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This report examines current
trends in specialized mental
health care in the U.S. Depart-
ment of Veterans Affairs (VA).
Over the period 1999 to 2002, in-
patient bed-days declined steadi-
ly, and the number of outpatient
visits increased. Outpatient phar-
macy spending increased by near-
ly 19 percent per year, whereas
spending for inpatient, residen-
tial, and outpatient nonpharmacy
services increased by less than 1.5
percent per year. Total per capita
spending declined from $3,262 to
$3,061 as the number of patients
served increased faster than did
total spending. These trends most
likely reflect VA policy changes
and the impact of new psychiatric
medications. (Psychiatric Services
55:315–317, 2004)

Heffler and colleagues (1) predict
double-digit rates of growth in

spending for all prescription drugs
throughout this decade. Will mental
health pharmacy follow the same
trend? There is less consumer adver-
tising for mental health medications
than for physical conditions, such as
arthritis and high cholesterol levels.
In addition, because mental illnesses
typically present earlier in life, the ag-
ing of the population does not tend to
increase the prevalence of such ill-

ness. However, mental health phar-
macy may expand if manufacturers
release powerful new medications at
the rate that was seen in the 1990s.

We assessed current mental health
trends in the Department of Veterans
Affairs (VA) health care system over
the period 1999 to 2002. The VA sys-
tem, which serves former military
personnel and certain dependents, is
ideal for the study of mental health
care trends, because it has no limita-
tions on mental health care and pro-
vides prescription drugs with at most
a small copayment. Chen and col-
leagues (2) described broad trends in
VA mental health treatment expendi-
tures over the period 1995 to 2001. In
this report we provide more recent
data and break down outpatient phar-
macy spending into major classes. We
compare annual rates of change
across drug classes and between
drugs and other forms of mental
health treatment.

Methods
Specialized mental health care pro-
vided by the VA is recorded in VA
service use databases. We extracted
all records pertaining to inpatient,
outpatient, and residential care. Sub-
stance abuse care was excluded. Inpa-
tient programs were defined as spe-
cialized mental health units in which
patients received treatment of more
than 24 hours’ duration. Residential
treatment refers to specialized domi-
ciliary and residential rehabilitation
programs. Residential programs have
an inpatient component but are
staffed less intensively than are stan-
dard inpatient wards.

Costs were derived primarily from
the annual VA Cost Distribution Re-
port (CDR), which attributes spend-
ing to individual clinics and depart-
ments on the basis of workload data.
Pharmacy costs for residential and in-
patient care are factored into the CDR
cost figures and cannot be separated
out. Because outpatient care costs in
the CDR exclude costs for prescrip-
tion drugs, we derived outpatient
pharmacy spending by year and drug
class from the PBM V3.0 database,
which is a record of prescriptions filled
by VA pharmacies. The data were lim-
ited to the most common classes of
psychiatric drugs: antipsychotics, anti-
depressants, anxiolytics and sedatives-
hypnotics, and lithium. Smaller drug
classes, such as anticonvulsants and
anticholinergics, were omitted be-
cause of their frequent use for nonpsy-
chiatric illnesses.

We calculated total spending and
spending growth rates separately for
the three drug classes and for the
three settings of care—inpatient, res-
idential, and nonpharmacy outpa-
tient. Service use rates were meas-
ured by counting individual patients
served and the number of days (inpa-
tient and residential) or on the basis
of clinic codes (outpatient).

Results
The results of our analysis are sum-
marized in Table 1. Over the period
1999 to 2002, the proportion of spe-
cialized mental health spending at-
tributable to pharmacy increased
from 13 percent to nearly 19 percent.
We observed moderate growth in to-
tal expenditures over time, reflecting
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both double-digit growth in outpa-
tient pharmacy spending and very
slow growth in other services. Inpa-
tient care declined steadily over the
study period, whereas residential and
outpatient services increased. Total
spending per VA patient receiving
specialized mental health care de-
clined at a moderate pace.

Pharmacy payments increased
sharply each year. Nearly all growth in
the use of pharmaceuticals was due to
newer antipsychotics and newer anti-
depressants, which had average annu-
al growth rates of 18.7 percent and
15.7 percent, respectively. The VA
has traditionally spent considerably
more on antidepressants than on an-
tipsychotics, but at current rates the
newer antipsychotics are expected to
become the largest single class of psy-
chiatric medications in the VA in fis-
cal year 2003.

Significant changes were also ob-
served in the use of nonpharmacy
services. Inpatient days declined by 8
to 12 percent each year. The number
of outpatient visits—the largest cate-
gory—increased by an average of 1.8
percent per year. The much smaller
category of residential care declined
sharply in 2000 before rebounding in
2001 and 2002. These trends most
likely reflect a VA management plan,
dating to the late 1990s, intended to
close many inpatient beds in favor of
less intensive residential and outpa-
tient services (3). Similar results have

been found for VA substance abuse
care (4).

Discussion
Inflation of the cost per dose does not
appear to have driven the increases in
expenditures on antidepressants or
antipsychotics. Dobscha and associ-
ates (5) documented acquisition costs
for selective serotonin reuptake in-
hibitors (SSRIs) paid by the Portland
(Oregon) VA Medical Center at four
points during the period January 1999
through November 2001. The per-pill
cost of five SSRIs either declined or
increased by less than 5 percent over
that time. Prices at other VA facilities
would have been very similar, given
the existence of national purchasing
contracts. We did a similar check for
antipsychotic drug prices in the VA
National Formulary. Of the five new-
er antipsychotics, three kept the same
price or had a slight decrease over
that of the previous year, and two had
a cost increase of 2.5 percent or less.
On this basis, we tentatively conclude
that inflation was not responsible for
the high growth rates we observed in
outpatient pharmacy spending.

The swift increase in VA spending
on antipsychotics has prompted sev-
eral reactions, including a study by
the General Accounting Office
(GAO), administrative reviews for se-
lected antipsychotics, and an agency-
wide prescribing guideline (6). Ana-
lyzing the GAO data, Rosenheck and

Leslie (6) found evidence that the
nondirective administrative reviews
affect prescribing practices, which
may lead to moderate cost savings.

An important driver of antipsychot-
ic spending is the trend toward
polypharmacy, or the prescribing of
multiple medications for a single con-
dition (7,8). Even if the number of
prescriptions per person had stayed
constant over the study period, drug
spending would have increased, be-
cause existing patients had their med-
ications switched to more costly
brand-name medications. Likewise,
new patients are likely to start thera-
py with brand-name medications
rather than generic drugs. This prac-
tice will lead to higher expenditures
per person as long-term patients who
are stabilized on less expensive older
medications die and are replaced in
the system by newer patients who use
a more costly mix of medications. A
third factor is advertising. Manufac-
turers are marketing antipsychotics
for illnesses other than schizophrenia,
such as bipolar disorder and senile
dementia.

The results of this study should be
interpreted in light of several limita-
tions. Although the CDR reconciles
with the VA general ledger, alloca-
tions in the CDR are sometimes miss-
ing or inaccurate (9). Second, some
spending for inpatient and residential
care pertains to physical rather than
mental health conditions. Finally, we
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Expenditures for and use of specialized mental health treatment in the Department of Veterans Affairs, 1999 to 2002

Annual level Annual rate of change (%)

Variable 1999 2000 2001 2002 1999–2000 2000–2001 2001–2002

Volume of services
Number of inpatient days 1,799,059 1,635,117 1,501,265 1,320,529 –9.1 –8.2 –12
Number of residential days 292,021 259,332 265,543 288,132 –11.2 2.4 8.5
Number of outpatient visits 6,970,011 6,940,245 7,069,605 7,340,562 –.4 1.9 3.8

Expenditures (in thousands)
Total $2,044,182 $2,110,796 $2,187,438 $2,261,715 3.3 3.6 3.4

Outpatient pharmacya 269,033 312,046 373,250 419,733 16 19.6 12.5
SSRIs and novel antidepressants 133,563 152,987 179,586 196,352 14.5 17.4 9.3
Second-generation antipsychotics 104,364 128,644 160,431 187,679 23.3 24.7 17
All other psychiatric drugs 31,106 30,414 33,233 35,703 –2.2 9.3 7.4

All other services 1,775,150 1,798,750 1,814,187 1,841,981 1.3 .9 1.5
Number of patients 626,676 649,102 691,966 738,853 3.6 6.6 6.8
Average total expenditure

per patient $3,262 $3,252 $3,161 $3,061 –.3 –2.8 –3.2

a Outpatient pharmacy not limited to specialized mental health facilities 



underestimated mental health phar-
macy spending by omitting anticon-
vulsants and medications for treating
the side effects of antipsychotics that
are used for both mental and physical
conditions.

Conclusions
The growth in specialized mental
health spending attributable to phar-
macy over the period 1999 to 2002
was driven by double-digit annual in-
creases in spending for newer antide-
pressants and antipsychotics. Under
current trends, the class of newer an-
tipsychotics is expected to soon ac-
count for the greatest share of outpa-
tient pharmacy spending for VA men-
tal health services.

Although most drug expenditures
are for treatment of physical condi-
tions, the data presented here suggest
that psychiatric drugs will follow a
similar pattern of growth during this
decade. However, we expect that, as

the number of veterans served in-
creases, the cost per person for men-
tal health treatment will slowly de-
crease as a result of continuing reduc-
tions in inpatient spending. ♦
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