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Introduction 

Universal health coverage (UHC) is the aspiration to ensure all people in a society receive the quality 

health services they need without suffering financial hardship.1  To make sustainable progress 

toward UHC requires that a country’s health financing system routinely generate sufficient 

resources to expand and sustain access to high-quality health services with financial protection. 

Evidence and experience have shown that public resources are the most efficient and equitable way 

to fund health coverage.2,3  There is ample evidence that payments at the time services are accessed 

(“out-of-pocket payments” or OOP) negatively affect utilization particularly for the poor, are highly 

regressive, and can lead to financial hardship and impoverishment.4  Prepayment into a health 

insurance pool can reduce access barriers, but voluntary prepayment is also regressive and 

insufficient to provide universal access to services with financial protection. In fact, no country has 

attained universal population coverage based on a system of voluntary prepayment.5  Public funding 

sources are the most equitable, efficient, and most likely to be adequate to fund UHC.  

Within the government resource envelope for health, the mix of sources of funding is also important 

for achieving a stable resource base and raising funds in the most efficient and equitable way. 

Governments can raise revenue for the health sector through taxation (national and local general 

taxes and earmarked taxes), non-tax revenue sources, and development assistance grants.  

Countries committed to achieving or sustaining UHC rely on multiple sources of revenue, and the 

mix of sources may be important and may change over time as fiscal and health system challenges 

change.  Most countries rely on some mix of general tax revenues at the national and local 

government levels, earmarked revenues, and private contributions toward the cost of health care.  

In general, there is a trend toward greater diversification of revenue sources and a shift toward 

general tax revenue and away from payroll tax financing, particularly as populations age and a 

smaller employed cohort has the financial burden for growing non-employed populations.6  Trends 

in low-, middle- and high- countries alike confirm that general taxation has emerged as the 

cornerstone of revenue for successful UHC efforts—that is, those that raise funds equitably, provide 

universal or near universal population coverage, comprehensive access to high-quality services, and 

deep financial protection.7  So UHC requires significant fiscal commitment from governments, which 

can be challenging given the macroeconomic and fiscal constraints faced by most governments.  A 

combination of improved revenue collection efforts overall, combined with prioritization of health in 
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the public budget, and well managed expenditure are key to ensuring fiscally sustainable progress 

toward UHC.8 

Equity in Health Financing 

All potential revenue sources for the health sector involve some trade-offs for the broader economy.  

All taxes will impose some inefficiency on the economy as they cause people to change their 

behavior.  Taxes that are the least distorting, that is, they have the least impact on individual 

behavior and economic choices, are those with the broadest base (the most people and corporations 

contribute) and the lowest rates.  Evidence from high-income countries shows that property taxes 

are least distorting and damaging for growth, followed by consumption taxes, the personal income 

tax, and the corporate income tax.9  Taxation of capital income has a potentially strong impact on 

investment.  Similar evidence is not available for low-income countries, however, and the efficiency 

impact of alternative tax instruments is likely to be highly context-specific depending on the 

composition of the economic activity and the strength of the institutions.10 

Taxes also impose different burdens on individuals depending on their income groups.  Taxes that 

have a proportionately higher impact on the incomes of wealthier individuals are considered to be 

progressive and lead to a more equitable redistribution.11 A tax worsens equity if it is regressive—

that is, if it puts a disproportionate burden on poorer households The net efficiency and equity 

effects of taxes result from the burden of the tax and any distortions they create in the economy 

combined with the equity and efficiency effects of the benefits they finance.12 

What matters is the combined impact of all tax measures and the benefit incidence of the spending 

they finance.  Ghana's health care financing system has been shown to be progressive, driven largely 

by the progressivity of general taxes, which make up the bulk of revenue sources for the health 

sector. The national health insurance levy (which is an earmarked portion of the value-added tax) is 

mildly progressive. Even the premium paid by non-poor informal sector workers is considered 

progressive because of geographical differentials and the wide range of premium exemptions. There 

is a large exempt group whose premiums are fully subsidized by the central government. In terms of 

the net equity of the National Health Insurance Scheme (NHIS) itself, the results are mixed.  Some 

research has shown that the wealthy are up to 50 percent more likely to enroll in the NHIS than the 

poorest residents.13  The financial protection effect and the impact on utilization, however, tend to 

be greater among the poor.14,15 The incidence of total benefits from both public and private health 

service utilization, however, is pro-rich. Public sector district-level hospital inpatient care is pro-poor, 

and benefits of primary-level health care services are relatively evenly distributed.16 
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Private, Non-Compulsory Sources of Health Financing 

Out-of-Pocket Payments 

Out-of-pocket payments include any payments made by users of health services at the point of use, 

both cash and in-kind, and includes user fees, other cost-sharing, and informal payments.17 There is 

widespread evidence that out-of-pocket payments negatively affect UHC outcomes in multiple ways. 

First, these payments can pose a barrier to accessing necessary care, particularly among the poor. 

Second, when individuals do access services, out-of-pocket payments can be catastrophic (consume 

a large share of a household’s budget for other necessities), or even drive a household into, or 

deeper into poverty. Finally, out-of-pocket payments are well known to be an inequitable source of 

health funding, with the poor bearing a larger burden as a share of their total income or household 

expenditure, the poor more likely to forego necessary treatment because of financial barriers, and 

the poor more likely to face catastrophic and impoverishing effects of these payments.  Countries 

with a higher share of total expenditure coming from out-of-pocket payments consistently fall short 

of achieving UHC goals.18 

Access Barriers 

The cost of are at the point of service can be an important factor in a household’s decision to seek 

necessary care, although the evidence quantifying these effects is scarce and often of low 

quality.19,20,21,22   Studies that do exist show that the possibility of out-of-pocket payments can deter 

individuals from seeking care at all, or from continuing on with necessary treatment once care is 

sought.23,24  A study in on district in Malawi showed the introduction of user fees reduced health 

center attendance by 68 percent, diagnosis of new malaria cases for children under five by 18 

percent and over five by 56 percent, and diagnosis of new HIV cases by 48 percent.25  The impact of 

direct costs to patients at the point of service can reduce both necessary and unnecessary care 

indiscriminately.  Utilization of preventive care appears to be particularly sensitive to price at the 

time of use, and the poor are more sensitive than others.26  There is some evidence that utilization of 

services in public facilities is more sensitive to fees than services in private facilities.   

Conversely, when financial barriers are removed, utilization of services increases.  Evidence 

consistently shows that utilization of curative services increases abruptly following fee removal, 

while utilization for preventive services increases more slowly but continues over time.27 In Burkina 

Faso, for example, the implementation of a fee exemption policy for children under five resulted in 

utilization more than doubling (increasing by 133 percent) immediately after the policy was enacted. 

The effect of the policy was higher in facilities with higher health worker density, indicating the 

importance of supply-side readiness to complement reductions in demand-side financial barriers. The 

growth in utilization slowed and stabilized within four years of the policy.28 

Catastrophic and Impoverishing Payments for Health Care 

Many families worldwide suffer financial hardship when they access health services and have to pay 

out of pocket for those services. These payments can be catastrophic (i.e. exceed a household’s 
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ability to pay as measured by the share of those payments in the household’s total spending 

exceeding a given threshold—10 or 25 percent according to the Sustainable Development Goals 

monitoring framework), or impoverishing if the health spending drives the household below, or 

further below, the poverty line.29  

The most recent UHC tracking report indicates that across countries the mean incidence of 

catastrophic out-of-pocket spending on health at the 10 percent threshold is 9.2 percent of 

households (translating into 808 million people globally, or 11.7 percent of the world’s population).  

At the 25 percent threshold, the mean is 1.8 percent (179 million people, or 2.6 percent of the world’s 

population).30 In terms of regional contribution, Asia makes up the largest share of people facing 

catastrophic health spending, followed Africa and Latin America and the Caribbean (Figure 1). 

Figure 1.  Number of People Facing Catastrophic Health Spending by Region, 2000-2010 

 

Source:  Tracking universal health coverage: 2017 global monitoring report. World Health Organization and 
International Bank for Reconstruction and Development/The World Bank. 

Indicators of impoverishing health spending link to the SDG to end poverty in all its forms 

everywhere. These indicators are based on international poverty lines--$1.90/day for extreme poverty 

of $3.10 for moderate poverty.31  Using these poverty lines, the World Health Organization (WHO) 

and World Bank estimate that in 2010 1.4 percent of the world’s population (97 million people) 

experienced impoverishing health spending relative to the extreme poverty line, and 1.8 percent of 

the world’s population (122 million people) relative to the moderate poverty line.32 These numbers 

have been declining since 2000 for impoverishing expenditure relative to the extreme poverty line  

(falling from 130 million people), but increasing since 200 relative to the moderate poverty line (rising 

from 106 million people in 2000) as shown in Figure 2.33,34 In the case of impoverishing health 
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expenditures, the Africa region contributes by far the largest total number of individuals in all year 

according to both poverty lines. 

Figure 2.  Number of People Facing Impoverishing Health Spending by Region, 2000-2010 

 

 

 

 

 

 

 

 

 

 

Source:  Tracking universal health coverage: 2017 global monitoring report. World Health Organization and 
International Bank for Reconstruction and Deveploment/The World Bank. 

Out-of-pocket payments for health also exacerbate poverty. Global research shows that estimates of 

poverty rates increase when household health spending is further subtracted from total 

consumption.  Research from Asia shows that in Bangladesh, China, India, Nepal, and Vietnam, 

where more than 60 percent of health-care costs are paid out-of-pocket by households, estimates of 

poverty rates were much higher when out-of-pocket payments were factored in, ranging from an 

additional 1·2 percent of the population in Vietnam to 3·8 percent in Bangladesh.35   

The catastrophic and impoverishing effects of out-of-pocket heath spending typically hit the poor 

and vulnerable the hardest.  In Cambodia, for example, the national incidence of catastrophic health 

expenditure was 4.9 percent in 2014, but for rural households with members seeking medical care, 

catastrophic health expenditure incidence was 12.3 percent, and the impoverishment rate among the 

lowest consumption quintile was 15.3.36though impoverishing health expenditures are likely to have 

greater impact on poor households, impoverishing out-of-pocket payments can push even the 

highest income households into poverty in some countries.  In Bangladesh, households in even the 

highest consumption decile were pushed into poverty following health payments (Figure 2). 

There is evidence of impoverishing out-of-pocket health spending even in countries where the entire 

population is officially covered by a health insurance scheme or by national or subnational health 

services. Incidence of impoverishing spending is negatively correlated with the share of total health 

spending channeled through social security funds and other government agencies.37 
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Figure 3. Impoverishing Out-of-Pocket Payments for Health in Bangladesh

Source: van Doorslaer et al. (2006) 

Globally, but in low- and middle-income countries in particular, a significant part of overall out-of-

pocket health spending goes to purchase medications.  In the Asia region, medicines consistently 

make up over 70 percent of household spending on health.38  Even countries that have made 

significant progress expanding population coverage face challenges reducing out-of-pocket 

payments and the impacts on household financial security when coverage of medicines is 

inadequate.  In Mexico, for example, in spite of the success expanding coverage of the poor through 

Seguro Popular, the reduction in catastrophic spending has been modest due to continued high 

spending on medicines.39 Addressing gaps in coverage and access to medicines is critical to 

improving financial protection and other UHC goals. 

Private Voluntary Health Insurance  

Voluntary health insurance (VHI) schemes are based on voluntary pre-payment of premiums to 

access a set of benefits are agreed between the beneficiary and insurer.  This is in contrast to 

compulsory schemes where membership and payment of contributions are made compulsory by the 

government (by law) for the population as a whole or large sections of the community.40 VHI 

appears in many forms, from large commercial insurance companies, to smaller non-profit 

organizations, to community-based health insurance (CBHI).  There are different categories of VHI 

depending on the role it plays in the health financing system.  The OECD categories for VHI are: 

primary (the main source of pre-paid coverage in the country), substitutive (individuals have the 

option to opt out of public compulsory insurance), complementary (covers cost-sharing in public 
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compulsory insurance), supplementary (provides pre-paid coverage for additional benefits beyond 

those of the public compulsory system), or duplicative (covers services already covered under the 

public compulsory system, which the individual cannot opt out of).41 

VHI plays a relatively small but growing role in health financing globally, particularly in low- and 

middle-income countries. In 2012 a total of 46 countries had a greater than five percent share of VHI 

in total health expenditure, of these 23 were low- and middle-income countries (Figure 4).   

Figure 4. The Role of VHI in Total Health Spending, 2012

Source: WHO (2014) presented in Kutzin, Yip and Cashin (2016). 

The small role of VHI in financing for UHC is not surprising given that voluntary contributions to 

health insurance schemes have limited effect in generating sufficient revenue equitably and ensuring 

access to all necessary services.42 Yet, particularly if public financing is inadequate, voluntary health 

financing (VHI) as a form of prepayment could be preferable to out-of-pocket expenditure. It may 

expand protection - to some extent - against the financial risks of ill health but, given problems of 

adverse selection,43 population coverage is likely to be very limited. In a state-subsidized, low-cost 

voluntary health insurance scheme in Nigeria, for example, enrollment in the scheme was associated 

with a large increase in service utilization (36 percent) and better financial protection (63 percent 

lower out-of-pocket expenditure).  The uptake was low, however at only 33 percent of the 

population, and there is some evidence of crowding out of the uninsured as the utilization of services 

among that group declined.44 

Community-based voluntary health insurance has been tried in a number of lower income countries 

as a way to introduce some risk-pooling and financial protection.  These systems have provided a 
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stepping stone to more systemic approaches to pooling and universal coverage, in Ghana and 

Rwanda for example,45 but in general do not have significant impact on coverage in most countries.  

A systematic review found that in general wealthier households are more likely to join CBHI schemes 

than the poor, and enrollment is highly elastic to the premium with typically high drop-out rates.46 

Public, Compulsory Sources of Health Financing 

If compulsory participation and subsidization are accepted as the only way to achieve truly universal 

coverage and the equity inherent in that goal,47 then public sources of funding must constitute the 

cornerstone of financing for UHC.48  Indeed, no country has achieved universal population coverage 

or brought down potentially impoverishing out-of-pocket payments relying on private voluntary 

funding.49  Although some targeted policies may also be necessary to bring down OOPs and skew 

their distribution away from the poor, the strongest lever is increasing government health spending 

as a share of total health expenditure and relative to the size of the economy. Figure 5 shows the 

strong correlation between government health spending as a share of gross domestic product (GDP) 

and the share of OOP in total health expenditure. 

Figure 5.  Relationship Between Government Health Spending and Out-of-Pocket Payments, 2012

 

Source: WHO (2014) presented in Kutzin, Yip and Cashin (2016). 

Social Insurance and Earmarked Payroll Contributions 

Historically, the countries that originated the concept of universal health coverage in the post-World 

War II era (mostly in Europe) aimed to ensure a productive, healthy labor force, and thus health 
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coverage was mostly tied to employment.50  As middle- and lower-income countries increasingly 

committed to ensuring access to health coverage, they adopted (or were encouraged to adopt) 

these models that focused on employer-based coverage for the formal sector, with possibly some 

other arrangements for the poor and vulnerable populations.51   More than 60 countries now have 

some system in place to earmark payroll or income tax revenues for health insurance.52  Some 

countries earmark broader-based income taxes to fund health insurance coverage.  In Denmark, for 

example, a national 8 percent income tax is earmarked for health by the central government and 

then redistributed to five regions and 98 municipalities through a risk-adjusted capitation formula 

and some activity-based payments.53   

The social and ideological mandate for UHC has changed since the post-World War II era, however, 

and the challenges and inequities that come with tying health coverage to formal labor market 

participation have emerged clearly.54 High-, middle-, and low-income countries alike are facing the 

ideological and practical limitations of an employment-based social insurance model and grappling 

with ways to make these systems more equitable and sustainable.  All of these efforts sooner or later 

require a greater reliance on and commitment of general budget revenues to expand and sustain 

coverage. 

Voluntary Participation in Social Health Insurance 

A large number of social health insurance systems in low- and middle-income countries include 

voluntary enrollment for the non-exempt population based on private premium contributions, or 

unenforced mandatory (de facto voluntary) participation for this group largely the non-poor informal 

sector, including agricultural works.  In these countries social health protection is provided to the 

poor (either through free access to tax-financed facilities or subsidized participation in the social 

insurance system) and to workers in the formal employment sector and civil servants (through 

compulsory employer-based social insurance) but not to those who fall between these two groups, 

known as “the missing middle.”55  Examples of voluntary participation for the non-poor informal 

sector workers in social health insurance systems include China, Ghana, Indonesia, Kenya, Nigeria, 

and Vietnam. 

In spite of the appeal of collecting premiums from those who can afford to pay as a way to bring 

revenue into social health insurance systems, global evidence consistently shows this approach to be 

problematic for several reasons.56,57  The informal sector tends to be large and significant—on 

average 70 percent of the labor force in developing countries producing 35 percent of the output in 

the economy.58  The informal sector is not organized in sizeable groups, it is administratively difficult 

to recruit, register and collect regular contributions in a cost effective way. Membership and 

premium payment is therefore often voluntary leading to low uptake, poor retention and adverse 

selection.59,60 A systematic review of experience in low- and middle-income countries with voluntary 

enrollment in social insurance systems confirmed these challenges.  Consistently low enrollment was 

found even when activities were specifically aimed at increasing 61 

Furthermore, informal sector worker incomes may be seasonal or unpredictable, making regular 

premium payments unrealistic for them.  Setting appropriate premium rates that are affordable and 
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considered worth the potential benefit, and that contribute meaningful revenue to the social 

insurance system, has been challenging.  Finally, the cost of identifying the poor in the informal 

sector for targeting premium subsidies or exemptions can be high, raising questions about the cost 

of collecting premiums relative to the revenue collected.62  For these reasons, countries that 

continue to rely on voluntary (or de facto voluntary) participation of premium-paying informal sector 

workers in social insurance systems rarely get past modest coverage levels without significant 

infusions of public subsidies to cover this group, as in Thailand. Progress has been made Indonesia 

and Vietnam, but coverage gaps remain for this group. 

The Move Toward General Taxation 

There is a general trend toward greater diversification of revenue sources, with a diminishing role for 

payroll tax funding, which Joe Kutzin argues is a practical consequence of the “ideology” of UHC.63  

If coverage is truly universal, entitlement is de-linked from employment, and from direct 

contributions more generally.  On the practical side, wage-linked contributions cannot generate a 

sufficient revenue base in high-income countries because of aging populations, and in lower-income 

countries because of low formal sector labor participation rates and weak tax collection systems.64 

Voluntary premium payments have failed to attract large-scale enrollment or generate significant 

revenue. 

The move toward greater reliance on general taxation to fund UHC is evident in high-income 

countries, even those with a long history of contributory social health insurance. There are many 

reasons for this, including the distortions that these taxes have caused in the labor market and the 

narrow revenue base they provide in many countries due to large informal sectors.65  Estonia, France 

and Japan, for example, are seeking to reduce overreliance on earmarked payroll taxes to fund the 

health sector because payroll taxes not only have led to labor market distortions but also no longer 

generate enough revenue to cover health needs due to aging populations no longer participating in 

the labor force.66  

In Estonia, almost two-thirds of total health expenditure is financed by a mandatory social tax, 

collected in the form of a payroll tax (equal to 13 percent of employee wages and of self-employed 

individuals’ earnings). In 2015, approximately 50 percent of the total insured were contributing 

employees, 47 percent were insured without contributing (primarily children and pensioners), and 3 

percent were covered due to other circumstances (e.g. state contributions on behalf of some 

population groups).  The current government is working to reduce the direct contribution share from 

payroll tax by gradually decreasing the mandatory contributions rates for employees.67 

France’s national health insurance system was funded almost exclusively by an earmarked payroll tax 

until 1998, when the funding source shifted to a more general earmarked income tax (the 

Generalized Social Contribution), which is levied not only on wage income but also on income from 

financial assets and investments, pensions, unemployment benefits, disability benefits and 

gambling.68 Coverage for those not eligible for the public insurance scheme or complementary 

private coverage are financed mainly by the state through an earmarked tax on tobacco and alcohol 
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and a 5.9 percent tax on private insurance providers.  In Japan, universal coverage is financed by 

social insurance contributions (49 percent), 37 percent by general taxes (25 percent national, 12 

percent local) and 14 percent by out-of-pocket contributions.69  

Increasingly, low- and middle-income countries are following the trend away from employment-

based funding toward general tax funding for UHC.  Several countries that have made a large 

commitment to subsidize the uncovered population with general government budget funds and 

relax income-related targeting mechanisms have made significant progress toward UHC.  Thailand, 

for example, found it difficult to expand coverage through payroll taxes alone and have expanded 

their allocation to health through general revenues with no income-related targeting .70  Mexico has 

achieved high coverage in its public insurance scheme Seguro Popular with 86 percent of the budget 

coming from central government general revenues to provide coverage for all residents who are not 

eligible for any other social security scheme, including non-poor informal sector workers, 

underemployed, unemployed, or other non-salaried workers.71 In China the government provides 

general budget subsidies through two schemes to cover urban residents (URBMI) and rural residents 

(NRCMS) who are not covered by other schemes.72 The challenge with all of these schemes is that 

they are separate pools from the employment-based social insurance pools, which brings a 

sometimes large degree of inequity in access and quality of services and financial protection, and 

parallel purchasing arrangements, which can introduce inefficiency and further inequity.73 

Managing Fiscal Challenges 

If it is accepted that UCH is most equitably and effectively financed through general tax revenues, 

significant fiscal commitment is required on the part of the government.  Adequate financing for 

UHC relies on a combination of the macroeconomic and fiscal capacity of the government and the 

priority the government places on allocating existing revenues to achieving UHC goals.7475,76  

The ability of the government to generate tax revenue has been found to be a major determinant of 

progress towards universal health coverage. One study of 89 low- and middle-income countries 

found that each US$100 per capita per year of additional tax revenues corresponded to a yearly 

increase in government health spending of nearly $10.  This translated into more effective health 

service coverage in financial protection. For example, the proportion of births with a skilled 

attendant present by nearly seven percentage points and the extent of financial coverage by more 

than 11 percentage points.77   Increase in revenue from regressive revenue sources, such as 

consumption taxes, a more regressive form of taxation that might reduce the ability of the poor to 

afford essential goods, were associated with increased rates of post-neonatal mortality, infant 

mortality, and under-5 mortality rates.78   

The revenue generation potential of the government may be limited, however, and is strongly 

affected by the employment rate and the share of employment that is in the formal sector.  

Furthermore, the size of a country’s GDP alone does not predetermine tax rates and total revenues 

that are ultimately collected, which are shaped by fiscal policy choices.79  Many low- and middle-

income countries are introducing measures to improve the effectiveness of revenue collection 



12 
 

efforts, such as strengthening tax administration institutions; reducing exemptions that do not serve 

a clear policy purpose; broadening the base of specific taxes, such as value-added taxes (VATs) and 

corporate income taxes, among others.80  These measures can also be an important source of new 

revenue to finance UHC.  Ghana, for example, has had some success with such measures, with the 

increased revenue benefiting the health sector even as the share of health in the government 

budget has declined.81 

Economic growth alone is often not sufficient to bring about adequate increases in real government 

health spending to achieve health sector objectives.82  Priority in the government budget for health, 

along with macroeconomic growth, has been important in enabling countries to expand population 

coverage, improve service delivery, and provide better financial protection.83  The priority given to 

health in government budgets varies widely, with the share of total general government expenditure 

allocated to health averaging 11.5 percent across 157 countries (Figure 6).  This share ranged from 1.5 

percent in Myanmar to nearly 28.0 percent in Costa Rica. Tandon et al. (2014) provide an overview of 

trends in priority given to health in government budgets and the theoretical and empirical factors 

affecting priority for health.84 

The scope for increasing the share of the total budget allocated to health will be limited in part by 

the share of the budget that is discretionary, or not already accounted for by mandatory 

expenditures.  Nondiscretionary expenditure items include interest payments on debt, wages for 

civil servants, pensions, and social security contributions, and any other expenditures fixed by law. 

What is left, after nondiscretionary budget items have been covered, is the discretionary budget, 

which is allocated between the various sectors.  Wage spending in particular is a nondiscretionary 

expenditure that often crowds out government spending on other priority areas.  Public debt and 

debt servicing (interest payments) is also a major constraint.  In 2006 only 65 percent of Kenya’s 

general government budget was discretionary.  This budgetary rigidity made it difficult for the 

government of Kenya to allocate funds to policy priorities.  Between 2006 and 2012 the discretionary 

share of the budget increased to almost 90 percent.  The increased flexibility made it possible to 

increase the budget share for health from a low of 4.3 in 2007 to 8.0 percent in 2012.85 

Priority setting within the budget should reflect the principle that all resources are put to their 

highest valued use (efficiency), and that worse-off households benefit disproportionately from 

government spending (equity).  Within the discretionary budget, some expenditures may be 

inefficient or exacerbate inequities, and therefore be targets for dialogue about reallocation toward 

the health budget.86  Some subsidies and tax exemptions are driven by political pressures or 

compromises and can create both inequities and inefficiencies in addition to lost revenue.  Energy 

subsidies in particular are found to be highly inefficient, leading to overconsumption of fuel and 

reduced incentives for investment in renewable energy.87  Fuel subsidies are often intended to 

benefit lower- and middle-income households with lower-priced energy, but most often benefit the 

wealthy, who have higher per capita energy consumption.88  Reducing unproductive subsidies and 

tax exemptions could make more room for health in the budget in many low- and middle-income 

countries (box 1.7). In Indonesia, the share of the budget consumed by fuel subsidies often exceeded 

the share allocated to health and education combined.  In 2006, Indonesia reduced fuel subsidies and 
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brought down debt levels, but fuel subsidies continued to consume up to 20 percent of the total 

budget in the country.  A bold move by the newly elected president cut fuel subsidies by more than 

30 percent at the end of 2014; the president pledged to allocate the savings to Indonesia’s 

development priorities, including health.89 

Figure 6. Health as a Share of Total General Government Expenditure (2012) 

 

  Source: World Bank, World Development Indicators 2015. 

To circumvent the annual process of setting budget ceilings and the uncertainty it creates for the 

health budget, some in the health sector advocate for a specific tax or a share of government 

revenue to be earmarked for health.  Earmarking separates all or a portion of total revenue—or 

revenue from a tax or group of taxes—from general revenue and sets it aside for a designated 

purpose.  Earmarked taxes can take various forms, including specific taxes on goods, a dedicated 

payroll tax, or a fixed share of total revenues set aside for a specific purpose. In addition to 

earmarking payroll taxes to fund social health insurance enrollment, countries use many other forms 

of earmarking to the health sector.   

Ghana earmarks a portion of the value-added tax (VAT) to fund exempt individuals in the National 

Health Insurance Scheme. Brazil, Indonesia and Viet Nam specify the share of total government 

spending that should be allocated to the health sector (“expenditure earmarking”).  A government 

resolution in Vietnam mandates that increases in total government health spending cannot be less 

than the increase in total government spending; this ensures that the health sector’s share of total 

government spending cannot decrease.90,91,92   Indonesia and four countries in Latin America—

Bolivia, Brazil, Colombia and Mexico—earmark a portion of transfers from the national government 

to subnational governments for spending on health.  

0

5

10

15

20

25

30

H
ea

lt
h

 a
s 

%
 o

f 
to

ta
l g

en
er

al
 g

o
ve

rn
m

en
t 

ex
p

en
d

it
u

re



14 
 

In practice the results of earmarking in terms of equitable and efficient health revenue generation 

are highly context-specific and dependent on the political economy of priority-setting in the 

country’s budget process.93  It may be a useful tool in some instances for countries to overcome 

failures in the budgeting process, such as when the link to policy is weak or other external pressures 

interfere with effective priority-setting.  The evidence suggests, however, that effectiveness of the 

earmark may diminish over time and the budget rigidity may become inefficient, and earmarking 

does not take the place of effective and transparent government budget priority-setting and political 

commitment to UHC being accompanied by budgetary commitment.94 

Conclusions 

To make sustainable progress toward UHC requires that a country’s health financing system 

routinely generate sufficient resources to expand and sustain access to high-quality health services 

with financial protection. Evidence and experience confirm that public resources are the most 

efficient and equitable way to fund health coverage. Within the options for public funding sources, 

general taxation are proving to be the most sustainable, equitable, and flexible to achieve UHC goals. 

Even well-established social health insurance systems are increasingly relying on general budget 

transfers in middle- and high-income countries alike to remain sustainable in the face of aging 

populations and large informal sector workforces.  

Other options, such as private voluntary insurance, including CBHI, or voluntary participation in social 

health insurance can provide some population coverage and financial protection in the short term 

when out-of-pocket payments are high and putting vulnerable households at economic risk.  These 

options fail over the long-term, however, to achieve coverage that is universal, inclusive, and 

equitable.  Out-of-pocket payments can play only a limited, targeted role in health financing if 

universal coverage goals of equitable access to quality services with financial protection are to be 

achieved.  

This means that governments must match political commitments to UHC with fiscal commitments. 

They need to be serious about prioritizing health in the budget and taking on the political obstacles 

to freeing up fiscal space, and ultimately improving revenue collection overall to adequately fund 

UHC and other government priorities.  Some short-cuts, such as earmarking or other “innovative” 

financing my provide a short-term boost or political signals about priority for UHC, but these 

approaches do not take the place of serious commitment to UCH as a priority and the political and 

budgetary trade-offs that may come with that commitment. 
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