could be
implemented by consensus, thus im-
proving its chances for success.

Background
Setting
The formulary guideline project was
undertaken as part of the NorthSTAR
program, a mental health and sub-
stance abuse carve-out intended to
integrate Medicaid, state general rev-
enue, and federal block grant funds
into a single system of public behav-
ioral health care. The program pro-
vided services to a seven-county serv-
ice area including Dallas, Texas. The
state contracted with two behavioral
health managed care organizations to
provide services under a full-risk cap-
itated arrangement.      

The primary goal of NorthSTAR
was to increase access to behavioral
health services. From its inception,
the program was successful in attain-
ing that goal. Increased access could
have had a dramatic effect on the cost
of services, but the goal was to im-
prove access by improving the effi-
ciency of service provision.

Problem
In general, the plan met its access
goal through the first few months of
its implementation. However, several
factors led to a dramatic increase in
pharmacy expenses, an increase that
did not seem amenable to the forces
of fiscal efficiency that are typical of
managed care.  

As barriers to care dissolved with
the rollout of NorthSTAR, the num-
ber of enrolled members who re-
ceived pharmaceutical agents grew.
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In the first full month of the program,
one of the behavioral health managed
care organizations provided medica-
tions to 3,700 patients. Within six
months, 4,300 patients were receiv-
ing medications each month, a 30
percent annualized rate of increase.
Medication costs increased at a 36
percent annualized rate over the
same period. The problem was exac-
erbated by the fixed cost to the health
plans of state hospital beds regardless
of use, which negated the pharma-
coeconomic advantages of some con -
temporary medications, most notably
the new-generation antipsychotics.
Given that the potential growth in
program membership was open-end-
ed, there was significant concern that
pharmacy expenses would continue
to increase. 

Issues 
The following four primary factors
seemed to drive the increase in phar-
macy expenses while other program
expenses remained steady or declined.

Inflation in the cost of drugs
Annual prescription drug expendi-
tures in the United States increased
from $70 million in 1995 to $90 mil-
lion in 1998 (1). Although much at-
tention has been given to the impact
of new-generation drugs on the in-
crease in the cost of psychotropic
medications, almost half of the in-
crease resulted from higher costs of
older medications. One-third of the
increase was due to inflation in the
cost of established agents (1). This
upward pressure on overall medica-
tion costs was evident in NorthSTAR.

Direct-to-consumer advertising
Pharmaceutical manufacturers have
turned to advertising directly to pa-
tients. With $1 billion spent on this
approach in 1997, the industry is now
spending more money on direct ad-
vertising than it does on traditional
medical journal advertising (8,9).
The increase in direct advertising
may stem in part from the growth of
managed care formulary restrictions,
which has made it difficult for phar-
maceutical manufacturers to influ-
ence physicians directly (10). Al-
though it can be argued that advertis-
ing improves patient education and

leads to consumer empowerment,
the ultimate goal of marketing is to
increase sales. The continued growth
in direct marketing suggests that
manufacturers believe it accounts for
an increase in prescription drug ex-
penditures.

Providers’ poor knowledge 
about price differences
Similar to the experience of others
(10–12), our network physicians gen-
erally had little knowledge about
price differences among medications.
In many settings, prescribers learn
about relative medication costs only
after managed care shifts the financial
risk to contracted physician providers
(13,14). However, no such incentives
were in place in the NorthSTAR man-
aged care pilot program.

Costs isolated from market forces
The final factor in the escalation of
medication costs appeared to be their
isolation from typical managed care
cost-management strategies. When
an at-risk managed care organization
contracts with acute care facilities, it
generally pays about the same price
per bed-day at one facility as it does at
another. Market factors tend to mini-
mize cost differentials. By compari-
son, the pharmaceutical industry gen-
erally has not been affected by these
market factors, because manufactur-
ers hold that they have little leeway to
compete on price because of the high
cost of bringing a new product to
market. In general, payers have been
willing to pay a wide range of prices
for medications with the same clinical
indications but different adverse-ef-
fect profiles.

Strategies  
Strategies were developed to address
each of the four issues identified
above. With regard to price inflation,
we decided that the most effective
approach would be to share risk with
member-patients through copay-
ments. Copayments also can serve to
educate members about the cost dif-
ferentials among similar products.
Therefore our initial strategy was to
propose a maximum benefit for two
classes of medications—antidepres-
sants and new-generation antipsy-
chotics. The benefit would be defined

as the cost of an average one-month
supply of the least expensive agent in
each class. Members would be re-
sponsible for the balance of the cost
of their chosen medication.

For example, we found that the av-
erage cost of a one-month supply of
citalopram was the lowest of any non-
generic antidepressant. Our proposal
defined this cost as the benefit, with
members paying the difference if
they chose to use another nongeneric
antidepressant. The new-generation
antipsychotics had a similar cost dif-
ferential; the mean daily cost for
members who were taking risperi-
done was significantly less than the
cost of the other three agents.  

However, administration of a vary-
ing copayment would have been diffi-
cult. Therefore we revised the pro-
posal to a fixed copayment equal to
the difference in the mean cost be-
tween a preferred agent and all other
agents in the class. This copayment
turned out to be $30 a month for an-
tidepressants and $60 a month for
new-generation antipsychotics.

With regard to direct-to-consumer
marketing, we decided that the best
approach would be to market just as
aggressively as the pharmaceutical
manufacturers do. Our marketing
strategy would center on educating
our various stakeholders, particularly
advocates and consumers. The educa-
tion would focus on expert consensus
on the relative efficacy of medications
within a class. Specifically, we pro-
posed to counter the product-differ-
entiation strategy used by the manu-
facturers of the highest-priced anti-
depressants and the new-generation
antipsychotics by educating about the
agents’ relative efficacy. 

We also planned to focus on the po-
tential impact of medication costs on
the range of program services of-
fered. To address the issue of
providers’ knowledge about medica-
tion costs, we initiated an educational
process with major physician
providers in our network. Because
our highest-volume providers were
community mental health centers, we
believed that our network physicians
would be amenable to arguments that
addressed the issue from a public-
health perspective. In particular, we
wanted to focus on our ability to treat
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more patients with the same number
of dollars if certain medications were
used in first trials.

The isolation of medication costs
from managed care could be ad-
dressed by fostering competition
among pharmaceutical manufactur-
ers. We proposed eliciting competi-
tion by naming preferred brands of
new-generation antipsychotics and
antidepressants. We discussed this
idea with psychopharmacology ex-
perts to ensure that it would not ad-
versely affect quality of care. We then
told manufacturers’ representatives
that we would name a preferred
brand in these two categories on the
basis of the mean monthly expense of
treatment.  

The use of preferred brands re-
quired a mechanism to allow physi-
cians to deviate from the guidelines
when doing so was clinically indicat-
ed. To enhance the integrity of this
approach and also to improve quality
of care, we proposed to tie authoriza-
tion of preferred-brand “waivers” to
clinical practice guidelines. Thus, as
has been done in other disciplines
(14,15), we proposed using the Texas
Medication Algorithms (16,17) to
guide approval of medication changes.

Feedback
In keeping with our overall strategy,
we developed proposed formulary
guidelines on the basis of the strate-
gies described above and took them
to our stakeholders for their feed-
back. We held a series of meetings
with our state contractor, our major
physician providers, our consumer
advisory group, local advocates, and
representatives of major pharmaceu-
tical manufacturers. In addition, we
distributed our proposal through the
local behavioral health community by
using handouts and electronic mail
lists.

In each of these meetings we
stressed our desire to develop a con -
sensus approach to managing phar-
maceutical costs that involved all pro-
gram stakeholders. We then ex-
plained our initial proposal and the
rationale behind it. Finally, we elicit-
ed feedback on the proposed changes
to ensure that the final formulary
guidelines would be acceptable to all .

In meetings with our state contract

managers, we were asked to lower the
proposed copayment to $20 per pre-
scription, which would be consistent
with the copayment that state employ-
ees were currently paying for their own
medications. The impact of this re-
quirement was to shift a significant
proportion of the cost differential be-
tween preferred and other brands back
to the managed care organization.

In meetings with physician pro-
viders, we were surprised at the de-
gree of consensus on the concept of
preferred brands. For the new-gener-
ation antipsychotics, the choice of
risperidone as the preferred agent
drew virtually no criticism. The choice
of citalopram as the preferred antide-
pressant drew some resistance, and
the recommendation was made that a
second antidepressant be added. On
the basis of relative cost, we suggest-
ed that bupropion be the second pre -
ferred agent, and this choice was gen-
erally accepted.

The initial response from con -
sumers and community advocates
was quite muted. One local advocate
presumed that this was due to “shock
that our opinion was even requested.”
Their primary concern was the fate of
patients who were already receiving
medications through the program
and the status of their copayment re -
quirements. As initially proposed, the
plan could have required patients
who were currently receiving higher-
cost medications to either begin a co-
payment or switch to the preferred
brands. There was understandable
resistance to this notion, so the plan
was modified to “grandfather in” pa-
tients who were stable with medica-
tions, thus greatly reducing the pro-
posal’s ability to reduce medication
expenses. We also developed a pro-
cess for waiving copayments after the
failure of preferred-brand medica-
tions in trials using Texas Medication
Algorithm Project guidelines.

The pharmaceutical industry repre-
sentatives were surprisingly coopera-
tive. Most representatives understood
the rationale behind our proposal. In a
spirit of business competition, most
set about developing marketing
strategies to counter our decision.

All of the feedback was incorporat-
ed into a final draft document. In
summary, the consensus guidelines

had these primary features: a pre-
ferred antipsychotic (risperidone),
two preferred antidepressants (citalo-
pram and bupropion), a copayment of
$20 for new starts on other nongener-
ic antidepressants and new-genera-
tion antipsychotics, and a process for
appealing copayments when pre-
ferred-brand medications failed in
trials using Texas Medication Algo-
rithm Project guidelines.  

The final draft was presented at a
stakeholder meeting arranged by the
local Mental Health Association,
which included advocacy group rep-
resentatives, local mental health
agency leaders, private-sector pro-
viders, community mental health cen-
ter leaders, and consumers. Given the
level of trust that the guideline devel-
opment process had fostered, the
meeting participants approved the fi-
nal draft quickly. One community ad-
vocacy leader then steered the topic
away from the formulary guidelines
and toward the core problem—the
lack of adequate funding for an unre-
stricted formulary. The group began
to make contingency plans to lobby at
the state level for more medication
funding.

Implementation and results
The new consensus formulary guide-
lines were implemented about six
weeks after the final meeting. How-
ever, the impact of our process in
terms of engaging stakeholders was
apparent long before the actual im-
plementation date. Education of
physicians led to an immediate in-
crease in the use of less expensive an-
tidepressants: citalopram prescrip-
tions increased by 40 percent in the
month before implementation of the
guidelines. 

A comparison of medication users
and expenses for December 1999
(before the stakeholder discussions
began) and June 2000 (two and one-
half months into implementation of
the guidelines) also showed the im-
pact of the plan. The total number of
medication users increased by 3 per-
cent over this period, but overall
medication expenses decreased by 3
percent. The number of users of se-
lective serotonin reuptake inhibitors
increased by 11 percent, yet the costs
of these agents were unchanged. The
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number of users of new-generation
antipsychotics increased by 3 percent,
and total expenses for new-genera-
tion antipsychotics decreased by 6
percent.

In the 12 weeks after implementa-
tion of the new guidelines, very few
complaints were received from con -
sumers or families. The most frustrat-
ing process for physician providers
was the lag time for approval of new
medication starts. Most facilities of-
fered medication samples during the
lag time.

Providers’ resistance to the new
formulary guidelines came primarily
from nonnetwork, private-sector phys-
icians, who had not been involved in
the stakeholder meetings. These com-
plaints seemed to stem from a con -
cern that the lower level of physician
autonomy under the guidelines would
be “infectious” to other community
managed care plans. Complaints were
directed to the local medical society
and to our state contractor.

Noting several studies that showed
that the initial medication expense
does not represent the overall cost of
treatment (18–22), several pharma-
ceutical manufacturers initiated proj-
ects to demonstrate the relative cost-
efficiency of their products by using
complex pharmacoeconomic models.
Some manufacturers were interested
in rebidding for designation of pre-
ferred-brand status. Most manufac-
turers enhanced their marketing to
physician providers as a counter to
our provider education process. One
of the major manufacturers also sig-
nificantly increased its marketing to
advocacy groups and its lobbying to
state officials.

Conclusion
The public-sector formulary guide-
line development and implementa-
tion process presented in this article
has two primary advantages. First, ed-
ucation and marketing can be used to
engage stakeholders in the manage-
ment of pharmacy expenses. Second,
such engagement can be achieved
without the traditional adversarial re-
lationships of managed care systems.
The impact of provider education was
demonstrated by the change in anti-
depressant prescribing patterns that
occurred before the consensus for-

mulary was implemented. Finally, the
paucity of complaints from stakehold-
ers after implementation of the
guidelines points to the value of the
engagement process in positioning
managed care.

The implementation process de-
scribed here does have some draw-
backs. First, it consumes a consider-
able amount of stakeholder time and
therefore is fairly expensive. Howev-
er, in the context of diminishing re -
sources for mental health care, the in-
vestment of time and energy into col-
lective ownership of difficult issues
such as the balance of access and
quality may actually enhance the
overall efficiency of the system and
also solidify advocacy efforts and their
effectiveness. Second, we lack data on
the impact of the guidelines on quali-
ty of care. The pharmaceutical repre -
sentatives may be able to assist in pro-
viding some of these data in the fu-
ture.

Clearly this process would not have
been necessary if not for the primary
frustration for all of the stakehold-
ers—the lack of adequate funding for
public mental health care. For that
reason the final meeting with the
stakeholders, in which energy was re -
focused onto enhanced advocacy ef-
forts, was especially gratifying. ©
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