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PREFACE

The Millennium Development Goals represent an
unprecedented commitment to tackle the most
basic forms of injustice and inequality in our world:
poverty, illiteracy and ill-health. However, so far
progress towards the health MDGs has been worry-
ingly slow, lagging behind other areas such as edu-
cation and poverty reduction. Less than one-in- ve
poor countries is on track to reach the under- ve
mortality goal of a two-thirds reduction between
1990 and 2015. More than 500,000 women die each
year due to complications during pregnancy and,
of the over 10 million deaths each year among chil-
dren under ve, about half are due to preventable
and treatable diseases. The HIV/AIDS pandemic
continues to represent a huge burden, and is by far
the leading cause of premature mortality in sub-
Saharan Africa.

Concerned with the lack of progress, represen-
tatives from several development agencies, including
the World Health Organization and the World Bank,
met in Ottawa in May 2003 to discuss what can be
done to improve health outcomes in developing
countries. They recognized that challenges were
matched with opportunities: the potential for an
extraordinary expansion of international funding
for health, the emergence of new actors, such as
global health partnerships, and greater political
attention to certain aspects of health, in particular
communicable diseases.

Participants at Ottawa agreed an unconventional
approach to address challenges and harness oppor-
tunities a series of informal meetings of high-
level representatives from development agencies
and governments, acting on their own behalf and
limited in number to promote candid and focused
discussion of constraints to progress on the health
MDGs and possible ways forward.

The rst meeting of the High Level Forum on
the Health MDGs (HLF) took place in January
2004 and brought together ministers of health and

nance from developing countries, bilateral and
multi-lateral agencies, private foundations, regional
organizations and global health partnerships. A

further two meetings of the Forum were held, in
Abuja in December 2004 and a year later in Paris in
November 2005.

The Forum was designed as an opportunity for
senior of cials to increase their understanding of
global health issues and to build a consensus on ways
to accelerate progress. To encourage open discussion,
the Forum was deliberately designed to be informal,
limited in size, exible, off-the-record and temporary.
Over time, six principal themes emerged:

Scaling up resources for health

Increasing the effectiveness of aid for health,

improving harmonization and alignment across

different initiatives including global health

partnerships

Increasing scal space for health and managing

the macroeconomic effects of scaling up health

spending

Improving national and global capacities to

measure and monitor progress towards the

MDG targets to evaluate the impact of increased
ows of resources on health outcomes.

Addressing the crisis in human resources for

health in low-income countries

The special circumstances surrounding health

delivery systems in fragile states .

To accompany the discussions at the Forum,
background research was commissioned by the
Secretariat in each of these areas.

This publication brings together a selection of
papers and as such represents an overview of the
analysis and work undertaken throughout the life
of the High Level Forum. For further reading, addi-
tional supporting papers and presentations made
to the High Level Forum are available on the HLF
website www.hlfhealthmdgs.org

In early 2006 independent evaluators undertook
a review of the High Level Forum and identi ed
its key outcomes to date.

The HLF provided a mechanism to translate
the intentions of the Paris Declaration on Aid
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Effectiveness into tangible guidance for global
health partnerships, resulting in a set of best
practices for global health partnerships . These
principles have now been adopted by the boards
of Global Alliance for Vaccines and Immuniza-
tion (GAVI), the Health Metrics Network and
the Stop TB Partnership, and are currently being
considered by others.

Gave exposure and support to the edgling

Health Metrics Network. As a result, the impor-

tance of strengthening health information systems
is now widely recognized by key actors.
Expanded debates on scal space to include the
special needs of the health sector, and created
an opportunity for dialogue between health
ministers, nance ministers and the IMF.
Deepened understanding of how donors can
support the health sector in fragile states . HLF
papers have fed into work at the OECD/DAC
in this area.

Finally, the continued focus by the HLF on the
crisis in human resources for health played a

major role in raising awareness of the issue.
Both developing countries and bilateral agencies
now recognize the need to develop new strate-
gies and increase resources to address this crisis.
Following on from the momentum created by
HLF discussions, the Global Health Workforce
Alliance has now been launched with the strong
support of bilateral partners.

The series of three meetings of the High Level
Forum has been completed but work in each of
the key policy areas continues, and initiatives are
now underway to translate the achievements of the
HLF into action at the country level. In particular
the World Health Organization and the World Bank
continue to collaborate in seeking new mechanisms
to: in uence the policy and practice of health
development partners; improve technical support
provided to countries to integrate health into pov-
erty reduction strategies and accompanying budgets;
and, explore new nancing instruments for countries
receiving limited donor support.
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INTRODUCTION TO THE PAPERS

This publication brings together a selection of papers
that were commissioned by and presented to the
High Level Forum. It represents an overview of
the analysis and work undertaken throughout the
life of the High Level Forum on the key policy areas
of concern to the health sector.

Scaling up Aid for Health

Three papers are concerned with the overall ques-
tions surrounding the scaling up of aid and efforts
to increase its effectiveness. The rst, Resources,
Aid Effectiveness and Harmonization which was
prepared for the rst meeting of the HLF outlines
the key issues, challenges and prospects for scaling
up aid to health and how best the various initiatives
and efforts can be harmonized to enhance their
effectiveness. It grapples with the on-going debate
surrounding how much additional aid is needed and
the potential role of Poverty Reduction Strategy
Papers in this context. The paper also touches on
the new actors and instruments emerging in the
health eld and the impact of increasing aid ows
on economic stability.

The second paper on this subject Harmonization
and MDGs: A Perspective from Tanzania and Uganda
looks speci cally at the increased harmonization
efforts at the national level. The paper was also
prepared for the rst meeting of the HLF and it
presents a detailed analysis of the way in which
health indicators in Tanzania and Uganda have been
affected by shifting aid policies and practices, both
by the national government and by donor behav-
iour. The paper looks closely at the impact upon
the national economies and asks what bottlenecks
remain that can impede the achievement of the
health MDGs in these countries.

The third paper in this area, MDG-Oriented
Sector and Poverty Reduction Strategies: Lessons
from Experience in Health was prepared for the
second meeting of the HLF and is concerned speci-

cally with the role of Poverty Reduction Strategies
in helping countries to meet their health MDGs. It

draws on research in a wide range of countries
across several continents and raises key questions
surrounding the development of macro- scal frame-
works and absorptive capacity.

Fiscal Space and Financial Sustainability
The lack of predictability in aid ows was high-
lighted as a key problem for developing countries
that are aid-dependent. Aid ows are estimated to
be up to seven times more volatile than domestic

scal revenue. New mechanism are urgently needed
that can promote predictability while increasing
support to the national budget for the health sector
within the context of overall development priori-
ties, poverty reduction strategies and medium-term
expenditure frameworks. Two papers deal speci -
cally with the question of the scal space available
to national governments and how this impacts
upon their long-term policy decisions. Both papers
were prepared for the nal meeting of the HLF.
The rst paper in this series, Fiscal Space and Sus-
tainability from the Perspective of the Health Sector
provides a de nition of scal space and examines
what sustainability implies. Various scenarios of
changes in donor and government policies are
explored and developed together with projects of
their impact on health spending. The paper con-
siders in depth trends in both donor and recipient
government behaviour as well as the likely macro-
economic effects of scaling up.

The second paper in this series Fiscal Space and
Sustainability: Towards a Solution for the Health
Sector seeks to identify the key budget management
issues that need to be addressed in order to plan and
implement a scaling up of the health sector nanced
by additional aid. It maps out the parameters of
possible solutions and discusses various initiatives
currently being debated.

Global Health Partnerships
A key outcome of the work of the High Level Forum
on harmonization was the development of a series
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of best practice principles for guiding the behaviour
of Global Health Partnerships (GHPs) at the coun-
try level. Building on early work of the HLF on
donor harmonization, this area of work looked
speci cally at activities at the country level of GHPs,
such as the Global Fund to ght Aids TB and Malaria
and the Global Alliance for Vaccines and Immuni-
zation (GAVI) amongst others. It was informed by
an assessment undertaken by the Bill & Melinda
Gates Foundation and McKinsey & Company which
looked at what GHPs could do to reduce the bur-
dens they place on countries and so serve countries
more effectively. The assessment, Global Health
Partnerships: Assessing Country Consequences was

nalized in November 2005 and presented to the
third High Level Forum in Paris; it is included in
this volume. It highlighted problems of poor coor-
dination and duplication, the high transaction costs
to both donors and recipients, the variable degrees
of country ownership and the lack of alignment
with national health systems and priorities.

The Gates-McKinsey report was a key contribu-
tion to second report presented to the HLF Best
Practice Principles for Global Health Partnership
Activities at the Country Level , which provided a
synthesis of research into the impact of Global
Health Partnerships at country level and, based on
this, suggested a set of best practice principles for
GHP engagement. These principles attempt to
apply the Paris Declaration on Aid Effectiveness
agreed under the auspices of the OECD/DAC to
the activities of GHPs. Several GHPs are now in
the process of debating and in some cases adopting

Best Practice Principles for Engagement of Global Health
Partnerships at Country Level .

Another signi cant focus for the HLF was the need
to improve national and global capacity to measure
and monitor health information. In order to do
this, health information systems need to be strength-
ened, better coordinated and more oriented towards
country priorities and needs. First and foremost,
information systems must provide data for policy-
making at national level, but they also need to
respond to global demands to monitor progress
towards the MDGs. The Health Metrics Network
was being developed in parallel to the work of the
HLF and has been welcomed as an important initia-
tive in this area. Rather than replicate this innovative
work, the HLF chose instead to follow the develop-

ment of the HMN and offer its advice and guidance
from the perspective of high level policy makers.
The paper included in this volume, Monitoring the
Health MDGs was presented to the HLF by the
HMN and outlines the need for health information,
the existing gaps and the possible strategies to
address these. Since the paper was written the work
of the HMN has moved on signi cantly. An update
on its activities is included in an annex to the origi-
nal paper.

Alongside the need to monitor health informa-
tion is the parallel need to track the resources

owing to the health sector on both a global and
national level. At the rst meeting of the HLF mem-
bers of the Forum recognized the shortcomings in
the international community s ability to track nan-
cial ows and requested that further work be under-
taken to ascertain the feasibility of improving this
capacity speci cally in the health sector. The Global
Health Policy Research Network, a programme of
the Center for Global Development was already
engaged in this research and presented a paper to
the second HLF. Tracking Resources for Global
Health: Progress Toward a Policy Responsive System
identi es key links between resource tracking and
making progress towards meeting the health Millen-
nium Development Goals (MDGs), lays out the
speci ¢ ways in which information on resource

ows, including data on both commitments and
disbursements, can inform policymaking, and indi-
cates the type of information required to each policy
use. The paper also highlights major sources of data
on resource ows that are currently available, and
identi es major gaps relative to policy needs. It also
provides a brief summary of the major gaps in the
available data, relative to policy needs and identi es
a set of key issues that need to be addressed to
develop an appropriate strategy to |l these gaps.
At the thirdand nal meeting of the HLF in Novem-
ber 2005 an update on progress in this area was
provided. The paper entitled Following the Money
in Global Health outlines where further gaps in
country and global level reporting and accounting
exist and the response so far to address these. It
contains a series of four detailed and speci ¢ recom-
mendations of ways in which donors and technical
agencies can support national governments.

The crisis in human resources within the health
sector in low-income countries is well documented
but its magnitude has only recently been recognized
as requiring urgent attention. It emerged as a signi-

cant and consistent area of concern for the HLF.
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A series of papers were presented to each of the
meetings of the HLF, two of which are included in
this volume. The rst, Improving Health Workforce
Performance outlines the extent and nature of the
crisis. It explains how the crisis has been exacerbated
by a reluctance among donors to fund recurrent
costs such as salaries and incentives to work in rural
areas, deteriorating working conditions within
health delivery systems and the on-going migration
of health workers from developing countries to
the industrialized world. Furthermore, the HIV/
AIDS pandemic has also had a devastating impact
upon the health workers themselves.

The second paper Working Together to Tackle
the Crisis in Human Resources for Health , presented
at the last meeting of the HLF outlines the various
initiatives and activities underway at global and
national levels that are seeking to turn the crisis
around.

Health in Fragile States

The challenges of reaching the health MDGs are
particularly acute in countries that are either unable
or unwilling to deliver health services to their pop-
ulations. Indicators suggest that the populations of
these fragile states bear a disproportionate burden
of disease and mortality. Operating in countries
emerging from con ict and political instability as

well as those with poor governance structures
presents additional problems of harmonization
and alignment among humanitarian, transition
and development actors. The HLF believed that
the particular context of these fragile states war-
ranted closer examination. Two papers are included
in this volume that deal speci cally with the chal-
lenges of scaling up health interventions in fragile
states. The rst, Health in Fragile States: An Overview
Note outlines the extent of the health challenges
in fragile states and the complexity of the operating
environment for both humanitarian and develop-
ment partners. The paper draws on the Principles
for good international engagement in fragile states
developed by the OECD/DAC in April 2005.

The second paper Health Service Delivery in
Post-Con ict States takes a more detailed look at
the post-con ict environment and the array of
dilemmas facing decision-makers seeking to deliver
effective health services in such a context. It out-
lines the dif culties as well as the opportunities
that frequently emerge in post-con ict situations
and the likely nature of the recovering health sectors.
The paper includes some recommendations for
best practice and highlights some common mistakes
to be avoided.

For further reading, additional supporting papers
and presentations made to the High Level Forum are
available on the HLF website www.hifhealthmdgs.org
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SCALING UP AID FOR HEALTH



RESOURCES, AID EFFECTIVENESS

AND HARMONIZATION

By Andrew Cassels, Geneva, lanuary 2004

1. Introduction

Achieving the health MDGs represents one of the
greatest challenges in international development.
Not least because they include the goal of reversing
the global epidemic of HIV/AIDS. To this we have
to add the steep declines required in child and
maternal mortality, where progress lags far behind
aspirations in many parts of the world. Improving
health outcomes will not be possible without major
improvements in health delivery systems, which in
turn depend on changes in public sector manage-
ment, new forms of engagement with the private
sector, as well as interventions well beyond the
health sector itself. Moreover, improvements in
health are essential if progress is to be made with
the other MDGs, including the reduction of abso-
lute poverty.

This paper brie y outlines some issues in rela-
tion to development assistance for the achievement
of the health MDGs: how can it be made more
effective, how much more is needed, and what has
been the effect of trying to harmonize the efforts
of different actors?

Increases in the quantum of aid are necessary
but not suf cient in isolation: progress will depend
equally on policy and institutional change on the
part of both donors and governments. Furthermore,
the role of development assistance has to be set in
the context of changes in national scal policies,
the domestic policies of donor governments, the
management of international debt, and trade policy
reforms to increase access to developed country
markets.

Beyond the areas of broad consensus, however,
lies a critical debate. In essence: should health, and
particularly the HIV/AIDS epidemic in some coun-
tries given their potential impact on social and
economic development, the magnitude of their

nancial needs, and the urgent need to prevent a
catastrophic situation getting worse be treated
differently from other sectors?

The growing support for global initiatives that
aim to provide funding additional to national budg-

etary allocations suggests a positive answer. But
others argue strongly that keeping health and AIDS
separate from the disciplines imposed by national
budgetary systems is not in the long-term interests
of the sector.

There is no doubt that global health initiatives
will continue to coexist with nationally-led multi-
sectoral processes such as Poverty Reduction Strategy
Papers (PRSPs). Similarly, donor- nanced projects
will continue to coexist with budget and sector-wide
support. Dealing with the complexity that this en-
tails is a reality. The challenge therefore is to de ne
a strategy that recognizes the need for immediate
and urgent action, features progressive institutional
capacity development, identi es good examples of
harmonization in practice, and looks towards long-
term nancial sustainability.

2. Issues, challenges and prospects
Achieving the health-related MDGs presents special
challenges in relation to increasing the effectiveness
of development assistance and harmonization. These
are presented here in summary form to give a sense
of the range of issues that have to be addressed.
Selected points are then explored in more detail in
the subsequent sections.

Even allowing for greater ef ciency in resource
use, there remains a signi cant gap in resource
availability if the health MDGs are to be achieved.
But how resource needs should be quanti ed
remains a matter of debate.

In the absence of concomitant policy and insti-
tutional change, both within and beyond the
health sector, increases in development assistance
alone are unlikely to be suf cient. Developing a
consensus on what constitutes effective policy
and institutional change across the full range of
health MDGs will be a key component of a vision
of how they can be achieved.

Countries that implement reforms  the good
performers are likely to attract additional re-
sources. At the same time, a vision for achieving
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the health MDGs has to make provision for the
many millions of people that live in countries
with poor policy environments, or where states
in crisis for whatever reason are unable to
ful 1l basic functions.
Health spending even spending on primary care
does not automatically bene t poor people, and
the measures used to assess progress against the
MDG targets are based on national aggregates.
A further element of the vision is therefore to
ensure that health policies, health systems and the
aid instruments that support them are designed
both to maximize the impact of better health in
poverty reduction, and to address the needs of
poor people.
There is growing support for aligning external
assistance around national poverty reduction
strategies. The preparation of PRSPs may draw
on sectoral strategies where they exist. The
greater challenge is to ensure that the poverty
analysis which informs the PRSP also in uences
the orientation and focus of work in the health
sector. In addition, there is a need to be clearer
about how national AIDS strategies which are
themselves multisectoral can most productively
relate to the PRSP process.
The focus of much of the drive towards harmoni-
zation is primarily on how donors can better
support public policies. In many low income
countries, however, a large share of health nan-
cing and provision originates in the private sector.
This creates further challenges for achieving
harmonization, and highlights the need to
broaden the agenda so that it includes ways in
which governments can build networks with
civil society, NGO groups and private business.

The search for new resources, and the need to
attract new donors, has led to the creation of new aid
instruments, such as The Global Fund to Fight AIDS,
Tuberculosis and Malaria, the International Finance
Facility and the Millennium Challenge Account. The
key challenge is to attract funds that are genuinely
additional, and to ensure accountability that will
satisfy new nanciers, without creating greater
demands on thinly stretched administrative systems.

The availability of additional, earmarked grant
funds for health  from mechanisms such as the
Global Fund can and has led to tensions between

nancial ceilings set by ministries of nance aiming
to maintain macroeconomic stability on the one
hand, and the need to expand the resource envelope
in the health sector on the other.

It is widely accepted that there is a role for differ-
ent types of aid delivery instruments. While many
donors are moving towards providing assistance
as budget and sector-wide support, a signi cant
amount of external assistance in health still comes
in the form of project funding. If projects have
a clear purpose and are aligned with national
strategies, they can ful Il an important role in
terms of innovation, capacity-building and policy
experimentation. However, when the proportion
of off-budget nance increases, the risks also
increase. In part, this is due to transaction costs
particularly as a result of separate reporting
requirements but more fundamentally it ex-
empts a large part of in-country spending from
democratic scrutiny.
Only by working to scale can the health MDGs
be achieved. The challenge facing national author-
ities is to deliver on priority outcomes, while
building effective systems capable of addressing
multiple health conditions. This is particularly
dif cult when agencies compete for scarce human
resources to fund speci ¢ programmes.
Both development agencies and governments
recognize the importance of increasing the pre-
dictability of aid, but at the same time there is a
growing trend to link disbursements to improved
performance, particularly in the period between
the tranches of assistance. Intermediate indica-
tors must necessarily be clearly linked to health
impact and outcome, and there must be consen-
sus on the benchmarks which will be used to
demonstrate progress or lack thereof.

From this list of issues it is evident that improving
effectiveness and increasing harmonization has many
dimensions affecting all stages of the programme
cycle, from analysis, through implementation to
monitoring and evaluation. However, while the list
of challenges is long, there are a growing number
of examples, cited in the text which follows where
development assistance has been made more effec-
tive and there have been positive bene ts as a result
of greater harmonization'. Even if existing instru-
ments are imperfect, improvements are clearly
possible.

While the focus of this paper is primarily on what
happens in relation to harmonization at country
level, this can be enhanced by enabling actions at a
global level such as through agreements affecting
access to life-saving drugs through the interpreta-
tion of TRIPS in the Doha Declaration on Public
Health.

Section 1: Scaling Up Aid for Health e Resources, Aid Effectiveness and Harmonization 13



3. Analysis and strategy development:
estimating costs and mobilizing resources
Current levels of health spending in most low-income
countries are insuf cient for the achievement of
the health MDGs. The question is raised, however,
as to how much is needed. This section argues that
estimates of resource needs should focus on the
country level, but recognizes that there are differ-
ences in opinion as to how these should be calculated.

The Commission on Macroeconomics and Health
(CMH) suggested that countries could increase the
allocation of domestic budget resources for health
by an additional 1% of GNP by 2007. Evidence
suggests that while there is some upward movement
in health spending, it is rarely of this magnitude.

Even if countries were able to act on the CMH
recommendations, there would still be a substantial
shortfall that would have to be met primarily from
increases in development assistance.

In order to achieve the MDGs as a whole, it has
been suggested (for example in the Monterrey Con-
sensus) that an additional US$ 50 billion of develop-
ment assistance is needed each year. If commitments
made by G8 members are realized, aid to Africa
would double by 2010 resulting in signi cant new
resources for the health sector and to date, develop-
ment assistance to the health sector has seen some
modest progress. As well as an overall increase in
the percentage of total aid over the last decade,
annual commitments have increased from US$ 6.4
billion on average between 1997-1999 to US$ 8.1
billion in 2002 with much of the increase attribu-
table to commitments to the Global Fund, and to
HIV/AIDS more generally. However, the CMH
report recommends that annual assistance to the
health sector should be increased to US$ 27 billion
by 2007 and to US$ 38 billion by 2015.

Nevertheless, the question remains as to whether
more accurate estimates of need will actually help
turn commitments into action. While there may
be a case for costing what will be needed to achieve
very speci c targets, it is questionable whether there
is much political mileage to be gained by estimating,
and publicizing, another global headline gure for
the health MDGs.

Efforts might be better directed towards looking
at resource needs in individual countries. Here,
however, differences in approach have emerged
with important policy implications.

Oversimplifying for the sake of brevity:

One view is based on the costs of scaling-up
interventions, and the systems needed to deliver

them, to meet the various MDG targets. This
approach, which results in higher estimates, is
based on two important assumptions. First, that
the additional funds can be readily absorbed
and ef ciently utilized (and therefore that the
poorest countries need, and can use, the most
resources), and secondly, that the various inter-
ventions act relatively independently from each
other, and from the feedback effect of economic
growth. This approach does not preclude address-
ing some systemic constraints such as salary
increases.

An alternative approach starts from current
resource availability, and is predicated on the
interplay between improved policies, systems,
governance and increments in aid.

Where the rst approach looks at the 2015 targets
and works back to the money that is needed now;, the
latter starts with an analysis of current constraints
and looks at how to progressively relax them, thereby
increasing the quantum and effectiveness of spend-
ing. This approach attempts to avoid the problem
of two competing scenarios by allowing govern-
ments to manage current realities while aspiring to
better performance and increased income.

4. Analysis and strategy development:
health and PRSPs

The debate about how to estimate resource needs
raises questions about the purpose of PRSPs. In
effect, those that would encourage countries not
to shy away from ambition and base their strategies
on real costswould use the PRSP as an advocacy
tool. The alternative approach based on a different
interpretation of realism encourages countries to
focus on more immediate projections of resource
availability. The middle way is to encourage coun-
tries as part of the PRSP process to prepare a set
of alternative medium-term scenarios with different
patterns of aid, systems development and policy
reform. The PRSP in Rwanda, for example, takes
this form.

While it is tempting to focus exclusively on the
nancial impact of PRSPs, it is equally important
to examine their in uence in other ways. To what

extent do PRSPs ful Il their potential as a way of
improving health policies, governance and institu-
tions? This in turn will affect how health is treated
in Medium Term Expenditure Frameworks (MTEFs)
and national budgets and thus resource allocation
and the effectiveness of spending in the sector.

14 High Level Forum on the Health Millennium Development Goals e Selected Papers 2003 2005



Potentially, PRSPs are important instruments
for the health sector:

As responsibility for the overall PRSP is based
in either the ministry of planning or nance,
the PRSP process can help illustrate the impor-
tance of health to poverty reduction, and thus
strengthen the case for increased investment.
By bringing a poverty reduction lens to the
health sector, PRSPs can catalyse a more pro-
poor analysis of health challenges, and prompt
an examination of why existing polices fail to
reach vulnerable groups.

The process thus offers an opportunity to reori-
entate national health plans and strategies to
those health actions most likely to impact on
poverty and the needs of the poor.

The real potential of PRSPs is becoming evident
in some countries. In Uganda, the process helped
ensure a reorientation of the health policy towards
the needs of the poor. In Mauritania, the PRSP pro-
foundly changed the approach to delivering services
for poor people and was in addition successful in
dramatically raising health spending.

However, analysis suggests that these are the
exceptions rather than the rule and too often PRSPs
do not fully deliver on their potential to in uence
change. For the most part, PRSPs appear to draw
on existing national health strategies, without exam-
ining their effectiveness or their ability to reach the
poor. In addition, while paying lip service to links
with the MDGs, few PRSPs capitalize on the oppor-
tunity presented by a cross-sectoral planning process
to promote the achievement of health and human
development outcomes through non-human devel-
opment inputs such as transport, scal policy (e.g.
tobacco taxes) and household energy. Instead, PRSPs
tend to rely on the delivery of traditional health
services, providing few pointers to the most essen-
tial areas of policy and institutional reform needed
to achieve the MDGs.

In conclusion, PRSPs are an important entry
point for tackling poverty/health challenges in low-
income countries. However, PRSPs alone are not
suf cient as a means of creating capacity or com-
mitment to poverty issues in ministries of health.
Greater support from health and development
partners, links with other processes, de ning key
policy and institutional changes to increase effective-
ness, and continuing advocacy with higher levels of
government, remain essential to achieve this end.

A wide range of strategies have been proposed for
raising additional resources for the achievement of
the MDGs. Most current strategies have two targets
in common: non-traditional donors, particularly
from the private sector; and those OECD countries
that are furthest from providing 0.7% of GNP as
development assistance.

While there is no question that new resources
are needed, the means by which they are managed
and disbursed are equally important. Inevitably,
there is a need to manage tensions that emerge
between the desire to reduce transaction costs and
support national policies on the one hand, and some
of the demands of new actors and new systems on
the other.

Private foundations such as the Bill and Melinda
Gates Foundation have become major nan-
ciers of health and development on a par in terms
of volume of aid with both the larger bilateral
donors and development banks while at the same
time seeking a more distinct identity in terms
of approach.

The corporate sector, despite its increasing
involvement, has yet to nd a fully settled role
outside of its own sphere of operations. Part of
the thinking behind mechanisms like the Global
Fund was to provide a corporate-like environ-
ment for tackling priority health problems that
provided a common and secure channel for
investors lacking a country presence. However
corporate involvement in the fund, as a signi -
cant donor, has been limited. Inevitably, this
raises questions about whether common fund-
ing channels such as the Global Fund provide
companies with suf cient visibility, or whether
the corporate sector s role lies more in individual
companies providing support through the pro-
vision of goods and services in kind.

The International Finance Facility (IFF) currently
being piloted in immunization, involves the pri-
vate sector in a completely different way. Long-
term commitments from traditional governmental
donors will be used to leverage immediate and
additional resources for aid by issuing bonds in
the international capital markets, thereby ena-
bling the front-loading of aid. While the IFF sets
its sights clearly on increasing aid before 2015,
one can anticipate that needs will continue after
this date.
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Although the United States Government has
been a strong supporter of common mechanisms
such as the Global Fund, a larger proportion of
its development assistance is managed through
new and existing bilateral mechanisms such as
the Millennium Challenge Account and the
President s Emergency Plan for AIDS Relief.
Three features of these mechanisms stand out:
a highly selective focus on countries with speci-
ed policy environments; strict accountability
requirements; and a refusal to support organiza-
tions that pursue activities contrary to domestic
political positions (such as support for abortion).
Although these requirements make it dif cult
for the US to join in common nancing arrange-
ments at national or sector level, the level of
resources and political support that has been
brought to bear against diseases such as HIV/
AIDS and now malaria is nevertheless, of major
signi cance.
In the space of three years, the Global Fund to
Fight AIDS, Tuberculosis and Malaria grew from
an idea to an organization that has received
pledges totaling over US$ 8.8 billion. During
this time, the Board and Secretariat have had to
negotiate many of the tensions inherent in pro-
viding aid for health. They include, among many
others: providing support for national strategies
versus targeted projects; eligibility for all coun-
tries or only the poorest; working through gov-
ernments versus giving more prominence to
non-state actors; building national capacity to
monitor versus the establishment of parallel
systems; supporting locally-owned strategies
while trying to shift national priorities towards
the three diseases; earmarking funds for priority
purposes or regions versus allowing a demand-
led system; and so forth.

Four conclusions emerge: (a) that the experience
of the Global Fund and the Global Alliance for
Vaccines and Immunization (GAVI) shows that
raising new resources from non-traditional donors
such as the private sector is possible but that gov-
ernments still provide the bulk of resources raised;
(b) that other new approaches such as the IFF and
airline tax could bring signi cant additional resources;
(c) that plurality of channels and systems would
seem to be an inevitable consequence of such ini-
tiatives in the short term; and (d) that there is a
tendency for the new philanthropic donors to focus
on speci c diseases and health conditions and to shy
away from systems strengthening per se.

6. Implementation challenges: increasing
resources and economic health
One of the many effects of the establishment of the
Global Fund is an increase in the overall quantum
of grant resources available to health. In several
countries, this has given a new edge to the long-
standing debate about the impact real or potential
of increases in aid on macroeconomic stability.
In considering this matter it is useful to separate
arguments over sovereignty from those of economics.

The economic argument centres on what con-
stitutes nancial sustainability. Some have made the
case that increases in aid, depending on what it is
used for, can in uence exchange rates and export
competitiveness and thereby, economic growth.
Individual economists disagree on the seriousness
of these issues in different contexts, and the extent
to which they should act as a brake on external
assistance.

However, in countries faced with a serious disease
burden, failing to address major causes of ill-health
will hit economies considerably harder and poten-
tially for a longer period of time. For these countries,

scal policy should therefore be considered and
de ned within a context in which the death of
teachers, police and health workers is occurring at
a rate faster than the state can replace them.

The sovereignty issue is perhaps more dif cult.
Ministries of nance have to balance competing
demands and to make judgements about the relative
contribution of many sectors to poverty reduction.
They are accountable for achieving economic
growth targets and, in a resource scarce environment,
are obliged to set spending limits. The question is
therefore: who should have the nal say when a
donor such as the Global Fund insists that their
earmarked funds be additional to previously agreed
spending limits?

The issue of scal discipline, manifest in the
form of resource ceilings, raises its head in other
ways particularly in relation to public sector
employment. A signi cant increase in development
assistance for, say, AIDS treatment or child health,
will have limited impact if there are insuf cient
health workers available for health centres and
clinics. At the same time, there is no doubt that
many countries have wrestled for years with the
inef ciencies that occur when staff salaries squeeze
out all other forms of operating expenditure. Staff
take time to train, and there is thus a lead time before
national authorities can respond to new nancial
circumstances. Most will want to be reassured that
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these new levels of assistance will be sustained to
allow for the long term employment of newly trained
workers.

7. Implementation challenges:

de ning a role for project spending

A growing number of donors provide an increasing
proportion of their assistance as budget support. If
the PRSP and MTEF are agreed by all concerned,
then nancing directly through the national treasury
is an obvious next step.

At the same time, evidence indicates that in the
health sector, one can expect that a signi cant pro-
portion of aid will still come in the form of projects.
It is also the case that relatively few countries are
running SWAps that genuinely cover all forms of
sectoral spending. Many of the reasons for this are
related to the requirements of different donors and
have been touched on in previous sections. In addi-
tion, several governments regard some aspects of
health spending as not being up for negotiation or
scrutiny by outside agencies. The question to ask
then is does this matter, and are there any reasons
that actually argue in favour of projects?

Many argue strongly that the achievement of
health goals requires working through civil society
and grass-roots organizations. Groups at risk of
HIV or TB that live on the margins of society are
often best reached by other groups that also operate
outside society s mainstream. Channeling funds to
such groups through governments can be proble-
matic, particularly while trying to work to scale and
maintain consistent quality standards even if these
groups have the capacity to absorb more resources.

Health sector plans and budgets often perpetuate
historical patterns of spending. They rarely contain
adequate provision for systems building or innova-
tion. How many national budgets in Africa or Asia,
for instance, made provision for spending on AIDS,
let alone AIDS treatment? While the Global Fund is
keen to be seen as a supporter of PRSPs and SWAps,
it also has a major role as a source of innovation
and capacity-building.

Clearly there is a role for project spending
particularly in policy experimentation. Problems
arise when off-budget spending increases excessively
in volume, when it is used to divert genuine national
priorities, when it generates disproportionate costs
in terms of management time, and most critically

when it is used in the absence of some overall
sectoral strategy that has been subject to some form
of democratic process. The form that such a strategy

should take as noted in the section on PRSPs
requires further exploration. Some argue that if
development assistance operates increasingly at an
overall budget level sectoral support will not be
necessary. An alternative approach is to seek a closer
match between the needs of particular countries
and the balance of aid instruments used.

8. Implementation challenges:
managing multiple partners

At the heart of the harmonization agenda is the way
that development partners interact with national
authorities. Several aspects of this relationship
particularly alignment around national priorities
asre ected in the PRSP and MTEF  have been
touched on. There are, however, several other
practical aspects of harmonization: the nuts and
bolts issues that make all the difference in reducing
transaction costs.

They include: shared analytic and sector work;
joint review missions; common nancial manage-
ment standards; pooled procurement arrangements;
common policies in relation to project management,
contracting and payment of technical assistance;
and training and staff development. While the focus
at country level is often on pooling resources  basket
funding progress can also be made on some of
these other issues between a wider group of donors.

While the Rome Declaration focused on harmon-
izing donors efforts across a broad front, coordi-
nation of national and donor responses is equally
important when it comes to issues such as HIV/
AIDS. Recent work in this area has identi ed three
principles: one agreed action framework; one national
AIDS authority; one country-level monitoring and
evaluation system (  three ones in the jargon).
Although a move in this direction is a logical response
to competing structures, coordination mechanisms
and systems, the challenge is to link AIDS-speci ¢
coordination to mainstream harmonization in a
way which is mutually reinforcing.

9. Monitoring and evaluation:
performance and predictability
Both governments and development agencies are
aware of the need to increase the predictability of
aid. In the absence of greater certainty about aid
ows, governments nd it hard to plan, budget and
recruit adequate numbers of staff. If AIDS treat-
ment, the continuation of which is essential over a
lifetime, becomes dependent on major increases in
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development funding, the issue will become even
more acute. At the same time, there is a growing
tendency to link disbursement with performance
and results in order to sustain political support for
aid. The experience of GAVI, which relates funding
to measures of performance, but also engages in

nancial sustainability planning, is particularly
important in this respect.

Issues related to assessing progress towards
achieving the health MDGs has been addressed in
one stream of work of the High Level Forum. The
challenges around this area of work include reaching
agreements on precisely what is going to be moni-
tored, what constitutes satisfactory achievement,
and how roles and responsibilities of governments
and agencies are to be coordinated.
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HARMONIZATION AND MDGs:

A PERSPECTIVE FROM TANZANIA AND UGANDA

By Leo Devill@, with the contribution of Francis Omaswa and Hussein Mwinyi, Geneva, January 2004

1. Introduction

This paper presents ndings from research on the
rate and impact of harmonization at the national
level. It focuses on two country case studies; Tan-
zania and Uganda. The paper looks speci cally at
the effect of increased harmonization in these
countries and whether it has led to any tangible
improvements. It compares the different preferred
modes for the delivery of donor aid and considers
what information on health outcomes is currently
available to measure performance. The paper also
considers the suitability of various tools available
for setting national sector targets. The question of
resources needed to reach the health MDGs is also
raised including costing, availability and the tensions
between scaling up resources and macroeconomic
stability. Finally, the paper outlines what bottlenecks
currently exist to achieve the health MDGs in the
countries studied. By way of illustration, the author
has included quotations and opinions expressed by
those interviewed throughout the course of the
research. For reasons of con dentiality these quo-
tations are un-attributed.

2. What has been the effect of increased
harmonization?

In Uganda and Tanzania, efforts towards greater
harmonization through the Sector-Wide Approach
(SWAD) as well as a stronger focus on budget support
has increased the resources available to the health
sector over the past ve years. This in turn has led
to improved health sector outputs in both countries,
but not yet to measurable outcomes in all health
millennium development goals (MDGs)'.

Uganda

While the total resources available for the health
sector have increased by only 15% in real terms over
the past Ve years, the government budget for health,
including budget support, has more than doubled
in shilling terms. The allocation to the health sector
as a percentage of the total government spending

increased from 7.3% to 9.6% from 2000 to 2003
resulting in general and earmarked budget support
for health amounting to US$ 4.1 per capita. Over a
similar period, project aid shrank from about 60%
to 36% of total resources for health. The Govern-
ment abolished user fees in its health units in March
2001. Health units run by nongovernmental organi-
zations (NGOs), however, continue to charge fees
and this accounts for 7% of the resource envelope.
The shift from project aid to budget support and
the concurrent abolition of user fees is illustrated
in the graph below.

Resources available to fund Uganda s Health
Sector Strategic Plan at 2001/2002 prices
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Source: Ministry of Health, Health Sector Performance Report, October 2003.

The increase in the health budget for the period
under review has been modest: in absolute terms,
only US$ 1.4 per capita. The Ugandan Government s
budget comes from two sources: domestic tax rev-
enues and external aid (both general and earmarked).
Because tax collection performance is poor, growth
in domestic tax revenues has not kept pace with
economic growth. It is increases in donor support,
therefore, that have largely funded the increase in
the health budget, with a recent trend for some
major donors to move away from projects to budget
support.

There is also evidence that the increased budget
resources have been allocated more ef ciently. For
example, funding for primary health care (PHC)
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Table 1 Some stagnating health indicators in the 1990s in Uganda

1995 | 2000 | PEAP target (2005) | MDG target (2015)

Infant mortality rate (deaths < 1 year per 1000 live births)

Maternal mortality rate (deaths per 100 000 live births)

and district level services has increased from 32% to
54% of the overall budget, while the central hospi-
tal budget decreased from 22% to 12%. They have
also been used more ef ciently, especially in supply-
ing an improved mix of inputs such as staff, drugs
and logistics’. And they are being allocated more
equitably through a resource allocation formula
introduced in 2003 that includes poverty in its calcu-
lations. In addition, the decision to abolish user fees
(which has resulted in a sustained increase in out-
patient attendance of 72%) has increased access to
health services for the poor.

Uganda has sought additional resources for health
through the Global Fund to Fight AIDS, Tuberculosis
and Malaria (GFATM), which has pledged US$ 213
million of which nearly US$ 80 million has already
been disbursed.

The bene ts of recent economic growth have
been concentrated in certain groups, resulting in
rising inequality. The richest 10% of the population
have experienced a 20% increase in real consump-
tion since 1997, and the poorest only 8%°. The
Economic Commission on Africa comments:

There remain vast regional disparities in the inci-
dence of poverty [in Uganda], with a clear spatial
pattern. The more af uent central crescent around
Lake Victoria has made great strides in economic
development, while the drier, more disadvantaged
northern part of the country has fallen even further
behind. Inequalities in socioeconomic development
tend to be linked to inequalities in health’. How-
ever, the MOH is trying to redress some of those

Table 2 Some improving PEAP indicators

505 345 131

inequalities by improving its resource allocation
formula providing poorer districts with 51% per
capita more than Kampala for their PHC budget.

Sector performance provides a mixed picture.
From 1995 to 2000, infant and maternal mortality

gures stagnated, whereas HIV prevalence rates

improved. These statistics differ signi cantly from
those required to achieve the country s own Poverty
Eradication Action Plan (PEAP)’ and MDG targets.

However, since 2000 health sector outputs have
improved signi cantly, re ecting better access to
and use of the Minimum Health Care Package by
the Ugandan population. A number of PEAP indi-
cators, including the HIV/AIDS MDG and proxy
indicators for child mortality MDGs, selected to
assess performance of the health sector, have shown
marked improvement (see Table 2 below). However,
the performance of the indicator for maternal health
services remains disappointing.

Tanzania

Tanzania presents a somewhat similar picture. The
health sector s share of the national budget increased
from 7.5% in 2000701 to 8.7% in 2002/03. This is
equivalent to a rise from US$ 3.4 per capita in 1998/99
(US$ 2.4 from domestic resources plus US$ 1.0 in
donor aid), to US$ 5.9 spent per capita in 2000/01,
to US$ 6.6 per capita budgeted for 2002/03 (US$ 3.6
from domestic resources plus US$ 3.0 in donor aid
per capita). Within the SWAp, support for the health
sector budget is channelled partly through the
President s Of ce, Regional Administration and

“ PEAP performance indicator

Out-Patient Department utilization
(Total Government of Uganda and PNFP)

2 DPT 3 vaccine coverage (< 1 year)

8 Proportion of approved posts lled with trained health staff

4 Deliveries in health units

5 Urban/rural HIV seroprevalence (national average)

Baseline value | 2000/01 2001/02 2002/03
(99/00)
0.4 0.43 0.60 0.72

41% 48% 63% 84%
33% 40% 42% 53%
25.2% 22.6% 19% 20.3%
6.8% 6.1% 6.2% 6.2%
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Local Government for district support, and partly
through the MOH central basket. The UK Depart-
ment for International Development (DFID), a
long-term partner to the SWAp basket, has now
moved to general budget support. Although general
and earmarked budget support has increased over
the past years, off-budget funds (project aid) have
remained important. They still contribute 40% of
external resources but this is falling.

Overall allocations to the health sector have been
increasing in real terms and have become more
ef cient, with the largest rise being for PHC and
preventive services. This signi esa movement in
recurrent expenditure away from secondary and
tertiary hospitals towards district health services
(from 50% to 60% over the period under review)
and away from regional administration to local gov-
ernment. It also signi es a reduction in the share
of salary costs from 65% to 50%, while increasing
the share of Other Charges °, which is considered
a priority in the Poverty Reduction Strategy Paper
(PRSP). Both domestic and donor resources have
increased’, but the main source of extra funds was
the Tanzanian Government s grants to district
councils. Foreign aid was 53% and 56% of the total
health sector budget respectively in 1999/2000 and
2001/02. The recently adopted resource allocation
formula, which includes poverty and under- ve mor-
tality criteria, has allowed resources to be allocated
more equitably since 2003/04.

Additional resources are sought through different
channels. The Global Fund has pledged US$ 206
million over the full budget lifetime of which US$
82 million has already been disbursed?.

In terms of health sector performance, outpatient
attendance has been maintained at 0.9 visits per
capita a year. Coverage of the diphtheria-pertussi-
stetanus vaccine DPT3 has increased to 83% and the
proportion of fully immunized children below the
age of two has increased from 74% to 79%. The
proportion of births attended by trained personnel
increased from 50% to 80%. The Integrated Manage-
ment of Childhood Iliness and Roll Back Malaria
strategies have been introduced and coverage pro-
gressively extended®. Health- nancing strategies
such as the Social Insurance and Community Health
Funds have been rolled out further and policies on
user charges have been maintained. According to
the MOH, the introduction of nancing strategies
has improved the accessibility of quality services,
because drugs are now available at all times. There
is no recent evidence on whether progress towards
the health MDGs is on track .

3. Has increased harmonization led to
any tangible improvements?

Different ways of doing business together by govern-
ments and their development partners have resulted
in many positive changes, but this depends very much
on local leadership. This perception is very much the
same in Tanzania and Uganda, among government
and other stakeholders.

Tangible improvements in output have been
documented (see section 2). Improvements in out-
come (as measured by the MDG targets) need more
time to materialize and may need focused cross-
sectoral interventions (to address, for example,
maternal mortality, child mortality, malaria preva-
lence) as well as broader socioeconomic development
(to address child mortality, for example). SWAp and
other harmonization efforts have improved ef ciency
and equity in resource allocation, as illustrated in
section 2. It is unlikely that the increase in outpatient
attendance in Uganda that resulted from abolishing
fees would have been sustained if the supply side
had not injected more resources (increased drug
supplies; ring fencing of district drug budgets;
employment of 2700 additional health workers, etc.).
This was made possible by increased budget support
(both general and earmarked). New approaches to
resource allocation between districts, based on
poverty criteria, are another concrete example of
governments and partners working together in
Tanzania and Uganda. Sector plans have improved.
The resources available and the way they are allo-
cated to sector priorities are more widely understood.
Ministries of health have become more vocal and
knowledgeable in defending their sector budget to
ministries of nance, through prioritized sector

Government funding and outputs: improving
performance in the Ugandan health sector

20 Total out-patient attendences (millions)
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Source: MoH, Three Years of Implementation of the Uganda Health Sector
Strategic Plan, Flyer 2003.
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plans, Medium-Term Expenditure Frameworks,
Public Expenditure Reports and PRSPs. This new
way of doing business together is much appreciated
by both governments and development partners.

While most people agree that signi cant improve-
ments have been made, major stakeholders say that
policy dialogue should be more cross-sectoral and
more oriented towards results.

Governments (ministries of health, ministries of
nance) in both Uganda and Tanzania strongly
prefer budget support to project aid because it makes
critical resources more available for the nationally
de ned priorities in poverty reduction. Moreover,
budget support is more exible, more equitable and
can be decentralized to the level where the needs
are greatest and the action must be taken. UN organi-
zations and most development partners (e.g. DFID,
the Danish International Development Agency
(Danida), World Bank) agree that budget support
has added value. However, some bilateral donors,
while they support overall national policy directions,
maintain project support for other reasons. For
example, in 2003 USAID provided just under US$ 42
million to Uganda for health-related activities, nanced
entirely as project support. All projects are said to
follow the principles and priorities of the PEAP and
the Health Sector Strategic Plan (HSSP). USAID has
stringent internal reporting requirements which
make it dif cult for the agency to provide basket
funding, but staff also expressed the view that budget
supportis inef cient and lacks transparency.

The methods of budget support differ between
Uganda (mainly general budget support) and Tan-
zania (mainly sector-speci ¢ budget support, but
now also partly general budget support). However,
health sector budgets have increased signi cantly
in both countries. Most stakeholders who favour
budget support propose that about 80-90% of donor
aid should be channelled in this way. The remainder
should be projectized with the speci ¢ aim of sus-
taining and guiding the implementation of national
health sector plans: developing sector strategies,
ensuring that resources are used in the most cost-
effective way, testing innovative strategies, covering
speci ¢ expertise, supporting change. UN organi-
zations (UNICEF, WHO and UNDP) see it as their
speci ¢ mandate to provide this projectized support,
given their technical know-how and expertise. Some
bilateral agencies that contribute to SWAps and

budget support (e.g. Danida, DFID) also want to
continue nancing speci ¢ technical or strategic
support through earmarked funding. The partner-
ship fund in Uganda has been used for this. Danida
in Tanzania, in addition to supporting the health
sector budget, provides earmarked support to, for
example, the Health Sector Reform Secretariat. Pro-
jectized support to selected central-level activities
or units may also help build the capacity to support
district services.

Uganda has a Poverty Action Fund (PAF) tool, in
place across all priority sectors, which de nes the
priority budget lines that fall under the PAF in each
sector. For health, these are district PHC, district
hospitals, NGO hospitals and selected central budget
items coordinated by National Service Delivery,
such as drugs. This tool helps to prioritize poverty
alleviation and MDG goals within the budget and
ensures that aid is channelled to those priorities. In
Tanzania, the MOH remains somewhat reluctant to
move from sector budget to general budget support,
because it fears that its budget may be reduced if
the Ministry of Finance (MOF) does not give it
suf cient priority. The MOH in Uganda, which
favours general budget support, is concerned that
negotiations with the Ministry of Finance, Planning
and Economic Development (MFPED) are failing
to deliver the appropriate budget shares intended
by the donors.

While most observers agree that increased
budget support has improved some outputs, national
policy dialogue and the implementation of reforms
should be more oriented towards results. In Tanzania,
the SWAp has focused mainly on systems building,
policy development and process. As the MOH in
Tanzania put it: \We have to move from a reform
phase to a service implementation phase. In Uganda,
the SWAp is the coordinating mechanism for deliv-
ering the minimum health care package and is seen
as part of wider health systems reforms. In general,
both countries state that health system development
is needed but insuf cient. A targeted, prioritized
and multisectoral approach is required to achieve
speci c results.

Other forms of aid relate to global initiatives.
Both Tanzania and Uganda (ministries of health,
ministries of nance and main stakeholders) strongly
prefer Global Fund money to be allocated through
budget support and to use existing systems, rather
than to set up parallel management, accounting and
procurement systems. Both countries have effective
systems in place. They are trusted and used by major
development partners, so it is hoped that over time
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GFATM money will be channelled through them.
In the case of Uganda, where sector policy is coher-
ent, the MOH argues that budget support facilitates
policy coherence. However, the Global Fund remains
off budget and several donors continue project sup-
port. This suggests that not all development partners
and global initiatives accept budget support as the
main and most effective nancing mode. Project aid
also remains a major mode of nancing the health
sector in Tanzania.

Both Uganda and Tanzania agree that managing
all the different ows of funds and a large number
of uncoordinated projects remains problematic,
but recent trends have been positive. Basket mech-
anisms and budget support have increased, and
projects are better aligned in support of national
sector plans®.

5. Is reliable information on health
outcomes available to measure
performance?

Both Uganda and Tanzania use speci c indicators
to measure sector performance. Tanzanian Health
Sector Performance Indicators explicitly include all
health MDGs, which are also part of the PRSP.
District performance is assessed annually by an
independent body". However, the reliability of
systemic data provided through health manage-
ment information systems (HMIS) is a major prob-
lem. While HMIS can provide facility-based proxy
indicators, population-based indicators such as
child mortality rate, maternal mortality rate and
nutrition can be addressed only through demo-
graphic health surveys or a representative sample of
sentinel survey sites.

In Uganda, with the exception of malaria and
other diseases (TB), all health MDGs are re ected
in the PEAP, at least as proxy indicators®. Quanti-
tative targets are set nationally and, according to the
MFPED, there is a need to scale down quantitative
targets to more achievable levels. The Annual
Health Sector Performance report presents infor-
mation on all health MDGs. District performance
is monitored annually through District League
Tables, which include management and service
indicators, including some proxy indicators for
selected MDGs (EPI, deliveries, sanitation). Quar-
terly supervisory visits support district performance.
Uganda produces a high quality and comprehensive
annual sector performance report which could serve
as an example for other countries.

6. What is the best tool for setting
national sector targets such as MDGs?
There is a general consensus among both govern-
ment and development partners that health MDGs
should not be addressed in isolation from the overall
MDGs, or outside of the national macroeconomic
planning framework. The main reference for target-
ing and achieving MDGs, including health MDGs,
is the PRSP in Tanzania and the PEAP in Uganda.
It is generally understood that PRSPs drive the
agenda more than the MDGs, but that MDGs are
part of, or mainstreamed in, the PRSP and the
sector plans.

MDGs should be mainstreamed in
PRSPs and national sector strategic
plans, but local ownership is essential
and country plans should be supported
rather than global agendas. In other
words, how can we support national
plans in order to achieve the MDGs and
not the other way round?

In Tanzania, the PRSP gives the MOF the nal
say on allocation of resources between sectors.
Development partners claim that harmonization
efforts have done little to increase domestic resources
for the health sector and that, although develop-
ment partners participate in the discussions, their
in uence on resource allocation between sectors is
limited. On the other hand, the MOF would not like
development partners to become too in uential.

In Uganda, the PEAP (using the PAF) is an effec-
tive mechanism for allocating budget resources to
priorities across sectors. It suits the MFPED because
it gives the ministry the nal word, but it also pro-
vides the MOH with a powerful allocation mecha-
nism. For example, of the budget increase in 2003/04,
90% was required to be allocated to the agreed
health PAF lines. The PAF tool in Uganda could be
an example for other countries embarking on budget
support.

According to the MFPED in Uganda, the presence
of different PEAP and MDG goals has led to differ-
ent interpretations of their overall purpose among
various stakeholders. While goals overlap (e.g. child
mortality), some quantitative targets of MDGs
(such as reduction of child mortality by two-thirds
in 2015) are more ambitious than those set out in
the PEAP, and vice versa. The time horizon is also
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different for the two sets of goals. However, MDGs
can play a useful role. They have already been em-
braced by certain sectors such as health, can enrich
the list of poverty monitoring indicators and allow
international comparisons. The challenge for the
next PEAP and HSSP revision is therefore to com-
bine them and make them compatible with all MDGs.

Most MDGs are more a political than a
technical responsibility. We are just con-
sidering these high levels of mortality
as something normal. Change will only
occur if national political leaders start to
take mortality seriously and are willing
to do something about it. Uganda has
shown that this is possible in the HIV/
AIDS crisis.

7.The costs of reaching the health MDGs
While it may be useful to know that achieving health
MDGs in Uganda or Tanzania may cost between
US$ 30 and US$ 40 per capita a year, any detailed
costing of MDGs should take into account local
constraints and opportunities and is best done at
country level. Costing of health MDGs is complex
because it should also take into account the effects
of other sector interventions, cross-sectoral impact
of HIV/AIDS, etc. Many query the need for detailed
disease-speci ¢ costing exercises, because they carry
the risk of promoting attempts to reach health
MDGs in isolation from overall development MDGs.
In Uganda, the MOH estimates that it will need

to capture 15% of the national budget if it is to achieve
the goals set in Vision 2017. The MOH recosted the
HSSP and estimated that it would take US$ 28 per
capita to fund the plan by 2010/11. There is no explicit
link between this gure and the MDGs, because the
HSSP is more geared towards the PEAP goals (where
proxy indicators for the MDGs are integrated). How-
ever, the estimated US$ 28 per capita is close to the

rst rough estimates by the Millennium Project for
reaching the health MDGs in Uganda.

8. Can the health MDGs be achieved
with the resources currently available?
All partners agree that more funds are needed to
achieve the goals of sector reform strategies and

health MDGs. Uganda has calculated that it needs
about US$ 28 per capita a year to implement the
priority strategies of the HSSP¥. The increase in
resources should be progressive and comprehensive,
I.e. it should cover all essential system inputs such
as nancial and human resources, capacity and
skills, and logistics.

Asa rststep, Tanzania requires US$ 9.0 per
capita (compared to US$ 6.6 per capita in 2003/04) to
implement the rst phase of its new strategic health
plan. No local cost estimates exist yet for a longer
time horizon, but the nances needed in the medium
term are likely to be close to those in Uganda.

Both government and development partners
agree that scope remains to improve the ef ciency of
resource use. But most state that increased ef ciency
may result in only marginal bene ts (increased out-
puts of 10-20%) and not in the signi cant changes
required to reduce maternal and child mortality
substantially. To achieve the MDGs, resources must
be signi cantly increased, but this will not be suf -
cient if it results only in doing more of what we
do now . To achieve some of the targets, we have
to do things differently and better . This will involve
building health systems, scaling up interventions that
have been proved to work, and avoiding the mistakes
of the past. To reduce maternal mortality rates,
there is a clear need to improve access to emergency
obstetric services delivered by technically compe-
tent staff. Reducing child and maternal mortality
requires well-targeted multisectoral interventions.

Closing the nancing gap for the Ugandan
Health Sector Strategic Plan
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9. How should resources be scaled up if
concerns about macroeconomic stability
are deemed more important than socio-
economic development?

Better health leads to better socioeconomic develop-
ment but surprisingly, high rates of maternal and
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child mortality are now being accepted almost as

normal at national and global levels. HIV/AIDS
and maternal and child mortality are more a political
than a health sector responsibility. Politicians should
take them seriously and attempt to address them.
More resources should be allocated to deal with
them. Moreover, communities should be empowered
to hold their leaders to account. Uganda is a great
example of how HIV/AIDS prevalence has tumbled
down, among other reasons because of political
support at the highest level and well-targeted actions.
But how can resources be scaled up signi cantly if
macroeconomic stability is thought to be incompat-
ible with a larger health budget? According to the
MOH of Uganda, this is the single most important
issue that has to be solved if there is a serious in-
tention to achieve signi cant progress towards the
MDGs.

In Uganda, the MFPED has publicly stated that
from 2003704, budget ceilings will be calculated
taking all project aid into account. Although the
MFPED has always stated that, for example, Global
Fund money would be additional, additionality may
be hard to prove. In other words, if the sector accepts
more earmarked project aid, it will lose out on
more exible budget resources. While the total
available to the health sector may remain stable,
resources would be earmarked for speci ¢ projects
which may not be in line with poverty reduction or
MDG goals.

The MFPED and some World Bank and Inter-
national Monetary Fund (IMF) macroeconomists
stress that increasing aid can distort exchange rates,
undermining export competitiveness and thus, also,
economic growth. This is argued in the MFPED s
report on Uganda s progress in attaining the PEAP
targets in the context of MDGs, May 2003 . The
report states that there are three major constraints

resource constraint, absorptive capacity and crowd-
ing out of private sector activities. The presence of
multiple constraints, it says, implies two trade-offs:
between development and macroeconomic objec-
tives, and between the MDG goals themselves. Full
implementation of the PEAP would require an
increase of 63% in government spending, while
achieving the MDGs would be far more expensive.
The report acknowledges that social sector inter-
ventions boost human resource capabilities through
improved health and educational attainment; but
it takes time to develop human capital. According
to the authors, long-term development objectives
may be at odds with short-term macroeconomic
objectives, mainly because they crowd out the

tradables sector. Second, sustained efforts to achieve
costly sector goals may have macroeconomic and
budgetary consequences that make it more dif cult
to attain other goals, notably a reduction in the
number of poor people. According to the authors,
the main focus should therefore be on increasing
ef ciency and effectiveness of current government
spending. This viewpoint often prioritizes economic
growth above attaining the MDGs or even dismisses
the relevance of the MDGs. For example, health
of cials in Uganda report different World Bank
economists as saying: developing countries like
Uganda cannot achieve the MDGs ,and MDGs
are the aspirations of UN agencies which cannot
be achieved.

Not all macroeconomists (including the IMF)
agree that this view should prevail. According to
an IMF source, Uganda does not have to refuse
aid for health or any other poverty-eradication
programmes in order to adhere to IMF-imposed
guidelines. . . . Indeed, IMF staff have suggested
restructuring public spending so as to accommo-
date higher expenditures for important social and
economic sectors. The amounts of aid and increases
in health spending currently under discussion in
Uganda would have minimal macroeconomic
impact *. There is also a strong argument that
increasing expenditure on imported commodities
does not harm the macroeconomy.

The same IMF source states: In the speci ¢ case
of Uganda, given that the aid ows in question are
to be used for top priority spending such as imports
of life-saving drugs and other essential medical
supplies, we do not see any adverse effects on the
macroeconomy. Moreover, even if these aid ows
placed pressure on the exchange rate and the com-
petitiveness of the economy, these effects could be
minimized through monetary and exchange rate
policies.

As the MOH and many development partners
state: How many more deaths can we just accept
for the sake of private sector development or the
value of local currency? and Is there no way to
handle the trade-off between macroeconomic and
social objectives in a more exible way, by allowing
progressively more short- to medium-term invest-
ment in social sectors, while dealing with the macro-
economic objectives in a longer-term perspective?

Increasing resources for reaching MDGs
should focus on increasing local resource
availability by reducing or rescheduling
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(HR) management (e.g. District Councils becom-
ing more responsible for HR matters in the near
future and defending their case with the Civil

Service Department). This seems more effective
than the centralized and rather in exible approach
to HR management in Uganda, where all power
lies with the Ministry of Public Service (MOPS).
For example, Uganda s MOH cannot introduce

debt payments, and by reviewing barriers
to fair trade, rather than by only increas-
ing grants and loans.

10. What are the main bottlenecks in
achieving the health MDGs?
a. For the MOHs of both Uganda and Tanzania,

the most important issue is the lack of appro-
priate levels of nancial resources, affecting
the capacity of the supply side to scale up needed
interventions. This affects both the public and
private sectors: in Uganda, for example, about
30 to 35% of health services are provided by
faith-based NGOs. This means a need for more
resources over a longer time. The unpredict-
ability of the resources available over the medium
term will inhibit governments from introducing
any fundamental changes that they cannot sus-
tain (e.g. pay reforms; training and attracting
signi cantly more skilled staff; contracting
private sector providers; etc.). Ensuring predict-
ability meansa Memorandum of Agreement
for a period of 15 years and independent
monitoring systems . The experience of the
Global Alliance for Vaccines and Immunization
(GAVI) shows how scaling up may be unsustain-
able if nancial support cannot be maintained.
Countries may be unable to afford the costly
vaccines introduced and paid for under GAVI,
after GAVI stops its support®.

For Uganda in particular, the capping of the
health sector budget, with project aid included,
in the projected Medium-Term Expenditure
Framework is a major constraint to scaling up
activities. Project aid in Tanzania continues to be
perceived as additional to the budget (including
budget support and basket funds), but the MOH
faces a similar constraint in convincing the MOF
to allocate more budgetary resources to health.
. Second (and directly linked with the limited
resources) is the problem of human resources
(both quantitative and qualitative). This is related
to issues such as low pay levels, dif culties in
retaining staff in public service, brain drain®,
staff motivation and rewards for performance,
pre-service and in-service training”, and the
impact of HIV/AIDS. Human resource develop-
ment (HRD) is closely linked with the broader
civil service reforms, which tend to lag behind.
Tanzania has adopted a more exible and increas-
ingly decentralized approach to human resource

allowances for midwives in disadvantaged dis-
tricts without the agreement of the MOPS. Also
in Uganda, the Ministry of Education (MOE) is
responsible for training schools, but does not
consider them to be a priority. Both Tanzania
and Uganda stress the need for more investment
in pre-service training, which has been chronically
underfunded®. In Uganda, because pre-service
training of medical staff remains under the
MOE, it is not re ected in the PRSP priorities,
although long-term sustainability cannot be
achieved without appropriate output and quality
of pre-service training. Surprisingly, the Tanza-
nian and Ugandan PRSPs do not address HRD
in any systematic way, although both countries
agree that HRD is the second most important
issue in scaling up service output.

If the international community is
committed to supporting developing
countries in making progress towards
reaching the MDGs, it should invest in
human resources development (including
largely underfunded pre-service training)
and be willing to pay part of the human
resource cost.

. Third, ef ciency gains can be made when imple-

menting the reforms at district level. In Tanzania,
it is claimed that the slow process of implement-
ing decentralization through the Ministry of
Regional and Local Government has limited
improvements in the quality of service delivery.
In Uganda, some partners consider the Ministry
of Local Government to be a rather weak imple-
mentor of the reforms and insuf ciently pro-
active in the health debate. Decentralization, both
in Uganda and Tanzania, has yet to achieve more
effective service delivery, with participation from
local communities and space for the voices of
the poor to play a part in reducing poverty and
attaining MDGs. Effective decentralization
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requires the appropriate mechanisms and local
capacity for accountability and for monitoring
both change as well as the performance of pub-
lic and private providers.

. Lastly, a signi cant weakness in planning for
health MDGs in both Uganda and Tanzania is
the lack of a holistic cross-sectoral view on
priority interventions that improve health.
PRSPs remain a juxtaposition of sector priorities
and strategies, viewed through individual sector
spectacles; they do not take a holistic approach
combining, for example, health, education and
human resource issues. Health is seen too much
as solely a health sector responsibility, and health-
related issues that should primarily be addressed
by other sectors remain generally underfunded.
Competence in multisectoral approaches seems
limited, but Uganda provides an interesting
example of best practice . Following the dis-
appointing child and maternal mortality gures
in the 2000 Demographic Health Survey, the
MFPED in Uganda set up a task force on infant
and maternal mortality which produced its rec-
ommendations in 2003. It con rms that activities
geared towards reducing mortality should be
essentially multisectoral; that inadequate policy
implementation, rather than inadequate policies,
is an issue; and that mortality reduction will
require substantial investment of resources in
the social sectors. The task force has identi ed
critical actions to be taken by several sectors. It
remains to be seen whether these recommen-
dations will be supported by appropriate levels

of funding in the next PEAP review, given the
ceilings set by the MFPED.

Take a holistic view to development and
poverty rather than focusing on health
only. Do not limit health to health
sector strategies. Build institutional
capacity in multisectoral analysis and
implementation.

In Uganda, some macroeconomists state that
the health sector has no more capacity to scale up,
as all systems (public service and NGOs) are stretched
to maximum capacity. Increased funding, they say,
will lead mainly to increased unit costs, not increased
output. This view is not shared by the MOH, which
argues that the existing human resources and infra-
structure have the capacity to dispense more drugs
and supplies immediately. Moreover, there is strong
justi cation for investment in additional capacity
to increase coverage to previously underserved
populations. This will result in further increases in
output without driving up unit costs.

Most development partners agree that substan-
tially more nancial resources are needed for health.
They need to be introduced progressively and
must take into account local absorptive capacity,
but their use should be well focused and targeted
to cost-effective interventions. However, the need
for additional resources must be addressed across
sectors, and not for health alone.
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MDG-ORIENTED SECTOR AND POVERTY REDUCTION
STRATEGIES: LESSONS FROM EXPERIENCE IN HEALTH

By Mick Foster, Abuja, December 2004

1. Introduction

This paper summarizes a forthcoming study to
examine how the Millennium Development Goals
(MDGs) related to health are being taken forward
at country level, based on a literature review plus
14 country case studies of varying depth'. The
country cases were chosen to include all countries
with completed Poverty Reduction Strategy Papers
(PRSPs) that were being supported with both an
IMF Poverty Reduction and Growth Facility (PRGF)
and a World Bank Poverty Reduction Support Credit
(PRSC). The paper is organised in eight sections,
each with brief Summary Points at the end to high-
light the main conclusions and recommendations.
The paper rst discusses how the health MDGs are
re ected in national goals (section 2 and 3), and the
content (section 4) and costs (section 5) of the
strategies designed to achieve the national health
goals. The paper goes on to discuss the resources
available for implementing the national strategy,
with a focus on the macroeconomic constraints on
increasing expenditure (section 6). Implementation
issues are discussed in relation to the coordination
of health plans with the national budget process
(section 7), and a discussion of absorptive capacity
problems and what might be done to manage them
(section 8). The nal section, (section 9), discusses
how effectively development assistance is support-
ing progress towards the MDGs, and what more
could be done.

2. MDGs and National Targets

All of our country cases make signi cant reference
to the MDGs in setting their own national goals
and targets, and many of them set national targets
that are consistent with the MDGs. All of them
have targets and indicators linked to the MDGs for
child or infant mortality, maternal mortality, and
improved access to safe drinking water (excepting
Albania where near universal access exists and the
target relates to household connections). The child
and maternal mortality MDGs are clearly regarded
as the most challenging, with 9 of our 14 countries

setting a lower target for MMR (Ethiopia having
revised down a previous more challenging target),
and half of our sample countries setting lower child
mortality targets. Conversely, all countries except
Ethiopia (which starts from a very low base) have
adopted more ambitious water targets, and those
few with nutrition targets have also aimed beyond
the MDG.

All address communicable diseases although few
PRSPs include disease speci c targets. There is a
wider choice of targets with indicators that re ect
local data availability which are not necessarily in
line with the MDGs. All except Nicaragua and
Tajikistan address HIV/AIDS. Nutrition is univer-
sally mentioned, but few countries have speci ¢
targets, and the indicators used again depend on
local data availability and in some cases differ from
the MDGs.

The MDGs do not capture all of the goals to
which countries are committed, and are not equally
relevant everywhere, with some countries prioritis-
ing peace and stability or overall economic growth
over an exclusive focus on poverty. The speci ¢
health related MDGs also need to be adapted to
the circumstances of individual countries: countries
may have already achieved one or more of the goals,
and may wish to set a more challenging target, as
with HIV/AIDS in Uganda or access to clean water
in Albania;

The target reductions from a 1990 baseline may
be too challenging to be achievable, especially
in circumstances where e.g. child and maternal
mortality have stagnated or increased in the 1990s,
requiring an even faster rate of reduction to
reach the 2015 targets.

The MDG targets may also be inappropriate as
well as too challenging for middle-income coun-
tries like Albania where, for example, maternal
mortality levels are already relatively low. The
MDG target of a three-quarters reduction would
imply achieving levels similar to far wealthier
countries, and would involve prioritising this
speci ¢ MDG over other health goals (e.g. reduce
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chronic illness) that may be more important
nationally.

The MDGs exclude some health issues that are
important in speci ¢ countries. For example,
smoking in Vietnam, cervical cancer in Nicara-
gua. A health policy exclusively focused on the
MDGs would have signi cant gaps and inappro-
priate priorities.

The MDGs may require disaggregation to address
inequality by setting more challenging sub-targets
for those population groups and regions with
particularly poor health outcomes, as in Vietnam.

Summary Points

MDGs need to be adapted to national circumstances
and priorities

3. Should strategies be Needs Based ,

Resource Constrained  or both?
Although there is no formal link with the MDGs,
the PRSP has in practice become the main national
planning instrument for articulating the strategy
for achieving national goals related to the MDGs.
The Millennium Project argues that national pov-
erty reduction strategies should be needs based ,
setting out strategies that are consistent with
reaching the MDGs, and challenging the donor
community to Il the nancing gap left after reason-
able national efforts at resource mobilization. Others
stress that, if the PRSP is to be useful as a guide to
action, it needs to be linked to the national budget
process, setting out clear priorities that are used to
guide the preparation of public expenditure plans
and budgets based on a realistic assessment of the
resources available.

By developing multiple scenarios, some countries
(Rwanda, Senegal, Niger) have shown how the PRSP
can be used both to guide the allocation of the
resources they expect to have, and as a bid for addi-
tional support: a high scenario is used to attract
additional nance by showing what could be achieved
with it, while realistic or low case scenarios set out
how expenditure plans should be prioritised in the
event that fewer resources are available’. The World
Bank and IMF have supported those countries
wishing to adopt this approach, but a strong case
can be made for more active encouragement of all
countries to do so.

Summary Points

Reconcile needs based and resource based approaches
by developing more than one scenario for PRSPs.

4. Framing health strategies to achieve
the targets

Most PRSP health strategies are dominated by
health services which aim to deliver a package of
essential interventions derived from an international
consensus on what works. There is a focus on
promotive and preventive interventions and on
primary health care delivery. The strategies priori-
tise the areas most closely linked to the MDGs,
with reproductive and child health and the control
of the major communicable diseases given high
priority. PRSPs include the costs of expanding edu-
cation, roads, water and sanitation, and although
their contribution to achieving health targets is
often recognised, it is seldom quanti ed’.

State funded health systems in many countries are
grappling with similar problems: staff availability,
pay and motivation, and the dif culty of managing
a complex and geographically dispersed service with
inadequate nancial resources and institutional
capacity relative to expectations of what can be
delivered. Service coverage is presently low, espe-
cially in rural areas, and nearly all PRSPs envisage
substantial provision for reducing geographical
barriers to access, building new primary facilities,
increasing operating budgets, and providing incen-
tives for staff to work in previously underserved
areas. However, trends in actual health expenditure
are mixed, with no strong evidence as yet of the
increases in spending that would be required in
order to implement these plans (Table 1).

Decentralisation is a nearly universal theme. It
encompasses institutional approaches ranging from
ceding responsibility for health services to a lower
tier of Government, through contractual arrange-
ments with public and/or private entities to provide
agreed levels of service, through to more limited
changes to increase the responsibility of lower level
units under health ministry authority. This often
takes the form of increased authority to manage
their own budgets, while holding them more account-
able for results, often as part of a wider move to
introduce performance based budgeting (e.g.
Benin, Ghana, Tanzania). The desire to hold those
delivering services accountable has not always been
accompanied by an equal willingness of nance
ministries, health ministries, or donors to relinquish
control over expenditure decisions, staf ng, and
procurement. Reasons of lack of capacity and prob-
lems of accountability are cited, but the effect is that
good managers may be frustrated in their efforts
to achieve improved results (Box 1).
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Albania

Benin

Burkina Faso

Cambodia

Ethiopia

Ghana

Increased health spend as share of budget and GDP since 2001, narrowing gap with Europe with rapid
growth performance.

Committed to increase health budget, but failure to disburse budgeted funds led to a reduced budget
share more in line with absorptive capacity. The 2003 and 2004 budgets of roughly 2% of GDP represent
90% of the amounts envisaged in the PRSP, but actual disbursement in 2003 was only 1.5% of GDP-
about two thirds of plan.

The PRSP envisaged increasing the health budget share from 9.8% in 2000 to 11.5% in 2003, raising per
capita health spend from $7.7 to $9.5.The MTEF envisaged a health sector share of 7.5% in 2004,
increased to 8.5% in the budget due to HIPC funds. Actual spending was just $5.90 in 2003, 6.3% of
budget, due to low HIPC spending. Far from increasing as envisaged, health spending has fallen as a share
of budget, GDP, and in real per capita terms.

Government health expenditure doubled from 0.57% of GDP in 1999 to 1.20% of GDP in 2003. Public
health spending per capita increased by more than 40% between 2001 and 2003, albeit from a very low
base (around $3 per capita). However, domestic public expenditures represent an estimated 9% of total
health sector expenditures.

Spending fluctuated at around 5% of Government spending since 1992/93, short of the 8.2% targeted in
the PRSP for 2004/5. Spending of $1.50 per capita ranks as possibly the lowest in world. Regional subsidies
are forecast to be flat, limiting scope for increase.

There has been a 30% real increase in public health spending (Government and donors) since 2001 with
the Government spending exceeding 11% target share of recurrent budget. But increases have been domi-

nated by salaries and investment while non-salary recurrent budgets (& productivity indicators) have fallen

Nicaragua

In the period 2001-2003, GDP share increased from 2.2% to 2.95% and the per capita spend increased

from $17 to $22. Current GDP share is sufficient to meet NDP cost estimates to achieve the goals.

Tajikistan

In the period 2001-2003, spending fell from 1.17% of GDP to 1.01% andfrom 6.3% to just 5.3% of

Government spending  both very low levels.

Tanzania

Health spending increased 75% in real terms in 3 years up to 2004.The budget share of 9.7% is below

the Abuja 15% target, spending including donors is only $7.26, and budget share dropped in 2003-2004
budget. Some increase have occurred in share of primary & preventive.

Uganda Health share of non-interest budget increased from 2.5% in 1987/88 to 9% in 1998/8 and 12.2% in
2002/3, with improved targeting as the share of the Mother and Child Health Programme (MCHP) has
been increased. The target share for 2007/8 is 15% and it is anticipated that current per capita spend of
$8-9 will reach $11 by 2015 with15% share. Implementation rate has been over 95%, but fell to 90% in

2003 due to recruitment problems.

Viet Nam

The available data has been limited and partial. However, although trends are unclear, substantial

increases in funding of services for the poor do seem to have occurred.

Where decentralisation has been to local Gov-
ernment bodies (Uganda, Tanzania, potentially
Nepal), it has in practice been accompanied by
earmarking of funds to ensure that national priori-
ties are respected, often accompanied by higher
level review of plans and budgets, with incentives
and sanctions linked to aspects of performance.
Imposition of sanctions is problematic given that
the worst performers are commonly the poorest
districts where it is hardest to obtain staff, and hence
performance budgeting needs careful design to avoid
either reinforcing existing inequalities, or lacking
credibility because funds cannot be withheld when
performance is poor.

Efforts to help communities hold service provid-
ers accountable are increasingly common, including
community management of primary health facili-
ties (Benin, Burkina Faso, Rwanda, Nepal). An
increased community voice is often linked to com-
munity nancing schemes. Pre-payment schemes
increase utilisation by those who are covered, but
inability to pay usually excludes the poor from par-
ticipation (Rwanda coverage ranges from 10-50% of
population, Ghana similar). Protecting the poor s
access to services by exempting them from payment
has proved dif cult to implement®. Several case study
countries are piloting approaches to reduce or
eliminate cost barriers to the poor.
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Box 1 Is there a need to delegate more authority to those responsible for achieving results?

Benin: 1995 policy envisaged decentralisation to health facilities and districts, public-private partnerships and performance con-
tracts. However, over-centralised budget management has frustrated the policy and prevented planned increases in health
expenditure. This is now being addressed with PRSC support.

Burkina Faso: Complex multi-level planning, but over-centralised and complex procedures contribute to low budget execu-
tion (below 80% including HIPC) and very late release of funds, especially at the periphery. Key MDG priorities are heavily
dependent on HIPC funds and donor projects, funds for both of which experience large shortfalls. PRSC is supporting limited
introduction of more decentralised access to funds at district level.

Ethiopia: Health sector support is inconsistent with block-grant funding of regions. Health SWAP is mainly project financed,
but donor projects achieve lower and more variable disbursement than Government funds®. Government is pressing for more
budget support.

Ghana: MOH performance contract with the Ghana Health Service but MOH has retained responsibilities for procurement,
staf ng and training. There are 23 administrative steps for districts to access GOG funds.

Nepal: Reviews in late 1990s concluded vertical projects were inefficient and unsustainable and called for decentralisation and
an enhanced community role®. Detailed budget programming and late donor confirmation of support results in late releases.
But decentralisation is proceeding: sub-health posts are being handed to communities but limited powers at present (eg. no
control over hiring staff), but there are plans for local bodies to have powers to vary compensation, plans to devolve drug and
medical supply purchase to districts and public-private partnerships are being expanded.

Tanzania: District health plans require formal approval by a basket funding committee. This delayed fund release in 2003.

Source: Country Case Studies, WB reports.

Re-allocating budgets, both within and be-
tween sectors, is dif cult to achieve. Based on the
material in our case studies, PRSPs say remarkably
little about how non-priority expenditures can be
reduced in order to fund expanded services for the
poor, with Nicaragua one of the few making ex-
plicit reference to increased reliance on the private
sector to fund services for the better off. Stated
priorities risk being squeezed by growth of other
expenditures (e.g. Ghana district services and non-
salary recurrent spending have been squeezed by
big increases in spending on salaries, on investment,
and on central spending; primary health share of
total health budget has fallen in Burkina Faso,
whereas policy is to increase it).

Summary Points
Stronger inter-departmental coordination is needed
to move from health services strategy to health
strategy.
Plans for expanding support to high priority inter-
ventions (on which there is broad agreement) need

to be balanced by plans for how funding can be
withdrawn from lower priority services.

In most countries, achieving national targets
requires institutional reforms to strengthen perfor-
mance incentives, but with accountability for
results matched to more reliable access to the

necessary resources.

5. Estimating the costs of achieving
the targets

Health is just one among many sectors competing
for scarce funds in order to achieve faster progress
towards national goals and the global MDGs. It is
important to be explicit about the assumptions
linking public expenditure costs to expected health
outcomes because the argument for additional
resources may otherwise be lost by default, both
with the Ministry of Finance, and with the donors.
Estimates of the expected costs and impact on
outcomes of speci ¢ expenditure programmes are
also helpful for prioritisation of the budget in the
light of available resources, and provide a quanti ed
framework for subsequent monitoring and evalua-
tion and for setting realistic targets for managing
performance.

Although some countries have set targets that
are less ambitious than the MDGs, all of them have
set targets that imply an acceleration of progress
relative to the historic trend. Achieving those targets
will require increased budgets to fund more chal-
lenging expenditure programmes. However, more
than half of the case-study countries are spending
less than $10 per capita on health, with Ethiopia
spending only $1.50, Cambodia just $3. The health
sector budget share is in all cases below the 15%
target agreed by African countries at Abuja, and in
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many the share is both low and not increasing
(Ethiopia, Benin, Burkina Faso, Tajikistan, and
Tanzania). The resources that are available are in
most cases far short of the resources required to
achieve the Government goals in the health sector.
This risks undermining faith in Government and
the motivation of health workers who cannot
achieve what is asked of them. Although it does not
require sophisticated costing exercises to demon-
strate that there is a shortfall, costing the targets
can help to make the case for what could be
achieved with increased funding. In Mauritania,
for example, the 40% increase in the health budget
in 2002 was reportedly in uenced by analysis sug-
gesting that a targeted increase could achieve a 30%
reduction in child mortality and a 40% reduction
in maternal mortality within ve years'.

Although the shortfall in resources has been
highlighted in global estimates, it is often obscured
at national level by relatively weak analysis. Most
poverty reduction strategies do not attempt to
estimate the public expenditure cost of achieving
their targets®. Although most of the health strate-
gies we looked at have been costed, few of them
articulate clearly (and provide evidence for) the
assumed chain of causality linking the resources
required to the activities to be undertaken, the
outputs to be produced, and the expected impact
on outcomes. Many countries still produce their
health budgets on an incremental basis not linked
to objectives or even activities (e.g. Tajikistan).
Others have moved towards activity-based budgeting
in which objectives are stated, but have produced
detailed programme budgets in which it is dif cult
to link the many activities to overall strategic pri-
orities (Ghana, Tanzania). In most cases, the goals
are determined with reference to the MDGs and
to the expectations of the donors, the plans re ect
national constraints and priorities and available
resources, but the links between the two are not
speci ed.

A number of different approaches to costing
have been developed and are in use for different
purposes. There are well established methodologies
(supported by good international evidence) for
estimating the cost-effectiveness of different health
interventions. These provide a sound basis for pri-
oritising the health sector interventions that will
be included in essential services packages. Global
estimates of the costs of achieving the MDGs have
largely been based on estimates of the cost of scal-
ing up the coverage of cost-effective interventions
of known ef cacy.

For costing national strategies and relating them
to outputs, however, an approach is needed that can
handle the costs and impact of actions that have
wider effects than individual interventions or groups
of interventions. In particular, it is necessary to con-
sider the cost and impact of measures to address
institutional and incentives problems, and to prepare
cost estimates that can be mapped to the way
that budgets are actually allocated. One approach
that is being piloted aims to do this by packaging
interventions in terms of how they are delivered
(facility based, outreach, community-based) and
focuses on bottlenecks constraining coverage and
effectiveness (physical accessibility, human resources,
logistics and supply, cost and other barriers to demand
and utilisation, gaps in technical and organisational
quality, and steering and management costs)°’. The
approach aims to identify those areas where there
is most scope for signi cant impact on health out-
comes at modest cost. In Ethiopia, for example, it
has been suggested that a 42% reduction in under-
5 mortality could be achieved for less than half of
the cost required to meet the target reduction of
66%. Although useful as a conceptual approach,
the realism of the analysis has yet to be assessed in
terms of actual results.

Summary Points

Strategies should include explicit analysis of
expected linkages between costs-outputs-outcomes.

Cost estimates should address institutional constraints

and be prepared in a format that can be mapped
to budgets and support resource bids.

Priorities should be identi ed to permit adjustments
in the light of resource availability.

6. Are macro-economic frameworks
too restrictive?

The level at which public expenditure can be con-
sistent with reasonable macroeconomic stability
has been an area of some controversy, and will be
discussed in some detail because it is central to the
prospects for achieving the MDGs.

A macro-economic framework should contain
assumptions on the future growth path of the
economy and some justi cation for the assumed
growth rate, informed by past experience and the
expected impact of future changes in the economic
and policy environment. It should contain a discus-
sion of the future desired level of public expenditure
in relation to GDP, and of how it can be nanced.
The public expenditure projections might start from
a needs basis, presenting the costs of achieving
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the MDGs or national targets, but may need to
modify the level of spending and the national targets
in light of the resources expected to be available
and the implications for private sector growth and
for macro-economic management. The considera-
tion of resources should include a discussion of
taxation policy and the expected future share of
domestic revenue in GDP. It should consider the
past and expected future levels of external grants
and loans available to the economy;, the terms on
which that nance is likely to be available, and the
implications for Government debt service. Finally,

it should consider the scope for net domestic nanc-

ing of Government expenditure and develop Gov-
ernment expenditure and nancing assumptions
that are consistent with a growth in total domestic
demand that allows for healthy private sector growth,
moderate in ation, sustainable debt burden, and
prudent build-up of foreign exchange reserves.
The macro-economic framework may require

ceilings to be placed on total Government spending,
even if proposed increases in spending are nanced
by external grants. The problem arises when aid is
used to pay for local costs, rather than nancing
additional foreign exchange costs. In the health
sector, local costs are typically 70-75% of total
spending®. An intuitive way of thinking about the
problem is that if donor aid is converted to local
currency and used to buy locally produced goods
and services, it does nothing in the short term to
increase the supply of those goods and services. If
there is no spare capacity, the aid- nanced increase
in Government demand for local staff, construction
materials, housing etc will push up their prices and
squeeze out private sector demand". This need not
matter if the additional outputs produced by the
public sector are more socially valuable than the
private sector outputs they displace. That may well
be the case with cost-effective health expenditures,
especially when the positive impact of improved
health on productivity is taken into account along-
side the social bene ts. However, if we assume that
the public sector expenditures with the highest
bene t: cost ratios are undertaken rst, while the
least pro table private sector activities are displaced

rst, there will come a point at which diminishing
marginal bene ts of additional public expenditure
fall below the rising marginal costs of displacing
private sector activity. This argument does not
depend on assuming that increased donor ows are
in ating the real exchange rate and causing loss of
competitiveness among producers of traded goods
( Dutch disease. ) Irrespective of Dutch disease ,

in any economy, there will come a point beyond
which additional public expenditure on local costs
should not be undertaken, even if nanced with
grants. The argument is not on whether such limits
are needed, but concerns the judgment on where
they should be set.

Other concerns may also lead countries (and
the IMF) to take a cautious line on the extent of
dependence on aid. The main requirement for
additional spending isto nance incremental salaries
and other operating costs of a recurrent nature. Aid
is a volatile source of nance. Aid commitments
are conditional and short-term whereas the spend-
ing obligations are long term and dif cult to exit
from quickly without provoking political problems.
For poor countries such as Tanzania and Ethiopia,
simple analysis can demonstrate that sustaining per
capita expenditure increases nanced by a doubling
of aid ows would require the higher level of aid
to be maintained for 20 years or more, representing
a substantial risk to the Government”.,

These issues are not discussed in most PRSPs.
The IEO evaluation of PRSPs and the PRGF found
that only 4 countries from a sample of 10 presented
a realistic macro-economic framework, two of them
by explicitly adopting the pre-existing IMF PRGF
framework, while events conspired to make 4 of
the macro-economic frameworks unrealistic by the
time of Board discussion®. Part of the reason for
not developing a robust macro framework within
the PRSP may be the recognition that in practice,
the macro-economic framework that is actually
implemented has to be negotiated with the IMF,
since the existence of an on-track IMF programme
remains a pre-requisite for accessing signi cant
external aid or HIPC debt relief.

The key criticism frequently leveled against the
IMF is that scal and macro frameworks have been
too pessimistic regarding the resources potentially
available, resulting in countries implementing un-
necessarily modest public expenditure plans that
do not permit rapid enough progress towards the
MDGs. At rst sight, the empirical evidence appears
to suggest that the bias is in the other direction, with
IMF programmes over-estimating foreign aid, over
estimating GDP growth, and consequently over-esti-
mating both domestic and foreign resources available
to nance public expenditure. IMF policy statements
are also supportive of increased aid, stating that addi-
tional aid in ows should be accommaodated by appro-
priate adjustments of the programme s scal and

nancing targets, if they can be effectively absorbed
and utilised without endangering macro stability ®.
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Despite the evidence of over-optimism on aid
disbursements, it could still be argued that the IMF
may unintentionally restrain future aid commitments
by producing scal frameworks that assume only
modest growth in aid levels. Countries may not
push for additional aid ows, nor will donors offer
such aid, if the macroeconomic projections on
which the expenditure programme is based do not
show a clear need for additional aid. Table 2 shows
the assumptions for our sample countries, and
does appear to suggest a conservative bias in the
projections, all but one of which converge towards
a level where public expenditure as a percentage of
GDP is around 25%. Only two countries assume
more than a 2% increase in GDP share of public
expenditure within the projection period, both of
them being countries starting from a low base of
public expenditure of less than 20% of GDP. With
per capita economic growth typically forecast at 3-
4% per annum, the projections imply per capita
public expenditure increasing by about 50% by 2015.
This may sound a lot, but might imply raising Gov-
ernment health expenditure from $8 per capita to
$12 which is still far short of estimates of the cost
of delivering the essential health package to all, and
for Ethiopia would leave health spending at little
more than $2 per capita. In a 3 to 7 year projection
period, less than half of our sample countries
project any increase in net external nancing as a
share of GDP. Even relatively well performing and
low income countries are projecting aid increases
for themselves that are well below the commitments
made at Monterrey.

Itis dif cult to assess the scal frameworks in
IMF programmes, because the Fund provides no
clear justi cation for its assumptions on the level
and nancing of public expenditure, for which it has
been criticized by the IEQ®. The convergence of
spending to roughly 25% of GDP is not a result of
IMF policy. It may be coincidence, or it may re ect
a tendency for IMF country staff to encourage coun-
tries to move towards a level of expenditure that
Board and senior management have found accept-
able in other cases. Whatever the explanation, the
lack of variation between countries in public expen-
diture assumptions is surprising. Countries differ in
their public expenditure needs: low income countries
with poor infrastructure and low education and
health levels could make a strong case for a higher
public expenditure share in order to create the
conditions for faster economic growth and poverty
reduction”. Equally, countries differ in their ability
to nance expenditure, both in attracting external

aid and in mobilising domestic resources, without
damaging growth and stability. It would also be
reasonable to expect that, other things being equal,
public expenditure levels would be higher in coun-
tries like Uganda and Burkina Faso, where almost
all aid ows are recorded in the IMF public expen-
diture tables, than in countries like Benin, where
more than half of aid is not included®. The lack of
explicit rationale for the assumptions, together with
the absence of the expected degree of difference in
projected spending between countries, call for a more
open debate on the macro framework. Although
some aspects of IMF discussions are commercially
sensitive (e.g. future exchange and interest rates),
there need be no objection to a more open discus-
sion regarding the appropriate scal stance, though
such discussion is only likely to be fruitful if supported
by high quality technical analysis. Uganda and
Tanzania both provide striking examples of where
the Government has been able to persuade the IMF
to accommodate higher expenditure by procuring
independent macroeconomic analysis that com-
manded the respect of IMF staff.

A more fundamental problem is that aid com-
mitments are short-term and unreliable, whereas
the additional public expenditure that is needed is
mainly for recurring costs that will need to be sus-
tained and to grow into the inde nite future. Even
with a rapid increase in domestic revenues, the low-
income aid dependent countries that are furthest
from the MDGs could only sustain the signi cant
increases in per capita public expenditure required
to help them get there if aid donors were able to
maintain increased spending levels for 20 years or
more. Countries face signi cant risks if they estab-
lish health systems that cannot be maintained in
the event of a change in donor preferences.

A range of alternative approaches could be taken
to manage this problem: the International Financing
Facility as a way to ensure growing aid at least at
global level; increased reliance on multilateral
channels less subject to political pressures; longer
term commitments to speci ¢ expenditure pro-
grammes, with guarantees that they will continue
so long as the programme-speci ¢ conditions are
met; further debt relief as a form of irrevocable
long-term commitment; increased use of aid for
reserve build-up to help in managing aid uctua-
tions. Each of these requires political will on the
part of the donors to commit their money on a
longer term basis and in ways that are less at risk
of interruption in the face of events outside the
objectives of the programme itself.
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Table 2 IMF Macro-economic frameworks in case study countries

Country GDP Growth p.a. Domestic Revenue Net External Finance Public Expenditure

(geom. average) % GDP (incl. grants) of Public | % GDP
Expenditure % GDP

Albania 6.39% 6.5% 22% 22.4% 1.7% 1.9% 26.5% 26.6%
(1999- (2003- (2003) (2007) (2003) (2007) (2003) (2007)
2003) 2007)

Benin 5.55% 6.6% 16.8% 17.0% 4.8% 3.5% 21% 22%
(1999- (2003- (2003) (2006) (2003) (2006) (2003) (2006)
2003) 2006)

Burkina Faso 6.59% 5.4% 12.4% 14.6% 8.7% 5.7% 21.6% 23.4%
(1999- (2003- (2003) (2006) (2003) (2006) (2003) (2006)
2003) 2006)

Cambodia 5.83% 4.65% 10.4% 14% 6% 23.4% 17.4% 18.4%
(1999- (2003- (2003) (2009) (2003) (2005) (2003) (2009)
2003) 2009) 21.1%

(2009)

Ethiopia 3.72% 6.83% 19.6% 20.4% 14.8% 8.6% 29.1% 29.5%
(1999- (2003- (2003) (2006) (2003) (2006) (2001)" (2006)
2003) 2006)

Ghana 4.66% 5.03% 20.8% 22.4% 8.0% 5.1% 29% 24.3%
(1999- (2003- (2003) (2008) (2003) (2008) (2003) (2008)%
2003) 2008)

Nepal 2.18% 45% 12.3% 13.45% 2.9% 4.2% 16.3% 18.2%
(2000- (2003- (2003) (2006) (2003) (2006) (2003) (2006)
2003) 2006)

Nicaragua 2.58% 4.2% 21.9% 22.1% 10.45% 8.7% 30.3% 28.7%
(1999- (2003- (2003)% (2008) (2003) (2004)? (2003) (2004)
2003) 2008) 26.8%

(2008)2

Rwanda 5.61% 5.33% 13.5% 13.6% 10.5% 17.1% 24.1% 28.3%
(2000- (2003- (2003) (2006) (2003) (2004) (2003) (2004)
2003) 2006) 13.9% 25.1%

(2006) (2006)

Tajikistan 9.47% 5.85% 16.8% 19.1% 2.8% 1.2% 19.0% 22.1%
(1999- (2003- (2003) (2010) (2003)* (2010) (2003) (2010)
2003) 2010)

Tanzania 7.58% 6.06% 11.4% 14.0% 7.7% 10.7% 18.6% 25.4%
(1999- (2003- (2003) (2007) (2003) (2007) (2003) (2007)
2003) 2006)

Uganda 5.63% 5.84% 12.3% 13.4% 11.5% 8.5% 23.7% 22.9%
(2000- (2003- (2003) (2005) (2003) (2005) (2003) (2005)
2003) 2008)

Viet Nam 5.43% 6.8% 22.5% 22.2% 1.4% 1.6% 24.8% 25.1%
1999- (2002- (2002) (2007) (2002) (2004)% (2002) (2007)
2002) 2007)

Source: Calculated from data reported in IMF PRGF documents. Nepal, Rwanda and Vietnam numbers are based on 2003 PRGF program. The other countries are
based on latest 2004 reported programs.
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The plans set out in the PRSP can only be im-
plemented if they are consistent with the macro
framework negotiated with the IMF. The PRSP
discussions may therefore provide an appropriate
forum for the wider debate on the level and nancing
of public expenditure. Both Ministry of Finance
and IMF views need to be re ected in the PRSP.
Good practice in this regard includes:

Ensuring that the relevant staff of the Ministry
responsible for preparing the macro-economic
framework for the budget are fully involved
from the earliest stages in developing the PRSP
until the nalisation of the scal envelope set
out in the approved version;

The IMF should also be continuously involved
through the resident representative, given the
requirement for PRGF countries to agree the
macro-budget framework with the IMF;

PRSP priorities and proposed expenditure ceil-
ings should in uence and feed in to the prepara-
tion of the budget and of any MTEF or medium
term expenditure plan;

The PRSP needs to be a living document that
is elaborated as necessary and adapted in the
light of events. The institutional details vary,
but a number of countries have established sys-
tems in which the poverty reduction strategy is
annually reviewed, and the results of that review
feed in to adjustments to the targets, the macro-
economic framework, and the expenditure
priorities and budget ceilings.

Summary Points

Involve MOF/IMF in preparing PRSP macro- scal
frameworks to ensure consistency with the budget,
but with explicit rationale and more open debate.

Coordinate annual PRSP progress review with budget

cycle including revision of macro- scal framework
and budget ceilings and priorities.

Reduce risks of aid dependence by longer term
commitments less prone to interruption and more
reliable timing of disbursements.

7. Coordinating health plans with the
MTEF and the Budget

The expenditure implications of the national goals
and strategies of the PRSP need to be implemented
via the national budget. Examples of good practice
include:

The sectoral priorities of the PRSP and the allo-
cations eventually agreed in the budget are the
outcome of an iterative process in which proposals

for sector plans and allocations are prepared by
line ministries, scrutinised by the centre, and
adjusted in the light of national priorities.
The PRSP sets out clear priorities and criteria,
and those priorities are re ected in the guide-
lines and ceilings sent to line ministries to guide
budget preparation.
The MTEF that is approved is the same as the
annual budget for the rst year, and the chart
of accounts is structured in such a way that
spending priorities of particular importance for
achieving the goals can be identi ed.
There is an annual process for reviewing sector-
level progress, and the domestic and foreign
nance requirements for the coming period,
timed to feed in to the Government budget
preparation cycle.
There is a central challenge function as part of
the budget process, providing credible incentives
for line ministries to review their performance,
construct well-designed budgets that shift resources
towards national goals, and to present them in
ways that make the strategic shifts transparent.
The Ministry of Finance and Cabinet establish
and maintain the credibility of the process by
ensuring that carefully prepared budgets that are
in line with nationally important goals receive
favourable treatment in the budget that is nally
approved, and in the timely and full release of
funds.
The Ministry of Finance provides credible
medium-term assurances of sectoral budget
levels or shares, to encourage line ministries to
re-allocate resources from lower priority areas
without fearing that their budget will suffer as a
result. Credibility can be built via a medium-term
track record in which it is shown by example
that the MTEF guides resources, with year one
of each year s budget preparation taking year 2
of the previous MTEF as the starting baseline.
Agreements with external partners on the share
of spending to be devoted to health are also
sometimes used, and can be helpful in reinforc-
ing the con dence of line ministries in their
likely future budget share.
Donor support needs to be fully taken into
account in setting expenditure priorities. This
requires donor commitments early enough in
the budget preparation process, and committed
to activities that identi ed from the national strat-
egy. To minimise transactions costs, aid should
increasingly be provided using Government
channels to plan, disburse, and account for it.
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Many of these good-practice features are present
in Albania, Benin, Rwanda, Tanzania and Uganda,
although the identi cation of priority expenditure
programmes is in some cases limited to the aggre-
gate level (e.g. sector or sub-sector shares, such as
primary health), and only Uganda has a strong
central budget challenge function. In countries
with decentralised budget responsibility, such as
Vietnam and Ethiopia, it may be impossible for the
Government to establish centrally a medium term
framework to determine public expenditure shares.
The goal of achieving similar shifts in priority is
being addressed through increased resources for
targeted national programmes, such as the province-
level poverty health funds in Vietnam.

Not all MTEFs have focused suf ciently on
achieving a strategic shift in expenditures towards
national priorities. The MTEFs in Cambodia and
Ghana, and to some extent in Tanzania, are based
on detailed bottom-up activity costing, resulting in
bulky documents where it is dif cult or impossible
to see how the changes in the budget allocations
relate to higher-level goals and targets.

Where budget preparation and public expendi-
ture management is particularly weak, there may be
no effective means to ensure that health strategies
are implemented. The effort devoted to preparing
a health strategy and a sector MTEF is largely wasted
if the annual budget is not implemented in practice
and the medium-term priorities are not respected.
Several of the countries in our sample still lack any
credible mechanism for linking policy priorities to
expenditure allocations, with budgets still prepared
on an incremental basis, via fragmented parallel
processes, and with actual budget execution not
re ecting the approved budgets. In Tajikistan, for
example, the budget is prepared incrementally on
a line item basis. Actual expenditure bears little
relation to approved budgets, making it impossible
to relate health outputs to budgets either for plan-
ning or reporting purposes. Cambodia is an extreme
example, with health centres receiving less than
10% of their budgets, but several other countries
need to establish credibility.

Improvements in public expenditure manage-
ment require action by central economic ministries,
though implementation may also require reform
and capacity building at sector and local Govern-
ment level. External support to the health sector
may need to be complemented by, or preceded by,
support to cross-cutting reforms. Improved public
expenditure management is always a central con-

cern of the policy dialogue associated with general
budget support. In all cases, the PRSC policy matrix
addresses issues of public expenditure management,
and provides a vehicle for monitoring progress. In
Benin, for example, the PRSC is supporting meas-
ures to overcome problems of low rates of budget
execution that have prevented planned increases in
health budgets.

Summary Points

Minimum standards of public expenditure management
need to be attained before any health strategy can
be effective.

In good practice cases, PRSP identi es spending
priorities in consultation with sectors, MTEF/budget
process shifts resources towards them, review and
adjust each year in light of performance.

8. Absorptive capacity

It is sometimes argued that the speed of any increase
in donor ows needs to be constrained to the absorp-
tive capacity of the countries. Very large increases in
funding over a very short period of time, as envis-
aged in some estimates of the cost of reaching the
MDGs, might well lead to dif culties in making
good use of the money. However, the situation in
most of the case study countries appears to be one
of grossly inadequate funding that is increasing at
a rate that could be easily absorbed and effectively
used, provided that it is appropriately prioritised
and managed without excessive bureaucracy. For
many countries, existing capacity is underused
because low operating budgets mean that drugs
and other consumables are unavailable or have to
be paid for, while staff lack the travel budget to
expand outreach activities. Increased aid for non-
salary recurrent costs and for nancing free basic
health services would enable existing capacity to
be used: reducing user fees will increase utilisation
of services, but only if quality does not decline,
which requires the lost revenue from fees to be
replaced by increased budget funding®. Increased
funding would also help to overcome the more
fundamental capacity problems caused by staff
vacancies and by low output from underpaid staff
who need to devote time to alternative occupations
or private practice. These problems are capable of
being relieved with additional funding for new
recruitment and for salary increases, though the
increase would need to be sustainable and should
preferably be sequenced as part of an approach to
performance management that links increased pay
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to improved performance. Given time, contractual
arrangements with non-government agents could
be put in place to expand services and/or support
capacity development. A balanced increase in
funding that addresses the critical constraints in a
logical sequence could be well used in most of the
countries considered. However, very large disease-
speci ¢ programmes (such as proposed HIV/AIDS
treatment programmes in Guyana and Tanzania
that envisage spending sums equal to half of the
existing health budget) may well experience and
cause capacity problems by drawing disproportion-
ately on available staf ng and other resources.

Concerns about absorptive capacity frequently
re ect concerns about Governance and accounta-
bility rather than technical limits on spending, and
the disbursement problems are the consequence of
procedural requirements intended to address those
concerns. There are cases where Governance and
expenditure management constraints are so perva-
sive that major reforms need to precede or accom-
pany increased funding (Tajikistan, Cambodia). In
other cases, Government procedures are over-cen-
tralised and bureaucratic and need to be reformed
to permit available funding to be spent (Benin,
Burkina Faso). Action to address public expenditure
management or civil service reforms requires action
by central authorities as well as the health ministry,
requiring coordinated action by Government that
is mirrored by coordination between donor agency
support to macro-level and sector level reforms.
Donor project or pooled funding procedures are
usually part of the problem (Box 1). Donor proce-
dures not only cause low disbursement, they also
divert capacity away from service delivery towards
servicing the donor demand for meetings, eld trips,
reports, accounts, audits etc. By absorbing the capa-
city of nancial management staff, they also get in
the way of effective Government action to address
the systemic weaknesses that make parallel proce-
dures necessary.

Box 2 Where does all the aid go?

Summary Points

On present trends, the binding constraint is lack of
nance, not lack of capacity.

Capacity problems can be managed if health
strategies tackle bottlenecks in a logical sequence,

and avoid large earmarked commitments that
distort health sector priorities.

Where Government is committed to improving
nancial management, external partners should use
Government systems while supporting coordinated
action to strengthen them as necessary.

9. Reforming development assistance
The ways in which development assistance is
committed and disbursed are major constraints on
implementing public expenditure strategies. Com-
mitments are too short term to be the basis for
long-term strategies, disbursements are often a long
way short of commitments, are unpredictable and
subject to interruption for reasons outside the pro-
gramme itself. Furthermore, the majority of devel-
opment assistance continues to be committed
through parallel arrangements that may be imper-
fectly coordinated with the Government strategy.
There are problems with the data, but Box 2 presents
some rough estimates of the signi cance of aid to
the budget. Budget support is increasing as a share
of donor support, but even in the most highly aid
dependent countries it represents little more than
half of the support for public expenditure, and less
than one third of total aid ows. On average, less
than 20% of donor disbursement is provided as
budget support. This is a major problem in aid
dependent countries where substantially more than
half of health spending is often donor funded, and
where the numbers of donors involved continue to
increase. The priorities for increased spending are
dominated by recurrent costs, spent at local level
via geographically scattered cost centres, and remain
dif cult for donors to fund via project support

On average, for every $1 disbursed by donors to our 14 case study countries, we estimate: -

Direct donor spending (TA and direct payments) not recorded in balance of payments

Recorded in Balance of Payments, but not reported as part of Government spending

Aid earmarked to specific projects

Provided as Budget Support

US$0.30
US$0.20
US$0.30
US$0.20

Some of the budget support is itself earmarked to specific sectors or budget lines.

Source: Foster, Mick, Full Report 2004 Tables 3.12-3.14

38 High Level Forum on the Health Millennium Development Goals e Selected Papers 2003 2005



without incurring very high costs. If the case for
an increase in health spending to progress towards
the MDGs is accepted, it seems inescapable that
the bulk of the increase will need to be provided
as budget support”.

Meanwhile, countries continue to face the problem
of coordinating large numbers of donors providing
their assistance via multiple routes. Good practice
approaches from our sample countries include:

Joint Government-donor reviews of sector per-
formance that are coordinated with the MTEF
and national budget process which will feed in to
a national PRS progress report or into a national
public expenditure review process. There are a
number of country examples where arrange-
ments along these lines are in place, notably
Uganda and Tanzania, where external partners
work closely with Government in sector work-
ing groups, and where the sector dialogue is
coordinated around the annual budget cycle.
Indications of future donor funding should be
made early enough in the year to be taken into
account in setting ceilings for budget prepara-
tion, and should be con rmed as the budget is
being nalised.

Donor policy dialogue at different levels needs
to be coordinated. The PRSC and general budget
support groups are the appropriate vehicles for
addressing issues that are crosscutting or are
the concern of the central economic ministries.
Of direct relevance to health, this includes the
overall macro-economic framework, budget
allocation, public nance management, civil
service reform, and decentralisation. Where
there is an established sector dialogue, the
health content of the PRSC should rely upon
the sector reviews to set and assess the achieve-
ment of sector level actions, as is the case in
Uganda, avoiding overloading the budget support
policy matrix with sector level detail.

Several of the country case studies suggest that
large commitments from the global funds are dis-
torting priorities in a number of countries by com-
mitting an unsustainable share of the budget to
HAART for AIDS sufferers and sucking staff and
resources into vertical programmes with costs that
are neither replicable nor sustainable without longer-
term commitments than the donors have yet pro-
vided (Tanzania, Guyana, Ethiopia). The Global Fund
has in some countries set up separate coordination
arrangements speci ¢ to the funds it is providing.
Several countries are uncomfortable with the
approach of some of these new actors. In August
2004, the Ministry of Finance in Uganda was re-
ported as having decided to cap new project aid
commitments that are outside the national health
strategy. There is a strong case to argue that all
external partners in the health sector should work
entirely within existing health sector coordination
arrangements and should provide their assistance
in support of the PRSP strategy, focusing rst on

lling the nancing gaps for implementing the
PRSP.

Summary Points

Progress towards the MDGs requires a further shift
towards budget support as the main aid modality
in aid dependent countries.

All donors should participate in sector coordination,
and should ensure that information is provided to
Government to enable their commitments and disburse-
ments to be fully captured in the macro-economic
framework and re ected in public expenditure plans.

Where Government has a sound sector strategy, the
rst call on donor funds should be to ensure that
it is fully funded.

Donors should try to commit early enough to inform
the budget preparation.

Where a strong sector level policy dialogue is in
place, the PRSC should rely on sector reviews to
agree sector level actions and to assess their
achievement.

Section 1: Scaling Up Aid for Health « MDG-Oriented Sector and Poverty Reduction Strategies: Lessons from Experience in Health 39



Conway, Tim, Karin Christiansen and Dan Lui, what
are the implications of the MDGs for the welfare
of the poorest, ODI report for DFID s reaching
the very poorest policy team, 12 March 2004.

Daima Associates and Overseas Development Insti-
tute September 2004, Joint Evaluation of General
Budget Support to Tanzania, 1995-2004, Phase 2
Report.

Forum on Alignment Challenges in Programme-
Based Approaches, Enhancing implementation
effectiveness of Programme-Based Approaches
through programme and stakeholder alignment,
17 to 19 November 2003, Berlin

Foster, Mick, 2004. MDG-Oriented Sector and Pov-
erty Reduction Strategies: Lessons from Experience
in Health: Main Report. Final Draft, December
2004. Washington DC, World Bank.

Foster, Mick Patrick Chaussepied and J Shivakumar,
2004, Evaluation of the Public Expenditure and
Financial Accountability programme, June.

Foster Mick, The Case for Increased Aid, Final
Report to the Department for International devel-
opment, December 2003.

Makiko Harrison, Jenny Klugman and Eric Swanson
(2004), Are PRS s undercutting the MDGs? An em-
pirical review, April.

Hutton, Dr Guy (2002), User fees and other deter-
minants of health sector utilisation in Africa: A
review of formal and informal health sectors. Swiss
Development Cooperation and Swiss Tropical Insti-
tute. August.

IMF, September 2004, External grants and IMF
Policies.

IMF survey, June 28 2004, IMF book forum, are IMF-
prescribed scal targets too tight?

IMF Public Information Note, March 11 2004, follow
up on the recommendations s of the Independent
Evaluation of ce report on scal adjustment in
IMF supported programmes, report of Executive
Board discussion.

IMF, Feb 9 2004, follow up on the recommendations
of the independent evaluation of ce report on

scal adjustment in IMF-supported programmes,
policy development and review and scal affairs
departments.

IMF, Aligning the PRGF and the PRSP Approach:
Issues and Options, April 25 2003.

IMF & IDA, PRSPs- Progress in Implementation,
September 12 2003.

Independent Evaluation of ce, IMF (2004), Evalua-
tion report on PRSPs and the PRGF, July 7

Independent Evaluation of ce, IMF (2003), scal
adjustment in IMF supported programmes, 2003.

Jones G, Steketee RW, Black RE, Bhutta ZA, Morris
SS. How many child deaths can we prevent this
year? Lancet 2003; 362(9377): 65-1

Knippenberg R, A Soucat, W Vanlerberghe, 2003,
Marginal Budgeting for Bottlenecks: A tool or per-
formance-based planning of health and nutrition
services for achieving the MDGs.

Millennium project, (2004), Summary of a global
plan to achieve the MDGs. Draft report for discus-
sion at the OECD-DAC high level consultation on
the UN Millennium Project, 8-9 July 2004.

Millennium project, MDG country case studies:
methodology and very preliminary results, October
2003

Millennium Project (undated), MDG Needs
Assessment

Mills, Anne (2004), Achieving the Health MDGs,
Presentation to DFID economist s retreat, July.

New Vision, Uganda, 20th August 2004

Nkusu, Mwanza (2004), IMF Africa Dept Working
paper, Aid and the Dutch disease in low-income
countries, informed diagnoses for prudent prog-
noses. March.

Operations Evaluation Department, World Bank,
OED Review of the Poverty reduction Strategy
process

Sachs, Jeffrey D, Mobilisation of Domestic and
Donor resources for health: a viewpoint, increasing
investments in health outcomes for the poor, second
consultation on macroeconomics and health,
October 2003.

Agnes Soucat, Wim Van Leberghe, Francois Diop,
Son nam Nguyen, Rudolf Knippenberg, marginal
budgeting for bottlenecks: a new costing and resource
allocation practice to buy health results. Draft ver-
sion November 2002, not for quotation.

Adam Wagstaff and Mariam Claesson, The millen-
nium development goals for health, rising to the
challenges, 2004.

World Bank, Development Data Group, Targets
and Indicators for MDGs and PRSPs: What Coun-
tries Have Chosen to Monitor

40 High Level Forum on the Health Millennium Development Goals e Selected Papers 2003 2005



World Bank (2004), World Development Report,
Health chapter

World Bank, Chief Economist s Of ce, Africa
Region (2004), The PRSP Process, NEPAD and the
Millennium Development Goals, April

World Bank, Sept 12 2003, supporting sound policies
with adequate and appropriate nancing, implement-
ing the Monterrey consensus at the country level

World Bank (undated), Interim Guidelines for
PRSCs

WHO, PRSPs, their signi cance for health, second
synthesis report, 2004.

WHO, Macroeconomics and Health, An update,
Increasing investments in health outcomes for the
poor, second consultation on macroeconomics
and health, October 2003

Section 1: Scaling Up Aid for Health « MDG-Oriented Sector and Poverty Reduction Strategies: Lessons from Experience in Health 41






FISCAL SPACE AND FINANCIAL SUSTAINABILITY



FISCAL SPACE AND SUSTAINABILITY FROM THE
PERSPECTIVE OF THE HEALTH SECTOR

By Roger Hay and Gareth Williams, Paris, December 2005

Executive Summary
This paper was commissioned by the Secretariat
of the High Level Forum on the Health MDGs in
response to a request from the second meeting of the
High Level Forum in Abuja to clarify the meaning
of the terms scal space and scal sustainability. Its
purpose is to de ne the concepts of scal space and
scal sustainability from the perspective of the health
sector, and to demonstrate their usefulness in under-
standing the scal and macroeconomic issues that
will arise from an increase in aid ows. The paper
addresses the following questions:

What is the meaning of the terms scal space
and scal sustainability from the perspective of
the health sector?
In the light of likely scenarios for increased donor
funding how much room is there to increase
public health expenditures in a sustained way?
How does the way aid is managed affect scal
space and scal sustainability from the perspec-
tive of the health sector?
What are the challenges for aid recipients to
ensure the effective use of increased aid resources
in the health sector?
What are the macroeconomic effects of increased
health spending and how might this in uence
scal space and sustainability in the long term?

The paper includes projections on future levels
of public expenditure on health in low income
countries under alternative scenarios for changes in
future aid ows, budgetary reallocation, domestic
revenues and growth. Under the more optimistic
scenarios many countries will achieve levels of ex-
penditure that would potentially allow them to be
in a position to achieve the MDGs. This indicates
that there is signi cant potential to create scal
space for health spending in low income countries,
in particular where an increase in aid is accompanied
by budgetary reallocation in favour of health, faster
growth and a stronger revenue effort.

However, the general conclusion of the paper
is that the extent to which additional scal space

can be created and sustained depends crucially on
the way both aid suppliers and its recipients manage
additional aid ows. Combinations of donor and
recipient behavior will determine how effectively
and durably additional aid will expand scal space.
Some of these are summarized in the table below.
The best combinations suggest that scal space can
be expanded quickly and reliably (Green Zone ); the
worst that great caution should be exercised until
reforms have shown signs of success (‘Red Zone )

More speci cally, the main priorities identi ed for
aid donors include:

Ensuring longer term predictability of aid ows
Donors have signaled their intention to increase aid
ows substantially, but recipient governments are

faced with a great deal of uncertainty about the
level of support that they can expect in the future.
On the basis of past experience, recipient govern-
ments may be reluctant to increase health expendi-
tures, especially where new spending implies long
term recurrent expenditure commitments. Unless
donors can provide longer term commitments and
more predictable aid ows, additional aid may not
generate much additional scal space for health
spending.

Reducing short term aid volatility

This paper highlights the extent of aid volatility and
demonstrates that this is associated with signi cant
instabilities in public expenditures on health. These,
in turn, distort resource allocation and have nega-
tive consequences for service delivery and health
outcomes. The risks of short term volatility may
provide an additional reason for governments to be
wary of budgeting on the basis of additional aid
resources. Donors need to address the risk that
scaling up aid will generate even greater volatility
and more disruptive effects.

Coordination, harmonization and alignment
Uncoordinated, off-budget and projectised aid con-
tributes little to durable scal space. Aid effectiveness
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Conditions for the sustainable expansion of scal space

Green Zone

Far reaching changes in
donor and government
behaviour allow fiscal space
to be expanded rapidly and
sustainably

Amber Zone

Partial reforms in donor and
government behaviour allow
some increase in fiscal space,
but problems of fiscal
sustainability remain

Red Zone
Great caution should be
exercised in raising health

Donors are able to make
long term commitments to
scale up aid

Donor aid flows are predict-
able and stable

Donors are able to coordi-
nate and harmonize aid, and
thereby reduce recipients
transactions costs

Some progress in increasing
the long term predictability
of aid and reducing short
term volatility

Some initiatives to improve
donor coordination and
harmonization, but limited
use of budget support

Donors are unable to make
long term commitments or
reduce aid flow volatility

expenditure until reforms in
donor and government

policies show success Aid remains highly fragmented

and projectized.

would be increased if aid coordination was improved,
and the alignment of donor funding with national
priorities were strengthened. Where conditions
allow, the greater use of budget support would be
desirable. There are encouraging signs of improved
donor practice, including the recent Paris Declara-
tion on Aid Effectiveness. However, there are con-
tradictory tendencies in the health sector, where an
increasing share of aid is provided through global
health initiatives that tend to operate through
parallel structures outside government budgets
and management systems.

The main priorities identi ed for recipients include:

Ensuring scal sustainability

Ensuring the scal sustainability of health expendi-
tures will be a major challenge for recipient govern-
ments, particularly low income countries facing
‘windfall aid incomes . There is a risk that some
governments will make capital investments that
they cannot fully maintain, take on too many staff
to pay properly, or take on other new spending

Governments have affordable long term investment and
expenditure plans

Increase in aid is accompanied by a stronger tax effort
Governments are able to nance any residual cash- ow variations

Governments are able to take responsibility for the manage-
ment of donor aid, and bring it on budget

Where justified, governments reallocate budgets in favour of
the health sector

Government health systems are ef cient, effective and equitable

Governments may take on new spending commitments that
cannot be sustained

Governments do not improve their revenue effort
Governments are unable to fully finance cash-flow instabilities.

Public expenditure management systems are not yet robust
enough to account for aid expenditure on budget

Very weak public expenditure management

Donor spending remains largely off-budget

Governments do not improve their revenue effort
Health care providers are not well motivated or managed

The poor do not benefit from public health expenditure

commitments that prove to be unaffordable and
unsustainable in the long term. On the other hand
concerns about the unpredictability and unreliabil-
ity of aid ows may cause some governments to be
overly cautious about using additional aid to aug-
ment health expenditures nanced from domestic
resources. The key to ensuring scal sustainability
is for recipient governments to take a long term
view of expenditure commitments, growth and
mobilizing domestic revenues.

Using aid productively

In the long term the main source of additional s-
cal space will be economic growth. It is therefore
crucial that recipient governments use aid in pro-
ductive ways. Careful judgements will need to be
made on the allocation of public expenditure
between and within sectors taking into account
the best available evidence of the impact of public
expenditure on human development and economic
growth. The central challenge will be to improve
the ef ciency of health systems to ensure that
higher spending will generate improved health
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outcomes. In many cases reallocating resources
within the health sector towards primary health care
would improve ef ciency and equity.

Addressing absorptive capacity constraints
Important capacity constraints arise from organi-
zational, managerial and governance weaknesses,
which may reduce the returns to additional aid and
public expenditure substantially. In these conditions
it will be important to scale up aid at a measured
pace, and to accompany this with institutional and
governance reforms to create conditions where aid
can be used effectively.

Taking account of the macroeconomic effects of
higher aid in ows

There are macroeconomic risks associated with
scaling up aid, in particular real exchange rate
appreciation and the crowding out of private sector
investment. Development aid for health is no differ-
ent to other types of aid in this respect. In many
cases increases in donor support to the health sec-
tor will still be warranted, in particular where this
supports expenditure that provides the public goods
and generates the human capital that will be required
to enable private sector-led growth in future.
However, the impact on private sector investment
and consumption should always be considered. At a
certain level of public spending the marginal costs
of additional expenditure will exceed its marginal
bene ts. This constitutes an upper limit to scal
space that no government should exceed irrespec-
tive of the amount of aid on offer. Itis dif cult to
establish where this limit lies. However, most would
argue that the poorest countries are some way from
reaching this limit. With careful economic manage-
ment to ensure that scaled-up aid supports both
improved service delivery and growth, scal space
can still be expanded.

1. Introduction
It is widely recognized that current levels of public
expenditure for health in low income countries are
too low to achieve the MDGs. The prospect of
substantial increases in aid may allow higher levels
of health spending in low income countries. How-
ever, there is a great deal of discussion about the
extent to which these additional resources can be
used effectively to raise expenditure on health to a
higher level. In other words, to what extent can
scal space for health spending be expanded in a
sustainable way?

This paper was commissioned by the Secretariat
of the High Level Forum on the Health MDGs in
response to a request from the 2" HLF in Abuja to
clarify the meaning of the terms scal space and

scal sustainability’. Its purpose is to de ne the
concepts of scal space and scal sustainability from
the perspective of the health sector, and to demon-
strate their usefulness in understanding the scal
and macroeconomic issues that will arise from an
increase inaid ows. The paper is structured
around the following questions:

What is the meaning of the terms scal space
and scal sustainability from the perspective
of the health sector?
In the light of likely scenarios for increased donor
funding how much room is there to increase
public health expenditures in a sustained way?
How does the way aid is managed affect scal
space and scal sustainability from the perspec-
tive of the health sector?
What are the challenges for aid recipients to
ensure the effective use of increased aid resources
in the health sector?
What are the macroeconomic effects of increased
health spending and how might this in uence
scal space and sustainability in the long term?

The paper will provide a broad overview of these
issues, but it must be acknowledged from the outset
that it is often dif cult to reach rm conclusions
because the evidence base is rather limited.

Although the issues it raises are relevant to all
countries, the focus of the paper is on low income
countries. This is because scal space and sustain-
ability are particularly serious constraints in low
income countries, and are one of the main obsta-
cles to achieving the MDGs. The arguments about
scaling-up aid are also most relevant to low income
countries, in particular those countries (notably in
Sub-Saharan Africa) where donor aid amounts to a
substantial proportion of public spending.

2. De ning scal space and scal
sustainability

a. Fiscal space

Fiscal space refers to the ability of governments to
make budgetary resources available for desired pur-
poses. However, the term has been used in different
ways, and its precise de nition remains somewhat
unclear. More restrictive interpretations of scal
space emphasize hard budget constraints and expen-
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diture ceilings that are designed to ensure macro-
economic stability and the availability of credit to
the private sector. Advocates of a more exible
approach argue that it should be possible to support
higher levels of public expenditure on meritorious
goods and services that are crucial for poverty reduc-
tion, growth and achieving the MDGs.

The following de nition of scal space taken
from a recent IMF paper has been adopted here
because it is suf ciently broad to encompass all of
the key issues that in uence judgements on the
appropriate level of public expenditure.

Fiscal space can be de ned as the availa-

bility of budgetary room that allows a

government to provide resources for a

desired purpose without any prejudice

to the sustainability of a government s
nancial position. (Heller, 2005)

This paper is speci cally concerned with issues
surrounding public expenditure in the health sector.
However, it is not possible to restrict the view of

scal space to one particular sector. The budgetary
resources made available to the health sector depend
on the government s overall scal policies, the
demands of competing sectors, and spill-over effects
from one sector to another. In any event, the size of
the health budget is the result of a set of political
decisions on the allocation of public resources
between competing priorities.

Although scal space is a broad concept that
applies to public expenditure as a whole, there are
valid reasons for considering the problem from the
perspective of the health sector. Considerations
about the potential to increase public expenditure
on health need to be placed within the context of
the government s scal position. Spending decisions
in the health sector also have an important in uence
on the government s scal position. For example, a
decision to hire large numbers of additional health
workers would generate upward pressure on civil
service salaries and the overall public sector wage
bill. Health sector policy and expenditure decisions
will therefore in uence scal space and vice versa.

In principle, there are several ways to create scal
space for additional health spending that re ect the
government s budget arithmetic. Each offers oppor-
tunities, but all also have their limitations. Well
managed scal policy assesses the costs and bene ts
of each, as well as their political implications.

i) Increase discretionary expenditure from debt
reduction

In a number of cases the amount of scal space
available in low income countries for spending on
public services, including health, is constrained by
their obligations to debt servicing. In a few cases,
these obligations may amount to around 50 % of
total public spending. Hence the signi cance of
recent initiatives to reduce low income country
public debt.

i) Reallocation between sectors

Health sector spending can be increased by reallo-
cating expenditure from other sectors. As part of
HIPC and PRSP processes some governments in
low income countries have increased the share of
the budget allocated to the health sector, and some
are committed to further increases. However, the
demands of other sectors will inevitably impose a
limit on the share of expenditure that can be allo-
cated to health. This issue is discussed further in
section 5.1.

i) Mobilisation of domestic revenues
Governments can raise additional revenues by in-
creasing tax rates, creating new taxes and levies and
strengthening tax collection. The low tax effort in
many low income countries (usually less than 15%
of GDP) indicates that there is scope to mobilise
additional domestic revenues. However, experience
suggests that it will be dif cult to achieve a rapid
improvement in revenue ratios. The Commission
for Macroeconomics and Health forecasts that low
income countries would probably only be able to
increase their revenue ratios by 2% of GDP by 2015
(CMH, 2001). The Millennium Project suggests that
a 4% increase in the revenue ratio may be feasible
(Millennium Project, 2005). While increases in the
tax effort may generate modest increases in - scal
space, the most important challenge will be to accel-
erate economic growth, which will be essential to
generate the sustained increases in domestic revenues
required to nance improved health services.

iv) Increase borrowing
Governments can also nance higher levels of
public spending by borrowing from domestic and
foreign creditors. However, there are costs in terms
of future debt service obligations and the potential
crowding out of private sector borrowing. A sound
scal principle is that over the economic cycle govern-
ments should borrow only to invest rather than to
nance recurrent expenditure. While health expendi-
tures are generally treated as recurrent expenditure,
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many have argued that they should be viewed as
an investment in human capital that will generate
taxable returns in the long run. If this view is accepted
then it would be justi ed to nance a higher level
of public expenditure on health through borrowing
so long as the expected returns exceed the costs of
servicing the debt.

v) Increase aid

The scal space that is generated by aid depends on
the level, duration and predictability of donor fund-
ing, as well as on the type of aid. As discussed later
aid will generate more scal space where donors
can make long term  nancial commitments and can
disburse aid in a predictable manner. The effect of
aid on scal space will also depend on whether it is
provided as grants or loans, whether or not it enters
the government s budget, whether it is earmarked
for a particular use or sector, and the extent to which
it is fungible. These issues are discussed further in
section 4.

vi) Seignorage

Governments can nance additional expenditure by
printing money, but the opportunities to generate

seignorage revenues without causing in ation are

very limited.

An important aspect of health nancing in low
income countries is the high proportion of health
expenditures that are privately nanced, usually out
of pocket. The relationship between public and pri-
vate expenditure on health, and the implications
for scal space are complex. An increase in public
expenditure on health may substitute or comple-
ment private spending. Where substitution occurs
the net provision of services may not increase.
However, shifting health nancing from private to
public sources may improve economic ef ciency
where this improves the cost effectiveness of service
delivery or frees up private resources to be used
more productively elsewhere. In the long run such
ef ciency gains would have a positive effect on
growth and government revenues, and thereby
generate scal space. Public spending on health may
also be preferable on equity grounds, in particular
because it partially insures the poor against cata-
strophic medical costs. However, it must be empha-
sised that all of these effects are poorly understood
and subject to considerable uncertainty.

b. Fiscal sustainability
The concept of scal sustainability refers to the abil-
ity of government to sustain spending on a desired

purpose for its planned duration, and to meet the
cost of borrowing without compromising the gov-
ernment s nancial position. There are three condi-
tions that need to be met in order to achieve scal
sustainability in a strict sense:

For expenditures funded by loans. The nancial
returns generated by the additional expenditure
should cover the costs of borrowing.

For recurrent expenditures funded by donor grants.
Governments must be able to raise alternative
sources of revenue to replace donor funding
when it is phased out, if it is intended to continue
these expenditures beyond the planned period
of donor funding

For all investments. Governments must be able
to cover the recurrent costs of any new capital
investment, for example the operation and
maintenance costs of the construction of a new
health facility, as well as the costs of capital.

Health sector spending presents particular chal-
lenges in relation to all three of these conditions.
With respect to the rst, it is usually impossible to
assess whether or not it is justi ed on economic
grounds to borrow in order to nance health spend-
ing. This is because there is considerable uncertainty
about the economic impact of health programmes
and the level and timing of any nancial return.
However, it is generally considered reasonable to
allow a certain level of borrowing on concessional
termsto nance health programmes in low income
countries so long as the government s overall nan-
cial position provides suf cient capacity to service
the consequent debt.

In relation to the second, the planned duration
of health programmes usually far exceeds the dura-
tion of donor commitments, which typically only
cover a few years. It is therefore essential that gov-
ernments consider how such programmes could be

nanced if donor funding were unavailable in the
future. This highlights the importance of strength-
ening the tax effort and developing non-tax sources
of health nancing.

On the third point, public spending in the sector
is mainly in the form of salaries for staff and drug
purchases: both are long-term, recurrent cost com-
mitments that governments must be in a position
to nance. Cutting these expenditures will impose
high political costs, and would have damaging med-
ical consequences. There are relatively few one-off
activities that can be undertaken to improve public
health.
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Fiscal sustainability is a particularly important
issue in the context of scaling up aid because it is
not certain how long the increase in aid volumes
will last. At some point in the future governments
will need to mobilise additional domestic revenues
in order to offset a decline inaid ows. However, it
is dif cult to predict how government revenues will
develop under conditions of higher aid. Where aid
is successful in generating growth there may be a
positive effect on domestic revenues. However,
there is also a risk of moral hazard: governments
may relax their scal effort when aid is easily avail-
able. The empirical evidence of these issues is
rather inconclusive. Most studies nd that there is
no general relationship between aid and domestic
revenues, and that the scal response varies in dif-
ferent country contexts (McGillivray and Morrisey,
2001; Fagern s and Roberts, 2004). Gupta et al. (2005)

nd that there is a difference in the scal response
to grants and concessional loans: aid provided as
grants tends to result in reduced domestic revenues,
especially in countries with weak institutions, where-
as aid provided as loans results in a slight increase
in domestic revenues.

In view of these uncertainties it is helpful to
consider various alternative country scenarios for
the future evolution of domestic revenues. Figure
1 presents three scenarios that have different impli-
cations for scal sustainability. The rst scenario
presents the most optimistic case where aid recipi-
ents bene tfrom apermanent increase in scal
space. When aid begins to decline the effect is off-
set by increasing domestic revenues resulting from
growth or a stronger tax effort. In the second scenario,
the increase in  scal space is temporary because
when aid begins to decline it is not compensated
by an increase in domestic revenues. In this case
additional expenditures cannot be sustained beyond

the duration of higher aid ows. The third scenario
represents the most pessimistic case where recipient
governments reduce their tax effort in response to
higher aid ows. Following the decline in aid, scal
space will be more limited than it is at present.

While these scenarios affect government spend-
ing overall, there are particular implications for the
health sector. Because health expenditures usually
entail long term recurrent spending commitments
there are particular risks for governments under
scenarios two and three. In these two cases increased
health spending will not be scally sustainable. Fis-
cally prudent governments may decide not to spend
additional donor resources on health, and may in-
stead increase spending in other sectors, which do
not generate such long term obligations. An addi-
tional problem that is discussed more fully in section
4 is that aid is unpredictable and governments can-
not accurately forecast future levels of aid. This is
another reason why governments will tend to be
cautious in raising health expenditures.

3. How much room is there to increase
health expenditures?

A key question is how much additional scal space
can be created under plausible scenarios for increased
aid, domestic revenues and economic growth. This
section addresses this question by rst outlining
trends in public expenditure on health and foreign
aid in low income countries, and then simulating the
effect of changes in key public nance variables on
health spending under several alternative scenarios.

a. Recent patterns of public health spending in
low income countries

Figure 2 compares public expenditure on health in
55 low income countries in 2002 measured in per

Figure 1 Fiscal space and sustainability under alternative scenarios for aid and domestic revenues
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capita terms and as a percentage of GDP2 Average
expenditure was $6.17 per capita per annum or 2.53%
of GDP’. There are signi cant variations between
countries, but very few countries spend more than
5% of GDP.

Over the past few years there has been a gradual
trend towards higher public expenditure on health
in low income countries. Average public expendi-
ture per capita on health, in low income countries,
rose by 12% from $5.49 in 1998 to $6.17 in 2002.
Expressed as a percentage of GDP, public expendi-
ture on health rose from 2.26% to 2.53% over the
same period.

In spite of recent modest increases, public expen-
diture on health in low income countries is still far
below the minimum levels required to achieve the
health MDGs. The recently published Millennium
Project report provides costings for the MDGs in 5
low income countries, and suggests that in these
countries present levels of expenditure on health
would need to increase by $30-48 by 2015 in order
to achieve the health MDGs (Millennium Project,
2005). The Commission for Macroeconomics and
Health calculated that a minimum total health
expenditure of $34 per capita in 2007 (rising to $38 in
2015) would be required to provide a basic package
of essential health interventions (Commission for
Macroeconomic and Health, 2001). Public health
spending in the low income countries shown in

gure 2 is below this level in all but two cases'.

Figure 3 Key spending ratios in low income countries
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In order to analyse the scope for increasing
health expenditures it is important to examine two
key ratios: (i) the share of health spending in total
public spending, and (ii) government spending as a
percentage of GDP®. Figure 3 groups low income
countries according to the rst ratio. It indicates
that the majority of low income countries allocate
less than 10% of the government budget to health.
Very few countries spend more than 15% of their
budget on health, in spite of the 2001 declaration
by African leaders in Abuja to increase spending to
this level. There appears to be an effective ceiling on
health spending at around 15% of the government
budget. This re ects the competing demands of
other sectors and the political constraints to reallo-
cating resources in favour of health.

The second chart shows public expenditure as a
percentage of GDP in a sample of 28 low income
countries for which adequate data is available. The
mean value is around 22% of GDP. There is much
variation between countries, but there are few cases
where government expenditure exceeds 30% of GDP®.

These guresare signi cant because they suggest
that there is an upper limit on health spending in
low income countries. Since very few allocate more
than 15% of government spending to health, and
public expenditure is generally less than 30% of
GDP, scal space for health spending will usually
be limited to 5% of GDP (thisis con rmedin gure
2). Because public expenditure on health accounts
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for an average of 2.5% of GDP in low income coun-
tries, there will often be scope to increase health
spending by one or both of the two scal adjust-
ments’. However, the resources that can be generated
in these ways will be relatively modest. In a typical
low income country with a GDP per capita of $400,
an increase in health expenditures from 2.5% to 5%
of GDP would amount to additional spending of
just $10 per capita per annum. Although this would
double the public resources available for health,
which would be helpful, it falls well short of the
resources estimated by the Commission for Macro-
economics and Health to be required to nance a
basic package of health services. The only way to
create additional scal space beyond this limit is to
increase GDP per capita through economic growth.

b. Trends in development aid for health

Many low income countries, particularly in Sub-
Saharan Africa, are dependent on foreign aid for a
substantial proportion of their revenues and public
expenditure. The creation of additional scal space
for increased health expenditure will therefore
depend greatly on future increases in foreign aid.
In order to develop probable scenarios for scaling
up aid it is useful to review trends in aid ows to
low income countries.

Data on aid ows is provided in terms of com-
mitments, which refer to pledges made by donors
in a certain year, and disbursements, which refer
to the money that is actually transferred to the
recipient. From the perspective of scal space,
disbursements are the more relevant measure.
However, information on the sectoral composition
of aid is only available in terms of commitments.
Figure 4 shows total aid commitments to low
income countries for the period 1990 to 2003 and
the share of aid committed for health. This indicates
that development aid commitments for health in
low income countries increased from around $1.7bn
in 1990 to $5.6bn in 2003°. Over this period its share
of total aid commitments increased from 9% to 17%.
Much of this increase has been driven by increased
funding commitments for HIV/AIDS, the bulk of
which has been mobilised through the Global Fund
(GFATM) and the US President s Emergency Plan
For AIDS Relief (PEPFAR). Global bilateral and
multilateral commitments for HIV/AIDS increased
from $1.2bn in 2000 to $3.4bn in 2004 (Lewis, 2005).

While these gures indicate a substantial level of
donor funding for the health sector, it is important
to put them in perspective. The $5.6bn committed

Figure 4 Aid commitments to low income countries
since 1990
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in 2003 amounts to only $2.56 per capita in all low
income countries. Although this amounts to 42%
of public expenditure on health, it is a modest con-
tribution in relation to needs.

Development aid for health appears more signi-

cant if the analysis is restricted to low income

countries in sub-Saharan Africa. In 2003 development
aid for health totalled $3.8bn in these countries, or
$6.08 per head. This gure is equivalent to average
public spending per capita on health in sub-Saharan
Africa, and indicates the extreme aid dependence
of these countries.

Data on aid disbursements indicate a similar
upward trend. However, they are not available on
a sectoral level. Public statements made by donors
following the Monterrey conference and the G8
summit in Gleneagles indicate that net aid disburse-
ments to all developing countries are likely to increase
from around $80 billion now to $130 billion in 2010.
Net disbursements to Africa are projected to double
between now and 2010 (OECD DAC estimates).

¢. Projections of scal space for health spending
under alternative scenarios

It should be clear from the above discussion that
the maximum expansion of scal space for health
spending depends on a combination of measures:
increases in the share of public expenditure allocated
to health; increases in domestic revenues and, in
the right conditions, increases in aid. None of these
measures is likely to be suf cient on its own, and
the mix of measures adopted by an individual
country will depend on what the potential yield
from each measure is likely to be, taking into account
costs, risks, institutional strengths and economic
prospects. This section presents some simple pro-
jections on the future level of public expenditure
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per capita on health in individual low income
countries under alternative scenarios when the
measures above are combined in different ways:

Aid. The projections are based on the assump-
tion that the aid/GDP ratio doubles between
now and 2015. In order to take account of the
effect of volatility, the present level of aid is taken
to be the average level of net disbursements
over the three most recent years for which data
is available.

Proportion of the government budget spent on health.
It is assumed under most scenarios that govern-
ments continue to spend the same share of their
budget on health in 2015 as they do presently.
Under some scenarios it is assumed that govern-
ments increase the share of the government
budget spent on health to 15% in line with the
2001 Abuja Declaration®.

Growth. Under most scenarios it is assumed
that economic growth continues at the average
rate for the past ten years. Certain scenarios
simulate the effect of increasing the growth rate
to 2% above the long term average.

Domestic revenues. Under most scenarios it is
assumed that the ratio of domestic revenues to
GDP remains constant. The nal scenario simu-
lates the effect of increasing this ratio by 4% of
GDP by 2015 (in line with the projections of the
Millennium Project).

The ve alternative scenarios are described in
table 1 below:

Simulations of public expenditure on health
under the ve scenarios were conducted for 30 low
income countries for which adequate data were
available. Table 2 shows how many of these coun-
tries will reach different levels of public expenditure
on health in 2015 under the ve scenarios.

The simulations make a number of important
assumptions. First, the projections are based on
the assumption that government spending is equiv-
alent to the sum of domestic revenues and net aid
disbursements, and that there isno scal de cit.
Second, aid is assumed to be on-budget and fungible
between sectors. Third, it is assumed that popula-
tion continues to increase at present growth rates.

Countries spending more than $30 per capita are
shown within the grey zone on the table. Following
the analysis of the Commission on Macroeconomics
and Health this is considered to be the minimum
level of public expenditure required to provide a
minimum package of essential health services®.

The table indicates that the doubling of aid alone
(scenario 2) makes a relatively modest contribution
to scal space. The average increase in public expen-
diture above the base case is around $4 per capita,
and only 3 countries out of thirty achieve public
expenditure on health greater than $30 per capita
(compared to 2 countries in the base case), and
these were already spending most.

Combining increased aid with a reallocation of
public expenditure in favour of health would allow
a more substantial increase in health spending. This
is modelled under scenario 3, which assumes that

Table 1 Alternative scenarios for aid, public nance and macroeconomic variables

Scenario 2
Higher aid

Scenario 1
Base case

Scenario

description

Aid/GDP ratio Aid/GDP ratio
remains at current

level

Aid/GDP ratio
doubles by 2015

Health share of
budget held
constant

Health share of
budget held
constant

Proportion of
the government
budget spent on
health

Growth rate Growth continues  Growth continues

Scenario 3
Budgetary
reallocation ratio

Aid/GDP ratio
doubles by 2015

Health share of
budget increases
to 15%

Growth continues

Scenario 5
Higher revenue

Scenario 4
Faster growth

Aid/GDP ratio
doubles by 2015

Aid/GDP ratio
doubles by 2015

Health share of
budget increases
to 15%

Health share of
budget increases
to 15%

Growth increases Growth increases

2005-2015 at its long term at its long term at its long term to 2% above its to 2% above its
average rate average rate average rate long term average  long term average
rate rate
Domestic Present ratio of Present ratio of Present ratio of Present ratio of Ratio of domestic
revenues/GDP domestic revenues domestic revenues domestic revenues domestic revenues revenues to GDP
to GDP is to GDP is to GDP is to GDP is increases by 4%
maintained maintained maintained maintained by 2015
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Table 2 Projections of per capita public expenditure on health in 2015

Projected public | Numbers of countries falling into each expenditure class for each scenario
expenditure per

capita on health | Scenario 1 Scenario 2 Scenario 3 Scenario 4 Scenario 5

in 2015 Base case Higher aid Budgetary Faster growth Higher revenue
reallocation ratio

$0-5 6 5 0 0 0

$5-10 12 5 4 1 1

$10-15 6 11 5 4 3

$ 15 - 20 3 3 6 6 3

$20 - 25 0 2 3 4 6

$25 - 30 1 1 4 2 2

$ 30 - 40 1 1 3 6 5

$ 40 - 50 1 0 3 1 3

$ 50 - 60 0 1 0 4 4

$ 60 - 80 0 1 2 0 1

$ 80 - 100 0 0 0 2 1

$ 100 + 0 0 0 0 1

Average per $11.63 $15.52 $24.94 $31.97 $35.73

capita public

expenditure on
health for all 30
countries

Data sources: Revenue data (IMF GFS), health spending (WHO World Health Report), aid (OECD DAC database), other variables (World Bank, World Development
Indicators).

15% of the budget is spent on health. The projections Scenario 5 describes the best of all cases where
indicate that under this scenario average public expen- additional scal space is created by a stronger revenue
diture on health would increase to nearly $25 per effort, in addition to faster growth, budgetary reallo-
capita by 2015, and spending in 8 countries would cation and increased aid.
exceed $30 per capita. The Millennium Project has provided detailed
The effect on  scal space is even more pronounced costings of the additional resources required to
where increased aid and budgetary reallocation is meet the MDGs in  ve low income countries. For
accompanied by faster growth. Scenario 4 describes three of these countries adequate data was available
cases where growth accelerates to 2% above the to simulate whether health spending would reach
long term average. In this case average public expen-  these targets under the ve scenarios. The results
diture per capita on health exceeds to $30 by 2015, are presented in table 3. It is notable that none of
although spending in slightly more than half of the the three countries would achieve the required
countries remains below this level. additional health spending under scenarios one to

Table 3 Projections of scal space compared with MDG spending targets

Additional per capita spending | Additional per capita public expenditure on health in 2015 projected

in 2015 required to meet under alternative scenarios / US$
health MDGs/ 2003 US$ Scenario 1| Scenario 2
Base case
Cambodia  32.00 5.01 10.59 2070 28.06 3225
Tanzania ~ 48.00 275 8.05 12,62 1822 2114
Uganda 44.00 315 7.39 16.90 2285 25.84
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four. Only Cambodia would reach the target under
scenario ve'.

d. Interpreting the results of the projections

The above simulations indicate that there is signi -
cant scope to create scal space for health spending
in low income countries, in particular where an
increase in aid is accompanied by budgetary reallo-
cation in favour of health, faster growth and a
stronger revenue effort. Under the more optimistic
scenarios many countries will achieve levels of ex-
penditure that would potentially allow them to be
in a position to achieve the MDGs, but probably not
by 2015 as any effects of increased spending would
be lagged. Although many countries do not reach
this level of spending under any scenario, there
would still be a substantial increase in health expen-
ditures that could make a signi cant difference to
service delivery and health outcomes.

The above projections provide a useful indication
of the additional scal space that may potentially
become available under alternative scenarios. How-
ever, the scenarios are generally rather optimistic,
and the projected expenditures should be regarded
as being at the top end of what may be feasible.
There are several reasons for caution:

It is probably too optimistic to assume that gov-
ernments will allocate 15% of public expenditure
to the health sector. Very few low income coun-
tries have achieved this (see gure 3).

Aid recipients may be inclined to allocate a rela-
tively small share of additional aid to the health
sector because of the unpredictability of aid and
the long term recurrent spending commitments
that are generated by health expenditures.

The assumption that additional aid will be pro-
vided on-budget is not realistic given present
patterns of aid delivery (see 4.2).

An average increase in the revenue/GDP ratio
of 4% by 2015 would represent a very strong tax
effort that would only be achieved by the best
performing countries.

e. Empirical evidence on the relationship between
aid and public spending on health

In order to assess how public expenditure on health
would respond to increases in aid it is instructive to
examine aid recipients past behaviour in utilising
additional aid ows. Theory suggests that govern-
ments will shift their own resources away from
sectors that bene t from international aid (fungi-
bility). The empirical evidence on this point suggests

/
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Best fit line: Y = 0.181 + 0.036 X
r2 = 0.147
p =0035
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Change in net aid disbursements 1998 2002/% GDP

Change in public expenditure on health 1998 2002/% GDP

Sources: OECD DAC database on aid disbursements, WHO World Health
Report 2005

NB: Values for net aid disbursements and public expenditure over the period
1998-2002 were adjusted using a Hodrick-Prescott Iter. The effect of the Iter
is to indicate the trend in values over the ve year period and to strip out the
effect of volatility from one year to the next.

that the scal response to aid varies greatly between
countries.

Figure 5 plots changes in net aid disbursements
over the period 1998 to 2002 against changes in
public expenditure on health over the same period
in 56 low income countries. Although there is a
wide variation in the scal behaviour of different
countries, there is a statistically signi cant correla-
tion between changes in aid volumes and changes
in public expenditure on health. The slope of the
best t line shows that the effect of additional aid
on health expenditures has been quite small: an
increase in aid of 10% of GDP has been associated
with an increase in public expenditure on health
of 0.36% of GDP. This would imply that only 3.6%
of aid is used to nance health expenditures.

Given that low income countries typically spend
around 2.5% of GDP on public health expenditure,
this implies that aid stimulates health spending to
a slightly greater degree than domestic revenues.
However, there is signi cant fungibility in the use
of aid. Although donors earmark 17% of their
commitments (see section 3.2), the increase in
health spending generated by an increase in aid is
far less than this. The explanation is that govern-
ments have responded to increases in aid for the
health sector by shifting their own resources out
of the health sector.

This nding indicates that if governments main-
tain their present scal behaviour, future increases
in aid will only generate relatively modest increases
in public expenditure on health. Much will depend
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on whether governments  scal behaviour will
change in the future, most importantly by reallo-
cating donor and domestic resources in favour of
health.

4. How does donor behaviour affect
scal space and sustainability?
This paper has so far considered the potential effects
of changes in the aggregate level of aid volumes
on the recipient s scal space. However, there are
other aspects of donor behaviour that have an im-
portant effect on scal space and sustainability. This
section considers two important problems: (i) the
volatility and unpredictability of aid, and (ii) its lack
of coordination, harmonisation and alignment. It
will be argued that the maximum additional scal
space will not be created unless these problems are
addressed.

a. Aid volatility and unpredictability

Aid commitments and disbursements uctuate
considerably over time. There are various types of
instability caused by different aspects of donor
behaviour:

Short term volatility from one year to the next. This
is often the result of project management and
disbursement delays, exchange rate uctuations,
non-compliance with agreed conditionality, and
political problems in recipient countries.
Commitment disbursement gaps. Donors often can-
cel their commitments or delay disbursements
by several years.

Longer term unpredictability of aid. Donors are
usually unable to make long-term aid commit-
ments because the length of donor programming
cycles is typically only a few years. In addition,
bilateral aid commitments are typically depend-
ent on the donor country s political cycle: a
change in government can make a great differ-
ence to a donor country s aid policies.

The instability of aid can be measured both in
terms of aid commitments and disbursements. Aid
commitments are by nature very unstable because
they re ect periodic announcements by donors of
new projects and programmes covering several years.
They also provide an uncertain basis for governments
to plan expenditures over the medium term. On
average donors disburse only around two thirds of
the aid they have committed, and in low income
countries this ratio is only about 50% (Bulir and

Hamann, 2005). There is evidence that the gap
between commitments and disbursements is widen-
ing. The ratio of disbursements to commitments
for all recipient countries fell from 82% to 66%
between 1990 and 2001 (Bulir and Hamann, 2005).

Volatility in disbursements creates particularly
dif cult problems for recipient countries because
when expected aid resources do not arrive govern-
ments are unable to execute budgets as planned.
Recent empirical studies indicate that there is sub-
stantial volatility in aid disbursements. Bulir and
Hamann (2005) demonstrate that aid volatility is
around 40 times greater than the volatility in
domestic revenues when expressed as a percentage
of GDP. Furthermore, in spite of donor initiatives
to ensure more stable levels of aid, volatility appears
to have become more severe over the 1990s. More-
over, aid ows have tended to be procyclical, and
have thereby exacerbated the effects of volatility in
domestic revenues. Aid ows have generally increased
when domestic revenues are strong and fallen back
when domestic revenues are weak.

Given the magnitude of aid volatility and unpre-
dictability it would be expected that there would
be an impact on public expenditure. The evidence
on the instability of public spending on health sug-
gests that this is probably the case. Figure 6 shows
public expenditure on health over the period 1998-

Figure 6 Volatility in public spending on health
in selected African countries
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2002 for six African countries. These examples are
broadly representative of the patterns observed in
low income countries. The chart shows that there
are signi cant differences between countries. For
example, Burundi and Ethiopia have managed to
maintain fairly stable health budgets. However,
volatility has been substantial in Benin, Malawi, Togo
and Zambia, where variations in health expenditure
from one year to the next have often exceeded 0.5%
of GDP.

An association between volatility in aid and
volatility in public expenditure on health can be
demonstrated, although this does not prove cau-
sality. The results of a bivariate regression analysis
are shown in gure 7, which plots volatility in net
aid disbursements against volatility in public expen-
diture on health for 56 low income countries for the
period 1998-2002

The results demonstrate a positive and statisti-
cally signi cant relationship between aid volatility
and volatility in public expenditure in health. The
R-square value indicates that 20% of the volatility
in public expenditure is explained by volatility in
aid. In addition, gure 8 shows that the volatility
of public expenditures on health tends to be greater
in more aid dependent countries.

These ndings provide some interesting insights
into the effects of aid volatility and unpredictability
on scal behaviour and scal space. In principle,
governments can cushion the effects of short term
volatility by temporarily drawing on reserves or by
borrowing. However, the above observations suggest
that governments have not been able or willing to
cushion fully the effects of aid volatility. The most

Figure 7 Volatility in public health spending is
correlated with volatility in aid
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likely explanation is that many low income coun-
tries are bound by conservative budgetary rules that
force them to cut back expenditures if aid does not
arrive. Many countries operate cash budgets that
restrict borrowing and make it impossible to spend
resources that have not yet been received. A common
practice is to issue a hastily prepared supplemen-
tary budget after aid monies have arrived. Volatility
will therefore have an immediate effect on scal
space, and the level of public expenditure is likely
to respond rapidly to uctuations in aid receipts.

Volatility in health expenditures is likely to have
a negative effect on service delivery. When govern-
ments experience sudden budgetary shortfalls dif -
cult decisions must be taken on which expenditures
to cut. The burden of adjustment tends to fall on
more discretionary types of expenditure, such as
drug purchases and new investment, rather than
non-discretionary expenditures, such as salaries. This
has been a common problem across the developing
world where health workers are often unable to
deliver services because of the lack of operating
and maintenance spending®.

Another effect of aid volatility may be to in u-
ence the allocation of resources between levels of
health care. There is some evidence that there is
greater volatility in expenditures on primary health
care than at secondary and tertiary levels because
primary health care tends to be more dependent
on donor funding (World Bank, 2005). In addition,
aid volatility is likely to result in the funding short-
falls for primary health care. If donors fund primary
health care then governments are likely to reallo-
cate their own resources to other uses, including

Figure 8 and is greater in more aid dependent
countries
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Sources: World Health Report (2005), OECD DAC database, World Development Indicators (2005)
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higher level health care. When there is a shortfall
or delay in donor funding, governments nd it dif -
cult to shift their own resources back into primary
health care".

Aid volatility and unpredictability may also have
longer term effects on scal space and public expen-
diture. If governments cannot be con dent that
committed donor funds will arrive or that existing
donor funded programmes will continue for more
than a few years, they may understandably be reluc-
tant to increase expenditures on areas that generate
long term recurrent spending obligations. Where aid
is volatile and unpredictable an increase in aid may
not generate a proportional increase in sustained
health expenditures.

These arguments assume special importance in
the context of a substantial scaling up of aid. There
is a risk that the problems of volatility and unpre-
dictability may become even more severe when aid
is scaled up. In addition, it may be dif cult to per-
suade recipient governments to make ambitious
plans for the expansion of heath services unless
donors can instil greater con dence that increased
aid will materialise and that higher aid volumes will
be sustained over the medium to long term. In the
light of past experience scally prudent governments
would have good reason to discount donor promises
to scale up aid. They may be particularly reluctant
to use risky aid funds to nance long term recurrent
health expenditures. The case of anti-retroviral
therapy is a well known example of the dilemma
facing aid recipients. While many governments are
under great pressure to expand these programmes,
current forms of aid may be too unpredictable and
unstable to nance the required lifelong treatment
programmes. The consequences of budgetary cuts
in these programmes would be catastrophic because
interruptions in anti-retroviral therapy reduce the
bene ts of treatment to individuals, and may lead
to the emergence of more resistant strains of the
virus that would reduce the effectiveness of treat-
ment for everyone.

Itis dif cult to generalise about how recipient
governments will respond to these problems.
Some governments may react to increases in aid in
a scally prudent manner, and increases in health
expenditure will be relatively restrained. Other
governments, taking a short term view, may be
inclined to spend unpredictable, lumpy aid receipts
on projects that have unaffordable recurrent cost
implications. Either way the outcomes will be sub-
optimal.

b. Aid coordination, harmonisation and alignment
Aid should not be viewed as a single category, but
rather as a diverse and fragmented set of resource

ows. In most low income countries there is a pro-
liferation of donors using many different types of
instruments to manage their funds. Proliferation is
perhaps most extreme in the health sector. Foster
states that: The health sector has more active donors
involved in more individual activities than any other
sector, and the problems are getting worse, with
the recent addition of signi cant new sources of
funding. (Foster, 2004, p 68).

The fragmentation of aid should be viewed as
a constraint on scal space for two main reasons.
The rstis that donor aid is only partly integrated
into recipient government budgets. Around half
of donor aid is provided off-budget, and is used to
provide technical assistance or to fund NGO projects.
These resources will only create scal space where
there is scope for fungibility. However, the extent
to which off-budget donor spending will free up
government resources to be used elsewhere is quite
limited. Even where aid is accounted for in govern-
ment budgets, the majority is provided for donor
managed projects. Again, there may be scope for
fungibility, but the increase in  scal space will be
less than if the government could exercise full dis-
cretion over the use of donor funds. The only cat-
egory of aid that is on-budget and under the full
control of recipient governments is general budget
support. However, only a small part of aid is pro-
vided in this form. A recent analysis of aid relation-
ships in 14 developing countries revealed that only
20% of donor aid was provided as general budget
support (Foster, 2004).

The second reason why the fragmentation of
aid constrains scal space is that the proliferation
of projects imposes major ef ciency costs. There
is a substantial waste of resources resulting from
management duplication, weak coordination and
the establishment of parallel planning and manage-
ment structures. Projects are often not well integrated
into national health systems, and in the worst cases
may undermine these systems by depriving them
of staff and resources. Project aid tends to result in
unbalanced patterns of spending, and makes it very
dif cult for governments to prioritise spending in
pursuit of a coherent strategy. Recipient countries
also face a signi cant administrative burden man-
aging multiple relationships with donors. All of these
inef ciencies waste public resources and thereby
deprive governments of scal space.
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The above arguments suggest that providing a
greater share of donor resources in the form of
budget support would have a positive effect on

scal space, and would improve aid effectiveness
more generally. In the context of scaling up aid, this
may be the only viable option to increase funding
without overstraining domestic administrative capa-
city. However, the shift towards budget support may
not necessarily result in increased public expendi-
ture on health. Although the evidence on this point
is limited, one recent study of Tanzania indicates
that following the start of budget support in 2001
there has been an increase in public expenditure on
health in per capita terms, but the share of health
spending in the budget has remained unchanged
(Lawson et al., 2005). This example indicates that
there is no reason to expect that budget support will
result in changes in public expenditure allocation.

In general budget support will only generate
higher public expenditures on health where govern-
ments and donors share a common preference for
higher health spending. There is no guarantee that
this will be the case. Donors typically earmark
budget support for use in certain sectors, but such
conditions may not be respected where govern-
ments have different spending priorities. In some
countries budget support will not be an appropriate
aid instrument; in particular where donor and gov-
ernment priorities are very different, and where
there are poor standards of public nancial manage-
ment and accountability. Under these conditions
there may be a case for providing off-budget project
aid or channelling support to non-state actors.
However, this approach will not prevent fungibility,
and may not result in higher health spending than
if aid had been provided on budget.

There is a risk that the inef ciencies caused by
the fragmentation of aid delivery will get worse as
aid ows increase. However, recent trends indicate
a gradual shift away from project aid towards budget
support (DFID, 2002). This has been associated with
the provision of debt relief and Poverty Reduction
Support Credits in the context of PRSPs. In the
health sector the Sector Wide Approach (SWAP)
has become an important form of aid delivery that
has provided a basis for improved donor coordina-
tion and the alignment of donor funding in support
of a government-owned policy and expenditure
framework®. However, this approach has so far been
limited to a relatively small number of countries.

The Paris Declaration on aid effectiveness is an
important signal of donor commitment to address

problems of aid coordination, harmonisation and
alignment. Discussions are currently underway to
set targets for improvements in several aspects of
aid management and delivery, including reporting
aid on budget, increasing the proportion of aid
provided as budget support, improving aid predict-
ability, untying aid procurement rules, avoiding the
use of parallel systems and deploying joint country
missions. All of these objectives, if implemented,
should help to maximise the scal space created by
additional aid ows.

The major exception to the general trend towards
improved aid coordination, harmonization and
alignment has been the growth of global health
initiatives, for example GFATM, PEPFAR, GAVI
and philanthropic foundations funding health pro-
grammes. There has been a particularly dramatic
increase in funding for HIV/AIDS, most of which
has been provided through global initiatives, rather
than from the traditional sources of bilateral and
multilateral aid. In several countries external fund-
ing for HIV/AIDS is already equivalent to or greater
than the public health budget®. The majority of
funds distributed by the global initiatives has been
provided off-budget, and has been channelled
through parallel structures, often to projects imple-
mented by NGOs or private contractors. This
strategy re ects the urgency of responding to glo-
bal health emergencies, and the weaknesses in the
capacity and governance of national health systems.
However, there are concerns that stand-alone HIV/
AIDS programmes may undermine the ability of
governments to develop well functioning, integrated
and sustainable health systems. The large scale
funding available for HIV/AIDS will inevitably draw
human and nancial resources out of national health
systems, weakening their capacity to respond to
other health priorities (Lewis, 2005). There are also
more general concerns that insuf cient attention has
been given to the long term nancial sustainability
of HIV/AIDS programmes as discussed above.

While donor behaviour has an important in uence
on scal space, recipient government policies deter-
mine the key variables that establish scal space:
growth, revenue effort and the allocation of public
expenditures. This section discusses two important
challenges that need to be addressed by aid recipients
in order to create scal space for health spending,
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and to utilise it effectively. These are concerned
with: (i) allocating resources to their most produc-
tive uses, (ii) strengthening absorptive capacity.

a. Ensuring productive use of expenditures

In the long term the main source of additional scal
space will be economic growth. There is no other
way to achieve the sustained increase in domestic
revenues that will be required to fully nance MDG
goals in low income countries. It is therefore very
important that public expenditure is spent in pro-
ductive ways that, rst, improve health status, and,
as a result, generate accelerated economic growth.
From the perspective of this paper there are two
crucial issues: (i) the allocation of spending between

the health sector and other sectors, and (ii) the pat-

tern of spending within the health sector.

In principle, decisions on the sectoral composi-
tion of public spending should be guided by evidence
on social returns. Unfortunately, there is great un-
certainty about the rate of return on spending in
different sectors, in particular in the health sector.
There is considerable debate about whether higher
public expenditure on health results in improved
health outcomes in low income countries. While
some econometric studies nd a positive relation-
ship between public expenditure and health, others

nd no statistically signi cant relationship (see
Roberts, 2003 for a review of these studies). More
recent studies have found stronger evidence of a link
between public expenditure and health indicators,
in particular in relation to the bene ts of immuni-
sation which seems to be particularly sensitive to
differences in government health expenditure. For
example, Rajkumar and Swaroop (2002) nd that
higher public expenditure on health lowers infant
mortality rates in countries with good governance.
Bokhari et al. (2005) nd a statistically signi cant
relationship between public expenditure on health
and the under- ve and maternal mortality rates.
However, all of these studies show that the effect
on health of higher public health spending is rela-
tively small.

Despite important exceptions”, most studies nd
that health outcomes are more strongly determined
by variations in income levels than variations in
public spending on health. Roberts (2003) reports
that around 75-80% of the variations in health out-
comes between countries are explained by differences
in GDP per capita (Roberts, 2003). Higher levels of
income provide many types of social bene t that
result in improved health, for example improving

living standards, better education and delayed age
of rst pregnancy. Moreover, growth is essential to
generate the domestic resources that will be required
to nance future improvements in health services.
However, this should not imply that governments
should invest all of their resources in fostering
growth rather than improving health services.
Important health problems can and do persist even
in rapidly growing economies, for example high
maternal mortality. In addition, the relationship is
two way: improvements in health indicators will
also stimulate growth. While the evidence base is
incomplete, there are a number of studies that
purport to establish a causal link between better
health, greater productivity and economic growth.
All of these arguments suggest that neither growth
nor public spending alone will be suf cient to
improve health outcomes. Improving health in low
income countries will depend on both of these
factors.

It is not the purpose of this paper to enter into
the complexity of the debate about the health
impacts of public expenditure. However, from the
perspective of scal space a number of observations
can be made that may help to guide decision making
on the share of public expenditure allocated to the
health sector.

There will always be a great deal of uncertainty
about economic returns to health spending, in
particular the nancial and taxable returns.
Furthermore, there is likely to be a signi cant
time lag between public investments in health
and the timing of economic bene ts. In view
of these uncertainties, which are not unique to
the health sector, the usefulness of evidence on
rates of economic or social return in guiding
spending decisions is questionable. However,
further research may help to strengthen the
evidence base.

Rates of return to health spending will vary
between countries. Much depends on the quality
of governance and the effectiveness of health
systems in delivering basic services. In countries
with better functioning health systems higher
public expenditures will result in greater improve-
ments in health indicators. In countries with
poorly functioning health systems, the returns on
higher spending may be close to zero. In these
countries the immediate focus should be on
reforms to improve service delivery ef ciencies
and equity. Improving providers incentives, par-
ticularly to care for poor people, and removing
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incentive distortions are at the heart of improving
the returns to additional public expenditure on
health. This will include improving governance,
building capacity and strengthening management,
as well as exploiting the comparative advantage
of different types of provider. Radical rethink-
ing may be required on the public role in health
and the structure of the government health
workforce.

At the level of individual countries it is possible
to make informed judgements about the cost
of expanding access to essential health services.
Such information provides a more practical basis
for health budgeting than cross country evidence
on rates of return to health spending.

It is important to ensure that resources are
available for complementary investments in
other sectors that contribute to improved health
outcomes. For example, investments in trans-
port infrastructure may be required to improve
access to health services.

The opportunity costs of increased public expen-
diture on health need to be considered. It would
not be desirable to crowd out expenditures in
other sectors that may have a stronger and more
immediate impact on growth than health spending.
It must also be recognised that the bene ts of
public spending on health should not be viewed
solely in terms of economic returns. As high-
lighted by the Millennium Development Goals
improvements in health indicators are a bene t
in their own right. Furthermore, public spend-
ing on health can provide an important safety net
for the poor, partially protecting them from the
risk of incurring catastrophic medical costs.

The common wisdom is that in many low income
countries public expenditure is misallocated within
the health sector. The bulk of health budgets in
low income countries has tended to be directed at
secondary and tertiary health facilities offering cura-
tive services that mainly provide private bene tsto
small numbers of people. Primary healthcare has
tended to be a lower priority, and there has been a
particular tendency to under-fund promotional,
preventative (such as the control of communicable
diseases) and environmental services that generate
public goods, such as a safer health environment,
that bene t everyone, but that individuals are un-
willing to pay for. A reallocation of public expendi-
ture towards primary health care may be justi ed
both on equity and on ef ciency grounds provided
there is also a way of funding the catastrophic

costs of secondary and tertiary care for poor people.
The empirical evidence for the appropriate balance
is limited. In many low income countries, for reasons
discussed above, neither primary nor higher level
care is properly nanced.

Although improvements in the allocation of pub-
lic expenditure may be desirable, political pressures
often prevent reform. Political elites and non-poor
urban groups, who have a stronger political voice,
tend to focus their demands on subsidies for secon-
dary and tertiary health care. Medical staff often
formanin uential lobby group, who tend to call
for the expansion in the provision of higher level
health care because of the greater incentives that
this provides in terms of salaries, career advance-
ment and the of cial and unof cial fees paid by
patients. There are few organised interest groups
advocating greater provision of preventive and
primary health care because the bene ts tend to
be more dispersed. This makes a just and ef cient
allocation of the government health budget between
levels of service all the more dif cult to achieve.

In the context of scaling up aid there is a parti-
cular risk that the additional resources will be mis-
allocated or used wastefully. When resources are
more abundant, it is harder for governments to
withstand pressures from unions and special interest
groups. More generally, it may become more dif -
cult to maintain discipline in spending decisions
and to deny funds for bad projects. This underlines
the importance of strengthening systems of public
expenditure planning and management, budget
monitoring and public accountability as an essential
condition for scaling up aid.

b. Absorptive capacity

The debate about scaling up aid has also highlighted
the question of whether recipient countries have the
capacity to absorb large increases inaid ows. The
term absorptive capacity is not precisely de ned,
but is commonly used to refer to the policy and
institutional constraints that prevent additional
funds from being used effectively. These include
the weakness of budgeting systems, failures in
public administration, shortages and mismanage-
ment of human resources and skills, and broader
governance failures, including corruption.

There is some debate about whether absorptive
capacity is a constraint on scal space (Heller, 2004).
In astrict sense scal space is determined by resource
availability rather than by absorptive capacity. How-
ever, absorptive capacity constraints may mean that
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governments cannot effectively utilise additional
scal space. In the context of scaling up aid, absorp-
tion constraints may generate increasing inef cien-
cies and waste. Where aid resources are not invested
productively opportunities to generate scal space
through economic growth will be missed.

Itis dif cult to generalise about absorptive capa-
city constraints because the problems vary among
countries and between different types of expendi-
ture. Some types of expenditure are amenable to
rapid scaling up, for example the purchasing of
drugs and the extension of free service provision.
Funding can also be used to address certain capacity
constraints. For example, low public sector wage
rates and low government sector productivity
characterise many health systems in low income
countries. Additional funding for staff recruitment
and salary increases might address these human
resource constraints and problems of low levels of
motivation among health workers that undermine
the performance of public health services. However,
there is a risk that this would lead to demands for
wage increases across the public sector, generating
broader pressures on  scal space. Moreover, increased
pay alone is unlikely to generate productivity gains.
Fundamental employment, pay and management
reforms are almost certainly required to ensure
that enhanced scal space is translated into better
quality health services.

The most dif cult absorption problems usually
relate to concerns about governance, public account-
ability and the risk of corruption. There are often
very serious weaknesses in planning and management
capacities that prevent resources being delivered

on the ground , where they are needed. Public
institutions often fail to provide incentives to use
resources ef ciently and to respond to user demands.
Where oversight and nancial controls are lacking
there is a serious risk of corruption. To a certain
extent technical assistance funded by donors can
help to improve systems of public sector manage-
ment. However, in most cases there is a need for
broad ranging public sector reform, which will
depend more on high level political commitment
than on donor aid.

A recent study of health nancing in 14 countries
found that many types of absorption constraint
could be addressed through well targeted funding
and technical assistance. However, the weakness
of governance and public sector management was
found to be a serious absorption constraint in
several countries. In two countries (Tajikistan and

Cambodia) governance and expenditure manage-
ment constraints were judged to be so pervasive
that major reforms would be needed to precede or
accompany increased funding. In another two cases
(Benin, Burkina Faso) government procedures were
found to be over-centralised and bureaucratic, and
in need of reform in order to permit available fund-
ing to be spent (Foster, 2004).

It is increasingly recognised that aid in ows have
signi cant macroeconomic effects, particularly in
low income, aid dependent countries. There is a
concern that large increases in aid could result in
appreciation of the real exchange rate (Dutch dis-
ease) and tighter monetary conditions that would
hurt the private sector and, in particular, producers
of tradable goods. These risks may impose limits
on scal space and the extent to which higher aid

ows can be spent without undermining growth.
This section discusses the macroeconomic effects
of aid in general, as well as speci ¢ arguments that
apply to the health sector.

There are essentially two macroeconomic risks
associated with scaling up: (i) real exchange rate
appreciation, and (ii) crowding out of the private
sector. The rst risk arises because higher expendi-
tures nanced by aid may increase demand for non-
tradable and tradable goods. Where the demand
for non-tradable goods cannot be met from spare
capacity the price of non-tradables relative to trad-
able goods will increase, and the real exchange rate
will therefore appreciate. The second risk occurs
where governments try to avoid these in ationary
effects by restraining demand, usually by tighten-
ing monetary policy. Higher interest rates reduce
private sector borrowing and thereby constrain
private sector demand. In this case aid creates scal
space for government spending, but only by taking
space away from the private sector. The extent of
crowding out depends a great deal on whether or
not there is spare capacity in the economy.

Both of these effects have been observed in low
income, aid dependent countries. Real Exchange
Rate appreciation has been observed in Uganda
(Adam and Bevan, 2003) and Tanzania (Kweka et al.,
2005) during the late 1990s at a time of increasing
aid in ows. No such effect has yet been observed
in Ethiopia, but macroeconomic modelling of the
effects of scaling up suggest that Dutch disease
could occur in future under conditions of higher
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aid ows (Andrews et al., 2005). In Tanzania there
is evidence of a sharp reduction in private sector
credit since the mid 1990s coinciding with a period
of higher aid in ows (Kweka et al., 2005).

There are two main ways that aid can be used
in order to avoid these macroeconomic risks. First,
aid can be used to improve economic productivity
and thereby relieve capacity constraints. Second,
aid can be used to nance imports, in which case
there is no effect on domestic demand. There are
reasons to believe that both of these effects might be
observed in the use of development aid for health,
in which case the macroeconomic risks would be
limited.

The productivity effects of health spending
have been discussed in section 4.1. Although the
evidence on the economic returns to health spend-
ing is unclear, there is potential for aid nanced
public expenditures on health to raise labour pro-
ductivity and thereby create additional capacity in
the economy. However, these bene ts would not be
immediate. In the short term higher public expen-
ditures may create demand pressures before the
additional capacity can be created.

It has been suggested that a large proportion of
development aid for health would be spent on im-
ports. The Commission for Macroeconomics and
Health estimates that the import content of required
additional expenditures could be as high as 50%
(Commission for Macroeconomics and Health, 2001).
However, the Millennium Project has estimated that
the local cost content of additional expenditures
required to achieve the health MDGs would be
around 70-75% (Millennium Project, 2005). Much
depends on which additional goods and services will
be provided. For example, the large scale expansion
of ARV treatment programmes would require low
income countries to import substantial quantities
of drugs®. However, there are good reasons to ex-
pect that the majority of additional health expend-
iture would be spent domestically. Health workers
salaries are likely to absorb a substantial share of
additional spending. Furthermore, the type of inter-
ventions that would be required to reduce child
and maternal mortality would appear to be local
cost intensive because they mainly require simple
technologies combined with signi cant human
resource inputs.

These arguments suggest that there is nothing
special about public expenditure on health that
will reduce the macroeconomic risks of higher aid

ows. Substantial increases in public expenditure,

for health, inasmuch as it is spent on government-
provided, rather than privately-provided services,
will shift demand from the private to the public
sector. In many cases such increases in spending
may be justi ed, especially where this produces
public goods and generates the human capital that
will be required to enable stronger private sector-led
growth in future, albeit after some time. However,
the impact on private sector investment and con-
sumption should always be considered. At a certain
level of public spending the marginal costs of addi-
tional expenditure will exceed its marginal bene ts.
This constitutes an upper limit to scal space that
no government should exceed irrespective of the
amount of aid on offer. It is dif cult to establish
where this limit lies. However, most would argue
that the poorest countries are some way from reach-
ing this limit. With careful economic management
to ensure that scaled-up aid supports improved
service delivery as well as growth, scal space can
still be expanded.

The general conclusion of this paper is that the
potential to use aid to generate sustainable scal
space for substantial increases in health expendi-
tures in low income countries depends crucially
on the way aid suppliers and its recipients manage
additional aid ows. Combinations of donor and
recipient behavior will determine how effectively
and durably additional aid will expand scal space.
Some of these are summarized in the table 3 below.
The best combinations suggest that scal space can
be expanded quickly and reliably (Green Zone ); the
worst that great caution should be exercised until
reforms have shown signs of success (‘Red Zone )

Main priorities for aid donors

Ensuring longer term predictability of aid ows
Donors have signaled their intention to increase
aid ows substantially, but recipient governments
are faced with a great deal of uncertainty about
the level of support that they can expect in future.
On the basis of past experience, recipient govern-
ments may be reluctant to increase health expendi-
tures, especially where new spending implies long
term recurrent expenditure commitments. Unless
donors can provide longer term commitments and
more predictable aid ows, additional aid may not
generate much additional scal space for health
spending.
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Table 3 Conditions for the sustainable expansion of scal space

Green Zone

Far reaching changes in donor
and government behaviour
allow fiscal space to be
expanded rapidly and
sustainably

ments to scale up aid

Donor aid flows are predictable and stable

Donors are able to make long term commit-  Governments have affordable long term

investment and expenditure plans

Increase in aid is accompanied by a stronger
tax effort

Governments are able to finance any
residual cash-flow variations

Donors are able to coordinate and harmonise ~ Governments are able to take responsibility

aid, and thereby reduce recipients transac-

tions costs

Amber Zone

Partial reforms in donor and
government behaviour allow
some increase in fiscal space,
but problems of sustainability
remain

volatility.

budget support.

Red Zone

Great caution should be exer-
cised in raising health expenditure
until reforms in donor and gov-

L projectised.
ernment policies show success

Reducing short term aid volatility

This paper has highlighted the extent of aid vola-
tility and has demonstrated that this is associated
with signi cant instabilities in public expenditures
on health. These, in turn, distort resource alloca-
tion and have negative consequences for service
delivery and health outcomes. The risks of short
term volatility may provide an additional reason
for governments to be wary of budgeting on the
basis of additional aid resources. Donors need to
address the risk that scaling up aid will generate
even greater volatility and more disruptive effects.

Some progress in increasing the long term
predictability of aid and reducing short term

Some initiatives to improve donor coordina-
tion and harmonisation, but limited use of effort

Donors are unable to make long term
commitments or reduce aid flow volatility

Aid remains highly fragmented and

for the management of donor aid, and bring
it on budget

Where justified, governments reallocate
budgets in favour of the health sector

Government health systems are efficient,
effective and equitable

Governments may take on new spending
commitments that cannot be sustained

Governments do not improve their revenue

Governments are unable to fully finance
cash-flow instabilities

Public expenditure management systems are
not yet robust enough to account for aid
expenditure on budget

Very weak public expenditure management

Donor spending remains largely off-budget

Governments do not improve their revenue
effort

Health care providers are not well motivated
or managed

The poor do not benefit from public health
expenditure

Coordination, harmonization and alignment
Uncoordinated, off-budget and projectised aid con-
tributes little to durable scal space. Aid effective-
ness would be increased if aid coordination was
improved, and the alignment of donor funding
with national priorities were strengthened. Where
conditions allow, the greater use of budget support
would be desirable. There are encouraging signs of
improved donor practice, including the recent Paris
Declaration. However, there are contradictory
tendencies in the health sector, where an increas-
ing share of aid is provided through global health
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initiatives that tend to operate through parallel struc-
tures outside government budgets and management
systems.

Main priorities for aid recipients

Ensuring scal sustainability

Ensuring the scal sustainability of health expendi-
tures will be a major challenge for recipient govern-
ments, particularly low income countries facing
windfall aid incomes . There is a risk that some
governments will make capital investments that
they cannot fully maintain, take on too many staff
to pay properly, or take on other new spending
commitments that prove to be unaffordable and
unsustainable in the long term. On the other hand
concerns about the unpredictability and unreliabil-
ity of aid ows may cause some governments to be
overly cautious about using additional aid to aug-
ment health expenditures nanced from domestic
resources. The key to ensuring scal sustainability
is for recipient governments to take a long term
view of expenditure commitments, growth and
mobilizing domestic revenues.

Using aid productively

In the long term the main source of additional s-
cal space will be economic growth. It is therefore
crucial that recipient governments use aid in produc-
tive ways. Careful judgements will need to be made
on the allocation of public expenditure between and
within sectors taking into account the best available
evidence of the impact of public expenditure on
human development and economic growth. The
central challenge will be to improve the ef ciency
of health systems to ensure that higher spending
will generate improved health outcomes. In many
cases reallocating resources within the health sector

towards primary health care would improve ef ciency
and equity.

Addressing absorptive capacity constraints
Important capacity constraints arise from organi-
zational, managerial and governance weaknesses,
which may reduce the returns to additional aid and
public expenditure substantially. In these conditions
it will be important to scale up aid at a measured
pace, and to accompany this with institutional and
governance reforms to create conditions where aid
can be used effectively.

Taking account of the macroeconomic effects of
higher aid in ows

There are macroeconomic risks associated with
scaling up aid, in particular real exchange rate
appreciation and the crowding out of private sector
investment. Development aid for health is no differ-
ent to other types of aid in this respect. In many
cases it will still be justi ed to increase donor sup-
port to the health sector, in particular where this
supports expenditures that provides the public goods
and generates the human capital that will be required
to enable private sector-led growth in future. How-
ever, the impact on private sector investment and
consumption should always be considered. At a
certain level of public spending the marginal costs
of additional expenditure will exceed its marginal
bene ts. This constitutes an upper limit to scal
space that no government should exceed irrespec-
tive of the amount of aid on offer. It is dif cult to
establish where this limit lies. However, most would
argue that the poorest countries are some way from
reaching this limit. With careful economic manage-
ment to ensure that scaled-up aid supports both
improved service delivery and growth, scal space
can still be expanded.
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FISCAL SPACE AND SUSTAINABILITY:
TOWARDS A SOLUTION FOR THE HEALTH SECTOR

By Mick Foster, Paris, November 2005

Executive Summary
Reaching the MDGs in low income countries will
require substantial increases in public expenditure
that can only be nanced with much higher develop-
ment assistance sustained over many years. Donors
have responded by promising big aid increases, with
global aid expected to increase by over 60% between
2004 and 2010 while aid to Africa is expected to
double. The fundamental problem addressed in
this paper is that donor commitments to individual
countries remain short-term and highly conditional
and do not come close to re ecting these global
promises of increased aid, while donor disburse-
ment performance remains volatile and unreliable.
Governments are therefore understandably reluc-
tant to take the risk of relying on increased aid to
nance the necessary scaling up of public expendi-
ture. The paper discusses options for addressing
Ve issues that are critical to tackling the problem.
The options, and their advantages and disadvan-
tages, are summarised in a matrix table after this
Executive Summary (Table 1). References are to
lines in the table.

Issue 1:What can be done to encourage govern-
ments to re ect donor promises of increased aid
in their expenditure plans?

Recipient country governments need to believe that
donors will increase aid and maintain it at the higher
level before they will assume it in their expenditure
plans. At present, countries tend to include only
formal donor commitments in their budgets and
Medium Term Expenditure Frameworks (MTEFs),
and countries such as Uganda discount even formal
commitments re ecting the past experience of
incomplete and delayed disbursement.

Ideas under discussion internationally mainly
focus on making the promised increase in global
aid more certain, and less dependent on annual
donor budget allocations (1.5). Proposals for nancing
increased aid include borrowing on international
capital markets (the proposed International Finan-
cing Facility, IFF), hypothecating taxes on air travel,

selling IMF gold, or making a special issue of IMF
Special Drawing Rights (SDRs). These ideas will be
dif cult to negotiate and will be of only limited
help to a Government wishing to know how much
aid it will receive. More secure global aid could be
used to make longer term country commitments,
but at present the global gures have not been
allocated to individual countries.

One way to give countries assured long-term
access to increased aid is by providing the funding
in advance and irrevocably. Debt relief is the only
form of irrevocable long-term funding that has
been used on a large scale in developing countries
(1.1), but it cannot provide suf cient support to
some of the countries of greatest concern. Other
forms of payment in advance have been proposed,
but are not attractive to donor countries that have
their own budget constraints, and wish to retain some
leverage on the future behaviour of aid recipients.

The obvious way to change recipient govern-
ment assumptions about future aid levels into line
with donor promises is for donor agencies to make
long term commitments setting out their intended
level of aid to each country (1.2). A rolling forward
pipeline of ve to ten years, combined with assur-
ances that adjustments beyond that date would be
at a moderate pace, would probably give suf cient
assurance, if the commitments could be believed.
Con dence in commitment and disbursement
promises might be improved by transparent donor
reporting, with explicit advice on the nature of the
risks of under-disbursement.

Unfortunately, long term commitments of future
aid are dif cult for many donor governments, who
face legislative constraints, and cannot commit their
successors (1.2). Donors also wish to retain some

exibility to react to events, and are reluctant to tie
up asigni cant share of their budget in long-term
commitments. Even multilateral agencies reward
staff more for eye catching new initiatives than for
sound management of existing commitments.
Although some bilateral donors have given long-
term indications of support, these are less binding
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than formal commitments, and have in practice been
subject to interruption due to policy differences and
governance concerns. The most that is currently on
offer from individual donors is non-binding assur-
ances of best efforts to maintain aid beyond the
medium term, which is not a secure foundation for

nancing a long-term commitment to higher public
expenditure.

Collective donor assurances, with the donor
group as a whole undertaking to ensure that the
required level of external nance is forthcoming,
have been tried, but with only limited success (1.4).
It has proved dif cult to mobilise additional fund-
ing in the amounts and at the times required to
offset the impact of aid falling short of expected
levels. Donor assurances are unlikely to be believed,
given the past record of aid volatility and of disburse-
ments falling short of commitments.

Donors have historically found it easier to make
longer term commitments to speci ¢ expenditure
programmes or projects (1.3). In cases where long-
term obligations are incurred by a government as
a result of donor urging, there can be a compelling
moral case for guaranteeing that the funding will
not be abruptly withdrawn. Anti-Retroviral Treat-
ment for HIV/AIDS sufferers is the most important
example, where ethical considerations require
treatment to be maintained for the life of the patient.
Commitments could also be made to a speci ¢
sector, or to a de ned sub-set of the budget, such
as the EC proposal to provide longer term funding
to support government spending on the Millennium
Development Goals.

Long-term commitments to speci ¢ programmes
in a country could be conditional on the prepara-
tion of credible plans to achieve speci ¢ outcomes,
and would need to be based on an understanding
as to how the programme will be nanced, and how
it will be adjusted and rolled forward over time. This
would provide a way to avoid a Catch 22 problem
where aid is low because plans are un-ambitious,
while plans are un-ambitious because of uncertainty
over the aid available.

If there is no agreement on overall public
expenditure priorities, the risk to donors is that the
expenditure may not be additional, but will enable
a government to redirect domestic revenues to
other purposes such as defence. Donors can limit
this risk by disbursing their aid for the speci ¢ pro-
gramme on condition that government spending
exceeds some threshold level. It is far more dif cult
to address the serious risk to government that aid
allocated to a speci ¢ programme may not be

additional, and may distort spending priorities as
donor funds are withdrawn from other areas. For
example, a government spending just $10 per head
on health, half of which is donor funded, is un-
likely to choose comprehensive HAART treatment
unless itis con dent that the resources to nance
it are additional and do not reduce the aid available
for basic health programmes. To minimise the
risks to both sides, it is helpful if expenditures are
part of an understanding on public expenditure as
awhole, and how it will be nanced from domestic
and foreign sources. This takes us back to the need
for longer term commitments of total aid to the
government budget as the only way to ensure aid
additionality.

If little can be done to extend longer term com-
mitments to countries, there may at least be scope
to help governments make realistic assumptions as
to the aid they are likely to receive. Improved donor
reporting, and the publication of improved long-
term forecasts of global aid, would help countries to
make realistic assumptions. This needs to happen
in country, but the realism of country level assump-
tions could be improved by better international
reporting and forecasting. Publication of commit-
ment and disbursement data by donor would also
help pro-aid lobbyists place pressure on individual
donors to ful | their promises. Governments can
manage the uncertainty (and lobby for increased
aid) by preparing more than one scenario, showing
how extra aid would be used. However, none of
these measures are an adequate response to the
fundamental problem that it is risky to use short-
term and volatile aid commitments to nance stable
long-term expenditure obligations.

In addition to the discussions on measures to
increase long-term aid, there has also been discus-
sion on how to address the problem from the other
side, for example by reducing the cost of procure-
ment of medicines and other supplies by global
subsidies and advance bulk purchase. This can have
asigni cant and very positive impact by reducing
the scale of the funding shortfall that needs to be
bridged.

Issue 2: How can longer-term commitments be
reconciled with aid effectiveness?

There is a fundamental inconsistency between the
long-term spending programmes that require sup-
port, and the short term conditionality used by
donors to ensure aid effectiveness (2.1). Governments
know what they must do in order to meet the terms
of current aid agreements, but must gamble on
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their ability to continue satisfying the donors
through a series of future agreements, the terms
of which are currently unknowable.

Abandoning conditionality entirely, in favour of
aneeds based entitlement approach to aid alloca-
tion, would have the advantage that populations
would not be penalised for the failures of their gov-
ernments. However, the aid effectiveness literature
suggests that such an approach would result in aid
being wasted in environments where it can not be
effective though it is arguable that the negative
effects of a weak environment might be somewhat
reduced if aid is committed longer term and is
available to address some of the recurrent cost
constraints (2.2).

As an alternative, aid could be allocated based
on a model that takes account of indicators meas-
uring the quality of policy and institutions, and
development outcomes, as well as needs. There
would be no policy conditionality, but aid levels
would respond over time to changes in the indica-
tors, at a speed that a government can adjust to,
with opportunities to discuss how a higher aid path
could be re-established (2.3). The Country Policy
and Institutional Assessments (CPIA) already pro-
duced by the World Bank could perhaps be devel-
oped as the basis for such a system. The approach
could be applied by individual donors in respect of
their own aid, or could be the result of agreement
between donors, possibly with a lead donor agency
such as the World Bank identifying and publicising
aid requirements, and itself acting asa swing donor
to offset biases in global aid allocation. If perform-
ance declines, aid cuts would be pre-announced,
introduced slowly and based on explicit criteria.
Any cuts would also be accompanied by dialogue
on how a higher aid path might be re-established.

The advantage of such an approach would be
greater certainty about aid in the medium-long
term, and reduced risk of short-term volatility. If
the indicators include a stronger focus on outcomes,
the approach would also improve country owner-
ship, by allocating aid more on the basis of what it
is achieving rather than whether a government
agrees with the donors. The swing donor role could
also help to improve the quality of aid, since coun-
tries would have less incentive to accept aid with
strings attached if any shortfall is likely to be made
up by other donors. The approach would require
investment in a robust and credible indicator frame-
work. Such an approach will not prevent donors
reacting quickly to political or governance concerns,

though greater transparency might help to ensure
that misunderstandings do not cause avoidable aid
suspensions (2.6). The proposed swing donor role
might, however, provoke objections from bilateral
donors reluctant to see the results of their bilateral
allocation decisions undermined.

If the main concern is to achieve and sustain the
MDGs, funds could be allocated to speci ¢ sector
or sub-sector programmes, with only sector-level
conditions (2.4). Long-term programmes need to
adapt to changing circumstances, and longer-term
conditions would need to focus on process (how
future decisions will be made) rather than seeking
to specify the policies and spending programme in
detail. There would be a graduated response to poor
performance or policy disagreements:- analysis,
dialogue, and more restrictive conditions for access
to aid would be the rst recourse, with reduced
commitments or partial suspension only in extreme
cases. The approach requires a high measure of
mutual trust, though the experience of the longer-
running Sector Wide Approaches suggests that it
may be workable, if all partners are prepared to
work through disagreements. As with the overall
aid allocation model, aid funding would maintain
a medium-term pipeline of commitments, with
spending adjusting slowly to changes in sector
performance, and with an implicit donor commit-
ment to continue supporting the sector into the
long term future (2.5).

Issue 3: Should external aid support the
government plan?

There needs to be a single overall policy and plan-
ning framework for public expenditure on health,
although that plan may allow for diversity of funding
and of service providers, may be very decentralised,
and may include a range of experimental and pilot
projects. The importance of an overall framework,
however, is to prioritise interventions that have the
largest positive health impact for the funds allocated,
and to minimise inequalities in what services are
available, and who has access to them. Aid that is
used to fund expenditures that are outside the gov-
ernment plan may displace spending that the gov-
ernment would have preferred. They will normally
have lower ownership and be less sustainable, and
will often be of lower value for money than the
planned activities they displace. If the aid is addi-
tional to existing public expenditure plans, and on
a large scale, it may have implications for the macro
economy, potentially squeezing out private sector
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spending, especially if expenditure is on local costs.
These considerations carry less weight in fragile
states, where donors carry more responsibility for
co-ordination.

Issue 4: How can the costs of aid volatility be
reduced?

Although the lack of long-term commitments is
the more fundamental problem, the high volatility
of aid ows poses problems for short-term macro-
economic and budget management. Volatility in
project disbursements does not cause a nancing
problem, because the funds and the subsequent
expenditure usually move together. Volatility may
require attention to building absorptive capacity,
but does not create a nancing problem. It is vola-
tility in budget support that creates the problem.

Best practice approaches to budget support try
to address the problems by medium-term indica-
tions of support, earlier commitment in time for
budget preparation, disbursement early in the
budget year, and reduced conditionality applied to
the following year s commitment to avoid inter-
rupting the current budget, with only a portion of
funding at risk from policy failure in any one area
of performance (4.1). None of these measures can
prevent occasional interruptions due to political or
governance conditionality, although efforts are
being made to set out the issues of concern more
explicitly, and to ensure through dialogue that both
sides are informed of the likely impact of their
decisions on aid ows.

Despite these measures, budget support remains
very prone to interruption, because it is the easiest
form of aid to cut, and (more positively) it is the
easiest to increase when additional funds become
available. It is therefore important to help govern-
ments to manage volatility, through full and accu-
rate reporting and monitoring of aid ows, and by
supporting active use of larger foreign exchange
reserves for smoothing the impact on expenditure.
The use of foreign exchange reserves for smoothing
public expenditure is dif cult because high reserves
are a temptation to politicians who face spending
pressures, while budget managers will nd it hard
to distinguish between temporary aid shortfalls
that can be smoothed by drawing down reserves,
and longer-term reductions that require adjustments
to expenditure plans. Recognising that volatility
cannot be eliminated, improved monitoring and
increased use of foreign exchange reserves to man-
age budget uctuations can be helpful in mitigating
the consequences (4.2).

Volatility may be caused by absorptive capacity
problems. Use of harmonised procedures based
on existing processes of the recipient government,
together with support to reform public expenditure
management, can ensure that donors are not the
cause of low disbursement (4.3, 4.4).

Issue 5: How can countries insure against donor
non-performance?

These measures may not be suf cient to persuade
governments to take the risk of relying on aid to
signi cantly increase their public expenditure obli-
gations. It is not enough for donors to ensure that
the promises they have made will be delivered, they
must also persuade partner governments that those
promises can be relied on - a dif cult task given the
long history of volatile aid that falls short of prom-
ised levels.

In order to provide the required assurances, a
DFID-funded study proposes the establishment of
an Aid Guarantee Facility that poor and highly aid
dependent countries could draw on if donors do
not ful | promises of increased aid. It could also
be drawn on to slow any decline in aid in order to
give more time to manage the consequences. The
guarantee would be limited to budget and pro-
gramme support, ensuring that aid shortfalls do not
create nancing gaps in the Government budget.
The fund would not guarantee 100% of donor
promises, but would limit the extent to which
increases in aid fall short of expected levels, while
ensuring that higher aid levels, once achieved, are
not abruptly withdrawn. The effect of slowing the
rate of decline will be equivalent to providing a
longer term commitment with a slow taper from
the peak, and could be an important additional
assurance for nance ministers worried about the
vulnerability of donor ows.

The cost would depend on the number of coun-
tries to be covered, the de nition of the guarantee
to be given, and the risk that donors do not ful |
their own promises. Establishing the fund would
thus in itself be a declaration of seriousness on
behalf of the donors. The risks would be managed
by ensuring that there is transparency as to the
causes of any shortfalls (to encourage civil society
to lobby donors not meeting their commitments),
with reviews of prolonged or heavy use. Access
would be suspended in the event of catastrophic
events such as major human rights abuses, but
with an independent panel assessing the case for
suspending access to give governments assurance
that arbitrary decisions will be avoided.
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The proposed fund would need to be used to
smooth budget support as a whole. A speci ¢ fund
for health would be dif cult, given the problems
of de ning what portion of budget support assists

the sector.

The proposal requires further study, but could
be an important reinforcement of stated donor
intentions to increase global aid. Fuller details are in
section 5, and a response to the comments received

on the proposal is at Annex 1.

Table 1 Summary of problems and options for addressing them

- Possible approaches to a solution Constraints and disadvantages

Governments are assuming far less aid than donors have promised, leading to un-ambitious health &
other public expenditure plans that will fall far short of the MDGs.

11

12

13

14

15

1.6

1.7

18

22

23

Pay irrevocably in advance, e.g.
through deeper debt relief.

Longer-term donor commitments to
support Government spending plans.

Long-term commitments to specific
spending programmes conditional on
credible plans to achieve specific out-

comes, joint review and decision taking.

Collective donor commitments to
ensure financing gaps in approved
programmes are met, swing donors
compensate aid orphans, offset short-
falls.

Make global aid less dependent on
annual budget allocation: e.g. the IFF,
the earmarking of aviation or other
taxes to fund aid increases, IMF gold
sales or SDR issue, longer-term multi-
lateral agency funding.

Produce global aid forecasts based on
fuller reporting of donor intentions
and performance to DAC.

Produce more than one aid scenario
for PRSPs and sector plans, to show
what extra aid could achieve.

Reduce the cost of procurement of
medicines and other supplies by global
subsidies and advance bulk purchase.

Assured long-term flow of additional
resources.

If commitments are believed, countries
can plan and budget to meet long-
term goals with more confidence.

Long-term commitment to specific
MDG goals is easier to justify, allowing
the co-ordination of ambitious plans
and resources to implement them.

If the collective commitment is cred-
ible, risks are reduced in implementing
challenging spending plans and aid
allocation improves.

If agreed, the probability of realising
long-term donor commitment to
increased aid rises.

Permits more realistic country plan-
ning. Helps civil society hold donors
accountable. Identifies where aid
should increase.

Persuade donors to increase aid, by
showing it can be well used. Helps
prioritize.

Reduces the scale of the funding
shortfall that needs to be bridged.

Does not reflect relative need, no
redress if misused.

Legislative constraints, inability to
commit successors, reduced flexibility
to respond to events.

No guarantee that the aid, or the
expenditure it finances, is additional,
unless there is agreement on the
overall budget and how it is financed.

Has not worked. Problems and delays
in identifying need and mobilising
resources, donors are reluctant to
compensate for aid shortfalls that are
deliberately imposed.

Time consuming negotiation with
uncertain prospects of success. May
not help individual country predict-
ability.

Closer monitoring may increase reluc-
tance to commit. Requires judgement
on realism of promises. Need to
separately identify aid to individual
governments.

Additional effort required may
de-motivate staff if funding is not
forthcoming.

Reduces the scale of the problem, but
does not solve it.

Governments need long-term funding, but donors need to ensure aid effectiveness

Current approaches: aid is short to
medium term in nature, subject to
frequent (usually at least annual)
review and rolling forward.

Entitlement : unconditional aid, based
on need, sustained whatever the Govt
does (though possibly via NGOs).

Aid allocation model: adjust aid over
time to assessments of policy, institu-
tions and outcomes, either by donor
consensus or by swing donors
adjusting their aid to offset contrary
trends by others.

Donors can cut aid if it is not used as
agreed. Govt knows the minimum
short-term conditions it must meet,
but aid can still be cut for other
reasons (e.g. governance).

People not penalised for Govt failures,
MDGs are pursued equally everywhere.

Limits poor use of aid in medium
term, while assuring the country that
aid availability will change at a speed
they can adapt to. Swing donor role
helps drive out poor quality aid.

Does not provide the assured long-
term funding that is needed, because
long-term aid levels depend not only
on existing agreements, but on nego-
tiating future ones.

Ignores evidence that aid achieves
less in difficult environments.

Use of CPIA-style indicators can not
avoid some donor subjectivity  political
upsets may still provoke aid cuts.
Bilaterals may object to swing donor
offsetting the impact of their policies.
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- Possible approaches to a solution Constraints and disadvantages

24

2.5

2.6

42

43

44

5.1

5.2

53

Sector Blueprint approach: Donors
make specific commitments to finance
a medium-term expenditure plan for
a sector or sub-sector.

Longer-term (5+ years) commitments
linked to rolling plan & joint institu-
tional arrangements to achieve speci ¢
outcomes (e.g. related to a specific
sector or MDG)* with assurances of
continued funding in long-term (10+
years) if performance is OK.

Greater clarity on donor political and
governance concerns, and increased
dialogue so decisions are made with
knowledge of aid consequences.

Specific inputs agreed in the MOU
are guaranteed provided the pro-
gramme is implemented as set out in
programme documents.

Support depends only on sector
progress, with graduated response to
problems: analysis, dialogue, restric-
tions on use, lower commitments, and
finally suspension of part of aid in
extreme cases. Builds on SWAP best
practice.

Reduces a major cause of uncertainty
and reluctance to increase aid
dependence.

Long-term plans need exibility to
adapt. Tends to favour investment
rather than recurrent costs. Fragments
budget management.

Long-term aid commitment may
reduce pressures for reform. Requires
mutual trust and commitment to joint
decision-making. May distort spending
priorities if not part of an overall
agreement on budget and aid levels.

Donor political pressures over-ride

formal agreements and cannot be con-
trolled. There may be more scope for a
systematic approach to multilateral aid.

Aid disbursements may be earmarked for expenditures outside the Government plan

Fill gaps in Govt PRS as rst call on aid.
Collective Govt and donor decision-
making on spending priorities, including
both financial and TA support.

Resources can be prioritised in support

of sustainable plan to achieve the MDGs.

Govt and donor priorities may not
coincide. In fragile states, donors may
need to assume more co-ordination
responsibility.

Short-term aid volatility disrupts implementation of expenditure programmes

Best practice approaches: medium
term indications of future aid, co-
ordinate with budget preparation,
disburse early, no interruption within
the budget year, limit the share of aid
that is subject to conditions on any
one area of performance, active aid
reporting, use Govt procedures.

Improve aid monitoring, use larger
foreign exchange reserves to offset
volatility, and prioritize spending to
avoid across the board cuts.

Improve Govt absorptive capacity:
capacity building, decentralized
management, public expenditure
management reforms.

Donors use simpler, harmonized
procedures based on those of
Government.

More reliable planning basis for MTEF,
earlier start to budget implementa-
tion, less disruption from delayed aid.
Applying conditions to future commit-
ments not current budget gives more
time to adjust spending obligations.
Avoids complete stop go.

Reduced cost of volatility.

Can improve disbursement, and help
motivate staff to deliver services.

Improves disbursement and aid effec-
tiveness, releases Government
capacity.

Donor commitment still short-term,
not enforceable, depends on subjec-
tive assessment, and can be suspended
for reasons not set out in the agree-
ment. Danger of volatility in year t+1
if all donors reduce funding when e.g.
IMF review is delayed.

Donors may resist use of aid for reserve
build-up. Managing reserves is hard
given spending pressures and uncer-
tainty over duration of aid shortfall.

Needs committed leadership to address
motivation, overcome institutional
rivalries. Time needed to train skilled
staff willing to work in remote areas.

Institutional and political constraints
for some donors.

Stronger assurances less dependent on continuing donor good will be needed to convince Governments
to assume the risk of ambitious aid dependent expenditure programmes

Establish a facility to guarantee mini-
mum ODA support to Govt budget
in aid-dependent low-income
countries.

Sector guarantee fund.

Include in the design a transparent
and independent review process with
representation from low-income
countries to determine the appropri-
ate response to fundamental political,
governance or human rights issues.

Automatic access to a facility guaran-
teeing a oor level of aid greatly reduces
the risk of using aid to finance higher
public spending.

A sector guarantee fund on broadly
similar lines might prove easier to
establish.

Reassure donors that the facility will
not support countries guilty of human
rights abuses or egregious corruption,
while reassuring Governments that
aid will not be withdrawn without
good reason.
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Relevance depends on first commit-
ting higher aid to countries. Needs
design, appraisal and negotiation.

Hard to design a simple scheme able
to address problems of fungibility and
distorted priorities.

Review panel and process needs to
command the support of Govt and
donors.



This study was commissioned by the High Level
Forum to identify the issues surrounding the com-
mitment and predictability of aid and its impact
upon budget management in order to plan and
implement a scaling up of health sector expenditure

nanced by additional aid and to map out the param-
eters of possible solutions.

In many low income countries, reaching the
health MDGs will require an increase in public ex-
penditure on health that is far beyond what can be

nanced from domestic sources even on optimis-
tic assumptions as to economic growth, resource
mobilisation, share of public expenditure devoted
to the health sector, and the effectiveness with which
public health spending is used. The problems related
to aid dependence are mainly concentrated in Africa,
which contains all 12 of the countries where donor
support nances more than 35% of total public
health expenditures’. The Commission for Africa
estimates an immediate requirement for an addi-
tional $10bn per annum of donor support to health,
on top of any increases in governments own con-
tributions, rising to an additional $20bn per annum
by 2015. Additional health spending represents 40%
of the total increase in aid called for by the CFA,
which advocates an additional $25bn p.a. to Africa
by 2010, with a further $25bn by 2015, subject to a
review of effectiveness’.

According to the OECD, the commitments of
the G8 and other donors are broadly consistent
with this. They are expected to lead to an increase
of ODA to Africa by $25bn by 2010, more than
doubling aid compared to 2004 gures. The OECD
estimates that of cial development assistance to all
developing countries will increase from $80bn in
2004 to nearly $130bn in 2010".

The majority of the incremental costs that need
to be nanced represent long-term recurrent cost
obligations from which a government cannot easily
exit without incurring substantial economic or
political costs. Delivering the expanded package of
health interventions needed to achieve the MDGs
will require extra staff to be recruited, trained, and
paid at rates that may need to be signi cantly in-
creased in order to attract, motivate and retain them.
Additional facilities from which outreach can be
organised and services delivered imply incremental
costs to operate and maintain them if the invest-
ment is not to be wasted. Obligations to treat HIV/
AIDS patients require a life-time funding commit-
ment, and in heavily affected countries the treatment

cost is already absorbing funding equal to or greater
than the pre-existing total health budget®.

The problem is that governments in low income
countries are understandably reluctant to embark
on ambitious plans for expanding their health sec-
tors without reasonable assurances that the funding
is in place to sustain the expanded services.

This report discusses possible approaches to ve
questions that need to be addressed if governments
are to rely on aid to fund the substantial increases
in expenditure that will be needed:

i. Governments are assuming far less aid than
donors have promised, leading to un-ambitious
health and other public expenditure plans that
will fall far short of the MDGs. What can donors
do to persuade Governments to base their plans
and budgets on the higher aid levels that donors
say they intend to provide?

il. How can the government need for reliable long-
term funding be reconciled with donor require-
ments to ensure that aid is used effectively and
can be withdrawn if governments misuse it or
are guilty of human rights abuses or other behav-
iour that donors nd unacceptable?

iii. A large share of aid disbursements are used for
expenditures that do not form part of govern-
ment plans to achieve the MDGs and do not
help to Il funding gaps. What are the implica-
tions for scal space , and what can be done to
address them?

iv. What can be done to reduce short-term aid
volatility, and avoid it disrupting government
expenditure programmes and undermining
their effectiveness?

V. Stronger assurances, less dependent on contin-
uing donor goodwill may be needed to convince
governments to assume the level of risk implicit
in ambitious aid-dependent programmes. How
might such assurances be given? The paper
summarises proposals in an earlier DFID-funded
report to establish an Aid Guarantee Facility for
underpinning global aid®.

Throughout the paper, reference is made to row
numbers in Table 1, which summarises the advan-
tages and disadvantages of options for dealing with
each of these issues.
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What can be done? Issues and options

2. Encouraging governments to re ect
donor promises of increased aid in
their expenditure plans

a. The problem

Although donors have promised increased aid at
the global level, this is not re ected in commitments
to the expenditure programmes of individual coun-
tries. Aid commitments to countries are short-term,
with indications of future aid levels rarely stretching
beyond three years. This is clearly insuf cient the
scaling up of expenditure that is required in low-
income aid dependent countries will only be sus-
tainable if the increased aid is maintained for many
years, well beyond the planning horizon of most
aid programmes’.

Even the medium-term indications provided by
donors tend to be relatively conservative. Donors
are usually reluctant to disclose future aid intentions
before formally signing agreements, for fear of
being criticised if subsequent budget cuts become
necessary. A common pattern is for forecasts of
donor aid to over-estimate disbursements in the
coming year, due to implementation optimism, but
to show a declining future aid pipeline by including
only those activities that have been rmly identi ed®.
This produces over optimistic assumptions for the
coming budget, leading to a chronic problem of
under achievement in budget implementation, but
excessively pessimistic forecasts of the longer term
outlook, leaving little or no scope for more ambi-
tious plans.

Ministries of Finance in aid dependent Africa
have recent experience of the problems caused by
excessive budget de cits. Some are still struggling
to establish macro-economic stability and budget
discipline, and habits of prudent economic manage-
ment remain fragile even in countries with a rela-
tively long track record of improved macro-economic
management. An important part of the struggle
has been to move away from needs based plans
that were never implemented towards prioritised
plans and budgets based on a realistic assessment
of the resources available. The increased realism
has brought signi cant bene ts, and governments
will not risk their improved economic performance
on the basis of vague indications of increased aid
that may not materialise and may not be sustained.
In the absence of clear evidence of donor intent to
increase and sustain aid ows, governments will
continue to base their health and other expenditure

plans on resource assumptions that are far less than
is required to meet the MDGs, and far less than is
potentially available. Moreover, in the absence of
more ambitious plans, any additional sums that
are made available by donors are less likely to be
well spent.

b. Payment in advance

One way to address the problem is by providing
the funding in advance and irrevocably. Debt relief
is the only form of irrevocable long-term funding
that has been used on a large scale in developing
countries (1.1), but (though welcome) it can not
provide suf cient support to some of the countries
of greatest concern. Other forms of payment in
advance have been proposed, such as payment into
some form of endowment fund that would be
invested in international capital markets and drawn
onto nance future expenditures’. The endow-
ment fund approach fails on a number of practical
grounds, the most important of which is that Min-
istries of Finance in donor countries are unlikely
to be attracted to payment in advance of need.
Indeed, the proposed International Finance Facility
takes the exact opposite approach of borrowing on
international capital markets in order to defer the
cost of expanding aid ows.

c. Long-term commitments

The obvious way to shift government assumptions
about future aid levels into line with donor promises
is for donor agencies to make long term commit-
ments setting out their intended level of aid to each
country (1.2). If the commitments are believed,
countries can plan to meet long-term goals with
con dence that funds will be available. It is unreal-
istic to aim for commitments covering the twenty
years or more for which increased aid may need to
be sustained®™. A possible alternative would be to
combine a Ve to ten year commitment with assur-
ances that, at the end of that period, the donor will
make every effort to limit the speed of reductions
in aid to a gradual pace to which countries can
adapt. A rolling approach could also be taken, reg-
ularly extending the forward commitment in order
to maintain a pipeline of suf cient length to inform
planning and budgeting.

Unfortunately, donors have not so far been able
to provide meaningful long-term commitments.
Legislative constraints or sensitivity about commit-
ting successor governments prevent some donors
from making such commitments. Although some
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donors are sympathetic to the principle, they have
been able to do no more than provide broad indi-
cations of their future long-term intentions, and
actual disbursements have proved vulnerable to
being interrupted due to policy concerns that lie
beyond the formal conditionality of the agreement.
Donors may also be reluctant to provide an increas-
ing share of their aid in the form of long term
commitments for fear of reducing their ability to
respond to changing priorities or the threat of
budget cuts. Donors are of course far better placed
to manage such pressures than the poor countries
they are assisting, but may nevertheless resist accep-
ting the increased risk.

d. Long-term commitments to speci ¢ expenditure
programmes
It may be a little easier for donors to make longer
term commitments to speci ¢ expenditure pro-
grammes within a country (1.3). Donors have tradi-
tionally been able to make long-term commitments
to projects, commitments that are usually honoured
subject to any implementation delays. Projects are
not a suitable instrument for funding a major scaling-
up of expenditure dominated by recurrent costs,
but it would be feasible to make longer term com-
mitments of budget support earmarked to health.
They could be designed to overcome the Catch 22
problem that aid to health may be low because plans
are un-ambitious, while plans are un-ambitious
because aid offers are low. Government and donor
partners to the sector could work together in an
iterative process to develop the sector plan and
budget and identify the necessary funding.

The aim of earmarked long-term funding is
to help nance more ambitious spending on pro-
grammes that both government and development
partners regard as of high priority, but which the
recipient government is unable to expand without
additional and assured nance. However, it is dif -
cult to know whether the aid, or the expenditure
that it nances, is actually additional. Donors may
fear that additional aid may be offset by a reduced
government contribution, resulting in no overall
increase in health expenditure but releasing govern-
ment funds for other purposes. The government
may fear that the aid allocated to health may not
be additional but comes at the cost of lower donor
spending on other sectors, distorting national priori-
ties if no offsetting action is taken. Neither recipient
governments nor development partners can be
con dent of achieving their expenditure intentions

unless there is an understanding on the expenditure
programme as a whole, and how it will be nanced.

Crosscutting reforms could also merit assured
long-term funding. Salary supplementation would
be one obvious example, to enable higher salaries
to be paid now in order to recruit, motivate and
retain key staff, with the supplements phasing out
over time as GDP and revenue growth enables them
to be met from domestic revenue. Reallocation of
even a portion of the sums currently spent on ex-
patriate advisers could have a substantial impact if
re-applied to nance domestic salaries, but would
need to be used for assured funding rather than
being subject to hand-to-mouth conditions. The
scheme could be either a general one, or limited
to speci c categories of staff that are dif cult to
retain, or used to attract and retain staff to live and
work in rural areas where the poor live.

There is a danger that long term donor spend-
ing commitments earmarked to speci ¢ spending
programmes may result in a transfer of perceived
ownership and responsibility, as a government gets
used to not budgeting its own funds for the purpose.
This concern can be partly addressed if donor fund-
ing is part of the government budget, using govern-
ment systems to plan and disburse funds, perhaps
with donor disbursements triggered by reimburse-
ment requests.

e. Collective donor assurances of future aid
Although longer term commitments are a highly
desirable and indeed essential part of the solution,
they do not provide more than a very partial answer.
Donors are unlikely to be able to make the longer
term commitments that are required. If they do
provide longer-term indications of support, they
will be hedged around with caveats and are unlikely
to be believed without heavy discounting of prom-
ises. Indeed, prudent nance ministries would be
well advised to discount donor promises in the light
of experience.

One approach to addressing the problem of
individual donors failing to disburse at expected
levels could be a collective donor commitment to
maintain aid above a speci ed level, with shortfalls
by one donor made up with additional commitments
from others (1.4). The level of donor support to be
defended in each country could be based on gov-
ernment assumptions included in the budget and
the medium-term expenditure framework. There
have also been a number of attempts to provide
similar assurances through international agreements.
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