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Abstract

The Sin Tax Reform Act (STRA) of 2012 (RA 10351) and its amendments paved the way to revisit
excise taxation for sin products, such as tobacco, alcohol, heated tobacco products and vapor
products, and sweetened beverages. The ad valorem tax system reform has a two-fold aim: (1)
increase revenues for public spending on health; and (2) reduce the burden of tobacco smoking
and alcohol use. This study has attempted to examine the quality of spending of earmarked funds
by the Philippine public health sector, and in doing so, to identify constraints to efficient and
effective use. In particular, this study utilized a modified intersectoral framework focusing on four
key criteria for evaluating the implementation of the earmarking policy: adequacy, efficacy, equity,
and effectiveness. Although the STRA has brought about improvements in program and health
outcomes, there is a need to revisit policies and processes to reap the benefits of earmarked funds
adequately, efficiently, equitably, and effectively in the public health sector.

Keywords: ecarmarking, Sin Tax, health financing, universal health coverage
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Efficiency and Effectiveness of Earmarking for Public Health in the Philippines

Miharu Kimwell, Frances Lois Ngo, Vicente Alberto Puyat,
and George Douglas Siton

1. Introduction

Health financing is a crucial function of the overall health system. With well-crafted health
financing policies, significant strides toward universal health coverage (UHC) can be achieved by
ensuring effective service coverage and financial protection. At its core, the functions of health
financing policy are to support the goals toward effective revenue generation, pooling, and
purchasing of resources. However, sustaining progress toward UHC should not only consider the
amount of resources for the health system. Funds should ultimately be distributed equitably and
used efficiently (Cashin et al., 2017). This entails that health financing policy should be aligned
with public financial management to ensure equitable and efficient fund distribution is attained in
the process.

In the Philippines, Republic Act (RA) 10351, or “The Sin Tax Reform Act (STRA) of 2012, was
established to enable reforms to tobacco and alcohol excise taxation in alignment with the
Philippines’ commitment to the World Health Organization (WHO) Framework Convention on
Tobacco Control. The law was intended to support: (1) Revenue generation for public spending in
health, and (2) the reduction of tobacco smoking and alcohol use, risk factors associated with the
incidence of non-communicable diseases.

The main reforms of the law include: (1) substantial increases in excise tax rates, (2) shifting from
a multitiered system with tax rates set based on product prices to a specific tax rate for all products
stipulate in the law, (3) an annual increase rate in excise tax, and (4) earmarking of revenues to
support progress towards UHC (Diosana, 2020).

Earmarking involves separating all or a specific portion of total revenue from a tax or group of
taxes to be used for a designated purpose and is increasingly used as a tool in public health policy
to increase tax for consumption of unhealthy products associated with higher risk of disease
amongst the population (Cashin et al., 2017). The STRA earmarks around 85% of incremental tax
revenues collected from excise tobacco and alcohol taxes to the health sector to fund the health
programs and activities of the Department of Health (DOH) and premiums for the Philippine
Health Insurance Corporation (PhilHealth), ensuring that there is both predictable and stable
source of revenue allocated for progress towards UHC in the country (DOH, 2021).

While consumption taxes and earmarking most directly affect the health system by contributing
funds to the health system, they must be considered within the broader context of health financing
systems within health systems and how they contribute towards overall UHC. Earmarking policies
and other policies for revenue generation must also be accompanied by reforms in policies for
pooling, the accumulation and management of revenues to be used on behalf of members of the
population, and strategic purchasing, using the pooled fund to purchase health services on behalf
of the population, to ensure that overall health financing system ensures distributional equity of



resources, improves the efficiency of health service delivery, and increases transparency and
accountability of spending in public health so that members of the population with most health
needs have access to high-quality care without risk of catastrophic expenditure on health (Mclntyre
et al., 2016). Earmarking may increase allocative efficiency through targeted expenditure of
revenue, but it can also contribute to the fragmentation of funds that impede distributive capacity
and efficiency if allocation rules are too rigid or ineffective pooling of resources if revenues from
earmarking are not distributed to programs based on utilization need and quality of outputs from
programs (Cashin et al., 2017).

Earmarking policies must also be sensitive to society-wide factors that influence the budgeting
process and overall health financing. Even if the STRA’s earmarking reform has increased revenue
in public health and contributed to reducing the prevalence of tobacco and alcohol consumption
nationwide, there is yet to be an assessment of whether financial resources from earmarking were
used efficiently and effectively by DOH and PhilHealth programs who receive revenue from the
STRA excise taxes. The STRA and earmarking must be assessed in relation to its contribution to
achieving the core policy goals of UHC and the entire public health sector, which are (Mclntyre,
etal., 2016):

1. Equity in the use of health services: Reducing the gap between need and actual use of health
services

2. Quality of Care: Achieving desired health outcomes or improved health status through
evidence-based interventions and professional and empathetic provider-patient
engagements

3. Financial protection: Funding health services in a way that protects individuals and
households from adverse effects on their economic livelihood, as a consequence of paying
for healthcare, and distributing burden of financing the healthy system across different
socioeconomic groups

While increased public expenditure on health can significantly improve health status, it is not the
only determinant of health that should be considered. Across countries, variability in mortality was
not significantly explained by health spending but by factors not directly related to health service
delivery, such as per capita income, income distribution, and female education (Filmer & Pritchett,
1999; Cevik & Tasar, 2013). Multiple studies found that while increases in public health budgets
may potentially improve mortality and morbidity rates, it may not necessarily mean that it will
improve accessibility and equity of services (Singh, 2014). Furthermore, other health system
building blocks must also be considered when assessing how financing affects health outcomes.
Governance and organizational capacity at different levels of governance significantly influence
health outcomes (Meyer et al., 2012; Hu & Mendoza, 2013). Private health spending is also more
effective than public health spending in promoting health outcomes when governance is ineffective
(Fujii, 2018). The effect of public health spending on health outcomes is also moderated by the
status of infrastructure and technology, with spending having a stronger effect in settings where
infrastructure and technology are underdeveloped (Novignon et al., 2012).



2. Study objectives and statement of policy relevance

The general objective of this study was to evaluate the performance of public health budget
allocations arising from the Philippine sin tax earmarking policy. Specifically, we sought to answer
the following questions:

1. Have the earmarked revenues for aggregate and program levels of public health budgets
been adequate to address the target public health budgetary needs?

2. Have the earmarked revenues been used equitably; that is, have allocations targeted
reducing inequalities in access to health services between income classes and government
units?

3. Have earmarked allocations been efficient; that is, have allocations been assigned to the
most productive interventions (allocative efficiency) at the lowest possible cost (technical
efficiency)?

4. Have earmarking reforms been effective; that is, have they resulted in real improvements
in key target program indicators and health outcomes?

While the earmarking reform has undoubtedly increased public spending on health and reduced
the prevalence of tobacco and alcohol consumption, the country has yet to examine whether the
earmarked resources were used effectively and strategically by the health sector, specifically on
the targeted DOH programs and PhilHealth.

This study has thus been an attempt to examine the quality of spending of earmarked funds by the
Philippine public health sector, and in doing so, identify constraints to efficient and effective use.
To our knowledge, this has been the first study in the country, and one of the few in the world, to
empirically assess the performance of earmarking vis-a-vis health systems and social goals.

This study has important policy implications, as it aims to inform government and civil society
stakeholders on how to design a more transparent, efficient, and equitable allocation of health
resources, particularly in the era of UHC.

3. Literature Review

3.1. International literature on earmarking for health

It is common practice among governments to assign revenue to specific government objectives in
different economic sectors. Michael, J. (2015) lists the advantages and disadvantages of
earmarking government revenues as it applies to general funds of the US. Earmarking government
revenue guarantees funding since the program has a prior legal claim to the appropriations.
Earmarked funds are predictable, depending on their source, long-term planning may be executed
by forecasting intertemporal appropriations from the budget source. Further, when earmarked
revenues are closely related to services, this may increase the efficiency of public expenditure and
increase public support to the appropriation of tax revenues.

There is also vast literature that provides insights on the disadvantages of earmarking (Ozer, et al.,
2020; Christen & Soguel 2021; Bloom, 2022) such as budget rigidity and economic distortions by
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giving preference to certain programs to receive larger budget allocations. Earmarking is also
inherently procyclical which makes it susceptible to the consumption trends of the goods from
which tax revenues are collected. Depending on the implementation of hard or soft earmarking, it
may also promote fragmentation which can limit the coordination of different sectors of
government due to the misalignment of financial resources. Given these characteristics of
earmarking, many countries have experimented with earmarking revenues for health. Cashin, et
al. (2017) give an overview of countries that have earmarked specific government revenues for
specific types of health expenditures as seen in Table 1.

Table 1. Cross-country Earmarking Policies for Health

Country Earmarking Policy

Estonia Earmarked payroll tax to fund health insurance coverage

Ghana Revenue earmarks to fund the National Health Insurance Scheme
Indonesia Payroll tax to fund health insurance coverage; general revenue and

expenditure earmarking to ensure adequate funds for health at the
national and subnational levels

South Africa Limited revenue earmarking; expenditure earmarking to advance
national priorities such as HIV/AIDS response
Vietnam Earmarked public health tax from tobacco products used for tobacco

sector control

Source: Cashin et al. (2017)
3.2. Earmarking for public health in the Philippines

Earmarking is the process of dedicating resources by creating special funds and segregating them
into specific public services. In theory, earmarking assumes a direct link between revenues and
expenditures, however, in most cases earmarked revenues mix with the general fund allotted for
the public service.

In the case of sin taxes in the Philippines to fund health, earmarking is referenced as the dedication
of a single tax source, which is grouped together as “sin products” under the Sin Tax Law, to a
single public service, in this case for health, within a multi-tax, multiservice fiscal unit. At the
decision level of an individual, some conditions of earmarking ensure more rational individual
choices which creates a desirable collective decision reflective of behavioral changes in relation
to participation in revenue collection (Buchanan, 1963)'. The sensitivity of individual consumers
to the changes in the tax system for particular commodities, therefore, affects their behavior to
consume these products in varying degrees.

3.3.  Philippine case

The Sin Tax Reform Act (STRA) of 2012 or RA 10351 is considered one of the most important
health legislations in the Philippines in the recent decade, bringing reforms to tobacco and alcohol
excise taxation in adherence to the commitment of the Philippines to the World Health
Organization (WHO) Framework Convention on Tobacco Control. The motivation of the law was

' Partial segregation of fiscal accounts can be shown to be more efficient, from the reference of the individual taxpayer, than overall
integration into a comprehensive budgetary system (Buchanan, 1963).

4



twofold: (1) to increase revenues for public spending on health; and (2) to reduce the burden of
tobacco smoking and alcohol use. The main features of the law include a substantial increase in
excise tax rates, a shift from a multitiered ad valorem system with tax rates based on product prices
to one tax rate for all like-products, an annual 4% increase in excise tax, and substantial earmarking
of revenues for supporting the implementation of universal health care (Diosana, 2020).

As these products with negative health effects are legislated with higher taxes, the WHO has
suggested concentrating these revenues via by using earmarking as a means to increase fiscal space
in the health sector to organize resources especially for countries moving towards universal
healthcare (UHC) and other health programs (Tandon & Cashin, 2010). On the other hand,
earmarking is also an instrument of public health policy to use the increase in excise tax to reduce
the consumption of tobacco and alcohol.

The law earmarks around 85% of the incremental tax revenues collected from excise tax tobacco
and alcohol to the health sector to fund public health programs of the Department of Health (DOH)
and premium payments for PhilHealth, both critical in implementing the country’s Universal
Health Care program. Of the total health sectoral budget, 80% accounted for the premium subsidy
of poor households through the National Health Insurance Program (NHIP), programs to support
health-related Millennium Development Goals (MDGs) and health awareness programs of the
DOH, while the remaining 20% was allocated nationwide, based on political and district
subdivisions, for the Medical Assistance Program (MAP) and the Health Facilities Enhancement
Program (HFEP) which are determined by the DOH (Department of Health, 2021). The list of
indigent families is provided by the Department of Social Welfare and Development (DSWD) in
coordination with PhilHealth and updated at least once every four years.

Unlike the classic “hard” earmarking, the earmarking reform in the Philippines is considered “soft”
because the yearly allocation is still decided through the budgetary process and reviewed regularly
in accordance with the UHC Medium-Term Expenditure Program, as approved by the
Development Budget Coordination Committee (DBCC). The earmarking provisions of RA 10351
were amended and repealed by RA 11346 and RA 11467, respectively. RA 11346 increased excise
rates for tobacco products at PhP10.00 per pack and in incremental rates for vapor products in
2020 and 5% every year effective 2021. While RA 11467 increased ad valorem tax for both alcohol
and tobacco products starting 2020. Both revisions to the STRA introduced new “sin” products,
namely: heated tobacco products and vapor products, and sweetened beverages. These revisions
to the STRA will affect the allocations earmarked for health beginning 2022. A brief overview of
the original and revised STRAs are described in Table 2 below which highlights how revenues are
allocated specific for health expenditures and the timeframe of issuance of these revenues to the
Department of Health:

Table 2: Provisions and revisions of the STRA specific for health

Republic Act 10351 (2013)

Sin Products Tobacco, Alcohol

Allocation for Health Revenues collected after deducting allocations under RA 7171 and RA 8240 for
tobacco farmer protection

Universal Health Care ~ 80% of the remaining balance after deducting allocations under RA 7171

Premiums (1992) and RA 8240 (1996) is allocated for UHC under the National Health
Insurance Program, attainment of MDGs and health awareness programs




Other Health Premiums

20% of the remaining balance after deducting allocations under RA 7171
(1992) and RA 8240 (1996) is allocated nationwide, based on political and
district subdivisions, for medical assistance and health enhancement facilities
program

Issuance of Revenues

The allocation for health shall be based on the collection from the previous
fiscal year

Republic Act 11346 (2020)

Sin Products

Tobacco, Heated Tobacco Products and Vapor Products, Alcohol, Sweetened
Beverages

Allocation for Health

For tobacco, alcohol and sweetened beverages: 50% of incremental revenues
for health while remainder is earmarked for tobacco farmer protection

For heated tobacco products and vapor products: 100% of incremental
revenues to be used exclusively for health

Universal Health Care
Premiums

80% for the Philippine Insurance Corporation (PhilHealth) for the
implementation of Republic Act 11223, otherwise known as the Universal
Health Care Act 0of 2019

Other Health Premiums

20% of the remaining balance after deducting allocations under RA 7171
(1992) and RA 8240 (1996) is allocated nationwide, based on political and
district subdivisions, for medical assistance and health enhancement facilities
program

Issuance of Revenues

The allocation for Universal Health Care shall be based on the collection of the
second fiscal year preceding the current fiscal year

Republic Act 11467 (2021)

Sin Products

Tobacco, Heated Tobacco Products and Vapor Products, Alcohol, Sweetened
Beverages

Allocation for Health

For tobacco and sweetened beverages: 50% of incremental revenues while the
remainder is earmarked for tobacco farmer protection

For alcohol, heated tobacco products and vapor products: 100% of
incremental revenues to be used exclusively for health

Universal Health Care
Premiums

For tobacco and sweetened beverages: 80% for the Philippine Insurance
Corporation (PhilHealth) for the implementation of Republic Act 11223,
otherwise known as the Universal Health Care Act of 2019

For alcohol, heated tobacco products and vapor products: 60% for the
Philippine Insurance Corporation (PhilHealth) for the implementation of
Republic Act 11223, otherwise known as the Universal Health Care Act of 2019

Other Health Premiums

For tobacco and sweetened beverages: 20% allocated nationwide, based on
political and district subdivisions for medical assistance and the Health
Facilities Enhancement Program

For alcohol, heated tobacco products and vapor products: 20% allocated
nationwide, based on political and district subdivisions for medical assistance
and the Health Facilities Enhancement Program; 20% allocated for the
attainment of the Sustainable Development Goals (SDGs), provided that
appropriate SDG targets shall be determined by the National Economic and
Development Authority (NEDA)

Issuance of Revenues

The allocation for Universal Health Care shall be based on the collection of the
second fiscal year preceding the current fiscal year

Source: Authors’ Compilation



The STRAs are revenue earmarks that highlight the increase in fiscal space for health as a political
prioritization to fund health programs and initiate the transition of the Philippine health agenda for
universal healthcare. Earmarking for health can be described based on the policy’s revenue and
expenditure characteristics, and further, on how the earmarking policy is adopted and
implemented. Table 3 below summarizes the characteristics of the Philippine sin tax earmarking
policy based on its revenue and expenditure characteristics.

Table 3. Characterization of the Sin Tax Reform Act (RA 10351) earmarking policy, after the
framework in Cashin (2017).

Characteristic Description

Policy characteristics

General policy type Revenue earmarking

Objectives Increase funds available for public spending on
health, particularly for scaling up of Universal Health
Care (UHC)
Reduce the burden of tobacco smoking and alcohol
use

Policy adoption process Multi-year transition; full implementation began in
2017

Revenue characteristics

Source Increased and simplified existing excise taxes on
tobacco and alcohol products

Tax instrument Indirect tax

Earmarked tax rate Percentage

Earmarked revenue base Incremental revenue (IR), bas