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Future Funding For Mental Health And
Substance Abuse: Increasing Burdens For The
Public Sector

Medicaid and state and local governments are expected to pay an
increasing share of the bill for these conditions through 2014.

by Katharine R. Levit, Cheryl A. Kassed, Rosanna M. Coffey, Tami L.
Mark, Elizabeth M. Stranges, Jeffrey A. Buck, and Rita Vandivort-Warren

ABSTRACT: Spending on mental health (MH) and substance abuse (SA) treatment is ex-
pected to double between 2003 and 2014, to $239 billion, and is anticipated to continue
falling as a share of all health spending. By 2014, our projections of SA spending show in-
creasing responsibility for state and local governments (45 percent); deteriorating shares fi-
nanced by private insurance (7 percent); and 42 percent of SA spending going to specialty
SA centers. For MH, Medicaid is forecasted to fund an increasingly larger share of treat-
ment costs (27 percent), and prescription medications are expected to capture 30 percent
of MH spending by 2014. [Health Affairs 27, no. 6 (2007): w513-w522 (published online 7
October 2008; 10.1377/hlthaff.27.6.w513)]

REATMENT FOR mental illness and

I substance use disorders are important
components of overall health care.
However, 89 percent of the twenty-four mil-
lion people age twelve and older with a sub-
stance use or dependence disorder in 2006 re-
ceived no specialty treatment for their
condition.! Of the thirty-three million adults
age eighteen and older needing mental health
(MH) treatment, 31 percent received inade-
quate care or none at all.?> At the same time,
the United States is experiencing the largest

increase in adolescent suicide rates in fifteen
years—one indication of the severe conse-
quences of unmet treatment needs.’
Presented here for the first time are fore-
casts through 2014 of spending on behavioral
health care, prepared in the context of the his-
torical spending estimates for mental health
and substance abuse (MHSA) treatment for
the Substance Abuse and Mental Health Ser-
vices Administration (SAMHSA).* Although
our forecasts cannot specifically address the
reasons for unmet MHSA treatment needs,

Katharine Levit (Katharine Levit@thomsonreuters.com) and Cheryl Kassed are senior research leaders,
Rosanna Coffey is a vice president, and Tami Mark is a director at the health care business of Thomson Reuters in
Washington, D.C. Elizabeth Stranges is an analytic consultant at the health care business of Thomson Reuters, in
Evanston, Illinois. Jeffrey Buck is chief of the Survey, Analysis, and Financing Branch, Center for Mental Health
Services, Substance Abuse and Mental Health Services Administration (SAMHSA), in Rockville, Maryland. Rita
Vandivort-Warren is a public health analyst, Quality Assurance and Workforce, in the Center for Substance Abuse

Treatment, SAMHSA.

HEALTH AFFAIRS - Web Exclusive

w513

DOI10.1377/hlthaff.27.6:w513 ©2008 Project HOPE=The People-to-People Health Foundation, Inc.



HeartTa TRACKING

they can uncover broad trends in spending
that provide clues to these deeper issues. Base-
line views of future MHSA spending provide a
framework for understanding what might in-
fluence spending over the next decade: how
much the nation is likely to spend on MHSA
treatment, how much spending is predicted to
be directed to each provider type, who is ex-
pected to pay for care, and how spending is
forecasted to change over time. Our forecasts
are intended to present decisionmakers with a

lated to pregnancy (648.3 and 648.4). We ex-
cluded dementias (290), transient and persis-
tent mental disorders due to conditions
classified elsewhere (293 and 294), tobacco
abuse disorders (305.1), specific delays in de-
velopment (315), mental retardation (317-319),
cerebral degenerations (331.0), and psychic
factors associated with disease classified else-
where (316).

Historical estimates for key years are pre-
sented; the methods used to produce them

realistic picture of probable
future MHSA spending if his-
torical trends as well as
advances in treatment and
technology (including pre-
scription drugs) continue as
they have in the past.

Despite continuing MHSA
treatment shortfalls, one in
five nonelderly adults re-
ceived treatment for emo-
tional disorders during 2001~
2003, a sizable increase over
treatment rates a decade ear-

A

“The imminent and
serious mental
health needs of

returning combat
veterans, changes in
the U.S. political
landscape, and
natural disasters can
alter spending
trends.”

SEE——_ EEE—

have been described in an ear-
lier report.” To project MHSA
spending, we predominantly
used a five-factor growth
model, a technique used in
the past by the CMS in pro-
ducing projections of all
health spending. This model
allocated historical spending
growth to changes in popula-
tion, use per person, general
inflation, service-specific net
price increases, and a residual
(intensity of service use). Pro-

lier.> Effective planning to

continue MHSA treatment expansion de-
pends on rational and cost-effective resource
coordination. Our objective is to provide one
tool that can help policymakers envision fu-
ture funding requirements and the potential
implications of policy inaction.

Projection Methods

These projections of MH and SA spending
were forecasted from historical estimates pro-
duced as part of the SAMHSA spending esti-
mates. These forecasts are modeled after the
general format of the National Health Expen-
diture Accounts (NHEA) produced by the
Centers for Medicare and Medicaid Services
(CMS).¢ In both the historical estimates and
the projections, MHSA treatment spending
was identified by a first-listed MH or SA diag-
nosis. International Classification of Diseases, Ninth
Revision, Clinical Modification (ICD-9-CM)
codes defined these conditions: “mental disor-
ders” (291, 292, 295-304, 305.2-305.9, and
306-314) and MH and SA complications re-

jections of growth in popula-
tion and general inflation were taken from the
Old-Age, Survivors, and Disability Insurance
(OASDI) Trustees Report; projections of in-
creases in all other factors were developed as
extensions of historical trends, modified by
other near-term (2004-2005) inflation, eco-
nomic, and employment indicators when
available.®
These forecasts reflect laws in place at the
time they were prepared, including Medicare
prescription drug coverage. Other factors,
however, that are likely to occur and may in-
fluence future spending trends are not in-
cluded in these forecasts, because their effects
are currently unknown. In particular, the im-
minent and serious mental health needs of re-
turning combat veterans, changes in the U.S.
political landscape, economic downturns,
shifts in Medicaid policies, and natural disas-
ters can alter spending trends. More specula-
tive factors, such as enactment of the long-
debated federal MHSA benefit parity, once
again under consideration by Congress, could
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bring most private insurance coverage for be-
havioral health (including SA treatment)
closer to coverage provided for general medical
care and could increase demand for treatment.

Factors such as these suggest that future
spending will likely differ from the forecasts
shown here. Nevertheless, these results pro-
vide insight into unfolding trends and provide
a reasonable baseline forecast upon which
evolving changes could be incorporated as
better information becomes available.

Study Results

B Mental health and substance abuse
spending. Spending for MHSA treatment is
expected to reach $239 billion by 2014, almost

double the amount spent in 2003. Yet this
spending represents a small and declining
share of all health spending (7.5 percent in
2003 and a projected 6.9 percent in 2014) (Ex-
hibit 1). Unlike most of the health care sector,
MHSA treatment does not rely extensively on
high-price, rapidly evolving technology (other
than prescription medications), which drives
overall health cost increases. Thus, MHSA
spending has increased at slower average an-
nual rates than spending for all health (by 1.6
percentage points between 1986 and 2003),
but it is anticipated to narrow the gap in
growth to only 0.8 percentage points over the
projection period. This is because prescription

EXHIBIT 1

Mental Health And Substance Abuse (MHSA) Spending: Amount, Distribution,
Average Annual Growth, And Share Of All-Health Spending, Billions Of Dollars,

Selected Years 1986-2014

Historical Projections
Item and diagnostic category 1986 2003 2006 2014
All health? $439.2 $1,614.2 $1,997.8 $3,451.3
MHSA 424 121.1 145.3 238.7
Mental health 331 100.3 121.7 203.3
Substance abuse 9.3 20.7 23.6 35.4
Average annual growth from previous year shown
All health? b 8.0% 7.4% 7.1%
MHSA - 6.4 6.3 6.4
Mental health L 6.7 6.7 6.6
Substance abuse b 4.8 4.4 5.2
Distribution of MHSA spending
MHSA 100% 100% 100% 100%
Mental health 78 83 84 85
Substance abuse 22 17 16 15
Share of all health? spending
MHSA 9.7% 7.5% 7.3% 6.9%
Mental health 7.5 6.2 6.1 5.9
Substance abuse 2.1 1.3 1.2 1.0

SOURCES: Substance Abuse and Mental Health Services Administration (SAMHSA) spending estimates: T.L. Mark et al.,
National Expenditures for Mental Health Services and Substance Abuse Treatment, 1993-2003 (Rockville, Md.: SAMHSA,
2007); K.R. Levit et al., Projections of National Expenditures for Mental Health Services and Substance Abuse Treatment,
2004-2014 (Rockville, Md.: SAMHSA, forthcoming); and Centers for Medicare and Medicaid Services (CMS), Office of the

Actuary.

2“Health Services and Supplies” from the National Health Expenditures produced by the CMS Office of the Actuary. Excludes

spending for noncommercial research and capital investment in medical structures that is included in the National Health

Expenditures data.
°First year of available data.
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drugs account for a higher proportion of
spending in MH than in all health, and their
use is anticipated to grow rapidly over the next
decade, adding more to the overall growth rate
of MH spending than to all-health spending.

Despite falling as a share of all-health
spending, MHSA spending is rising as a share
of the economy—from 0.95 percent of U.S.
gross domestic product (GDP) in 1986 to an
expected 1.24 percent in 2014. Spending on
MH alone is forecasted to outpace economic
growth, but SA spending growth is not; as a
result, SA spending is likely to fall slightly as a
share of GDP by 2014 (Exhibit 2).

B Mental health spending. The majority
of U.S. spending on MHSA continues to go to-
ward treatment for people with mental ill-
nesses. MH spending is expected to reach
$203 billion in 2014—85 percent of projected
total MHSA spending, and a slightly larger
share than in 2003 (Exhibit 1). Growth in MH
spending is forecasted to average 6.6 percent
between 2003 and 2014—about the same rate
as in the 1986-2003 historical period and a
slower rate than growth in all-health spend-
ing.

MH payer spending. MH spending has histori-

cally been more dependent upon public fund-
ing than all-health spending, and we expect
that trend to continue over the next decade. By
2014, we anticipate that 58 percent of MH
spending will come from public sources—
about the same as in 2003 (Exhibit 3)—com-
pared to 49 percent for all health (data not
shown). The likely stability in private and
public MH spending shares results from
growth in public MH spending that is fore-
casted to slow from historical average in-
creases of 7.3 percent to 6.6 percent between
2003 and 2014, while private spending is ex-
pected to accelerate slightly—from 6.1 percent
average annual growth in 1986-2003 to 6.6
percent in 2003-2014. These changes in
growth patterns reflect changes in the mix of
service providers with very different funding
structures: growth in MH spending is pro-
jected to be relatively faster for prescription
drugs and physician services (which are pre-
dominantly funded by private insurance) and
relatively slower for multiservice MH organi-
zations (MSMHOs), which are almost entirely
funded by public sources.

The single largest payer of MH treatment is
projected to be Medicaid, accounting for more

EXHIBIT 2

Spending For Mental Health And Substance Abuse Treatment As A Share Of U.S. Gross
Domestic Product (GDP), Selected Years 1986-2014

Percent of GDP
1.0

M Mental health

Substance abuse

0.8

0.6

0.4

0.2

0.0

1986 2003

2006 2014

SOURCE: Substance Abuse and Mental Health Services Administration (SAMHSA) spending estimates: T.L. Mark et al., National
Expenditures for Mental Health Services and Substance Abuse Treatment, 1993-2003 (Rockville, Md.: SAMHSA, 2007); K.R.
Levit et al., Projections of National Expenditures for Mental Health Services and Substance Abuse Treatment, 2004-2014
(Rockville, Md.: SAMHSA, forthcoming); and U.S. Department of Commerce, Bureau of Economic Analysis.
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EXHIBIT 3

Spending For Mental Health (MH) Treatment: Amount, Distribution, And Average
Annual Growth, By Payer And Provider, Selected Years 1986-2014

Spending and percent distribution

Average annual growth

Historical Projection Historical Projection
1986- 2003- 2006- 2003-
1986 2003 2006 2014 2003 2006 2014 2014
Total MH spending (billions) $33.1 $100.3 $121.7 $203.3 6.7% 6.7% 6.6% 6.6%
Spending distribution by payer 100% 100% 100% 100% - - - -
Private—total 46 42 42 42 6.1 6.8 6.6 6.6
Out of pocket 18 14 14 12 5.2 6.1 4.8 5.1
Private insurance 21 24 24 26 7.5 6.9 7.7 7.4
Other private 7 3 4 3 2.3 8.6 5.5 6.3
Public—total 54 58 58 58 7.3 6.6 6.7 6.6
Medicare 6 7 11 12 8.2 23.2 6.9 111
Medicaid? 16 26 24 27 9.9 3.3 8.3 6.9
Other federal® 6 4 3 3 3.3 4.2 6.4 5.8
Other state and local® 26 21 20 16 5.5 4.2 4.3 4.3
Spending distribution by provider  100% 100% 100% 100% - - - -
Total, all service providers and
products 95 93 93 94 6.6 6.8 6.7 6.7
Hospitals: general hospitals® 17 16 16 15 6.5 6.4 6.1 6.2
Hospitals: specialty MHSA
hospitals 25 12 10 7 2.1 1.8 2.3 2.1
Physicians: psychiatrists 8 10 10 11 7.9 8.5 7.5 7.8
Physicians: nonpsychiatric 3 4 4 5 8.0 8.6 8.5 8.5
Other professionals? 9 8 9 8 6.0 8.6 5.9 6.6
Nursing homes (freestanding) 14 6 6 6 1.6 5.9 6.0 5.9
Home health (freestanding) 0 1 1 1 12.4 13.1 8.3 9.6
Retail Rx drugs 7 23 25 30 14.9 9.7 9.0 9.2
MSMHOs® 12 13 12 10 7.4 3.2 4.9 4.4
Insurance administration 5 7 7 6 9.3 4.6 5.7 5.4

SOURCES: Substance Abuse and Mental Health Services Administration (SAMHSA) spending estimates: T.L. Mark et al.,
National Expenditures for Mental Health Services and Substance Abuse Treatment, 1993-2003 (Rockville, Md.: SAMHSA,
2007); and K.R. Levit et al., Projections of National Expenditures for Mental Health Services and Substance Abuse Treatment,

2004-2014 (Rockville, Md.: SAMHSA, forthcoming).

NOTES: MHSA is mental health and substance abuse. MSMHOs are multiservice mental health organizations.

2Spending under the State Children’s Health Insurance Program (SCHIP) is distributed to Medicaid, other federal, and other
state and local, depending on whether the SCHIP program was run through Medicaid or as a separate state program.
°Federal government SAMHSA block grants to state and local agencies are included as part of “other federal” spending. In

2003, block grants amounted to $385 million for MH treatment.

¢All spending for psychiatric services in Department of Veterans Affairs hospitals is included in general hospital providers.

YIncludes psychologists and counselors/social workers.
¢Includes residential treatment centers for children.

than one-quarter of all MH spending. How-
ever, Medicaid spending is anticipated to fall
from 26 percent of all MH funding in 2003 to
24 percent in 2006, as a result of the imple-
mentation of Medicare drug coverage that
shifted costs for people eligible for both Medi-
care and Medicaid to Medicare (Exhibit 3).
Medicaid’s share of MH spending is projected

to then rise to 27 percent of MH spending by
2014. Medicare’s share of MH spending is ex-
pected to rise as well (from 7 percent in 2003
to 11 percent in 2014), as benefits expand to in-
clude drug coverage. MH spending from other
state and local governments and from other
federal government sources is anticipated to
grow more slowly than Medicare and Medic-

HEALTH AFFAIRS - Web Exclusive

w517



HeartTa TRACKING

aid and, as a result, account for a smaller share
of spending by 2014. Falling shares of other
state and local financing are driven to some ex-
tent by state policies to maximize Medicaid
revenue (“Medicaid maximization”) that
stretch limited state funds by shifting costs to
Medicaid wherever possible to take advantage
of the federal Medicaid match. This trend
complicates the provision of MH (and SA) ser-
vices in some states by removing control of
state funds from the specialized MH (or SA, or

duced stigma of receiving MH medications
from primary care physicians rather than psy-
chiatrists has contributed to use and spending
increases.

The slowdown in drug spending growth
since 1999 has tempered expectations for
rapid all-health prescription drug spending
growth in the future.? The switch to generic
medications; the use of tiered formularies that
require higher copayments for newer, more ex-
pensive drugs; step therapy (prescribing older,

both) state agency and plac-
ing it in the Medicaid agency.’

Over the projection pe-
riod, private health insurance
spending is expected to in-
crease as a share of MH
spending (from 24 percent to
26 percent), while out-of-
pocket spending shares are
anticipated to fall (from 14
percent to 12 percent) (Ex-
hibit 3). These changes reflect

A

“The meteoric rise in
the use of
prescription MH
medications over the
past decade has had
many positive effects
on the treatment of
mental illnesses.”

E—— S

less costly medications before
newer, more costly drugs will
be covered); the slump in new
drug development that is ex-
pected to abate only later in
the projection period; in-
creased availability of generic
alternatives; and a rise in
black-box warnings about
drug side effects together
have dampened spending
growth expectations on pre-

a predicted shift in MH prescription drug
spending for the Medicare elderly and dis-
abled population in 2006 from out of pocket to
Medicare; to a more limited degree, Medicare
drug coverage also dampens some of the
growth in private insurance spending for
drugs. After this one-time adjustment, private
insurance shares are expected to rise slightly,
driven primarily by subsequent increases in
private insurance drug spending for the non-
Medicare population.

MH provider spending. Spending on prescrip-
tion drugs drives MH spending and is ex-
pected to be responsible for 37 percent of the
increase in overall MH spending between
2003 and 2014."° The meteoric rise in the use of
prescription MH medications over the past
decade has had many positive effects on the
treatment of mental illnesses. Drug therapies
with increased efficacy, fewer safety issues,
and improved side-effect profiles have
emerged since the early 1990s and have led to
greatly expanded use, especially when pre-
scribed by primary care physicians, who have
become more comfortable with some types of
MH medications.! The easier access and re-

scription MH drugs over the next decade.®
However, spending on prescription drugs is
still expected to outpace all other MH and all-
health spending growth through the coming
decade.* We forecast growth in prescription
MH drug spending (averaging 9.2 percent for
2003-2014) that will be more than one-third
faster than growth in MH spending for all
treatment and this will raise the drug share of
MH spending to 30 percent by 2014 from 23
percent in 2003 (Exhibit 3). Nevertheless, MH
drug spending increases are projected to be
more modest than the historical rate, which
averaged 14.9 percent from 1986 to 2003.
Growth in MH spending for physician ser-
vices is expected to exceed the growth for all
MH spending as well; physicians’ share of all
MH spending is forecasted to rise from 14 per-
cent in 2003 to 16 percent in 2014. Psychia-
trists alone account for about 70 percent of
MH physician spending in both 2003 and
2014. The remainder goes for treatment deliv-
ered by nonpsychiatric physicians, including
primary care physicians. However, spending
on treatment by primary care physicians may
be underestimated because prescriptions for
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psychotropic medications are often written by
these nonspecialty physicians without specifi-
cally listing an accompanying principal MH
diagnosis used to identify MH spending.

Based on historical trends, we project
slightly slower growth for general hospitals
(averaging 6.2 percent annually) and contin-
ued slow growth in spending for specialty psy-
chiatric hospitals (averaging 2.1 percent annu-
ally) during the projection period (Exhibit 3).
Low rates of MH hospital admissions and
shorter lengths-of-stay are hallmarks of behav-
ioral health plans’ utilization management,
which has helped to reduce costs of MH health
treatment by closely monitoring inpatient ser-
vices. Utilization management dominated ser-
vice delivery during the mid-1990s and was
particularly evident in freestanding psychiat-
ric hospitals. Although these trends are ex-
pected to continue through the next decade,
decline in shares of spending for specialty hos-
pitals will be more moderate (from 12 percent
in 2003 to 7 percent in 2014) than they were
historically (from 25 percent in 1986 to 12 per-
cent in 2003). The ultimate effect on hospitals
of the Medicare inpatient prospective pay-
ment system (PPS) for psychiatric stays after
the 2005-2007 transition period is currently
unknown, but it holds the potential to alter in-
centives for providers of psychiatric inpatient
care as the new payment rates are imple-
mented.®

In addition to hospitals, growth in spend-
ing for MSMHOs that deliver a wide range of
outpatient and residential MH services is also
forecasted to increase more slowly than all
MH spending over the coming decade. This
slow projected growth (4.4 percent average
annual increase) is slightly faster than the
trends in recent historical spending (3.2 per-
cent between 1994 and 2003; data not shown).

B Substance abuse spending. Spending
on SA treatment is expected to total $35 bil-
lion in 2014—an anticipated 15 percent of
MHSA spending. However, this forecast may
underestimate actual spending on SA treat-
ment. MH and SA conditions often occur in
combination, but spending in this report is
classified only by the principal diagnosis.'s

Providers typically classify a mental health
condition as principal when it co-occurs with
SA because MH benefits are often more gener-
ous and likely to be paid by an insurer.”

Growth in SA spending is forecasted to av-
erage 5.0 percent between 2003 and 2014,
slightly faster than the rate of 4.8 percent in
the 1986-2003 historical period (Exhibit 4).
Over the next decade, SA spending growth is
expected to continue to increase at slower
rates than MH health spending, mainly be-
cause pharmacotherapy, which has driven in-
creases in MH spending, currently plays only a
small role in SA treatment. This is expected to
result in an SA share that falls from 1.3 to 1.0
percent of all-health spending (Exhibit 1).
Moreover, growth in SA spending increases at
a slower pace than growth in the economy,
with the SA share of GDP falling slightly be-
tween 2003 and 2014 (Exhibit 2).

SA payer spending. Public SA spending, which
accounted for more than three-quarters of all
SA spending in 2003, is anticipated to swell to
83 percent by 2014, as public programs assume
increasing responsibility for treatment (Ex-
hibit 4). While private financing of SA treat-
ment is forecasted to increase at faster-than-
historical rates (2.5 percent annually), growth
is expected to still remain at less than half the
rate of public SA spending increases.

Each category of public SA spending other
than other federal (whose share is expected to
remain stable) is likely to increase its spending
share over the projection period. SA spending
by other state and local governments is pro-
jected to reach 45 percent of all SA spending
by 2014, making this source the dominant
payer for SA services. This is a much larger
share of SA spending than the 6 percent that is
anticipated for all-health spending in 2014, in-
dicating the disproportionate reliance of this
industry on state and local government fund-
ing. Medicaid is the second-largest payer for
SA treatment, accounting for a projected 20
percent of SA treatment spending in 2014. By
2014, Medicaid and other state and local pro-
grams together are forecasted to finance 65
percent of SA treatment.

Historically, a dominating characteristic of
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EXHIBIT 4

Spending For Substance Abuse (SA) Treatment: Amount, Distribution, And Average
Annual Growth, By Payer And Provider, Selected Years 1986-2014

Spending and percent distribution

Average annual growth

Historical Projection Historical Projection
1986- 2003- 2006- 2003-
1986 2003 2006 2014 2003 2006 2014 2014
Total SA spending (billions) $9.3 $20.7 $23.6 $35.4 4.8% 4.4% 5.2% 5.0%
Spending distribution by payer 100% 100% 100% 100% - - - -
Private—total 50 23 22 17 0.1 2.7 2.4 2.5
Out of pocket 14 8 8 6 15 4.1 2.0 2.6
Private insurance 30 10 9 7 -1.6 0.5 1.6 1.3
Other private 6 5 5 4 2.9 5.0 4.4 4.6
Public—total 50 77 78 83 7.5 4.8 5.9 5.6
Medicare 4 4 4 5 5.1 4.2 5.5 5.1
Medicaid? 10 18 18 20 8.5 4.9 6.2 5.8
Other federal® 7 15 14 14 9.5 2.9 4.8 4.2
Other state and local® 29 40 42 45 6.9 5.6 6.2 6.0
Spending distribution by provider 100% 100% 100% 100% - - - -
Total, all service providers and
products 95 94 94 95 4.8 4.5 5.3 5.1
Hospitals: general hospitals® 32 21 21 22 2.2 4.3 5.8 5.4
Hospitals: specialty MHSA
hospitals 16 3 2 2 -4.4 -6.7 1.3 -1.0
Physicians: psychiatrists 3 3 3 3 5.0 6.7 4.3 5.0
Physicians: nonpsychiatric 5 6 6 6 5.6 6.0 4.8 5.2
Other professionals? 16 13 14 14 3.6 8.7 4.6 5.7
Nursing homes (freestanding) 1 1 2 6.3 5.9 6.5 6.4
Home health (freestanding) 0 0] 0 0 3.9 11.0 7.6 8.5
Retail Rx drugs 0 1 1 1 12.3 8.2 6.1 6.6
MSMHOs® 4 6 5 5 8.2 0.8 4.7 3.6
SSACsf 19 41 40 42 9.7 4.1 5.7 5.3
Insurance administration 6 6 6 5 5.7 2.4 3.3 3.1

SOURCES: Substance Abuse and Mental Health Services Administration (SAMHSA) spending estimates: T.L. Mark et al.,
National Expenditures for Mental Health Services and Substance Abuse Treatment, 1993-2003 (Rockville, Md.: SAMHSA,
2007); and K.R. Levit et al., Projections of National Expenditures for Mental Health Services and Substance Abuse Treatment,

2004-2014 (Rockville, Md.: SAMHSA, forthcoming).

NOTES: MHSA is mental health and substance abuse. MSMHOs are multiservice mental health organizations. SSACs are

specialty substance abuse centers.

2Spending under the State Children’s Health Insurance Program (SCHIP) is distributed to Medicaid, other federal, and other
state and local, depending on whether the SCHIP program was run through Medicaid or as a separate state program.
°Federal government SAMHSA block grants to state and local agencies are included as part of “other federal” government
spending. In 2003, block grants amounted to $1.2 billion for SA treatment.

¢All spending for psychiatric services in Department of Veterans Affairs hospitals is included in general hospital providers.

9Includes psychologists and counselors/social workers.
¢Includes residential treatment centers for children.
fIncludes other facilities for treating substance abuse.

private SA spending has been the lack of fund-
ing increases from private health insurance,
which declined an average of 1.6 percent annu-
ally between 1986 and 2003 (Exhibit 4). We
expect private insurance SA spending growth
to accelerate somewhat during the projection

period—to 1.3 percent annually. However, ac-
tual spending in 2014 is anticipated to be be-
low that estimated for 1986, and the private
health insurance share of SA spending is ex-
pected to continue falling (from 10 percent in
2003 to 7 percent in 2014). Barriers to SA in-
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surance coverage exist that are not present in
medical/surgical coverage, including annual
and lifetime limits for inpatient hospital stays
and outpatient visits, and higher cost sharing
through deductibles and coinsurance.”® In ad-
dition, the increasing emphasis on drug-free
workplaces in industries such as transporta-
tion has heightened employees’ reluctance to
file claims for SA treatment through job-based
insurance. Out-of-pocket spending is also ex-
pected to accelerate, but growth is projected
to remain slower than for all SA spending.

SA provider spending. Specialty SA centers
(SSACs) have emerged as major providers in
the delivery of SA treatment, with spending
for their services increasing from 19 percent of
SA spending in 1986 to a projected 42 percent
in 2014 (Exhibit 4). SSACs are multidimen-
sional facilities that deliver services ranging
from outpatient care to residential services.
Programs can include those targeted to special
populations (for example, people with
HIV/AIDS or opiate addictions). SA spending
on treatment in SSACs is forecasted to in-
crease at a 5.3 percent average annual rate over
the projection period, similar to the overall SA
annual growth rate between 1993 and 2003.

Spending for SA hospital treatment fell
from 48 percent of SA spending in 1986 to 24
percent in 2003, where the share is expected to
remain in 2014. SSACs likely supplied the out-
patient treatment venue for people who previ-
ously would have been treated in expensive
hospital settings.

Spending on treatment by other SA treat-
ment providers (including other professionals
in independent practice, such as psycholo-
gists, social workers, and counselors; physi-
cians [including psychiatrists]; and other SA
providers) is anticipated to change little in the
share of spending between 2003 and 2014.

In contrast to MH spending, prescription
drugs have an insignificant impact on SA
treatment spending and account for less than 1
percent of SA spending throughout the 1986-
2014 period, despite the addition of several
new medications (acamprosate, naltrexone
IM, buprenorphine) as treatment options.

Conclusion

These projections suggest several impor-
tant issues for policymakers to track over the
coming decade. First, prescription drug
spending is expected to increase its share of
MH spending, Although treatment with medi-
cations is more cost-effective, widely accessi-
ble, and associated with less stigma than other
treatment mechanisms, there are many unan-
swered questions about the efficacy of certain
medications for children, and interactions and
side effects for adults, especially the elderly.
Some question the ability of nonpsychiatric
physicians, who prescribe an increasing share
of MH medications, to properly diagnose some
of the more complicated MH conditions and
follow up with patients to ensure high-quality
treatment. More research is needed to address
these issues.

Second, both MH and SA spending relies
more on public payers than does all health
spending. The effects of payer changes, such as
the implementation of the Medicare inpatient
PPS for psychiatric hospital stays and Medi-
care coverage of prescription drugs, likely will
be compounded for the MHSA providers (es-
pecially those specializing in MHSA treatment
alone), magnifying potentially unintended
consequences that often surround new poli-
cies. The effects on access and spending should
be carefully monitored.

Third, the continued decline in private in-
surance spending for SA treatment, attribut-
able at least in part to greater limits on bene-
fits and utilization controls, is expected to
cause spending from this source in 2014 to be
lower than it was in 1986. Treatment costs are
borne instead mostly by state and local gov-
ernments, which struggle to maintain funding
for these critical services. Private insurance
coverage needs renewed policy consideration,
given the tremendous costs for individuals and
society as substance use disorders go un-
treated.

The projections of MHSA spending will
help to sharply focus policymakers on critical
issues that are likely to emerge over the next
decade; they are a tool to help understand the
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future implications of current trends. By envi-
sioning the future, analysts and lawmakers can
help redesign it by taking action today. The
unmet need for MHSA treatment, which can
result in or exacerbate a variety of physical
health problems, is great, and the conse-
quences too large to ignore.

The authors thank David McKusick and Edward King
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preparing the mental health and substance abuse
spending projections. This study was supported by the
Substance Abuse and Mental Health Services
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of the authors and do not necessarily reflect the views
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