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	GDP
	Gross Domestic Product

	HBF
	Health benefit package

	MOLHSA
	Ministry of Labour, Health and Social Affairs

	OOP
	Out of pocket (payments)

	PHC
	Primary health care

	SP
	Strategic purchasing 

	SRAMA
	State Regulation Agency of Medical Activities

	SSA
	Social Services Agency

	SWOT
	Strengths, Weaknesses, Opportunities, and Threats

	UHC
	Universal Health Coverage




1. [bookmark: _Toc516065928]Background 
Since 2013, Georgia has been making significant improvements in health financing policy by extending population entitlement to publicly financed health care and gradually increasing public funding of the health system. The Social Services Agency (SSA) acts as a single purchasing agency for the health sector and with this approach Georgia follows European and global best practices. As a result, the evidence shows that these reforms have led to progress in meeting the goals of universal health coverage; they have increased access to health services and improved financial protection in areas targeted for expanded coverage.

Since 2013, the Ministry of Labour, Health and Social Affairs of Georgia (MOLHSA) has introduced new systems and methods to manage the flow of funds to providers.  MOLHSA also has introduced several reforms to strengthen the capacity of the SSA to be more strategic in purchasing health care for the population. Remarkable progress has been made so far, but more can be done. Strategic purchasing can enable Georgia’s health system to make the best use of available resources to move towards universal health coverage (UHC) within financial constraints. Strategic purchasing is a complex function where institutional and multiple operational aspects play an important role. 

This strategy aims to move from passive to active purchasing which means, the purchaser:
· drawing on information about the health care needs of the population for which it is responsible and aligning the availability of services to these needs (volume of care according to key medical specialties, different levels of care, geographical distribution, distribution according to service providers)
· planning of services according to needs, prospective planning considering long-term needs
· contracting with selected providers who agree to comply with access and quality standards and utilisation controls and are willing to accept specified payment mechanisms and payment rates and to provide information for monitoring purposes
· using its financial power (leverage) to influence the behaviour of providers to be efficient and deliver quality services, particularly through linking provider payment to information on performance, carefully monitoring provider performance and taking action when performance is poor
· using modern payment mechanisms and incentive systems
· design of HBP considering dynamics in need, provision of services and considering financial limitations

Explicit strategy with clearly defined goals and priority activities will be a basis to establish clear institutional roles and relationships and helps to identify who has the authority for which activity and is accountable for implementing them. 

2. [bookmark: _Toc516065929][bookmark: _Toc515375549]Country context
This chapter provides a critical assessment about the key environmental and health sector aspects that should be taken into account in strengthening strategic purchasing in Georgian health system. In addition, the analytical assessment of the SSA’s organisational capacity from the strategic purchasing perspective is provided. Finally, external and internal environment assessment of the feasibility of strategic purchasing is combined together to the SWOT analyses.

[bookmark: _Toc516065930]2.1 Environmental factors 
Numerous factors determine and affect the environment of strategic purchasing, which should be identified, understood and analysed during the strategy development process[footnoteRef:2].  [2:  PEST analyses was used to assess the dynamics and developments in political, economic, social and technological areas of Georgian society over the next 3-4 years period that may affect the strategy and understanding these helps to be in a better position to plan an effective strategy. Official data sources were used where available to describe the situation.] 


Political. Overall, Georgian Government’s orientation on the social state establishes favourable environment for moving towards UHC. Similarly, the Georgian Healthcare System State Concept 
2014-2020 “Universal Healthcare and Quality Management for Protection of Patient Rights” acknowledges importance of moving towards the UHC. Georgia’s heavy reliance on private sector and favourable environment for competition have a strong influence on overall health sector and require sound regulative and governance structure and capacity to assure compliance to the legislation and wise steering of the system to assure its good performance. General aim for transparency and low risk of corruption builds supportive environment for the strategic purchasing.

Economic. In 2017 the economic environment was more positive than indicated by forecasts, GDP growth increased to 5% from 2.8% in 2016. Also, Georgia’s growth outlook over the medium term is positive, the growth is envisaged to reach to 5% by 2020. Unemployment and poverty has decreasing trend, unemployment rate is about 12% and share of population under absolute poverty line is 21.3%. Inflation is expected to be modest, around 3% by end of 2018, while the current account deficit will reduce below 9% of GDP by 2020.The fiscal deficit of the general government will be gradually reduced to 3.0% of GDP by 2020. Government is committed to consolidate public sector spending from 24.5% of GDP in 2017 to 23% in 2020. Part of that is expected to be achieved by streamlining of subsidies, and a more efficient social safety net. Though, over the years social expenditures have been prioritized and protected if budget is in deficit, meanwhile at budget surplus additional allocations have been made and there is hope for this practice to continue in the future.  

Social. Georgian population is aging. According to the United Nations forecast, the share of people of 65 years and older will reach 18,9% in 2030 and 25.3% by 2050. A demographic change put additional pressure to the public expenditures and increases the need to transform the whole social sector, including health care, to better respond to the increasing needs and re-profiling the health benefit package and putting more focus on preventive services, rehabilitation and long term care. Expectation that middle class will increase and with that population’s ability to pay for the private health care premiums, has not been happening which urges the need to strengthen publicly funded health care system. In parallel, the increasing level of education might have positive impact on lifestyle choices and health outcomes which also may urge the need to refocus the health system to prioritize quality of life. 

Technological. Emerging new technologies put additional pressure to the health care budget in short run, while making evidence informed cost-efficient choices could be a good investment to the health of Georgian people. Moreover, new technologies, if used wisely, could enable care transition from the costlier settings (inpatient) to the less costly ones (outpatient, patient homes). Additionally, use of modern information technology gives wide opportunities to simplify system administration, optimize data management and increase overall transparency, not to mention IT’s enabling role in health care delivery.

[bookmark: _Toc516065931]2.2 Health sector context
Following chapter provides overview of the key elements and the functioning of the health care organization to better understand where and how strategic purchasing may support development of health sector, but also to indicate areas of higher priority to intervene.

Public health care financing. Implementation of the UHC Program has been accompanied with substantial increases in government budget allocations for health. During that period government health expenditure has been increasing from 365 million GEL in 2012 to 1102 million GEL in 2017 (per capita government health expenditure increased from 121 GEL in 2012 to 298 GEL in 2017). As a result, the government expenditure on health as share of GDP has been increasing from 2.1% in 2012 to 3.0% in 2017 being still low in European context (7% in EU Region).  In 2017, health spending represented 8.6% of government expenditures compared to 8.4% in in 2012. The Basic Direction and Data document (BDD) states that government health expenditure is planned to increase by 5-8% in 2018-2022, while at the same period the state budget growth is expected to be 7% annually (GDP real growth rate – 5.3% in 2018-2022). Thus, one could expect that the government health spending as share of state budget will increase in the near future. 

Out of pocket spending. OOP spending has declined substantially since the introduction of the UHC program, it was accounted for 55.6% (declined from 69.1% in 2013) of total health spending in 2016. Dominant source of OOP spending is medicines accounting 63% of total OOP spending in 2016. In 2017, average inflation rate was 6.7% while medical sector specific inflation rate was 8.1%, being highest for drugs and medical devices (15.0%) and out-patient services (6.6%).  Lack of price regulation for pharmaceuticals make combating high OOP spending challenging. However, informal payments constitute only very small share of OOP expenditures which gives better position to control patient cost sharing. 

Population coverage. The UHC program covers almost 90% of the population in 2017, with the remaining share of the population covered by other schemes (e.g. military medical insurance, corporate or individual private insurance). In May 2017 the government introduced stratification of beneficiaries by income groups under the UHC program resulting in the reduction of benefits for some population groups. The actual impact of OOP expenditure and financial risk protection of these changes needs careful monitoring.  According to the HUES 2017, the overall satisfaction of beneficiaries is high. 

Provider network. Health care providers are dominantly privately owned (e.g. only 14% of hospitals are in the public ownership). 

Primary health care (PHC) is expected to be the first contact of care in Georgia. There are two state programs for PHC services: rural doctor state program for rural regions and UHC planned ambulatory care program for urban areas. PHC services are available free of charge for the whole population in urban and rural areas under the UHC and rural doctor state programs. Overall, per capita visits in PHC facilities are rising (from 2.1 in 2012 to 4.0 in 2016). PHC doctors have not been taking an active role in patient care coordination. In 2018, the SSA has started the re-registration of patients to tackle that challenge. Also, gaps in Continue Medical Education system of family doctors and nurse’s feeds into the low capacity of PHC.  Particularly challenging is the situation in rural areas where in some cases PHC facilities need renovation and rebuilding. Aging of doctors is a threat for sustainability as 80% of doctors and nurses are older than 50 years of age in rural areas and there are no incentives for younger generation to move to work there. 

Specialised ambulatory care is financed under UHC planned ambulatory care component by capitation payment accompanied with patient cost sharing for some beneficiary groups who are expected to cover 30% of providers’ price. UHC program covers visits to 8 specialists (endocrinologist, ophthalmologist, cardiology, neurologist, oto-rhino-laryngologist, gynaecologist, urologist, and general surgeon) by family doctor’s or rural doctor's referral. Sometime, for rural population it is challenge to get specialized services due to the complexity of administration. 

Hospitalization rates have seen a steady increase from 11.3 in 2012 to 13.3 per 100 populations in 2016, which largely is explained by the introduction of UHC program, which offered coverage to a vast number of people in Georgia who were previously uninsured. The average length of stay is 5.0 days. Number of hospitals is increasing every year, hospital beds per 100 000 population was 372.1 in 2016 but bed occupancy rate is low – 52%. Public spending on health is allocated largely to curative care services provided at hospitals. For patients, hospitals are easy to access and source of wide scope of care with limited cost sharing, e.g. emergency cases are free of charge and medicines are free in the hospital. 

Pharmaceuticals. Prescribed medicines expenditures account about 36% of total expenses on health (OECD average: 17%; middle income country average: 20-30%), OOP expenditure on prescribed drugs is 62% of total OOP. There is no regulation of drug prices, only under the vertical and additional drug benefit programs the SSA buys medicines on a tender basis. Medicines are provided free of charge to patients through UHC and vertical programs and for inpatient use. The UHC Program has a very limited outpatient drug benefit under which selected groups (poor, veterans, pensioners) are eligible to 50% reimbursement with 50-200 GEL annual limit for the essential drug. In July 2017, government launched the chronic diseases (chronic cardiovascular diseases, chronic obstructive pulmonary disease, diabetes type 2 and thyroid conditions) drug program for the vulnerable population with the aim to tackle high OOP spending on drugs. The plan is to expand number of drugs and eligible beneficiary groups as well as to simplify administration in 2018.

Quality of care. Because of market liberalization, it is easy to start health care provision without basic quality standards to be met. For the participation in the vertical programs, provider must have the appropriate medical activity permission to submit to the State Regulation Agency of Medical Activities (SRAMA). Still, most general hospitals operate with fewer than 30-25 beds in the regions with low bed occupancy rate. The SRAMA is responsible to check the cases of the last 5 years according requirements of state program, among them, where is needed, to compare the standards/protocols of treatment under UHC and other vertical programs. However, there is a lack of set of indicators and other quality control instruments to monitor quality of care. Also, there are no mechanisms to financially reward good performance. The providers have to submit the claims before the 15th day of the month following the reporting month and the SSA will reimburse of cost of services within a period of 3 months after inspection of the reporting documents. The SSA has a right to control if the submitted claims are justified and to use penalties, e.g. in 2017 the penalty amounted to 4 million GEL. Although, there are some good initiatives. For example, in 2017, two stages of monitoring were launched to assess the functioning of the infection control system in inpatient medical institutions. Also, the SSA has a complaints registration system for the beneficiaries and approximately 5-6 complaints are registered daily.

Contracting and payment methods. Governmental decree on UHC is considered to fulfil the function of the contract between the SSA and provider. However, this mechanism does not allow provider level negotiations and development of the solid SSA-provider relationship. In total, SSA has multiple contracts (vertical programs + UHC sub-programs) with one provider under vertical and UHC programs. Thus, introduction of solid contracting mechanisms could give an interface for development for a regular communication and negotiations between the SSA and providers. From March 2017, selective contracting for delivery and C-section was implemented in bigger urban centres. The plan is to expand these principles to other clinical areas, e.g. cardio surgery. 

Two separate PHC programs with different administrative and payment rules may be at a potential risk for fragmentation of the PHC system and fades coordination between two programs inside the SSA. Primary care providers in urban areas are paid a fixed capitation. Rural doctors receive salary-based payment from which they have to cover incurrent costs. In addition, some PHC centres (high mountainous, small populated areas near the border areas) receive special fund to serve patients. There are no performance related payments for PHC providers, some initiatives to develop the indicators are ongoing. However, the challenge is the availability of data as SSA collects currently only minimal data from the PHC level (urban PHC and rural doctors) which complicates any kind of performance monitoring. 

Payment for hospital care is mostly case-based (complex system with vast amount of different combination of diagnosis and procedure codes) and payment rules vary depending on provider characteristics and type of care. The general rule is that if provider participated in medical insurance program for the poor (MIP), the SSA tariff would not exceed the price paid under MIP by 10%. However, new providers can submit their own prices, which have led some legal entities to close and open as a new entity in order to charge a higher price. There are two categories of emergency care – urgent and non-urgent, as well as a separate category, critical and intensive care, the tariffs for which are calculated differently. Overall, current payment system for hospitals is very detailed and complex with different tariff-setting and co-payment rules for different types of hospital care resulting in increase of administrative costs for providers and SSA. Tariff setting is provider driven and the SSA has limited control over the tariffs (e.g. different tariffs for the same service by providers). In addition, this complex system is very difficult for the patient to navigate.
[bookmark: _Toc516065932]2.3 SSA’s organizational capacity
Current chapter[footnoteRef:3] provides brief assessment by using the McKinsey 7S methodology (textbox 1) to the organizational capacity and governance arrangements of the SSA in terms of its ability to be an effective and accountable agency for strategic purchasing[footnoteRef:4].  [3:  This chapter bases on Technical Report “Assessment of SSA Organizational Capacity and Governance to Introduce Strategic Purchasing” (March 2018) by the WHO Barcelona Office for Health Systems Strengthening Division of Health Systems and Public Health under UHC Partnership in Georgia ]  [4:  Assessment covers only that part of the SSA functions, which is dealing with purchasing of health services and management of relations with health service providers and beneficiaries. But also key support units of the SSA, like Information Technology and Human Resource Management, to understand organizational support and capacity to handle development of internal resources of the SSA. ] 


Textbox 1
McKinsey 7S methodology is widely used for organisational analysis. It gives well-structured assessment throughout all major categories of an organizational capacity and performance: 
Strategy – critical assessment and relevance of strategy, linking strategy and operational management 
Systems – the efficiency of management systems in place, relevance and impact of management systems to organizational performance, core and support processes management, corporate governance system
Structure – organizational set-up principles, organization of work and teams, structural alignment around the strategy, structural efficiency
Staff – availability, HR management and development principles, efficiency of human resource management, motivation of people
Skills – conformance of strategic  challenges  and  competency of staff, the system to identify and manage staff development and training needs 
Style – leadership and management style, teambuilding
Shared values – what are shared values of the organization and are they followed


Strategy. SSA is a legal entity under the public law subordinated to the MOLHSA. The aim of the SSA is to implement and support realization of the state policy in the fields of the labour, health and social security. The statute defines a list of operational responsibilities for the SSA, including execution of national programs. However, statute does not mention that the SSA has own organizational strategy or has relation with any other national strategy. The MOLHSA is expected to define the strategy and national health policy. Excising strategic documents[footnoteRef:5] are policy level broad concept papers and have narrative nature for measurable targets that SSA should achieve. Despite lack of clearly defined and written strategic guidelines, political will in Georgia and its leading public institutions like the MOLHSA and the SSA have successfully introduced reforms, including the UHC program. However, once health care related developments get more sophisticated and systems advanced, more careful planning of new initiatives and systematic execution of strategy is needed.  [5:  “Universal Healthcare and Quality Management for Protection of Patient Rights” (GoG decree N724, 26.12.2014);” Vision for Developing the Healthcare System in Georgia by 2030” prepared by the Healthcare and Social Issues Committee of the Parliament of Georgia.] 

 
Structure. The overall set-up of the SSA as an organization is a traditional vertical organization with distribution of core functional segments and support units. Three core functional segments in the SSA – labour, health and social affairs – are subordinated to the Director of the SSA. Two out of these three segments, the labour and social affairs, have Deputy Directors to lead the segment, while the health segment has no Deputy Director at a moment and is managed directly by the Director of the SSA. Despite very broad mandate of the SSA, there is overall acceptance that establishing separate health services purchasing agency is not realistic due to the Government’s policy to optimize the public sector. Director of the SSA is also Deputy Minister of the MOLHSA, what potentially creates conflict of roles being at the same time in a position of “with one hand making policies” and “with another hand executing these policies”. Internally the responsibilities of Deputy Ministers have been distributed in a way to avoid potential conflicts, however the view that combining policymaking and executing roles in one position is not sustainable solution. 

The structure of health care related functions in the SSA is built into two major functional pillars – Department of Universal Health Care and Department of Health Care Programs. The units within the pillars and their relations between the pillars support traditional “silo” effect where mono-profile functions overdrive the cooperation need within the pillar and between the pillars. The challenge is to overcome this fragmentation of structure and to provide higher level of integration of health care functions. The process of integrating vertical programs into the universal health care program has started, but there are only few examples where the integration can be noticed. IT Department is crucial to establish strong strategic purchasing function in the SSA. IT Department provides mostly in-house development of programs, databases and the infrastructure. Flexible staffing policy (temporary contracts, higher salaries) shows SSA’s ability to overcome rigid public-sector rules if it is necessary to achieve better outcomes. IT Department is also responsible to provide support for in-house analytical work which is a growing challenge as it is more and more difficult to cover different analytical needs of core functions requiring higher flexibility and non-standardized analytics in a tight time constraint. Also, there is potential to increase the administrative efficiency by reducing the duplications of functions in regional and central levels of the SSA. In the future, routine character operations (e.g. handling of patient applications for planned surgery) could be at the regional level and central units should provide more system development and process management support.

Systems. Planning and reporting function in the SSA has many opportunities to develop to achieve its full potential. Even key priorities are discussed and agreed with the MOLHSA, the more operational goal and priority setting internally is weak letting ad hoc principle to dominate.  Also, coordination between different units is non-systematic. Reporting covers mostly execution of the budget and is arranged quarterly. Current reporting does not provide regular standardized feedback and analyses of key areas like UHC and state programs to key stakeholders and decision makers, neither used internally to reflect the performance and achievements and as an internal learning opportunity. Meetings have usually a nature of information sharing and discussion of a specific topic, minutes of the meeting are not usually recorded with appropriate decisions and follow-up need. Decision making nature is traditionally vertical top-down.  

The SSA has no formal governing system and practice in place being directly subordinated to the MOLHSA and regular oversight after the SSA performance is done by the ministry. Considering the scope and potential impact of strategic purchasing to the health care sector and society in general, more formal and operational governance practices would be needed to secure execution of strategic directions by the SSA and oversight after the SSA’s performance as well. There is a growing need for a broader stakeholder engagement than MOLHSA only. 

Processes and quality management system in the SSA bases mostly on different normative acts, sometimes very detailed and highly regulative. However, the holistic view on how processes and performance are organized is missing from the beneficiaries and providers perspective. Traditional process management by defining responsible “owners”, defining measurable process indicators when applicable and regular monitoring of performance would be opportunities to improve the SSA’s management system 

Staff. The biggest challenge for the SSA in human resources management is the high turnover of staff. Overall, people in the SSA are very enthusiastic and motivated. They have also great expectations towards introduction of strategic purchasing, although the knowledge about it is rather vague.

Skills. Lack of strategy makes more systematic competency development very challenging as defining the staff skills should base on the needs assessment originating from the strategy and organizational development plans. Having explicit strategy would enable to define key competencies (driven from strategic purchasing framework) and to build step by step system to strengthen staff skills. Also, balancing organizational and personal commitments to develop competencies is an issue as the role of an organization is to provide supportive environment and opportunities, but each person should take responsibility over his or her own development.  

Style. There are no universal features of good management style, in different development stages organizations may need different management style as well. The SSA has been managed with authority and confidence but certainly not autocratically. People opinion has been asked and taken into account, however decisions are made by management staff formally.  

Shared Values. Shared values comprise ultimate beliefs of an organization to follow when they develop or deliver services/functions under responsibility area, even if there are difficult times. There are some commonly shared non-explicit values that may hamper organizational development. First, seeing the SSA as an “executive body”. This attitude supports being reactive rather than proactive in organizational development. Second, “cost containment” drives the SSA activities. Prudent use of funds is always desirable, particularly if public funds are used. Cost containment should be seen as an operational constraint; it does not provide value added and may even undermine efficiency and other aspects of performance. Third, common issues and alignment around that seems to be a challenge. More integration, less “silos” and more alignment around the core “business” is an opportunity to boost organization’s ability to develop. In a given situation, defining the core values for the SSA health care pillar may have a long-term and sustainable effect if followed in real life. The role of the SSA should be strengthened as the health care sector needs SSA’s leadership to improve its performance to attain UHC goals. Also, the SSA identity has to be defined and strengthened.  

[bookmark: _Toc516065933]2.4 SWOT 
SWOT analyses (Table 1) summarizes above described environmental assessment, diagnostics of the health care sector and assessment of the SSA organization from the strategic purchasing perspective. SWOT helps to create focus on key weaknesses of current situation and main opportunities to be used in introducing strategic purchasing concept.
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Table 1. SWOT analysis for the strategic purchasing strategy in Georgia
	STRENGTHS
	WEAKNESSES

	· Mature organization with regional infrastructure
· Experience of organizing state procurement/tenders (drugs, supplies)
· Single pooling of funds, consolidation of multiple financial sources
· Comprehensive IT system, data availability
· In-house capacity to develop and upgrade IT system, applications
· Leadership and enthusiasm of executive team

	· Lacking organizational strategy
· Clarity of responsibilities and roles of MoLHSA and SSA 
· Fragmented structure, not aligned around the UHC 
· , High staff turnover in certain areas/departments
· Key elements of SP need to be strengthened[footnoteRef:6].  [6:  SP includes the following mechanisms:
needs assessment of population health needs, needs for purchasing health care services (volume of care according to key medical specialties, different levels of care, geographical distribution, distribution according to service providers) 
planning of services according to needs, prospective planning considering long-term needs
contracting system, selective contracting, monitoring and feedback of contracting performance 
payment mechanisms and incentive systems
design of HBP considering dynamics in need, provision of services and considering financial limitations] 

· Lack of coordination between departments, operational communication
· Data available about health services has limited value for use, limited value for analyses and supporting decision making, quality of data is an issue 
· Renewal and development of IT hardware

	OPPORTUNITIES
	THREATS

	· Health care market needs more and better regulation:
· Entry to health care market, accreditation 
· Roles and responsibilities of stakeholders (purchaser, provider, regulator) 
· Clarity of payment regulation, increasing purchasing power of SSA
· Strengthening PHC to provide better quality service to lower avoidable hospitalization 
· Integration of rural and UHC PHC programs?
· Integrating with other outpatient care?
· Building capacity of PHC to provide quality service (staff qualification, essential equipment and facilities)
· Optimising referral system to provide gate-keeping function
· Consolidation, optimization and re-organization of hospital network
· Raising awareness of beneficiaries
· Raising awareness of medical professionals and provider
	· Increase of cost and prices for services and drugs
· Too easy entry to market may drive towards too high provider capacity and fragmentation of small providers
· Monopolistic providers may put a pressure on SP
· Resistance of service providers to launch strategic purchasing



