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EXECUTIVE SUMMARY

• Psychological interventions can effectively treat a wide range of child and adult
health problems, including depression, generalized anxiety disorder, panic disorder,
post-traumatic stress disorder, eating disorders, substance abuse, and chronic pain.
Furthermore, there is mounting evidence that there are also effective psychological
treatments for diseases and disorders that are routinely seen in primary care medical
practices but that are typically difficult to medically manage, including type 1 dia-
betes, chronic tension-type headaches, rheumatoid arthritis, chronic low-back pain,
chronic fatigue syndrome, and a range of medically unexplained physical symptoms. 

• As emphasized by recent submissions to federal and provincial government depart-
ments and commissions by the Canadian Psychological Association, l’Ordre des psy-
chologues du Québec, the Manitoba Psychological Society, and the Saskatchewan
Psychological Association, psychological services should be an integral component of
the Canadian health care system. Not only can psychological interventions be effec-
tive in their own right but they have the demonstrated potential to actually reduce
health care costs.

• A 1993 estimate indicated that the total annual cost to Canadian society of illnesses
was almost $130 billion. The health burden of mental disorders and nervous system
diseases–conditions for which psychologists routinely provide services–accounted for
13.4% of these costs. The economically most costly conditions were cardiovascular
diseases and musculoskeletal diseases, and there are psychological services, both
preventative and therapeutic, that are known to be effective in treating such diseases. 

• More recent estimates suggest that (i) in 1998 the health burden costs in Canada
associated with depression and general psychological distress, alone, ran to over $14
billion and (ii) the annual per capita health and disability costs of depression are
greater than those associated with hypertension and comparable to those associated
with heart disease, diabetes, and back problems. 

• Recent evidence has demonstrated that psychological interventions can be more cost-
effective than optimal drug treatment for conditions such as panic disorder and
depression.  For example, although empirical evidence on panic disorder indicates
that cognitive-behavioural treatment and pharmacological treatments have compara-
ble effectiveness, the psychological intervention has been estimated to cost 10%-50%
less than drug treatments. In the treatment of depression, meta-analyses have demon-
strated that psychological intervention (especially cognitive-behavioural treatment)
can produce comparable or superior outcomes to medication and that pharmacother-
apy has substantial larger drop-out rates than does psychological intervention.
Moreover, a recent study found that, over a two-year period, pharmacological treat-
ment is likely to cost 30% more than cognitive-behavioural treatment.

• Over the past three decades, dozens of research studies have found that, following
effective psychological interventions, usual costs to the health care system are
reduced or averted–this is known as medical cost offset. Such cost offsets due to psy-
chological intervention have been found for numerous conditions and diseases,
including heart disease, hypertension, diabetes, cancer, and chronic pain. 
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• In two Canadian studies, (i) brief psychological intervention provided in a family
medical centre was found to yield improvement in psychological functioning and a
50% reduction in medical appointments and (ii) brief group psychological interven-
tion for women who had completed medical treatment for stage 0, I, or II breast can-
cer resulted in an improvement in patients’ adjustment and quality of life  and a
reduction of 23% in health care costs for the two years following intervention.

• A recent meta-analysis of 91 research studies published between 1967 and 1997
found that average health care cost savings due to psychological intervention were in
the range of 20-30% across studies. Indeed, 90% of the studies reported evidence of
a medical cost offset. Among the studies that included a description of estimated cost
savings, only 7% reported that the costs of psychological treatment exceeded the cost
savings that resulted from the intervention. Thus, not only did most of the psycho-
logical interventions lead to reductions in health care costs, but these reductions
were typically large enough to fully cover the costs of the psychological interven-
tions themselves.

• To conclude, there is clear and compelling evidence that psychological interventions
can effectively treat a wide range of child and adult health problems. Psychological
treatments can also be very cost-effective forms of treatment and may even be more
cost-effective than commonly used pharmacological interventions. Psychological
interventions also have the potential to reduce health care costs, as successfully treat-
ed patients typically reduce their utilization of other health care services. In some
instances, the reduced cost to the health care system may actually be greater than the
cost of the psychological service, thus resulting in a total cost offset to the system. 
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THE COST-EFFECTIVENESS 
OF PSYCHOLOGICAL INTERVENTIONS

Based on decades of research on the effects of psychological interventions, there is
clear and compelling evidence that there are psychological interventions which are
effective in treating a wide range of child and adult health problems, including depres-
sion, generalized anxiety disorder, panic disorder, post-traumatic stress disorder, eating
disorders, substance abuse,  and chronic pain (Nathan & Gorman, 1998; Chambless &
Ollendick, 2001; Roth & Fonagy, 1996; U. K. Department of Health, 2001). As research
continues to progress, there is mounting evidence that there are also effective psycho-
logical treatments for diseases and disorders that are routinely seen in primary care
medical practices but that are typically difficult to medically manage, including type 1
diabetes (Hampson et al., 2000), chronic tension-type headaches (Holroyd et al., 2001),
rheumatoid arthritis (Sharpe et al., 2001), chronic low-back pain (van Tulder et al.,
2000), chronic fatigue syndrome (Whiting et al., 2001), and a range of medically unex-
plained physical symptoms (Nezu, Nezu, & Lombardo, 2001). 

Evidence for the positive impact of psychological treatment is important, but in the
current context of accountability and cost containment, it is, on its own, insufficient
(Mash & Hunsley, 1993). Indeed, both national and provincial psychological associa-
tions have recently made submissions to government departments and commissions
emphasizing the savings to the health care system that could result from greater acces-
sibility to appropriate psychological services (Canadian Psychological Association,
2001; l’Ordre des psychologues du Québec, 2000; Manitoba Psychological Society,
2001;  Saskatchewan Psychological Association, 2001).

The primary goal of this paper is to highlight the cost-effectiveness of psychological
interventions. The paper begins with a review of the current fiscal situation in Canada
as it relates to health care costs in general and psychological services more specifically.
Next, an overview of costing concepts is provided and analytic strategies for evaluating
health care costs are presented. The next two sections deal specifically with evidence
regarding cost savings that are likely to result from psychological treatment. Evidence
for the cost-effectiveness of psychological intervention versus pharmacologic interven-
tion is presented for the treatment of two common psychological disorders: panic dis-
order and depression. Following this, evidence that effective psychological intervention
frequently results in costs savings for the health care system (i.e., medical cost-offset) is
summarized. Finally, the implications of these findings for the provision of psychologi-
cal services in Canada are discussed.

HEALTH CARE COSTS IN CANADA

Before turning to the evidence on the cost-effectiveness and cost-offset of psycho-
logical services, it is necessary, as a backdrop, to have information on health care
expenditures in Canada. The Canadian Institute for Health Information estimate for the
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year 2001 was that health care spending exceeded $102 billion, with approximately
73% attributable to public sector funding (Canadian Institute for Health Information,
2001b, 2001c). Additionally, for the past several years, of all provincial program expen-
ditures, approximately one-third was targeted for health care spending. In Canada, the
nature of federal, provincial, and territorial government data on health services is such
that it is difficult to determine actual expenditures on psychological interventions. For
example, although 20% of all expenditures on mental health services in Ontario are for
psychotherapy, the extent to which this includes the whole range of behavioural
health care interventions (i.e., psychological treatment for all diseases and disorders,
not just services for conditions typically seen as mental health problems) cannot be
determined (Sadavoy & Perry, 1999). Furthermore, as it has been estimated that the
majority of consultations with psychologists occur outside of publicly-funded institu-
tions (Stephens & Joubert, 2001), even data on publicly- funded health services would
dramatically underestimate the true costs of psychological services in Canada.

It is informative to contrast this state of affairs with recent conservative estimates of
the costs of illness and health problems to the Canadian economy. A 1993 estimate
indicated that the total annual cost to Canadian society of illnesses was almost $130
billion–an amount equivalent to almost 15% of Canadian GDP. The health burden
(including both direct costs of health care services and indirect costs due to lost pro-
ductivity and death) of mental disorders and nervous system diseases–conditions for
which psychologists routinely provide services–accounted for 13.4% of these costs. In
comparison, the most “costly” conditions were cardiovascular diseases and muscu-
loskeletal diseases, which accounted for 15.2% and 13.8%, respectively. Importantly,
there are psychological services, both preventative and therapeutic, that are known to
be effective in treating such diseases. 

A more recent and comprehensive estimate suggested that in 1998 the costs (direct
and indirect) associated with depression and general psychological distress, alone, ran
to over $14 billion (Stephens & Joubert, 2001).With respect to the financial burden of
depression, these Canadian data are consistent with American data which suggest that
the annual per capita health and disability costs of depression are greater than those
associated with hypertension and comparable to those associated with heart disease,
diabetes, and back problems (Druss, Rosenheck, & Sledge, 2000). In addition, recent
American estimates of the societal costs for anxiety disorders–conditions not directly
assessed in the data used by Stephens and Joubert (2001)–are that in 1990 the annual
cost of anxiety disorders was $42.3 billion US (Greenberg et al., 1999). Based on the
data estimates developed by Stephens and Joubert (2001), of the estimated $6 billion
cost for treatment of depression and general psychological distress in Canada, less than
$150 million was spent on services provided directly by psychologists. In light of (i)
the consistent finding that appropriate psychological intervention for depression (espe-
cially cognitive-behavioural approaches) has comparable or superior effects to antide-
pressant medication (DeRubeis, Gelfand, Tang, & Simons, 1999) and (ii) indications of
greater cost-effectiveness of such treatments relative to antidepressant medication
(Antonucci et al., 1997), such estimates can only be interpreted as a severe and costly
underutilization of psychological services for the treatment of depression within the
Canadian health care system. 
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COSTING CONCEPTS

The following overview of costing concepts is based on material presented by
Hargreaves, Shumway, and Hu (1999) and Knapp and Healey (1999). For an in-depth
treatment of these issues as they relate to psychological services, more information is
available in Hargreaves, Shumway, Hu, and Cuffel, (1998), Miller and Magruder (1999),
Spiegel (1999), and Yates (1996).

There are multiple analytic approaches to obtaining economic evaluations of health
care services, each with its own range of convenience. The most commonly used are
cost-benefit analysis, cost-effectiveness analysis, and cost-utility analysis. Although all
provide economic estimates that can be used by policy makers and administrators to
guide their resource allocation decisions, they differ in significant ways. Cost-benefit
analysis addresses the extent to which a specific treatment yields a socially desirable
outcome. All costs and benefits are expressed in monetary terms and can, therefore, be
directly compared. If the benefits of a treatment exceeds its costs, this would indicate
that there is merit (in fiscal terms) in implementing the treatment. In contrast, cost-
effectiveness analysis focuses on the ratio of monetary costs to measures of treatment
outcome (such as a reduction in symptoms or an increase in work productivity). Cost-
effectiveness analysis is particularly suitable for comparing treatment options.
Specifically, it can be used to determine (i) if two treatment options have equal costs,
which has the greatest benefits or (ii) if two treatment options have equal benefits,
which costs less. Finally, cost-utility analysis is similar to cost-effectiveness analysis
except that the impact of the treatment is measured and converted to a standard valu-
ing metric such as well years of life. Typically this metric is standardized in terms of
quality-adjusted life years (QALY: the number of years of life in which the individual
would be expected to be completely free of symptoms or disability as a result of the
intervention). For example, the cost-effectiveness of installing driver-side airbags on
automobiles was found to be $24,000 US per QALY (Graham, Thompson, Goldie,
Segui-Gomez, &  Weinstein, 1997) and the cost-effectiveness of deploying automated
external defibrillators on commercial aircraft ranged from $35,300 US to $94,700 US per
QALY (Groeneveld et al., 2001). Turning to an example focused on a psychological
intervention, Toeus, Kaplan, and Alkins (1984) examined the impact of a cognitive-
behavioural program designed to provide psychoeducational information and assist in
lifestyle changes for patients diagnosed with chronic obstructive pulmonary disease.
They found that the treated group, compared to the untreated control group, had bet-
ter overall health even 18 months after the intervention. They calculated that the treat-
ment cost required to produce a “well year” was under $25,000 US.

For all economic evaluation approaches there is a common framework regarding
how to estimate the societal cost of an illness or condition. It is critical, if the evalua-
tion is to be complete, that all costs that stem from the illness or condition are accu-
rately and fully estimated. In general terms, this requires consideration of both direct
and indirect costs, or, in other words, the value of resources used and the value of
resources lost. Direct costs may involve components such as: treatment costs for the
identified condition, costs stemming the utilization of other health care system services,
and other service costs (e.g., use of nontraditional health care services, involvement
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with the criminal justice system). In some cases, direct cost estimates may also include
elements such as: transportation costs to receive treatment, lost work productivity costs
due to receiving treatment, time costs associated with waiting for treatment, administra-
tive (transfer) costs associated with the treatment, and capital costs associated with the
value of the property in which treatment is provided. Indirect costs, in contrast, typical-
ly involve costs due to lost productivity, absenteeism, underemployment, or unemploy-
ment which result from the condition itself and from possible early disability and death
due to the condition. As would be imagined, indirect costs are notoriously difficult to
fully estimate.

There is an important costing phenomenon that is distinct from those just described.
As a result of an intervention or an improvement in the effectiveness of an intervention,
usual costs to the health care system may be reduced or averted. Although perhaps bet-
ter conceptualized as health care service offsets, such costs are typically described as
medical cost offsets. The most likely example of a cost offset is when a condition that
has been overlooked, misdiagnosed, or ineffectively treated is accurately recognized
and treated. Although there are clearly direct costs associated with the treatment, there
may be cost savings that result from a decrease in utilization of other health care ser-
vices (e.g., discontinuation of unnecessary therapy or medication, reduced number of
visits to a general medical practitioner or to emergency rooms). Furthermore, if the costs
savings resulting from appropriate treatment are equal to or greater than the costs of the
treatment itself, such a result is called a total offset. 

As will be described in detail in a subsequent section, there is considerable research
that indicates psychological interventions are often associated with medical cost offsets
and, in many cases, even total cost offsets. Kashner and Rush (1999), among others,
have posited that these cost offsets are likely due to multiple factors. For example,
changes related to psychological intervention may make the patient more responsive
to other health care treatment or may encourage the patient to be more willing to
adhere to medical advice and treatment regimens (including medication prescriptions
and diet and lifestyle recommendations). Additionally, psychological interventions may
help the patient achieve better overall psychological and physical health, which would
lead to a reduced need for health care services. Finally, it is very likely in many cases
that there is a substitution effect at work, in which, as a result of receiving treatment
from a specialist, visits to a general medical practitioner who was previously providing
guidance or counselling are curtailed. It should not be simply assumed that the provi-
sion of psychological services will necessarily result in overall cost savings. Indeed,
Kashner and Rush (1999) cautioned that health care costs may increase in some situa-
tions due to psychological intervention. This may result from the discovery of other ill-
nesses or conditions that require care, greater valuing of attending to health care
needs, and even increased longevity which may result in increased health care costs
for patients with chronic conditions.
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COST-EFFECTIVENESS OF 
PSYCHOLOGICAL INTERVENTIONS

Although research on the cost-effectiveness and cost-benefits of psychological inter-
vention is relatively recent, there is growing evidence that supports the cost-effective-
ness of  interventions such as, for example, multisystemic therapy for distressed youth
(Schoenwald, Ward, Henggeler, & Rowland, 2000) and marital therapy as an adjunct to
the outpatient treatment of alcoholism (O’Farrell et al., 1996). There are also indications
that, compared to medical interventions for the same disease/disorder, psychological
interventions may have comparable or superior cost-effectiveness (Miller & Magruder,
1999). Of course, in interpreting such findings it is important to remember that, per
capita, there are far fewer psychologists available to provide appropriate services than
there are medical practitioners available to prescribe appropriate medical services.
Although there are three times as many psychologists providing health care services as
there are psychiatrists in Canada (Canadian Psychological Association, 1999), for every
100,000 Canadians there are 185 physicians and only 40 psychologists (for comparison
purposes, there are 54 dentists, 49 physiotherapists, and 16 chiropractors per 100,000
Canadians; Canadian Institute for Health Information, 2001a). 

To illustrate the nature and results of recent cost-effectiveness analyses, one exam-
ple dealing with the treatment of anxiety disorders and one dealing with the treatment
of depression will be presented. Cost-effectiveness analyses of these disorders are
especially important given that the health care costs associated with depression and
anxiety disorders are substantial, due to the high medical service utilization rates of
people with these disorders. Indeed, American estimates are that 15% of patients seen
in primary health care settings suffer from these disorders and that average health care
costs for such patients over a 6-month period are $2,390 US, compared to $1,397 US
for patients without such disorders (Simon, Ormel, Van Korff, & Barlow, 1995; see also
Candilis & Pollack, 1997, and Greenberg et al., 1999). Although this difference is size-
able, less than 10% of the total costs were actually due to the costs of mental health
treatments. Other American estimates suggest that the indirect societal costs of depres-
sion (including lost productivity and absenteeism) are at least three times as great as
the direct treatment costs associated with the condition (Zhang, Rost, & Fortney, 1999)
and are as great or greater than the indirect societal costs associated with common
chronic medical conditions (Druss et al., 2000).

Gould, Otto, and Pollack (1995) examined the costs for the treatment of panic disor-
der over a two-year period, comparing cognitive behavioural treatment (CBT) to com-
monly prescribed medications (both antidepressants and high potency benzodi-
azepines). As a first step in cost-effectiveness analyses, there must be evidence regard-
ing the relative effectiveness of the treatment options being considered. Thus, Gould et
al. conducted a meta-analysis to compare the overall effect size of pharmacotherapy
versus CBT. They used data from 43 studies published between 1974 and 1994 that
used randomized controlled trials. In general they found that the effect sizes for CBT
and pharmacologic interventions were very similar, with effect sizes of treatment
effects on panic frequency of 0.53 for drug treatments and 0.55 for CBT. Additionally,
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they found no significant difference when the effects of antidepressants and benzodi-
azepines were compared and no evidence that combining CBT with medication result-
ed in superior treatment outcomes compared to either intervention on its own.

Next, Gould et al. estimated the costs for a typical course of either CBT or medica-
tion. For CBT services, costs were estimated as $90 US per session for individual ses-
sions, $40 US per session for group sessions, and $60 US per session for individual fol-
low-up/booster sessions. In comparison, rates for pharmacologic treatment were esti-
mated as $60 US for a session of pharmacological management, $.0.60 US for 1 mg of
generic alprazolam, $0.09 US for 50 mg of generic imipramine, and $1.93 US for 20 mg
of branded fluoxetine (Prozac). Both psychological and drug treatments were assumed
to commence with a single evaluation session of equal costs. CBT costs were comput-
ed based on 15 sessions, with 1 additional session during the first year of treatment
and 4 additional sessions during the second year. Pharmacologic treatments costs were
computed based on 2 sessions for the first month, monthly sessions for the next 3
months, 3 additional sessions during the first year, and 4 additional sessions during the
second year. Medication dosages were selected to reflect typical dosages in clinical tri-
als. No estimates were made for transportation costs, costs associated with lost produc-
tivity due to attending treatment sessions, or administrative costs.

Based on these treatment component estimates, Gould et al. calculated that a course
of individual CBT treatment cost $1650 US over two years; the comparable total treat-
ment cost for group treatment was $840 US. In contrast, treatment with alprazolam
ranged from $1800 US  to $3312 US, depending on dosage, treatment with imipramine
cost $912 US, and treatment with branded fluoxetine cost $3504 US. This information,
when combined with the aforementioned effectiveness results, indicates that CBT inter-
ventions are comparable in effectiveness to commonly used medications but are much
less expensive than most available pharmacologic options. Although this cost-effective-
ness analysis is informative, it is important to note that it is incomplete, as only direct
costs of providing treatments were included in the cost analysis. 

A more complete cost-effectiveness analysis was conducted by Antonuccio, Thomas,
and Danton (1997) in their study of treatments for depression. As they noted, several
meta-analytic studies published in both psychiatry and psychology journals have found
that (i) psychological intervention (especially CBT) can produce comparable or superior
outcomes to medication in the treatment of depression, (ii) combined psychological and
medication intervention is not superior to either treatment option on its own, and (iii)
pharmacotherapy has substantial larger drop-out rates than does psychological interven-
tion. Based on these meta-analytic evaluations, it is evident that CBT is at least as effec-
tive as commonly prescribed antidepressant medication in the treatment of depression.

Antonuccio et al. developed a comprehensive cost-effectiveness model that includ-
ed direct treatment costs to the patient or the third-party provider (health care provider
costs, medication costs, lost wages, travel costs, and comorbidity costs), direct costs to
the community (economic multiplier effect from lost wages, reduced taxes due to lost
wages, and reduced community service work by patients), and indirect costs to society
(lost productivity during treatment, economic multiplier effect from lost productivity,
reduced taxes due to lost productivity, and lost income potential from suicide). In their
model, costs were estimated for treatment over a two-year period, and estimates for
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relapse rates, drop-out treatment costs, and subsequent treatment costs were also cal-
culated. Although they pointed out the importance of factoring in costs associated with
treatment side effects, the researchers were unable to obtain sufficient data to allow for
quantification and inclusion in their cost-effectiveness model. All estimates used data
stemming from peer-reviewed journal publications and from state economic informa-
tion (from the researchers’ home state of Nevada). Given the complexity and the scope
of their model, specific cost estimates for each cost item will not be presented here.
Instead, the focus is on the general findings when their model was applied to the treat-
ment options for depression.

Rather than presenting a range of treatment options as Gould et al. (1995) did,
Antonuccio and colleagues compared individual CBT for depression (estimating 20 ses-
sions over a two-year period) with fluoxetine (involving 40 mg of medication per day
and management appointments with psychiatrists every 6 weeks). Factoring in all the
cost elements described previously, these researchers estimated that the total treatment
costs for individual CBT were $23,696 US over a two-year period ($7,268 US direct
treatment costs to the patient/provider, $1,253 US direct costs to the community, and
$15,174 US indirect costs to society). In comparison, pharmacologic treatment cost a
total of $30,733 US over two years, or 30% more than individual CBT. The components
of this total included $12,738 US direct treatment costs to the patient/provider (i.e., 75%
more than the same category of costs for individual CBT), $946 US direct costs to the
community, and $17,049 US indirect cost to society. Finally, the combined treatment
option was slightly more expensive than the fluoxetine alone option ($31,245 US). The
reason for such a slight cost increase for the combined treatment was that the
researchers assumed that the treating psychiatrist would be competent to provide both
treatments and that both medication management and CBT interventions would be
included in the same sessions. Of course, treatments provided by two independent
practitioners (one for the medication and one for the psychological treatment) would
increase the costs of the combined treatment substantially. In sum, then, individual
CBT was the most cost-effective option available for the treatment of depression, and
was, therefore, recommended by the researchers as the treatment of first choice for
dealing with unipolar depression.

In conclusion, as the availability of high-quality cost-effectiveness studies grows,
there will be increasing opportunities for public policy analysts to critically compare
the economic merits of psychological treatment relative to pharmacologic treatment.
Based on evidence to date, it appears certain that there will be a number of illnesses
and conditions for which psychological intervention will be shown to be among the
most cost-effective treatment options.
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MEDICAL COST OFFSET

One of the first studies examining the link between the psychological intervention
and subsequent health care utilization was conducted by Follette and Cummings
(1967). The medical records of 152 randomly selected adults seeking psychological ser-
vices through the Kaiser Foundation Health Plan in northern California were examined
and data were collected on their utilization of health services one year prior to starting
treatment and for the five years following the beginning of treatment. Of these
patients, 80 were seen for one consultation session only, 41 were seen for between 2
and 8 sessions, and 31 were seen for 9 or more sessions (M = 34 sessions). A compari-
son group of adults was obtained by searching medical records for patients who had
never received psychological services but who were matched to the treatment sample
on age, sex, socioeconomic status, and medical utilization rates (for the year prior to
the start of treatment for the treated patients). Follette and Cummings found that, for
the comparison group who did not receive treatment, the utilization of health care ser-
vices increased over the period encompassed by the study. In contrast, there were sig-
nificant declines in the utilization rates of those who received treatment, with the most
significant declines occurring in the second year following termination of treatment.
Even the patients who received “long term” treatment (i.e., nine or more sessions)
experienced some declines in utilization. Although this group’s use of outpatient ser-
vices did not decline, their use of inpatient services did–at the start of the study period
these patients had an annual average of 5 days of hospitalization, but by the end of the
study period this had decreased to .7 days per year (the plan average was .8 days in
hospital). 

In the years following this research, numerous other investigators began to examine
possible medical cost offsets due to the provision of psychological interventions.
Medical cost offsets have been found for an incredibly broad range of health problems.
The following paragraphs provide just a small sample of this literature.

In a three-year study of patients diagnosed with ischaemic heart disease, hyperten-
sion, diabetes, or airflow limitation disease, Schlesinger, Mumford, Glass, Patrick, and
Sharfstein (1983) tracked the adjustment and health care utilization of 700 patients who
received psychological interventions and 1,300 patients who did not receive such ser-
vices. Compared to the untreated patients, those who received psychological treatment
evidenced a 40% reduction in annual medical costs ($950 US and $570 US, respective-
ly). Once the cost of psychological intervention was taken into account, there was still
a 5% net saving for the group who received treatment. Similar results were reported by
Fahrion, Norris, Green, and Schnar (1987) in their study of hypertension. Using stress
management interventions, the symptoms of over 50% of patients were well controlled
without the need to resort to pharmacological treatment and the average total medical
costs saved per patient over a 5-year period was over $1,300 US.

Rehabilitation programs for injuries and disabilities are increasingly provided as part
of the health care system. Not surprisingly, therefore, there have been many evalua-
tions conducted to examine the costs and benefits of these services. Although the fig-
ures vary depending on the nature of the problems treated and the type of interven-
tion, there is consistent evidence of cost offset. For example, in a study of hospital
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costs five years prior to and following psychological treatment for stress-related disabil-
ities, Gonick, Farrow, Meier, Ostmand, and Frolick (1981) found that every dollar spent
on psychological treatment resulted in a saving of five dollars. Successful treatment of
chronic pain conditions has also been found to result in substantial savings to the
health care system. As an illustration of this type of finding, Jacobs (1987, 1988) report-
ed that one year after successful treatment, patients’ use of inpatient services had
decreased by 72-81% and their use of outpatient services had decreased by 41-50%. 

Some cost offset studies have been conducted in Canada. Based on a retrospective
analysis of patients’ medical records 6 months prior to receiving psychological treat-
ment, during treatment, and 6 months following treatment, Golden (1997) investigated
whether a course of psychological treatment reduced the use of medical services.
Thirty-three adults at a family medical centre in London, Ontario, were provided treat-
ment, with a median duration of treatment of 12.5 hours. Data from the file review indi-
cated that the frequency of appointments with family physicians decreased both during
and following treatment. Indeed, compared to the period prior to treatment, there was a
50% reduction in medical appointments following the brief intervention. Simpson,
Carlson, and Trew (2001) recently reported on the effect on healthcare utilization of
brief group intervention (six 90-minute sessions) for women with breast cancer. In this
study at the Tom Baker Cancer Centre in Calgary, Alberta, 89 women who had complet-
ed medical treatment for stage 0, I, or II breast cancer were randomly assigned to
receive either no further intervention (beyond the usual psychosocial care available to
patients at the Centre) or the structured group therapy intervention. Psychological
adjustment data and Alberta Healthcare billing records were obtained for two years after
the psychological intervention. Overall, the intervention was effective in improving the
adjustment and quality of life of those in the treated group compared to the untreated
group, and this effect was still evident. Additionally, the average amounts billed to the
provincial healthcare system for the two years following intervention were 23% less for
the intervention group compared to the control group, for an average savings of almost
$150 per patient. The investigators estimated that the cost of the group intervention per
patient was approximately $100, thus the intervention entirely paid for itself (and more)
in terms of overall costs savings to the provincial system.

In the past three decades, there have been several reviews of the medical cost offset
phenomenon, all of which have concluded that offset occurs for most psychological
interventions.

In the first review of this literature, Jones and Vischi (1979) reported that there were
30 studies that had found cost offsets due to the provision of psychological interven-
tions to alcoholism, drug abuse, and various mental health problems. Groth-Marnat and
Edkins (1996) found evidence for cost savings resulting from psychological services for
preparing patients for surgery, enhancing adherence to medical regimens, smoking ces-
sation, rehabilitation programs, chronic pain disorders, cardiovascular disorders, and
general somatic complaints without organic causes. Limiting their review to research on
the impact of providing psychological treatment for psychological disorders on the
costs of medical care, Gabbard, Lazar, Hornberger, and Spiegel (1997) found that 80%
of published studies using randomized controlled trials and 100% of published studies
without random assignment reported total cost offsets due to the provision of psycho-
logical intervention.
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In the most widely cited review of the literature, Mumford, Schlesinger, Glass,
Patrick, and Cuerdon (1984) conducted two meta-analyses, one based on the claims
files for the Blue Cross and Blue Shield U. S. Federal Employees Plan for the years
1974-1978 and one based on the results of 58 published controlled studies. Their gen-
eral conclusion was that cost offset effects were typically found for psychological inter-
ventions (in approximately 85% of studies), but that the clearest effects occur in the
reduction of inpatient service costs (e.g., surgery, hospitalization for chronic conditions
such as cancer, cardiovascular diseases, or diabetes). Their data also indicated that cost
offsets were greater for older patients (over 55 years of age) than for younger patients. 

A more recent and more comprehensive meta-analysis of the cost offset literature
was conducted by Chiles, Lambert, and Hatch (1999). Their meta-analysis used data
from 91 studies published between 1967 and 1997, and included patient groups such
as those undergoing surgery, patients with a history of healthcare system overutiliza-
tion, and patients receiving treatment specifically for psychological disorders (including
substance abuse). Additionally, Chiles et al. examined whether the extent of offset was
moderated by such factors as the type of psychological intervention and a focus on
inpatient versus outpatient services. Overall, cost savings due to psychological inter-
vention were in the range of 20-30% across studies, and 90% of studies reported evi-
dence of cost offset. Among the studies that included a description of estimated cost
savings, only 7% reported that the costs of psychological treatment exceeded the cost
savings that resulted from the intervention.

In examining moderating effects, several patterns were observed. First, greater
effects were found in inpatient settings than in outpatient settings. Accordingly, Chiles
et al. suggested that patients undergoing inpatient medical procedures (such as
surgery, oncology services, cardiac rehabilitation services) may account for a larger
portion of the overall cost offset than do patients who are receiving outpatient services
(such as general practitioner visits for accidents, illness, or infections). Second, greater
effects were found for structured psychological interventions that were specific to the
patient’s condition or complaint than for traditional generic psychotherapy. Finally,
there was some weak evidence that (i) patients older than 65 years had a larger med-
ical cost offset due to psychological intervention than did younger adult patients and
(ii) offset was evident for child patients as well as adult patients. In sum, although this
recent and comprehensive quantitative review clearly demonstrates the robustness of
the medical cost offset phenomenon, it also demonstrates that there are specific patient
and treatment characteristics that are most likely to be associated with cost savings to
the health care system. 
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CONCLUSIONS

As indicated at the beginning of this paper, there is clear and compelling evidence
that psychological interventions can effectively treat a wide range of child and adult
health problems. However, psychological treatments can also be very cost-effective
forms of treatment and may even be more cost-effective than commonly used pharma-
cological interventions. Beyond this, psychological interventions also appear to have
the potential to reduce health care costs, as successfully treated patients reduce their
utilization of other health care services. In some instances, the reduced cost to the
health care system may actually be greater than the cost of the psychological service,
thus resulting in a total cost offset to the system. Obviously, it is to the advantage of all
Canadians that these evidence-based conclusions are considered in attempts to renew
our health care system. This is true both for the health of Canadians and for the finan-
cial stability of our health care system. With the growing societal costs of health care,
any service that can provide improved health status and the possibility of substantial
cost savings merits close examination by policy analysts and ministries of health. In
sum, research evidence on costing considerations provides a very firm basis for the
expansion of options for public funding of psychological services and for increased
public access to effective psychological interventions.

13

Cost-Effectiveness of Psychology



REFERENCES

Antonuccio, D. O., Thomas, M., & Danton, W. G. (1997). A cost-effectiveness analysis of cogni-
tive behavior therapy and Fluoxetine (Prozac). Behavior Therapy, 28, 187-210.

Bower, P., Byford, S., Sibbald, B., Ward, E., King, M., Lloyd, M., et al.(2000). Randomised con-
trolled trial of non-directive counselling, cognitive-behaviour therapy, and usual general practi-
tioner care for patients with depression. II: Cost effectiveness. British Medical Journal, 321,
1389-1392.

Briggs, A. H., Gray, A. M. (1998). Sample size and power calculation for stochastic cost-effective-
ness analysis. Medical Decision Making, 18(suppl.), 81-92.

Canadian Institute for Health Information. (2001a). Health care in Canada 2001. Ottawa, ON:
Author.

Canadian Institute for Health Information. (2001b). Total Health Expenditure, by
Province/Territory and Canada 1975 to 2001 - Current Dollars. Retrieved January 10, 2002,
from http://www.cihi.ca/facts/nhex/nhex2001/b.1.1.shtml.

Canadian Institute for Health Information. (2001c). Public Sector Health Expenditure, by
Province/Territory and Canada 1975 to 2001 - Current Dollars. Retrieved January 10, 2002,
from http://www.cihi.ca/facts/nhex/nhex2001/b.3.1.shtml.

Canadian Psychological Association. (1999). Geographic locations survey of clinical psychologists
in Canada. Ottawa, ON: Author.

Canadian Psychological Association. (2001). Putting human behaviour at the heart of health
care in Canada. Ottawa, ON: Author.

Candilis, P. J., & Pollack, M. H. (1997). The hidden costs of untreated anxiety disorders. Harvard
Review of Psychiatry, 5, 40-42.

Chambless, D. L., & Ollendick, T. H. (2001). Empirically supported psychological interventions:
Controversies and evidence. Annual Review of Psychology, 52, 685-716.

Chiles, J. A., Lambert, M. J., & Hatch, A. L. (1999). The impact of psychological interventions on
medical cost offset: A meta-analytic review. Clinical Psychology: Science and Practice, 6, 204-
220.

DeRubeis, R. J., Gelfand, L. A., Tang, T. Z., & Simons, A. D. (1999). Medication versus cognitive
behavioral therapy for severely depressed outpatients: Mega-analysis of four randomized com-
parisons. American Journal of Psychiatry, 156, 1007-1013.

Druss, B. G., Rosenheck, M. D., & Sledge, W. H. (2000). Health and disability costs of depressive
illness in a major U. S. corporation. American Journal of Psychiatry, 157, 1274-1278.

Fahrion, S., Norris, P., Green, E., & Schnar, R. (1987). Behavioral treatment of hypertension: A
group outcome study. Biofeedback and Self-Regulation, 11, 257-278.

Follette, W. T., & Cummings, N. A. (1967). Psychiatric services and medical utilization in a pre-
paid health plan setting. Medical Care, 5, 25-35.

Gabbard, G. O., Lazar, S. G., Hornberger, J., & Spiegel, D. (1997). The economic impact of psy-
chotherapy: A review. American Journal of Psychiatry, 154, 147-155.

Golden, G. A. (1997). Impact of psychotherapy: Does it affect frequency of visits to family physi-
cians? Canadian Family Physician, 43, 1098-1102.

Gonick, U., Farrow, I., Meier, M., Ostmand, G., & Frolick, L. (1981). Cost effectiveness of behav-
ioral medicine procedures in the treatment of stress-related disorders. American Journal of
Clinical Biofeedback, 4, 16-24.

Gould, R. A., Otto, M. W., & Pollack, M. H. (1995). A meta-analysis of treatment outcome for
panic disorder. Clinical Psychology Review, 15, 819-844.

Graham, J. D., Thompson, K. M., Goldie, S. J., Segui-Gomez, M., & Weinstein, M. C. (1997). The
cost-effectiveness of air bags by seating position. Journal of the American Medical
Association, 278, 1418-1425.

14

Cost-Effectiveness of Psychology



Greenberg, P. E., Sisitsky, T., Kessler, R. C., Finkelstein, S. N., Berndt, E. R., Davidson, J. R. T.,
Ballenger, J. C., & Fyer, A. J. (1999). The economic burden of anxiety disorders in the 1990s.
Journal of Clinical Psychiatry, 60, 427-435.

Groeneveld, P. W., Kwong, J. L., Liu, Y., Rodriguez, A. J., Jones, M. P., Sanders, G. D., et al.
(2001). Cost-effectiveness of automated external defibrillators on airlines. Journal of the
American Medical Association, 286, 1482-1489.

Groth-Marnat, G., & Edkins, G. (1996). Professional psychologists in general health care settings:
A review of financial efficacy of direct treatment interventions. Professional Psychology:
Research and Practice, 27, 161-174.

Hampson, S. E., Skinner, T. C., Hart, J., et al. (2000). Behavioral interventions for adolescents with
type 1 diabetes: How effective are they? Diabetes Care, 23, 416-422.

Hargreaves, W. A., Shumway, M., & Hu, T.-W. (1999). Measuring psychotherapy costs and effec-
tiveness. In N. E. Miller & K. M. Magruder (Eds.), Cost-effectiveness of psychotherapy (pp. 85-
98). New York: Oxford University Press.

Hargreaves, W. A., Shumway, M., Hu, T.-W., & Cuffel, B.(1998). Cost-outcome methods for men-
tal health. San Diego, CA: Academic Press.

Holroyd, K. A., O’Donnell, F. J., Stensland, M., Lipchik, G. L., Cordingley, G. E., & Carlson, B. W.
(2001). Management of chronic tension-type headache with tricyclic antidepressant medication,
stress management therapy, and their combination: A randomized controlled trial. Journal of
the American Medical Association, 285, 2208-2215.

Jacobs, D. F. (1987). Cost-effectiveness of specialized psychological programs for reducing hospi-
tal stays and outpatient visits. Journal of Clinical Psychology, 43, 729-735.

Jacobs, D. F. (1988). Marketing psychological services in the public sector. Psychotherapy, 25,
377-386.

Jones, K., & Vischi, T. (1979). The impact of alcohol, drug abuse, and mental health treatment on
medical care utilization: A review of the research literature. Medical Care, 17, (Suppl. 12), 43-
131.

Kashner, T. M., & Rush, A. J. (1999). Measuring medical offsets of psychotherapy. In N. E. Miller
& K. M. Magruder (Eds.), Cost-effectiveness of psychotherapy (pp. 109-121). New York: Oxford
University Press.

Knapp, M., & Healey, A. (1999). Psychotherapy: Individual differences in costs and outcomes. In
N. E. Miller & K. M. Magruder (Eds.), Cost-effectiveness of psychotherapy (pp. 122-133). New
York: Oxford University Press.

L’Ordre des Psychologues du Québec. (2000). Pour une transformation optimale: Des pratiques
en santé: La contribution des psychologues. Montréal, QC: Author.

Manitoba Psychological Society. (2001). Position on access to psychological services in Manitoba.
Winnipeg, MN: Author.

Mash, E. J., & Hunsley, J. (1993). Behavior therapy and managed mental health care: Integrating
effectiveness and economics in mental health practice. Behavior Therapy, 24,  67-90.Miller, I. J.
(1998). Response to “All that glitters is not always gold: Medical offset effects and managed
behavioral health care.” Professional Psychology: Research and Practice, 29, 622-624.

Miller, N. E., & Magruder, K. M. (Eds.). 1999. Cost-effectiveness of psychotherapy. New York:
Oxford University Press. 

Moran, P. W. (1999). Psychological interventions and medical cost offset: Implications for integra-
tive health care. Clinical Psychology: Science and Practice, 6, 242-244.

Mumford, E., Schlesinger, H. J., Glass, G. V., Patrick, C., & Cuerdon, T. (1984). A new look at evi-
dence about reduced cost of medical utilization following mental health treatment. American
Journal of Psychiatry, 141, 1145-1158.

Nathan, P. E., & Gorman, J. M. (Eds.). (1998). A guide to treatments that work. New York: Oxford
University Press.

15

Cost-Effectiveness of Psychology



Nezu, A. M., Nezu, C. M., & Lombardo, E. R. (2001). Cognitive-behavior therapy for medically
unexplained symptoms: A critical review of the treatment literature. Behavior Therapy, 32,
537-583.

O’Farrell, T. J., Choquette, K. A., Cutter, H. S., Floyd, F. J., Bayog, R., Brown, E. D., et al. (1996).
Cost-benefit and cost-effectiveness analyses of behavioral marital therapy as an addition to out-
patient alcoholism treatment. Journal of Substance Abuse, 8, 145-166.

Roth, A. D., & Fonagy, P. (1996). What works for whom? A critical review of psychotherapy
research. New York: Guilford.

Sadavoy, J., & Perry, J. C. (1999). Psychotherapy services and cost-effectiveness: A Canadian per-
spective. In N. E. Miller & K. M. Magruder (Eds.), Cost-effectiveness of psychotherapy (pp. 327-
333). New York: Oxford University Press.

Saskatchewan Psychological Association. (2001). Submission to the Standing Committee on
Health Care: Respecting the final report of the Saskatchewan Commission on Medicare (Fyke
Report). Regina, SK: Author.

Schlesinger, H., J., Mumford, E., Glass, G. V., Patrick, C., & Sharfstein, S. (1983). Mental health
treatment and medical care utilization in a fee-for-service system: Outpatient mental health
treatment following the onset of a chronic disease. American Journal of Public Health, 73,
422-429.

Schoenwald, S. K., Ward, D. M., Henggeler, S. W., & Rowland, M. D. (2000). Multisystemic thera-
py versus hospitalization for crisis stabilization of youth: Placement outcomes four months
postreferral. Mental Health Services Research, 2, 3-12.

Sharpe, L, Sensky, T., Timberlake, N., et al. (2001). A blind, randomized, controlled trial of cogni-
tive-beahviural intervention for patients with recent onset rheumatoid arthritis: Preventing psy-
chological and physical morbidity. Pain, 89, 275-283.

Simon, G., Ormel, J., Von Korff, M., & Barlow, W. (1995). Health care costs associated with
depressive and anxiety disorders in primary care. American Journal of Psychiatry, 152, 352-
357.

Simpson, J. S. A., Carlson, L. E., & Trew, M. E. (2001). Effect of group therapy for breast cancer
on healthcare utilization. Cancer Practice, 9, 19-26.

Spiegel, D. (Ed.). (1999). Efficacy and cost-effectiveness of psychotherapy. Washington, DC:
American Psychiatric Press.

Stephens, T., & Joubert, N. (2001). The economic burden of mental health problems in Canada.
Chronic Diseases in Canada, 22, 18-23.

Toeus, C., Kaplan, R., & Atkins, C. (1984). The costs and effects of behavioral programs in chron-
ic obstructive pulmonary disease. Medical Care, 22, 1088-1099.

U. K. Department of Health. (2001).Treatment choice in psychological therapies and counselling:
Evidence based clinical practice guidelines. London: Author.

van Tulder, M. W., Ostelo, R., Vlaeyen, J. W., et al. (2000). Behavioural treatment for chronic low
back pain. Cochrane Database Systemic Reviews, CD002014 (latest version February 15, 2000). 

Von Korff, M., Katon, W., Bush, T., Lin, E. H., Simon, G. E., Saunders, K., Ludman, E., Walker, E.,
& Unutzer, J. (1998). Treatment costs, cost offset, and cost-effectiveness of collaborative man-
agement of depression. Psychosomatic Medicine, 60, 143-149.

Whiting, P., Bagnall, A.-M., Sowden, A. J., Cornell, J. E., Mulrow, C. D., & Ramirez, G. (2001).
Intervention for the treatment and management of chronic fatigue syndrome: A systematic
review. Journal of the American Medical Association, 286, 1360-1368.

Yates, B. T. (1996). Analyzing costs, procedures, processes, and outcomes in human services.
Thousand Oaks, CA: Sage.

Yates, B. T. (1997). From psychotherapy research to cost-outcome research: What resources are
necessary to implement which therapy procedures that change what processes to yield which
outcomes? Psychotherapy Research, 7, 345-364. 

Zhang, M., Rost, K. M., & Fortney, J. C. (1999). Earnings changes for depressed individuals treat-
ed by mental health specialists. American Journal of Psychiatry, 156, 108-114.

16

Cost-Effectiveness of Psychology


