
This technical brief provides an overview of the 
fiscal space for health.

What is fiscal space? Fiscal space may 
be defined as room in a government’s budget 
that allows it to provide resources for a desired 
purpose without jeopardizing the sustainability 
of its financial position or the stability of the 
economy (1).

How is a potential increase in fiscal 
space determined? Increases in fiscal space, 
e.g. for health, may be explored through 
analysing the scope for greater public saving 
through expenditure rationalization and tax 
reform; and the extra resources that can be 
mobilized from borrowing and grants (2). It 
also appraises underlying factors that affect the 
outcome of government policies. Specifically, 
these are as follows:

(1) Reprioritizing expenditure. Curbing 
unproductive spending should be an 
important objective. This may require 
cuts in subsidies or military outlays, wage 
restraint, or rationalization of elements of 
the civil service (including by tackling the 
common problem of ghost workers). But 
at the same time, productive spending 
needs to be protected: not spending 
enough on a sector (say, health) can have 
damaging social effects and prove to be 
a false economy, raising future spending 
requirements by weakening the sector so 
much that it would be costly and time-
consuming to “rebuild”.

(2) Raising revenue. For countries with low 
ratios of government revenue to gross 

domestic product (GDP), broadening the 
tax base and improving tax administration 
are likely to be important objectives. For 
low-income countries, a tax ratio of 15% 
of GDP should be seen as a minimum 
objective.

 Additional sector-specific financing from 
sources such as social health insurance 
contributions and earmarked taxes for 
health can also be explored. A typology 
of standard tax or other contribution 
mechanisms is shown below (Table 1).

 There are also arguments to be made for 
and against earmarking of taxes – both 
financial and budgetary issues as well as 
wider issues of social solidarity (Table 2).

(3) Boosting efficiency. Other aims should 
be to streamline the implementation 
of programmes, reduce corruption and 
improve governance. Donors can help 
by paring conditionality, eliminating aid- 
tying, reducing administrative overheads, 
better coordinating the spending in a 
sector, and reducing the administrative 
overload imposed on the limited number 
of recipient country programme managers.

 Evidence for health suggests that as much 
as 20–40% of resources are wasted, with 
10 main areas of inefficiencies in medicines, 
human resources and service delivery 
(Table 3):

(4) Increasing borrowing. Given that 
domestic and foreign borrowing must be 
serviced and repaid, policy-makers need to 
evaluate whether the social return from 
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Table 1. Policy instruments for earmarking revenues for the health sector

Tax or contribution instrument

Direct tax Personal or corporate income tax, includes payroll tax or property tax

Indirect tax Value-added tax

Tobacco, alcohol other “sin” taxes

Others (e.g. “luxury”  taxes, telecommunications, etc.)

General revenue Specifc  stipulations on amount of revenue 
(or expenditures) going to health

External sources (offcial, multilateral, 
private aid)

Grants, bilateral, regional or multilateral aid or debt-relief

Others, including sector or activity-
specifc taxes/fees

Natural resource taxes, financial transaction taxes, etc.

Source: http://www.who.int/health_financing/topics/earmarking-revenues-for-health/typology.pdf (3)

Table 2. Earmarking revenues

Source: http://www.who.int/health_financing/topics/sin-taxes/earmarking-table.jpg?ua=1 (4)
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Table 3. Areas of inefficiencies in medicines, human resources and service delivery

Source of inefficiency Common reasons for inefficiency Ways to address inefficiency

1. Medicines: underuse of 
generics and higher-than-
necessary prices for medicines

Inadequate controls on supply-chain agents, 
prescribers and dispensers; lower perceived 
efficacy/safety of generic medicines; 
historical prescribing patterns and inefficient 
procurement/distribution systems; taxes and 
duties on medicines; excessive mark-ups

Improve prescribing guidance, information, 
training and practice. Require, permit or offer 
incentives for generic substitution. Develop 
active purchasing based on assessment of 
costs and benefits of alternatives. Ensure 
transparency in purchasing and tenders. 
Remove taxes and duties. Control excessive 
mark-ups. Monitor and publicize medicine 
prices.

2. Medicines: use of substandard 
and counterfeit medicines

Inadequate pharmaceutical regulatory 
structures/mechanisms; weak procurement 
systems

Strengthen enforcement of quality standards 
in the manufacture of medicines; carry 
out product testing; enhance procurement 
systems with pre-qualification of suppliers.

3. Medicines: inappropriate and 
ineffective use

Inappropriate prescriber incentives and 
unethical promotion practices; consumer 
demand/expectations; limited knowledge 
about therapeutic effects; inadequate 
regulatory frameworks

Separate prescribing and dispensing 
functions; regulate promotional activities; 
improve prescribing guidance, information, 
training and practice; disseminate public 
information.

4. Health-care products and 
services: overuse or supply 
of equipment, investigations 
and procedures

Supplier-induced demand; fee-for-service 
payment mechanisms; fear of litigation 
(defensive medicine)

Reform incentive and payment structures 
(e.g. capitation or diagnosis-related group); 
develop and implement clinical guidelines.

5. Health workers: inappropriate 
or costly staff mix, 
unmotivated workers

Conformity with pre-determined human 
resource policies and procedures; resistance 
by medical profession; fixed/inflexible 
contracts; inadequate salaries; recruitment 
based on favouritism

Undertake needs-based assessment and 
training; revise remuneration policies; 
introduce flexible contracts and/or 
performance-related pay; implement task-
shifting and other ways of matching skills to 
needs.

6. Health-care services: 
inappropriate hospital 
admissions and length of stay

Lack of alternative care arrangements; 
insufficient incentives to discharge; limited 
knowledge of best practice

Provide alternative care (e.g. day care); 
alter incentives to hospital providers; raise 
knowledge about efficient admission practice.

7. Health-care services: 
inappropriate hospital size 
(low use of infrastructure)

Inappropriate level of managerial resources 
for coordination and control; too many 
hospitals and inpatient beds in some 
areas, not enough in others. Often this 
reflects a lack of planning for health service 
infrastructure development.

Incorporate inputs and output estimation into 
hospital planning; match managerial capacity 
to size; reduce excess capacity to raise 
occupancy rate to 80–90% (while controlling 
length of stay).

8. Health-care services: medical 
errors and suboptimal quality 
of care

Insufficient knowledge or application of 
clinical-care standards and protocols; lack of 
guidelines; inadequate supervision

Improve hygiene standards in hospitals; 
provide more continuity of care; undertake 
more clinical audits; monitor hospital 
performance.

9. Health system leakages: 
waste, corruption and fraud

Unclear resource allocation guidance; lack 
of transparency; poor accountability and 
governance mechanisms; low salaries

Improve regulation/governance, including 
strong sanction mechanisms; assess 
transparency/vulnerability to corruption; 
undertake public spending tracking surveys; 
promote codes of conduct.

10. Health interventions: 
inefficient mix/inappropriate 
level of strategies

Funding high-cost, low-effect interventions 
when low-cost, high-impact options are 
unfunded. Inappropriate balance between 
levels of care, and/or between prevention, 
promotion and treatment

Regular evaluation and incorporation into 
policy of evidence on the costs and impact 
of interventions, technologies, medicines and 
policy options.

Source: World health report. Geneva: WHO; 2010 (5).

the uses to which the borrowing is put 
justifies the cost. Governments may choose 
to borrow without taking specific account 
of the direct returns, but then must do so 
when assessing the overall sustainability of 
a programme. Such assessments typically 
weigh an economy’s prospective growth 

rate, potential for exports and remittances, 
prospective interest rate environment, 
revenue elasticity, composition of existing 
debt (in terms of interest rates, maturity 
and currency of borrowing), and terms of 
new debt being considered.
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(5) Securing more external grants. Grants 
can clearly provide more fiscal space than 
borrowing, where debt sustainability 
considerations have to be taken into 
account even when loans are highly 
concessional. But only a sustained and 
predictable flow of grants can create the 
potential for a scaling up of expenditure 
that can be maintained, and reduce the 
uncertainty as to whether a grant is simply 
of a one-time nature. And countries will 
need to take account of the potential 
macroeconomic consequences in terms 
of international competitiveness that 
may arise from a significant scaling up in 
absorption of external resource inflows.

(6) Monetary expansion. This is not a 
desirable option! A government´s 
borrowing from the banking system should 
be driven by monetary policy objectives,  
i.e. the creation of sufficient liquidity 
to support an economy´s real growth, 
with no more than low inflation. Even if 
a government was to rely explicitly on 
money creation to facilitate somewhat 
higher government expenditure, there are 
clear limits, given the potential inflationary 
impact.

Further, an additional overarching factor 
to be considered is given below:

(7) Conducive overall macroeconomic 
conditions. A country’s macroeconomic 

fundamentals – its economic growth 
prospects, deficit levels, interest payments 
and debt sustainability assessments, for 
instance – could imply a passive (no specific 
action conducted) increase in overall 
government expenditures. However, a 
case for an increased share for health 
may still need to be made – there is no 
guarantee that a conducive macrofiscal 
environment will lead to an increase in 
government spending for health. On 
average, as countries become richer, 
the share of health in the government’s 
budget (and as share of GDP) does tend 
to increase. However, there are huge 
variations around this trend, reflecting in 
large part the intermediating influence of 
other factors such as the extent to which 
health is prioritized over other sectors, as 
well as the ways in which the health system 
is organized and financed. 

Therefore, in assessing the availability 
of fiscal space for universal health coverage, 
it is imperative to clearly make the case for 
public financing, situate the health sector in 
a broader macroeconomic context, assess the 
responsiveness of public health spending to 
economic growth and changes in revenue, as 
well as carefully evaluate the costs and benefits 
of different options and cross-sectoral trade-
offs that may or may not lead to availability of 
more public resources for health.


