
PSYCHIATRIC SERVICES ♦ June 2001   Vol. 52   No. 6773388

Many mental health advocates
seem to believe that increased

access to or use of behavioral health
services can substantially reduce ex-
penditures in other medical care serv-
ices—an idea generally known as the
medical cost offset hypothesis. 

Cost-offset claims are often used to
buttress proposals for increased fund-
ing for mental health treatment or
more generous insurance. A recent
example of such efforts is “parity” leg-
islation, which requires equal insur-
ance coverage for behavioral and
medical services. In this context, cost-
offset claims present two problems,
one conceptual or philosophical and
the other empirical. 

The conceptual problem is that
cost-offset considerations are not a
sound basis for social policy, because
requiring evidence that services at
least partially pay for themselves, re-
gardless of the benefits to patients,
invites discrimination across health
conditions and population subgroups.
Services that “pay” for themselves—
for example, increased intensive out-
patient care as a substitute for some
inpatient services and better medica-
tion management—should be deliv-
ered, of course. What puts us on thin
ice is reversing the justification for
health care from patients’ benefits to
“cost savings.” This is not an original
observation; Goldman (1) and others
have made similar arguments. 

I do not want to spend much time
here on the conceptual problems, but
does it not seem odd that at a time
when politicians pass legislation man-

dating parity in insurance coverage
for medical and behavioral health
services, mental health advocates re-
inforce the impression that behav-
ioral health care should be held to dif-
ferent standards than medical servic-
es? Medical services primarily exist to
improve patients’ well-being, not to
increase a patient’s earnings or an em-
ployer’s bottom line (through, for ex-
ample, increased productivity). 

In this article, I focus on the empir-
ical problem of cost-offset claims,
which is the assumption that changes
in health care policies will result in
major medical cost offsets. In fact,
there is no evidence that increased
mental health expenditures—through
more generous behavioral health in-
surance coverage, higher quality of
mental health care for a general pop-
ulation, or expansions of behavioral
health care services—are offset to any
meaningful extent by reductions in
general medical spending. 

Yes, specific interventions that tar-
get selected patients can indeed re-
duce their medical costs; however,
these are special cases, and extrapolat-
ing interventions such as changes in fi-
nancing, insurance regulations, or
other policy reforms that affect broad-
er populations is specious. The fallacy
of this reasoning is in extrapolating
from clinical interventions to policy
interventions and from specific clini-
cal groups to the general population. 

Let us start by reconsidering the
evidence for medical cost offsets. The
strongest study design is the random-
ized clinical trial, and cost offsets
have been subjected to this test—
even successfully at times (2). In one
study, a psychiatric consultation inter-
vention among patients with somati-
zation disorder found substantial
medical cost reductions (3); in anoth-
er, psychiatric consultation among
some elderly inpatients reduced their
medical costs (4). There are other ex-

amples of successful interventions,
but unfortunately, broadening such
interventions to other, seemingly
promising patient groups is often un-
successful in achieving cost offsets,
even if it is clinically successful. 

Von Korff and colleagues (5) found
that a consultation intervention for
high-cost, distressed outpatients did
not reduce medical costs, but only in-
creased total expenditures. Similarly,
psychiatric intervention was not
found to reduce costs for younger
medical inpatients with psychological
distress (6). These findings suggest
the existence of niches for medical
cost offsets, but also that these niches
are very narrow and do not extend to
a large proportion of patients. In the
aggregate, cost offsets disappear,
partly because they are diluted and
partly because in some populations
increased mental health care will lead
to increased medical services—espe-
cially underserved populations. 

Olfson and colleagues (7) argued
that managed care organizations may
learn how to take advantage of cost-
offset niches, but that will take orga-
nizational skills that currently exceed
their abilities. 

To evaluate the consequences of
cost-offset policy changes, one must
go beyond clinical trials. Although
such trials may provide the most con-
vincing evidence for cost offsets in
specific situations, they are not the
best basis for policy reform. Clinical
interventions represent microman-
agement of care for selected individ-
uals—the opposite of policy interven-
tions, which are rules or system
changes that affect a large number of
individuals, often indirectly and to a
relatively minor degree. 

Theoretically, randomized trials
still constitute the best study design,
but in practice they are less suitable
for policy-level research, because es-
timating small effects with acceptable
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precision requires extremely large
samples, and randomization may be
needed at the level of larger units,
such as health plans, hospitals, or
cities. 

Not surprisingly, most research on
cost offsets—as on other policy is-
sues—relies on the examination of ex-
isting data. An exception is the Rand
health insurance experiment (8), a
randomized trial that tested the ef-
fects of benefit expansion by assign-
ing families to more-generous or less-
generous fee-for-service insurance
coverage. Participants who had free
mental health care were found to be
twice as likely to use mental health
services and to have almost twice the
mental health costs as those covered
by an insurance plan with a 95 per-
cent patient copayment rate (8,9). In-
dividuals in the free plan also had
much higher medical costs, although
this finding was confounded by
changes in medical benefits. The
sample size—and, consequently, the
statistical precision—for a direct test
of cost offset was reduced because
differential medical and mental
health benefits were implemented
only in the 25 to 50 percent copay-
ment range; however, the available
data showed no support for cost off-
set. Although the data suggested that
very large cost offsets would be un-
likely, the study was too small to have
detected smaller cost offsets. 

Two major studies in the mental
health field commented on cost off-
sets: the Medical Outcomes Study—
one of the largest observational stud-
ies of health outcomes (10)—and the
Fort Bragg demonstration project
(11). The Medical Outcomes Study
screened 22,000 outpatients in Los
Angeles, Boston, and Chicago for sev-
eral chronic medical conditions, in-
cluding depression, and followed a
panel of patients over time. A partic-
ular focus of the study was on quality
of care, including an examination of
outcomes for individuals with similar
severity of depression, comorbidities,
and socioeconomic status who did
and did not receive appropriate men-
tal health treatment, either effective
medication or counseling. 

Despite all the attention given in
that study to the effects of cost offsets,
we found no evidence in the results to

suggest that providing patients with in-
creased mental health care services or
specialty care or more appropriate
care reduced the use of either outpa-
tient or inpatient medical services.
The cost-offset hypothesis should have
been able to pass this test much more
easily than one in which more gener-
ous mental health insurance coverage
achieved medical cost offsets. 

This latter type of test was conduct-
ed by the Rand health insurance ex-
periment (8), and it is the relevant
study for someone who wants to use
cost-offset claims as a justification for
mental health parity. However, the
closest thing we found to cost reduc-
tions in the Medical Outcomes Study
was cost shifting. Patients of mental
health specialists had fewer visits to
general medical providers than pa-
tients who received mental health
care in the general medical sector,
but when the patients themselves dis-
tinguished visits for mental health
reasons from visits for medical rea-
sons, the difference disappeared. 

In fact, studies in which medical
visits are classified by provider type
rather than by type of visit are likely
to find a spurious cost-offset effect,
which in reality is just cost shifting be-
tween provider sectors. Unlike cost
offsets, cost shifting provides no ben-
efit from a social perspective, and it is
important not to confuse the two. 

The Fort Bragg study was a demon-
stration project that compared care
under traditional insurance with an
exemplary system of care that was de-
signed to provide comprehensive
mental health services to children and
adolescents. The design of the study
was stronger than that of a purely ob-
servational study, although it was not
as strong as a randomized trial be-
cause sites were not randomly as-
signed to the intervention or control
condition. The key aim of the study
was to determine whether an im-
proved mental health system for chil-
dren could lower health care expendi-
tures. The study satisfied the recom-
mendation of earlier cost-offset stud-
ies to focus on high-cost users and
provide a follow-up period of at least a
year (2,12). Mental health expendi-
tures were found to be much higher in
the demonstration, but they were not
offset by cost savings elsewhere (13). 

A later analysis of the study ex-
panded cost measures to a broader
array of costs, including services re-
ceived outside the catchment area
and services used by other family
members (14). Even then there was
no substantial cost offset for medical
costs, although some partial cost
shifting occurred, in that out-of-
catchment-area expenses appear to
have shifted inside the catchment
area for the demonstration. 

Many other data sets have been an-
alyzed for cost offsets, usually in small-
er studies or secondary data analyses.
Unfortunately, serious methodological
problems are common. The first stud-
ies that claimed cost offsets monitored
patients over time and noted a drop in
total health care expenditures after
mental health treatment (15). Al-
though there are numerous similar re-
ports, the drop in health care costs af-
ter an acute episode is a typical case of
regression to the mean, which exists
whether or not individuals receive ap-
propriate mental health care. 

Another group of cost-offset studies
compares the costs of treated and un-
treated patients. The problem here is a
selection bias caused by noncompara-
ble samples. These types of compar-
isons can create apparent effects, and
they are especially problematic for ad-
ministrative data analyses that have
limited information about case-mix
differences. In fact, selection bias in
these studies is so strong that it can
overwhelm “true” effects. For exam-
ple, with limited case-mix measures,
observational data could even be used
to demonstrate that antidepressant
medication—or psychotherapy—leads
to worse outcomes than no treatment
because of the much greater severity
of symptoms in patients who receive
treatment (10).

Thus the scientific evidence does
not favor sweeping cost-offset claims.
Why, then, do a large number of men-
tal health practitioners take their exis-
tence for granted? Perhaps the rea-
son is that information becomes dis-
torted as it trickles from academic
publication through the trade press to
informal conversations and eventually
to individual belief systems. The per-
ceived end message may have little to
do with the original message, and it
can incorporate professional biases or
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political agendas that have been in-
troduced along the way. 

A robust statistical finding that has
been churned through this mill is that
patients with mental disorders have
higher medical costs (16–18). Care-
fully worded statements in scientific
publications about this association
evolve into “depression causes higher
medical costs” and eventually into
“psychiatric care reduces medical
costs.” Professional organizations
jump on the final version for editori-
als and press releases and bolster
sweeping claims of cost offsets with
selective evidence from narrow trials. 

In summary, I am skeptical about
the appropriateness of medical cost-
offset claims as a justification for pol-
icy changes in mental health care. I
do not mean to say that economic
concerns should not be acknowl-
edged, but the proper argument fo-
cuses on cost-effectiveness. Many of
the strategies used in today’s health
care market, such as reduced re-
liance on specialty providers, focus
explicitly and almost exclusively on
cost containment. The medical cost-
offset argument plays to this trend
and singles out behavioral health care
as different from other medical serv-
ices. This approach is very problem-
atic, especially if cost offsets fail to
materialize—in my opinion, the most
likely outcome of expanding mental
health insurance. 

A stronger argument in advocating
for behavioral health care is that of
value of care in terms of health im-
provements per dollar spent—a
much more comprehensive standard
that, in addition to any possible cost
offsets, includes health outcomes
(10,19). For a health plan or an em-
ployer, the value of care or its cost-ef-
fectiveness should be as important as
absolute costs. There is little point in
spending money on something that is
cheap if it provides no benefits.

Even though health care policy de-
cisions are largely political, the im-
portance of cost-effectiveness consid-
erations will undoubtedly increase in
the future. Cost-effectiveness argu-
ments may not have the same imme-
diate policy appeal as promises to
save money—but broken promises do
not further the cause of behavioral
health care in the long run. ♦
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ongoing psychological assessment and
interventions to maintain psychological
safety and effective coping skills. Psy-
choeducation about normal responses
after rape and the need for ongoing
community and family support will
help to promote recovery. ♦
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