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Objective: Concern over rising health care costs has put pressure on providers to reduce
costs, purportedly by reducing inpatient care and increasing outpatient care. Method: Inpa-
tient and outpatient claims were analyzed for adult users of mental health services (180,000/
year on average) from a national study group of 3.9 million privately insured individuals per
year from 1993 to 1995. Costs and treatment days per patient were compared across diag-
nostic groups and stratified by whether patients were hospitalized. Results: Ingatient men-
tal health costs fell $2,507 (30.4%) over the period, driven primarily by decreases in hospital
days per patient per year (19.9%), with smaller changes in the proportion of enrollees who
received inpatient care (increase of 0.8%) and a decrease in per diem costs (9.1%). Outpa-
tient mental health costs also declined over the period, falling 13.6% for patients also using
inpatient services and 14.6% for patients receiving only outpatient care. Patients whose pri-
mary diagnosis was mild to moderate depression saw the largest decrease in inpatient cost
per patient (42.8%); those diagnosed with schizophrenia experienced the smallest decrease
(23.5%). For patients using outpatient services only, those diagnosed with substance abuse
experienced the largest decrease in costs (23.5%); those diagnosed with schizophrenia ex-
perienced the smallest decrease (8.6%). Conclusions: Substantial cost reductions for
mental health services are primarily a result of reductions in inpatient and outpatient treat-
ment days. Declines in inpatient service use were not accompanied by increases in outpa-
tient service use, even for severely ill patients requiring hospitalization. Managed care has
not caused a shift in the pattern of care but an overall reduction of care.

(Am J Psychiatry 1999; 156:1250-1257)

Concem over rapidly increasing health care costs
has led to the development of various cost-contain-
ment mechanisms, such as utilization review, case
management, exclusive contracting arrangements with
selected providers, and risk sharing (1-3). These mech-
anisms are often described as components of managed
care, but they are not limited to what are traditionally
considered managed care plans (e.g., health mainte-
nance organizations, preferred provider organiza-
tions). A principle goal of these mechanisms is to re-
duce total health costs by substituting appropriate, but
less costly, outpatient services for more expensive inpa-
tient services (4). Little research exists, however, on 1)
the magnitude of the inpatient and outpatient cost sav-
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ings over time for mental health services, 2) the extent
to which outpatient services are substituted for inpa-
tient services for mental health care, 3) what compo-
nents of cost are most responsible for the savings, and
4) whether cost savings differ by diagnostic group. A
number of studies have examined the impact of cost re-
duction mechanisms on mental health care costs in the
public insurance arena (3, 5-8), yet relatively few data
have been examined from private insurance plans (4,
9-11), which, along with out-of-pocket spending, ac-
count for approximately 40% of mental health and
substance abuse expenditures (12). This article exam-
ines patterns of inpatient and outpatient adult mental
health care use among a group of privately insured in-
dividuals in 1993 and 1995.

Annual mental health care costs for a health plan can
be thought of as having three components: 1) the num-
ber of covered individuals receiving care, 2) the cost
per day of treatment, and 3) the total number of treat-
ment days per patient per year. Decreases in any one
or combination of these factors will result in lower per
capita annual costs. Using insurance claims data, we
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