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Economic Quantification Strategies For Considering Returns On Investment
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Introduction

During a period between the Spring of 2003 and the Spring of 2005, the Federal Office of Rural Health Policy (ORHP), as part of its ongoing effort to support State Offices of Rural Health (SORHs
), sponsored a project in conjunction with the Virginia Office of Health Policy and Planning (OHPP) to identify approaches for economically quantifying the benefits of SORH programs in terms of economic Return-On-Investment (ROI).  This study built on a similar study, completed by ORHP and the Pennsylvania Office of Rural Health in the fall of 2001, which resulted in the development of the basic quantification model.

This paper discusses strategies and a methodology for economically quantifying the impact of many State Office of Rural Health (SORH) Programs.  Using this approach, SORHs can:
1) Measure and demonstrate the direct and indirect economic impacts of major programs and other initiatives on community, regional, or state economies

2) Calculate and demonstrate the economic ROI of SORH funds

3) Add quantitative economic value factors to other measures or evaluations of an Office’s performance

4) Demonstrate that a) the economic returns to a state from investing in a SORH are almost always a significant multiple of state tax revenue investments and b) that SORHs can be small economic engines for both rural communities and states. 
Suggested Usage for Economic Return Information

Several specific applications of the analyses have been identified during the discussion with project participants.  These include:

· To support the presentation of SORH budget request, program evaluations, and funding rationale within State and Federal executive departments and with state legislatures and Congress;
· In advocacy for additional staff, to override hiring freezes, or to prevent staff cuts;
· To educate new legislators, and state executive branch leadership, as well as their staffs, especially in states with term limits and turnover of SORH program supporters;
· In presenting to legislators the value of rural programs and the broad economic impacts related to rural program investments; 
· In presenting new ideas for expanded program initiatives (e.g., by SORHs using examples of achievements and ROI from their own and other states);
· To broaden dialogue with other organizations and agencies, e.g., those that are involved with local or state, economic development such as State Rural Development Councils, Hospital and Medical Associations, Primary Care Associations, Offices of Primary Care;
· To argue for more constructive availability of “matching” funds flowing into the SORH (to hire staff and develop/implement programs), rather than “match” funds that do not support the development of the SORH’s staffing and infrastructure;
· In support of arguments for State and Federal policy changes or new legislative initiatives that would enhance rural programs;
· To support ORHP’s policy and program compliance with the Federal Government Performance Review Act (GPRA);
· In discussions with local communities to catalyze participation and support for local investments, including local tax initiatives and bond guarantees;
· In university settings to sustain “college or department” support;
· In 501 (c)(3) SORHs as a component of proposals to states for line-item contributions to the State Offices;
· With grant-giving organizations (e.g., private foundations) in search of broader SORH support;
· In support of State and Federal rural health caucuses members;
· In support of ORHP program implementation and reauthorization, e.g. Critical Access Hospital Program (CAH), other FLEX program initiatives, and the development of networks, and outreach initiatives;
· In support of improved outcome evaluation and evidence-based decision making; and,
· To support the professional development of SORH directors and staff.

Project Description

The Virginia Office of Health Policy and Planning was the grant recipient for this project grant, and provided matching funding.  Rene-Cabral Daniels, the Office Director, was the Project Director.  Lisa Davis, Director of the Pennsylvania Office of Rural Health, was the Project Director for the original 2001 project.  Jonathan Sprague, President of Rocky Coast Consulting, was the principal consultant for both projects.

Goals and Process
The primary goal of the current study was to enhance the design and utility of a flexible model that can assist State Offices of Rural Health and ORHP in economically quantifying their accomplishments and in telling associated stories.  The secondary goal was to create a useful tool for the Virginia OHPP.  

Specific approaches used to conduct this analysis included:

· A Virginia-specific assessment of the applicability of the model and the creation of a summary of Virginia examples
· A review of input received in 2002 as a component of grant requests submitted by SORHs for Federal SORH funding and the abstracting of some of these examples.  (Multiple examples of economic return on investment were submitted using the 2001 model.)
· A review of current attitudes regarding the slow adoption of the quantification approach and the current utility of such a model (as expressed in interviews by several SORH directors)
· Identification of additional examples by some State Offices.
Guide to the Project Summary and the Full Report

The following summary addresses the positive and negative findings of the study and the most pertinent observations.  It also briefly presents the basic ROI model and the “Application Templates” to which it has been applied, as well as the supporting rationale and the guidelines for their use.

The full project report is a new edition of the 2001 study. The revised version adds additional examples and commentary resulting from the more recent assessment and refines, corrects, or restates many of the original findings and recommendations.  The full report addresses:

· The Basis, Goals, and Approach of the Study 

· The Results (as summarized as below, but in more detail) 

· The Core Model, Application Templates, and their relationships to Federal expectations of State Offices of Rural Health
· Technical Notes that address definitions of the methodology’s input factors, including definitional challenges and cautions
· Technical Notes and examples for each Application Template
· Suggestions for use of the methodology and some important caveats.
Results of the Study

Some Positive Findings and Results
The study resulted in the fine-tuning of the 2001 economic impact model and its associated application templates and the population of the sample templates with Virginia-specific and other state-specific examples.

The 2001 study and associated model, with current refinements, generally stand up to the test of the last four years.  The rational for ROI analysis, the logic and utility of the model, and importantly the explanations of limitations placed on the applications, remain valid and timely; although, they have been expanded on and strengthened.
When judiciously applied, the model and templates can provide credible logic trails, with plausible, defensible, economic results that also meet a common sense test.  In most cases, when the model is applied substantial economic return can be demonstrated and the “ROI” on the application of funding by SORHs can be clearly and convincingly demonstrated. The model is sufficiently flexible to accommodate the variability of the State Offices and recognizes the variability in the utility of the information and in the practical realities of limited databases. It continues to suggest straightforward, flexible approaches for advancing both Federal and State understanding of SORH programs.

Many potential “users” of this model still believe in its ultimate value, even while they may not be actively using this tool.  Several expressed a greater need for this tool than in the past. Nonetheless, among SORH Directors, a wide diversity of opinion exists regarding the utility of economic information and the probable “return” on associated investments of SORHs’ time and money.  

Some of the Challenges to Using the Economic Quantification Models
One of the purposes of the 2001 study was to demonstrate that economic return analysis would provide such significant value that SORHs would choose to voluntarily embrace and increasingly use this tool. This has clearly not happened.  During the application of the model in Virginia and in conversations with SORH Directors and staff, several highly variable reasons for not embracing this approach have been identified.  In most cases the reasons do not stand alone, but rather compound one another.  While the current study does not resolve all of these barriers to implementation it does address many of these points.  Barriers to adoption include the following:

· A lack of motivation in the State Offices; with too many, higher priority, operational demands and insufficient sense of immediate value (Note: this is the most significant reason that applies to individual program staff as well as Directors.)

· A corollary absence of significant pressure from external parties to justify economic returns (Note: this sometimes is a reflection of not knowing what to ask for or even considering that economic returns can be factored into the presentation of a SORH’s program results.)

· In many states, the lack of relevance of consideration of economic return, as an adjunct to rational decision-making, in the face of political decision-making (e.g., “This type of thinking just does not come into play.”)

· A continuing discomfort in working with economic quantification techniques, difficulties in embracing the concept of causality, and reticence of SORHs to “claim credit” in environments where collaboration is encouraged

· The complexity of the model and the time required to understand and apply it

· The underdevelopment of the concept by ORHP, a lack of any “requirement” to use economic ROI quantification for any ORHP related programs (e.g., the SORH, Outreach, Network, Small Hospital Improvement, or FLEX grants or any associated evaluation programs—most specifically the FLEX evaluation) and the absence of timely feedback on the 2001 submission of state-specific examples submitted with the 2002 SORH grant applications

· The inaction of ORHP or NOSORH to “keep a fire” under this topic (Note: the general lack of external demand for such information but also note the need for leadership on this point.)
· Insufficient clarity of the methodology and insufficient availability of guiding examples

· Difficulty in obtaining the data necessary to “run” the model

· Some general lack of awareness among SORH Directors (particularly new Directors) that the ROI model even exists. 
(Note: the presentation of the model, its timely discussion, and ORHP follow-up were somewhat lost among other fall of 2001 events—including the Secretary’s Rural Initiative. The cited barriers were further compounded by subsequent turnover among SORH Directors and staff as well as ORHP staff.)

The Core Model

The Core Quantification Model interrelates several steps.  First, the economic gain resulting from a SORH initiative is identified.  It is then multiplied by the estimated percentage of the results that may be attributable to a State Office’s actions (the causality factor).  An economic multiplier is then applied to estimate the more comprehensive economic impacts that will be experienced at a county, service area, or state level.
  The resulting economic impact, the “numerator,” is then divided by the State Office’s cost associated with achieving this gain. 

The primary resulting measurement is “Return on Investment” expressed as the ratio of dollars of economic gain per one dollar of SORH resources invested.  The Model provides examples for differentiating between the investment of state funds (e.g., taxes or general revenue sources) and non-State funds (e.g., Federal or grant sources.)  Limited examples reflect “net” economic gain as well as ROI.  The following equation expresses the Core Model and these calculations.
	(Economic Gain ($) X Results Attributed to SORH Action (%) X Economic Multiplier   = ROI

State Office Cost ($)

ROI = Gain in dollars/$1 of SORH Cost




A Simple Example

A SORH works very actively with an administrator and the board of a small hospital to help the hospital achieve Critical Access Hospital status.  This in turn results in $400,000 and $600,000, first and second year gains in Medicare and Medicaid reimbursement.  The Office and the hospital believe that conversion would not have been obtained without SORH assistance, and the SORH feels that it can take 80% of the credit for the results achieved during the first two years, This translates to a dollar value attributable to the SORH’s action of $800,000 ($1,000,000 x 80%).  The full, community economic value attributable to the SORH is estimated by applying a multiplier of 1.5, for a overall economic gain of $1.2 million. (A statewide multiplier of 2.2 could have been applied to look at broader impact.)  The SORH estimates its cost of working with the hospital (staff, overhead, travel) to be $15,000.  The ROI is $1.2 million/$15,000 or  $80/$1 of the SORH’s “investment” in achieving the results.
The Application Templates

The seven original application templates were reviewed and revised to demonstrate variations of the core model.  This revision has resulted in eight versions.  State-specific examples are provided for each template, in Appendix A, and include the following:

· Template I, Grants or Other Non-grant Funding That Flows to the SORH for its Direct Use or Through the SORH to Other Organizations or Agencies

· Template II, Technical Assistance Results Attributable to SORH for Economic Gains Resulting From Funding That Goes Directly to Non-governmental Organizations

· Template III, FLEX Program/Critical Access Hospital Payment Program Impacts Associated with SORH Support

· Template IV, Examples of Education Programs and Information Clearinghouse Functions

· Template V, Economic Impacts of Recruitment and Retention Initiatives

· Template VI, Policy and Reimbursement Impacts

· Template VII, Contracts and Grants Managed

· Template VIII, Miscellaneous SORH Projects or Other Responsibilities.

Relationship of Templates to Federal “Expectations” of State Offices of Rural Health
To the extent feasible, the templates have been grouped according to Federal legislative expectations identified for SORH grant funding. Some of the activities clearly accomplish more than one Federal objective.  However, since each SORH also fulfills State expectations, as well as the Federal requirements activities do not exclusively fit the Federal categories (particularly in diversified, multi-function Offices that have the SORH functions as only part of a broader set of responsibilities).  The Federal expectations include the following: 

· Technical Assistance (core function)
· Information Clearinghouse (core function)
· Coordination of Rural Health Activities Statewide (core function)
· Support for Rural Recruitment and Retention Initiatives (supplemental function)
· Participation in Collaborative Relationships that foster State-Federal partnerships (supplemental function), and,
· Although not specifically stated in legislation, “Demonstration of Leadership That Impacts State and Federal Policy Initiatives.” 
Some Basic Observations

Utility of Return on Investment or Economic Impact Analysis Information

The utility of ROI or economic impact data varies considerably depending differences among SORHs, the intent and timing of the presentation, the person or organization to which the information is being directed, and the state where the discussions are occurring.  The need to align the use of the methodology and the discussion of results with the specific target audience is a critical issue.  For example, telling “local impact” stories (e.g., about how the SORH helped individual Critical Access Hospitals to obtain cost-based reimbursement) will be very different than telling state politicians that the SORH helped to substantially increase Medicaid spending at a time of a perceived Medicaid funding crisis. (This parameter is further discussed in the full report.)

Particularly when addressing the interest and concerns of legislators, there is a need to provide a local or regional social context and a way of helping them to explain concepts to the “guy who votes for me.”  Statements that “The SORH was able to help recruit a new internist to ABC County after a two year gap in services; greatly expanding access and reducing the need for folks (voters) to travel to the city” will be more notable then “The SORH was able to recruit a physician who had a million dollar impact on the local economy and this resulted in a 100:1 return on investment of SORH dollars.”  However, depending on the situation, the statements, when made together, can be more powerful than either statement made alone.

Similarly, voters will not understand or care about specific applications of the ROI model; but, they will understand a politician saying, “I worked with our Office of Rural Health to see that Medicare (through Critical Access Hospital designation) stopped underpaying XYZ Community Hospital (with a resulting increase of  $900,000 in Federal funds flowing) and this meant almost $2 million to the economy of Rural Hollow.  I am working with you to save jobs and save our local hospital.”  The politician can talk in broad terms; the data can back him or her up.
During the past four years, since the initial ROI study, many state budget deficits have increased and have been compounded by reductions in Federal funding transfers to States.  (This is true not only in healthcare, but in many other areas of states’ programming.)  This is likely to be an accelerating trend for the perceivable future, particularly for Medicaid payments.  In this context, the interests of states in competing for and maximizing the inflow of Federal dollars will greatly increase.  Even states like Virginia, that have historically not pursued Federal funds with consistent vigor, are shifting to a “How can we get as much from the Feds as possible?” approach.  Other states that have tried to avoid the entanglement of federal funding with state’s rights are following suit.  This attitude may lead to in increased interest in SORHs (and models for economic analysis) that are able to demonstrate that investments of some available funds can multiply the Return-On-Investment by capturing Federal dollars, which in turn multiply in the states’ economies.

Particularly in states with hiring freezes, but where leveraging investment to gain more funds clearly applies, the rationale may advance arguments for the SORHs to hire adequate staff to take advantage of these “opportunities.”   This argument for SORH staff (or at least greater external contracting flexibility) may be even more compelling when the SORH can demonstrate that it is able to use Federal dollars to leverage more Federal dollars, while minimizing the application of state-tax-generated funds.
SORHs have historically been careful in claiming credit for accomplishments in an operating environment that values cooperation and collaboration.  Nonetheless, SORHs need to lay claim to more credit to assure or to enhance their programs and their funding. One of the continuing realities of most SORH programs is the ability of several collaborating parties to share credit for the same results.  There is room for thinking in terms of an “abundance of credit,” while still showing strong ROI for the SORH.  In some cases, even a small “credit” to the SORH will show significant results.
While acquiring more Federal funds may be seen as a positive, some of the effects attributable to a SORH’s actions may increase health care spending, while arguably increasing access and improving quality.  For example, supporting the recruitment of a new provider to a rural community or supporting a CAH in its expansion of services may be facilitated by improved reimbursement and higher utilization and result in greater aggregate health care costs.   These results may cause increases in Medicaid expenditures, to the cost of other state-supported programs, and to the cost to local employers.  Taking credit for anything that increases local or state health care spending and pressure on a state’s budget can be politically risky.  Thus, a SORH must be very careful in applying the methodology and conveying the results of its actions to various audiences.

Contributions to State and Federal Program Evaluation Processes and Funding Discussions

The current, annual evaluation program for SORHs, as established by the ORHP in conjunction with the SORHs, is integrated into each year’s Federal funding applications.  Although there have been increasing quantitative measurements, this process, which is largely a self-evaluation, predominantly stresses qualitative evaluation of initiatives taken to meet program participation requirements.  SORHs are moving in the direction of more specific outcome assessment.  To date, there have been few measures of economically quantified results, no common quantifiable targets, and no required measures of economic impacts.
The ORHP continues to see the ability to identify economic rationale as fundamental to broadening and strengthening its joint dialogue with the State Offices, as well as its discussions within the Administration and with Congress.  Changing Federal budget pressures exacerbate uncertainties regarding the future funding of the SORH programs and the specific program initiatives associated with the ORHP (e.g., Rural Health Network and Rural Health Outreach grants and the Medicare Rural Hospital Flexibility Program.)  It is anticipated that these discussions will increasingly benefit from some complementary economic rationale. 

Limitations, Guidelines, and At-Your-Own-Risk Cautions
The core model has several nuances and caveats that are discussed in detail in the full report and potential users are encouraged to consider the details thoroughly.  Each template also has specific explanations and guidelines.  Although aspects of the full report are somewhat conceptually and technically complex, these parameters should be carefully reviewed.  Appropriate use of the proposed tools requires knowledgeable application.  Misuse of the model can cause loss of credibility that could be fatal to discussions being pursued.  In addition to the points cited above under “Basic Observations,” several factors need to be kept in view. 

This is Not Precision Economics

As was stated in 2001, the identified approaches are not examples of precision economics and there are several limitations.  While some input variables can be measured or derived from supportive quantitative studies, many will require estimation and subjective judgments; i.e., the direct economic impacts, the extent to which economic results can be attributed to a SORH, and a SORH’s cost of achieving the results.  While, estimates are not only useful, but necessary; they must be reasonably defensible.  Nonetheless, a good story can be told with defensible estimates.
To Measure or Not to Measure

Organizations generally take the time and allocate funds for measuring actions, resource allocations, and outcomes, when they anticipate that they are going to gain knowledge that they value.  Measurement is more likely to occur when the complexity of the data and the calculations are minimal and when the “Return On Investment” is greater than the cost.  Alternatively, organizations measure when they are mandated to do so.  As fore-noted, there is a minimal sense of a need to “invest” time in demonstrating ROI, and thus, to date not much effort has gone into the type of measurement necessary to “run” the suggested model. 

Some SORH Activities Can Be Reasonably Quantified Economically---Some Cannot

There are many functions, programs, and activities of State Offices of Rural Health that do not lend themselves to quantification and which are certainly difficult, if not impossible, to quantify in “economic” terms.  These attributes, such as leadership, facilitation of multi-organization process and dialogue, and fostering of increased awareness of rural issues most often represent the greatest values of the SORHs.   These various values will be perceived and weighted differently by individual SORHs, ORHP, state and national legislators, and communities, as well as various organizations, including hospital and medical associations, primary care organizations, rural health associations, and individual hospitals.

Access to care or improvements in health and quality of life are essential issues that are impacted by SORHs; these critical elements cannot be disregarded and at some point should be more specifically measured.  However, it was not the purpose of this study or the 2001 study to assess SORHs impacts on such issues. Rather, it was the intent to look specifically at economic indicators, which are only a slice of any evaluation of the SORHs’ value.

The Variability of State Offices of Rural Health

There is great variability among State Offices.  The ability to determine economic return on investments, the number of programs for which the model and templates will be applicable, and the ability to use the information constructively will be greatly influenced by the nature of each State Office.  Variations among the SORHs are discussed in the full report to emphasize the necessity for the model to be adaptable to multiple situations.

Assessment of Positive Results Only

To date the economic modeling has only addressed situations where there have been positive economic gains from SORH actions.  There are undoubtedly examples of investments of SORH resources that did not result in economic successes that could serve useful educational value.  (Notably, in most cases, even if a SORH allocated its full program-specific costs only to initiatives with positive economic results, there would still be positive returns on investments.)
In addition, some SORH actions may lead to decreases in cost, expenses, utilization, and jobs.  These changes may also be associated with improvements in the health care system.  However, the net economic impacts may seem to be negative, unless it is pointed out the “savings” may be used for other things and thus not be lost to the economy.  In cases where the SORH’s actions result in a reduction in the inflow of Federal dollars to a State, the net impact on the State’s economy is likely to be negative.
Avoiding Over Processing

As was stated in 2001, regardless of the options chosen for applying the model and templates, the process should not be taken beyond the point where sufficient additional value continues to be derived from incremental efforts.  It does not help to do a multi-year, multi-factorial, measurement-based calculations when a simple one year, estimate-based example will meet the needs of the audience.

Even the latest version of the methodology and the proposed examples are not meant to be prescriptive.  They are suggested for adaptation, not unequivocal adoption. 

Conclusions and Future Directions 
It is highly likely that the ROI model will always be most effective when used in conjunction with non-economic discussions.  Discussion of improvements in access to care, quality of services, and community collaboration make critical points about benefits and values that cannot be fully addressed solely “by the numbers.”

Since 2001, most SORHs still have not thoroughly investigated the value of economic impact analysis and the utility of such data.  Thinking in “business” terms about ROI is still rare.  

The Core Model and the Application Templates provide an effective tool for demonstrating economic impacts resulting from SORH programs and for evaluating SORH performance.  The model and templates represent the second stage results of what will be an evolutionary process.  

It is very clear that in the absence of compelling pressure, economic quantification or ROI modeling will not gain much ground, even though multiple examples demonstrate very positive results.  There is a conundrum; until the tool is more broadly used it will not demonstrate it value; until it demonstrates its value it will not be more broadly used.

The resolution of the conundrum requires a sustained, firm, push by ORHP, individual SORHs who have positive experiences, and National Organization of State Offices of Rural Health (NOSORH).  The evolution of the economic, quantification model and the application templates can be accelerated by education on this topic, by the sharing of experiences among the State Offices of Rural Health, and by encouraging the adoption of this type of analysis as part of program and grant evaluations.

With ORHP’s and NOSORH’s support, shared discussion could be promoted on a regional basis or nationally.  Sharing will stimulate creative thinking, provide thoughtful ideas regarding the utility of information, and improve approaches for data collection and calculations.  Sharing will also assist in disseminating information (particularly success stories) that can be the catalyst of new or expanded initiatives. 
� In this document, “SORHs” is used as the acronym for the plural, State Offices of Rural Health.


� In Virginia, the OHPP has a diversified role that includes the SORH functions but which also includes responsibilities as Virginia’s Primary Care Office, Minority Health Office, management of a State Planning Grant for addressing the needs of the medically underinsured, and health policy analysis for the Secretary of Health and Human Services. This is not unlike the multi-role structure in which several other SORH function. 





� Economic multipliers are factors, that when applied to primary economic effects, demonstrate the ripple effects, or reverberations, of linked, sequential expenditures starting with healthcare and expanding through the community or State.
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