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ECONOMIC AND FINANCIAL ANALYSIS 

 
A. Project Design 
 
1. The Second Greater Mekong Subregion Regional Communicable Diseases Control 
project is a $54 million project to assist the governments of Cambodia, the Lao People’s 
Democratic Republic (Lao PDR), and Viet Nam to strengthen systems for the control of 
communicable diseases that have or can have a major impact on the region's public health and 
economy. The project will contribute to regional public goods help in terms of containment of the 
outbreaks of epidemic diseases, and reduced burden of common endemic diseases among the 
poor living in border areas. This will contribute to the Millennium Development Goals, notably for 
child mortality and malnutrition.   
 
2. The project will improve communicable disease control (CDC) including (i) timely and 
adequate control of epidemics that are likely to have a major impact on the region’s public 
health and economy; (ii) improved coverage of prevention and care of communicable diseases 
in vulnerable populations, in particular poor women and children living in border areas; and (iii) 
improved know-how, policies, standards, and coordination of countries to improve CDC.  
 
3. The three project outputs are (i) enhanced regional health systems for CDC including 
improved capacity for regional cooperation and knowledge management, expanded surveillance 
and response systems, and targeted support for the control of dengue and neglected tropical 
diseases; (ii) improved staff capacity for CDC in 38 border provinces and improved community-
based CDC in 116 border districts; and (iii) integrated project management. Poor ethnic groups 
and women and children will particularly benefit.  
 
4. The project builds on the achievements of, and lessons learned from, the first Greater 
Mekong Subregion Regional Communicable Diseases Control Project (RCDCP) completed in 
2010,1 which played a major role in the Greater Mekong Subregion (GMS) to contain the spread 
of emerging diseases, improve provincial health systems for CDC, and improve regional 
cooperation for CDC. The project supports regional strategies of the World Health Organization 
(WHO), including the Asia Pacific Strategy for Emerging Diseases which helps to roll out the 
International Health Regulations (2005) for the international control of infectious diseases and 
nuclear and biological threats. It also supports regional strategies for the control of dengue and 
neglected tropical diseases (NTDs) in the GMS. The project helps address critical gaps in 
surveillance and response systems at regional, national, provincial, and village levels in three 
clusters linked to economic corridors in the north, center, and south of the GMS. Cambodia, the 
Lao PDR, and Viet Nam, unlike the People’s Republic of China and Thailand, have less-resilient 
surveillance and response systems against epidemics.  
 
5. The economic and financial analysis in this appendix uses Hammer’s Economic Analysis 
of Health Projects,2 Guidelines for the Economic Analysis of Health Sector Projects of the Asian 

                                                 
1 Asian Development Bank (ADB). 2005. Report and Recommendation of the President to the Board of Directors: 

Proposed Grant to the Kingdom of Cambodia, the Lao People’s Democratic Republic, and the Socialist Republic of 
Viet Nam for the Greater Mekong Subregion Regional Communicable Diseases Control Project. Manila (Grants 
0025-CAM, 0026-LAO, and 0027-VIE, with an ADB contribution of $30 million).    

2 J. Hammer. 1996. Economic Analysis for Health Projects. Policy Research Paper No. 1611. Washington, DC: 
World Bank. 
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Development Bank (ADB),3 and other publications. However, there are serious methodological 
and data constraints on the economic analysis of a regional project focusing on public goods. 
 
B. Project Beneficiaries and Benefits 
 
6. In 2010, Cambodia, the Lao PDR, and Viet Nam have a combined population of about 
107 million people, about 25 million of whom lived below the poverty line of $1.25 per day, 
including about 2 million in the Lao PDR, 4 million in Cambodia, and 19 million in Viet Nam. 
Many of these poor people are ethnic minorities living in border areas, where the prevalence of 
communicable disease is disproportionately high. Despite overall improvements at a national 
level, the health status of those living in rural areas, especially ethnic minorities, has not 
progressed much. Infant mortality in rural areas is twice that observed in urban areas. Mortality 
levels are higher for ethnic minorities. In addition to better disease surveillance and outbreak 
response supported nationwide under output 1, output 2 has been designed to specifically 
address these groups by targeting remote communities in border districts. In 38 provinces, the 
project will improve CDC in 116 border districts with 7.2 million people (and will be phasing out 
in four provinces in Viet Nam supported under the RCDCP). This includes an estimated 2.3 
million people from ethnic groups. About 30%–40% of the villages in these districts are poor. 
About 1.7 million people in 1,160 out of a total of 9,080 villages will be targeted for community-
based health care. About 25% of them are women in the reproductive age group (15–44 years), 
and about 10% are children under 5 years of age. Project interventions have been designed to 
target infectious diseases that mostly affect the poor children and women of reproductive age.   
 
7. Project benefits include (i) gains in productivity due to a reduced burden of illness and 
malnutrition in the family; (ii) gains in learning, particularly through the control of diarrheal 
diseases and helminthiasis; (iii) savings on health care costs in the family; and (iv) indirect 
benefits relating to the control of epidemics. Benefits resulting from a reduction in the economic 
and health impacts of emerging diseases such as avian influenza and severe acute respiratory 
syndrome (SARS) are uncertain. Indirect benefits of preventing transmission of diseases include 
reducing the spread of diseases, avoiding disruption of economic activity, especially trade and 
tourism, reduced public anxiety, and maintaining business confidence. Hence, the impact of 
improving surveillance and response systems is difficult to estimate. One serious new disease 
emerges about once every 10 years, the last one being HIV/AIDS. Populations have no or only 
partial immunity against these diseases, and their unknown infectivity and virulence is of great 
concern. Specific drugs and vaccines for emerging diseases cannot be prepared in advance 
and take time to develop. This makes the prevention and timely detection of emerging diseases 
a global priority for public policy and investment.  
 
C. Rationale for Public Sector Involvement 
 
8. This is a regional project focusing on infectious disease control, in particular emerging 
diseases such as avian influenza and SARS; other diseases of regional relevance that are 
underfunded, such as dengue, helminthiasis, and diarrheal diseases; and also, to a lesser 
extent, malaria and HIV prevention at community level. The project typically addresses market 
failures in terms of regional public goods, externalities, and gaps in services for the poor. 
However, market failures do not automatically justify government intervention, and need to be 
analyzed in terms of who is affected, and how the most impact can be achieved.  
 

                                                 
3 ADB. 2000. Guidelines for the Economic Analysis of Health Sector Projects. Manila.    
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9. The project mainly focuses on public goods and interventions with externalities in 
infectious diseases control, such as public education, epidemiological surveillance and cross-
border vector control, immunization, and other preventive actions.4 For example, educating 
infected persons in social distancing, health care, and treatment compliance can reduce 
infection in others. Promoting the use of impregnated bed nets against malaria can result in 
reduced infections in non-users, and high levels of immunization coverage also provides herd 
protection.5 Addressing information gaps and behavioral change, such as in dengue prevention, 
is difficult to charge for due to the lack of clear products and tangible benefits, and requires the 
build up of social capital and leadership. Demand for these services is likely to be lower than 
desired, making it less attractive for the private sector unless publicly subsidized.  
 
10. Infectious diseases disproportionately affect the poor and are still responsible for a large 
proportion of death in children and adults. In the Lao PDR and Cambodia, infectious diseases 
are still responsible for about half the total burden of diseases. While in Viet Nam this is 
reportedly much lower, investments are continuously needed to keep infectious diseases under 
control even if health indicators are improving.   
 
11. There are strong links between health and the burden of infectious diseases and labor 
productivity. A range of macroeconomic studies suggest that improved health is empirically 
related to economic growth,6 and specifically in relation to CDC, research indicates that high 
prevalence of diseases such as malaria or HIV/AIDS is associated with significantly lower rates 
of economic growth (footnote 4). 
 
12. The SARS outbreak in 2003 and the avian influenza outbreak in 2004 highlighted the 
vulnerability of the economy to epidemics. SARS, with few infected people and fatalities, had 
profound economic impact and slowed economic growth. Avian influenza is having a limited 
macroeconomic impact, mainly through export restrictions, but at a micro level it has a major 
impact on poor farmers. These recent outbreaks demonstrate the need for vigilant surveillance 
and outbreak control for future epidemics. According to the WHO, there is likely to be a human 
influenza pandemic with major human and economic costs. Therefore, it is vital to develop 
capacity to slow down and contain new outbreaks.  
 
13. In addition, there are two major funding gaps in disease control in the GMS. The first is 
dengue, which is rapidly expanding and has become a leading cause of mortality in the region. 
Community-based interventions are becoming available, but these need to be built up as social 
capital. Second, helminthiasis and other NTDs pose a major disease burden, with substantial 
impact on productivity and learning. Even though NTDs are relatively easy to prevent or treat, 
their control remains seriously underfunded.  
 
14. Most preventive services are likely to be highly elastic. Indeed, for health education and 
vector control, it would be difficult to charge fees. The gap in quality rural health services is a 
strong justification for the government to intervene.  
 
 
 

                                                 
4 J. Knowles. 2003. Health, Nutrition, and Infectious Diseases,  and Economic Growth in Cambodia. Bangkok. 
5  Herd immunity refers to protection of unimmunized individuals living within a largely immunized population.  
6 J. Sachs et al. 2001. Macroeconomics and Health: Investing in Health for Economic Development, Report of the 

Commission on Macro-economics and Health. Geneva. 
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D. Provider Options and Risks 
 
15. The governments of Cambodia, the Lao PDR, and Viet Nam are major providers of 
health care in rural areas. This is probably to a large extent due to market failures. In many rural 
areas, public services for curative outpatient care are only competing with substandard services 
typically provided by paramedics, healers, and quacks. There are no regulatory barriers that 
prevent more qualified providers from entering the rural market but there is limited interest for 
economic and social reasons. Rather than crowding out private services, the project is more 
likely to improve the entrance and quality of private services in rural areas.  
  
16. Governments could also opt to subsidize the private sector to provide services. The 
inherited systems are dominated by public services and difficult to change in the short term. 
Greater government support for the private provision of services may improve this balance. 
However, contracting out also requires more administrative and monitoring capacity. The 
Government of Cambodia has attempted a public–private partnership by contracting out health 
services to international nongovernment organizations but found the costs to be relatively high, 
and is now using a form of contracting out within the public sector.  
 
17. In case of subsidized services, there is a risk of oversupply by both public and private 
suppliers, as some preventive services are difficult to account for. A related concern is that 
project interventions can be targeted poorly due to concerns about costs, cost-effectiveness, 
and implementation constraints, and that the non-poor will receive a disproportionate share of 
the services. 7  Project staff could ask for informal fees or favor communities that provide 
incentives, rather than prioritize those most in need.  Accordingly, addressing market failures 
requires more rigorous planning, supervision, and monitoring to ensure that hard-to-reach 
remote communities in border districts are reached. Increased public knowledge and increased 
use of services will also help improve the efficiency of services. This can be further 
strengthened and sustained by mainstreaming project activities in the provincial annual 
operational plan, and monitoring relevant safeguards and assurances.  
 
E. Financial Effect of the Project  
 
18. Using taxes to pay for public services carries a high economic cost. Economic analysis 
also needs to consider whether public spending is justified given these costs, could better be 
used elsewhere, or could be reduced through cost recovery or private sector cofinancing. Given 
high economic returns, spending on CDC has a strong rationale. Fee for services may allow the 
government to make savings for other priorities. However, fees may reduce demand for public 
services, in particular by the poor, and results in a larger burden of serious infectious diseases. 
For most preventive health services, demand for services is likely to be highly elastic. People 
may not understand the use of preventive services to prevent certain serious conditions, for 
which they would normally be willing to pay. Accordingly, most preventive services will need to 
be free of charge or subsidized. If public demand is high and public benefits are met, fee for 
services could be charged for those able to pay, provided fees for those unable to pay can be 
waived easily. Health equity funds have been piloted to allow for fee for services while providing 
subsidy for the poor. However, the project interventions offer little opportunity for fee for 
services.   
  

                                                 
7 The health sector has a serious problem of setting priorities based on measuring health. It is difficult to compare, 

for example, 100 incapacitated workers with back pain against saving the life of a single mother, or, on an even 
more basic level, comparing children and adults.  
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19. Regulatory improvements, insurance, and public education could in principle also 
address market failure by improving the quality of services at a lower cost to the government. 
The project will support the implementation of strategies, standards, and public education, and 
also seek to incorporate preventive services under insurance schemes.     
 
F.  Public Sector Behavior 
 
20. External aid is often targeted at particular populations and services in line with good 
economic rationale based on concepts of public goods, primary health care, affordability for the 
poor, etc. However, external aid may replace government funding, and thus allow the 
government to finance a marginal program that was lacking funds. This fungibility problem was 
examined in the context of this project. In Cambodia and the Lao PDR, partners finance a major 
share of preventive services. After closing of the RCDCP, there was a marked decline in 
outbreak response capacity due to lack of funding. The project, therefore, appears to provide 
supplementary funding to government funding and indeed other external aid. Accordingly, 
sustainability is more of a concern. In Viet Nam, the government made a commitment to finance 
basic and preventive services, while asking partners to finance hospital services. However, 
public funding in Viet Nam also continued to favor hospital services using state bonds and 
regular allocations, resulting in less spending on (less profitable) basic and preventive services. 
The project would therefore increase sector allocations for preventive services, which is 
associated with a greater health impact and economic return. In addition, the project targets 
remote border districts where, despite higher unit costs for service delivery, it is likely to yield 
higher economic returns on investment. This warrants study during project implementation.  
 
21. Proper incentives need to be in place to ensure that project inputs achieve their intended 
results. This depends on a large range of supply and demand issues and is of particular 
concern in the health systems Cambodia, the Lao PDR, and Viet Nam that face chronic funding, 
staff, and operational problems, in particular for preventive services in rural areas. This warrants 
periodic assessment of service delivery to identify and address so-called government failures 
which will cause services to be less effective, equitable, and efficient than intended, such as 
informal charges, curative focus, and staff absenteeism. This is further complicated by the 
decentralization that has been introduced in the three countries. While governments have the 
framework to act (including disciplinary actions), behavioral digressions are widespread, and 
actions rare. However, these countries are making long-term adjustments in the form of pay 
rises and incentives for posting to rural areas, to offset social, transport, and opportunity costs.  
 
G. Economic Internal Rate of Return 
 
22. The proposed project priorities address funding gaps in surveillance and response and 
disease control based on a health system approach. The selected interventions are based on 
international best practices, recommendations of the WHO, and country program priorities. In 
dengue, multiple interventions are needed to bring it under control, and community control 
strategies in particular need to look beyond the short-term impact and consider, amongst others, 
building up social capital for household prevention. Mass drug administration for the control of 
helminthiasis is a highly cost-effective intervention and the recommended choice in the short 
term, after which less cost-effective measures, such as clean water supply and sanitation, are 
considered.8 
                                                 
8 Cost-effectiveness analysis is useful for international comparison of “best buys” in public health but has limited use 

in project design as the methodology implicitly assigns (an often very low) value to life which results in conclusions 
that are often considered inappropriate. The government may actually need to invest in less cost-effective 
interventions, for example to protect against catastrophic illnesses, and favor saving lives over minor illnesses. 
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23. The quantitative cost–benefit analysis for the project follows the methods outlined in 
ADB’s Guidelines for the Economic Analysis of Health Sector Projects (footnote 3). The 
economic internal rate of return (EIRR) analysis is based on conservative assumptions and 
provides a low estimate of the project’s benefits. The following assumptions have been used:  
 

(i) Productivity benefits. The project has highly specific impacts, and separate 
estimates were made for various sub-outputs based on disability-adjusted life 
years. The model estimates that the project’s activities will reduce the burden of 
disease by 20% in case of dengue fever and by 90% in case of helminthiasis. For 
other diseases, impact is more difficult to estimate. Disability-adjusted life years 
lost for dengue and helminthiasis for adults of productive age provide an estimate 
of the loss in productivity (source: WHO, 2004).   

 
(ii) Economic cost of labor. The opportunity cost of labor for both urban and rural 

adults was calculated at a low rate based on the gross domestic product (GDP) 
per capita. The model is particularly sensitive to estimates of the opportunity cost 
of labor, so a low wage rate is used for the purpose of economic justification. 

 
(iii)  Benefit of epidemics control. A better surveillance and response system will 

reduce the negative impact of the serious epidemics on GDP. Based on 
estimates of past epidemics, the model assumes that a good surveillance and 
response system on average avoids epidemic impact in the range of 2.5% of 
GDP (but with a much wider range) depending on the type of epidemic and 
economy. The relative share of the project to this surveillance and response 
system also varies by country, ranging between 10% during the project period. 

 
(iv) Projection of project costs. The analysis takes into consideration the duration 

of the project (5 years). The sustained benefits after the end of the project have 
not been considered in this model but may be extended up to 10 years. GDP and 
population growth have been taken into consideration. The computation has 
included the cost of the capital for Cambodia and the Lao PDR as the project for 
those two countries is funded by an ADB grant.  

 
(v) Future benefits discount rate. Most health project analyses use 3% as a 

discount factor; therefore, future benefits are likely to be given greater value. 
However, in line with the RCDCP analysis, a 12% discount rate has been used.   

 
24. In a low-event scenario, the EIRR is estimated to be 28%, and the economic net present 
value is $27 million (high for Viet Nam, low for Cambodia, and negative for the Lao PDR). This 
EIRR underestimates the total economic benefits from the project. Apart from epidemics, other 
factors not considered are reduced costs of health services, improvements in learning and 
cognitive performance and maternal outcomes, population impact of interruption of disease 
transmission, and benefits of better knowledge in disease control. This would require more 
substantive data collection and modeling. 
 
 
 
                                                                                                                                                          

Least-cost analysis compares alternative service delivery methods for a similar outcome. However, project 
interventions depend on national program standards and a given system design, but may be able to conduct pilots 
on alternative approaches to inform the government and the WHO. 



  7

H. Financial Sustainability Analysis 
 
25. The project’s recurrent costs include costs of service delivery, procurement of medical 
supplies, and ongoing institutional strengthening, which together account for about $1.35 million 
per year during implementation. These are not expected to decline much following project 
completion as these services are to be maintained by the national governments and provinces. 
However, these costs represent only a minor percentage of government health expenditure in 
Viet Nam (0.1%), Cambodia (0.3%), and the Lao PDR (1.3%) as a percentage of domestic 
spending on health, which is also used to source recurrent spending (Tables 1 and 2). The 
figure for the Lao PDR is quite high because public domestic spending on health is very low at 
$1.5 per person per year. Government expenditures for recurrent costs are increasing, 
indicating future sustainability of the project. Recurrent cost implications for the targeted 
provinces are estimated at 1% of recurrent spending for Cambodia and Viet Nam, and about 
10% for the Lao PDR. However, national governments are expected to continue subsidizing 
preventive services, and the Lao PDR is implementing a program to substantially increase 
domestic spending on health. Some of the locally targeted investment will need to be sustained 
by communities and households. Again, these costs are minimal compared to the community 
benefits. However, the communities may be reluctant to continue investing in these local 
improvements due to lack of understanding of benefits, lack of organization, or serious income 
constraints. The project will monitor the sustainability of community interventions. 
 

Table 1: Health Expenditures for Cambodia, Lao PDR, and Viet Nam 
Indicator Cambodia Lao PDR Viet Nam 
Population, total (million)—WDI-2009 14.5 5.9 85.2 
GDP per capita (constant 2000 US dollar)—WDI-2009 495 468 617 
Total expenditure on health as % of GDP—WHO 6a 3.6 6.6a 
Per capita total expenditure on health ($)—WHO 30a 22a 46a 
Private spending on health sector as % of total expenditure 
on health —WHO 73.9a 79.2 67.6a 
Out-of-pocket spending on health sector as % of total health 
expenditure—WHO 62.4a 74.1a 60.5a 
Per capita out-of-pocket spending on health ($) 18.7 16.3 27.8 
Public spending on health sector as % of total expenditure 
on health —WHO 26.1a 20.8 32.4a 
External assistance spending on health as % of total health 
spending—WHO 22.3a 14.1a 2.2a 
Public domestic spending on health as % of total health 
spending—WHO 3.8 6.7 30.2 
External assistance spending on health ($) 6.7 3.1 1.0 
Per capita public domestic spending ($) 1.1 1.5 13.9 
Government spending on health as % of total government 
expenditures —WHO 10.7a 4.1a 6.8a 

GDP = gross domestic product, Lao PDR = Lao People’s Democratic Republic, WHO = World Health Organization, 
WDI = world development indicators.  
a 2006. 
Sources: World Health Organization and World Development Indicators, 2007.9 
 
 

                                                 
9  WHO: National Health Accounts,http://www.who.int/nha/country/ and and World Development Indicators, 2007 

http://data.worldbank.org/. 
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Table 2: Project Recurrent Cost Financing 

Indicator Cambodia Lao PDR Viet Nam 
Total national health spending ($ million) 2009 433 129 3,917     
Total government health spending ($ million) 2009 46.3 5.3 266.4 
Government spending on health as % of total expenditure 
on health (2006) 

10.7 4.1 6.8 

Total average project cost per year ($ million) 2.0 2.4 6.0 
Average recurrent project cost per year ($ million)  0.3 0.3 0.9 
Project recurrent cost as % of Government (domestic) 
spending on health  

0.3 1.3 0.1 

Lao PDR = Lao People’s Democratic Republic. 
Sources: Governments of Cambodia, Lao PDR and Viet Nam. 
 
 


