Preliminary Economic Analysis for Improving Quality and Efficiency of the Health System in Georgia Project

The 2017 Public Expenditure Review (PER) identified the following challenges facing Georgia’s health system:
· Purchasing mechanisms are weak at managing costs effectively
· Current design and implementation of UHC generates incentives towards high cost services and undermines efforts to effectively manage chronic conditions
· High cost of pharmaceuticals generates pressures on UHC
The proposed Improving Quality and Efficiency of the Health System in Georgia is designed to tackle these issues. The components of the proposed project are well aligned with Georgia’s Social Economic Development Strategy’s (Georgia 2020) objectives – to ensure accessible and high quality health care. 
A preliminary economic analysis was conducted to estimate the Project’s potential development impact. The analysis was based on the project components and associated costs presented in the draft budget (Annex 1). Given that the project has not yet been fully developed and no indicators have been proposed, a number of assumptions were made in line with previous economic analyses conducted for World Bank projects in the health sector. 
The analysis was conducted to estimate the overall impact of the project on health (using disability adjusted life years or DALYs), as well as the potential cost savings that could be achieved for Component 1 “Strengthening health financing under UHC”. The cost-benefits of the project were calculated for a 15-year period (2018-2032) using three scenarios (baseline, low, and high).
The assumptions used in the cost-benefit analysis are listed below and summarized in Table 1. 
· Basic discount rate. Financial costs (project costs) and financial savings (from project interventions) were discounted at 4.5% to account for future inflation and the time value of money. A higher discount rate of 6.5% was used in the high scenario. 
· Health benefits. The health benefits were calculated based on the potential reductions in disability adjusted life years (DALYs). DALYs for Georgia were obtained from the Institute for Health Metrics and Evaluation Global Burden of Disease Study for 2016 and were projected until 2032 based on historical trends between 2006 and 2016. Given that the project focuses on strengthening primary care (component 2), we only included DALYs caused by non-communicable diseases (NCDs) in the analysis. We assumed that the project would affect diseases responsible for approximately 50% of DALYs in Georgia. The maximum reduction in DALYs attributable to the strengthening of the primary care services was set at 0.1% (0 in the first year and decreasing returns after 2025). In addition, we assumed that improvements in the quality of care would result in at most a 0.05% in DALYs related to NCDs (reduction of 0 in the first year and decreasing returns after 2025). 
· Monetary value of health benefits. In the baseline and low scenarios, each DALY was valued at GDP per capita ($4021 in 2018). In the high scenario, we assigned each DALY a value of three times per capita GDP as commonly used in the benefit cost analysis literature (Disease Control Priorities; Copenhagen Consensus).
· Discount rate of the monetary value of future health benefits. The monetary value of the future stream of health benefits (annual DALYs averted) is discounted at 3% based on the recommendations outlined by the WHO and the Disease Control Priorities Project. In the low scenario, the discount rate is set at 5%.
· Cost savings related to pharmaceutical policy and pricing strategy (component 1). Strengthening the strategic purchasing capacity of the SSA is assumed to result in a 5% reduction in government spending on pharmaceuticals (beginning in 2021).
· Cost savings related to DRGs (component 1). The adoption of DRGs is expected to contain future expenditure growth in government health spending on hospitals by 0.4% (baseline scenario) starting upon the completion of the project (2022). 

[bookmark: _Ref494381417]Table 1. Key inputs and assumptions used for the cost-benefit analysis
	Key Inputs
	Baseline Scenario Assumptions
	Sensitivity Analysis

	
	
	Low scenario
	High Scenario

	Monetary value of DALY
	1 x GDP per capita
	1 x GDP per capita
	3 x GDP per capita

	Discount rate of the monetary value of future health benefits
	3%
	5%
	3%


	Basic discount rate
	4.5% (1.5% inflation; 3% time value of money)
	4.5%
	6.5%

	Benefits of interventions in terms of DALYs averted
	Improved access to PHC: up to 0.1% reduction in in 50% of DALYs related to NCDs

Improved quality of care: up to 0.05% reduction in 50% of DALYs related to NCDs
	Improved access to PHC: up to 0.1% reduction in in 50% of DALYs related to NCDs

Improved quality of care: up to 0.05% reduction in 50% of DALYs related to NCDs
	Improved access to PHC: up to 0.1% reduction in in 50% of DALYs related to NCDs

Improved quality of care: up to 0.05% reduction in 50% of DALYs related to NCDs

	Pharmaceutical savings from Component 1
	5% reduction in government spending on pharmaceuticals starting in 2021

	2% reduction in government spending on pharmaceuticals starting in 2021

	7% reduction in government spending on pharmaceuticals starting in 2021


	Costs savings due to DRGs (Component 1)
	0.4% reduction in government spending on hospitals (beginning in 2022)
	0.2% reduction in government spending on hospitals (beginning in 2022)
	0.6% reduction in government spending on hospitals (beginning in 2022)



[bookmark: _GoBack]Figure 1 shows the number of DALYs averted per year between 2018 and 2032 under the baseline scenario. 
[bookmark: _Ref494381754]Figure 1. Estimated disability adjusted life years (DALYs) averted under the baseline scenario


Table 2 presents the results of the economic analysis. Under the baseline scenario, the benefit cost ratio (BCR) is 2.5; internal rate of return (IRR) is 20%, and the net present value (NPV) of the project is $47.6 million. The returns of component 1 alone are substantial: BCR of 16.1, IRR of 55%, and NPV of $27 million under the baseline scenario. Even under the low scenario, the project demonstrates a significant development impact: BCR of 2.11, IRR of 16%, and NPV of $35.5 million. It is important to note that there is large uncertainty in these values given the lack of detailed indicators/interventions of the project. Our assumptions, however, for the potential reductions in DALYs and government spending (due to DRGs and pharmaceutical policies), were quite conservative.
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	Baseline Scenario
	Low Scenario
	High Scenario

	Overall Project
	Benefit cost ratio (BCR)
	2.49
	2.11
	7.86

	
	Internal rate of return (IRR)
	20%
	16%
	68%

	
	Net present value (NPV)
	 $   47,597,859
	 $ 35,484,020 
	 $ 208,186,889 

	Component 1
	Benefit cost ratio (BCR)
	16.13
	7.43
	23.56

	
	Internal rate of return (IRR)
	55%
	33%
	67%

	
	Net present value (NPV)
	 $   26,946,719 
	 $ 10,983,246
	 $   32,871,148 




Annex 1: Draft budget for the potential project on Improving Quality and Efficiency of the Health System in Georgia
	Components and subcomponents 
	Procurement categories
	Estimated budget (USD)
	Percentage 

	Component 1: Strengthening health financing under UHC
	
	2,950,000
	100%

	Sub-component 1.1: Develop and implement evidence-based long-term health financing strategy
Sub-component 1.2: Implement holistic payment system reform that includes both hospitals and primary care providers
Sub-component 1.3: Strengthen strategic purchasing capacity of the SSA
	FTA and LTA
· DRG – 1 FTA and 3 LTA
· Pharma policy and pricing strategy – FTA and 1 LTA
· SSA – 1 FTA and 2 LTA
	2,025,000

	69%

	
	Trainings
	300,000
	10%

	
	Investment in hardware and software to upgrade SSA IT infrastructure
	500,000 
	17%

	
	License for DRG (25,000 per year for 5 years)
	125,000 
	4%

	Component 2: Strengthening structure and quality of the health service delivery system 
	
	11,920,000
	100%

	Sub-component 1.1: Strengthen primary and secondary health care, public health 
Sub-component 1.2: Improve quality of care
Sub-component 1.3: Improve medical education, including CME and life-long learning and provider recertification  
	FTA (6) and LTA (15)

	2,700,000
	23%

	
	Infrastructure (build and equip 130 PHC facilities)
130 facilities per $60,000
	7,800,000
	65%

	
	Trainings (PHC and quality, using telehealth solutions)
	620,000 
	5%

	
	Hardware and software (e.g. registry for the medical and nursing personnel, on quality indicator and ranking system, etc)
	800,000
	7%

	Component 3: Strengthening health financing under UHC 
	
	2,100,000
	100%

	Sub-component 1.1: Strengthen regulatory and analytic capacity of MOH, including development and institutionalization of the Health Technology Assessment 
Sub-component 1.2: Expanding and institutionalizing e-health solutions
Sub-component 1.3: Rationalize laboratories of communicable diseases 
	FTA and LTA
3 FTA and 7 LTA 
	1,320,000

	63%

	
	Trainings 
	200,000  
	9%

	
	Software and hardware
	580,000
	28%

	Component 4: Project implementation
	
	 1,030,000

	100%

	TOTAL
	
	18,000,000
	



Estimated Budget per Categories 
	Category
	Estimated budget
	Percentage

	TA
	               6,045,000 
	34

	Trainings 
	               1,120,000 
	6

	Software and hardware
	               1,880,000 
	10

	License(s)
	                  125,000 
	1

	Infrastructure
	               7,800,000 
	43

	Implementation
	               1,030,000 
	6

	TOTAL 
	             18,000,000 
	100



FTA – Foreign Technical Assistance, USD $25.000 per person per month; full time for the first year, with decreasing onsite involvement 30% for second year, 10% third year and 5% onwards.
LTA – Local Technical Assistance, USD $2.500 per person per month, full time for the whole project cycle
SSA – Social Service Agency
DRG – Diagnosis Related Groups
PHC –Primary Health Care
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