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The COVID-19 pandemic has brought a glaring focus on the interdependency between health and economic 

security. Globally, countries are both mobilizing domestic resources and increasing their reliability on external 

financing to mitigate the economic shocks resulting from the pandemic. The health sector in many low and middle 

income countries is facing a disproportionate impact of the pandemic induced economic crisis due to decreasing 

tax revenues and increasing debt obligations; cumulatively adding to the fiscal pressure on public health 

expenditure.  It is hence imperative for countries to explore designing different financing arrangements  that can 

have multiple impacts on both revenue raising and social welfare, with particular relevance to pro-health taxes or 

health taxes as a policy instrument to fill revenue gaps. 

 

In this webinar, international experts explored the potential of health taxes as a fiscal measure in meeting shortfalls 

in government revenues for financing health, as well as the secondary benefits that can arise from having these 

measures in place. Government experts from finance and health shared their experiences of champions and 

opponents of implementing Health taxes in their country. The event is second in a series  co-hosted by The World 

Bank and The Global Fund. It is preceded by the “Economic Impact of the COVID-19 Pandemic: Implications for 

DRM for health” held in June 2020 on Fiscal and Monetary Policies in the COVID-19 Response: Exploring the 

effects on Health Financing. 

 

 

Lessons and Key Takeaways 

• The COVID-19 pandemic has both a broad economic and health impact 

• Globally, increasing fiscal pressures on governments due to decrease in public revenues, and offsets with 

deficit financing will increase debt obligations and further spur economic crisis and fiscal tightening 

• Potential for more revenue generation from increases in tobacco and alcohol taxes, as well as novel (mainly 

excise) taxes such as on sugary drinks, plastic bags and fossil fuels.  

• There are clear linkages between health taxation, increased government revenues and health outcomes 

• Political economy factors are important in mobilizing health taxes   

• Health taxes are proven to be net progressive, and illicit trade arguments are often overstated 

• Soft earmarking is more beneficial than hard earmarking because it is closer to standard budgetary processes 

• However, more health taxes don’t necessarily mean more revenue for health 

 

 

Future Discussion 

• How to structure earmarks with a focus on soft earmarking and designing appropriate tax structures and 

frameworks suitable for country specific conditions 

• Enabling collaboration between Ministry of Health and Ministry of Finance in a fiscal constrained environment 

 

 

Webinar recording can be accessed here  |  Background Materials can be accessed here 

 

 

file:///C:/anigam_worldbank_org/_layouts/15/onedrive.aspx%3foriginalPath=aHR0cHM6Ly93b3JsZGJhbmtncm91cC1teS5zaGFyZXBvaW50LmNvbS86ZjovZy9wZXJzb25hbC9hbmlnYW1fd29ybGRiYW5rX29yZy9FaFpGby1QY21XNUloU1BjdVZyY25YVUIwZ
file:///C:/anigam_worldbank_org/_layouts/15/onedrive.aspx%3foriginalPath=aHR0cHM6Ly93b3JsZGJhbmtncm91cC1teS5zaGFyZXBvaW50LmNvbS86ZjovZy9wZXJzb25hbC9hbmlnYW1fd29ybGRiYW5rX29yZy9FaFpGby1QY21XNUloU1BjdVZyY25YVUIwZ


Opening Remarks 

• Dr. Ajay Tandon, Lead Economist, World Bank  

• Dr. Somil Nagpal, Senior Health Specialist, World Bank 

 

Overview Presentation 

• Dr. Michael Borowitz, Chief Economist, The Global Fund 

• Dr. Kate Mandeville, Senior Health Specialist, World Bank 

• Ms. Ceren Ozer, Senior Governance Specialist, World Bank 

• Dr. Evan Blecher, Economist, World Health Organization 

 

Country Discussants 

• Mexico - Dr. Adolfo Martinez Valle, Professor and researcher at the Policy, Population and Health Research 

Center of the National Autonomous University of Mexico and the Convener of the Joint Learning Network 

• Philippines - Dr. Eduardo P. Banzon, Principal Health Specialist, Asian Development Bank 

• India - Ms. Sheena Chhabra, Senior Health Specialist, World Bank 

 

Commentary 

Dr. Meera Shekar, Global Lead on Nutrition, World Bank 

 

Closing Remarks 

Dr. Toomas Palu, Adviser on Global Health Coordination, World Bank 

 

 

 
 

  



4 Joint Learning Network Fillling the Coffers Post-COVID through Pro-Health Taxes 

 

 

DISCUSSION 
 
 
Sugar, rum and tobacco, are commodities which are no where necessaries of life, which are become 
objects of almost universal consumption, and which are therefore extremely proper subjects of 
taxation. ......” 

 
Adam Smith an Inquiry into the Nature and Causes of The Wealth of Nations, Book V, Chapter III, 

pages 474-476, 1776; edited by Edwin Canaan, 1976 (emphasis added) 
  

 
Even before the pandemic, general government revenues were relatively low in many low and 
middle-income countries. Tax revenue collection rates are especially low, often far below the 15% 
of GDP benchmark that has been identified as necessary for sustainable growth and development 
across countries. Shortfalls in revenue collection are due to challenges in collection of both ‘direct’ 
taxes (e.g., taxes on income and profits) as well as ‘indirect’ taxes (e.g., taxes on consumption of 
goods and services). Improving tax revenue collection can occur on a number of fronts, including 
efficient design and implementation of value-added taxes, improving property taxation, and 
increasing the base for taxing income from firms and individuals. It is also an opportune time for 
countries to consider significantly ramping up ‘pro-health taxes or health taxes’. “Health taxes”, 
sometimes known as sin taxes, are taxes imposed on products that have a negative 
public health impact, such as taxes on tobacco, alcohol, sugar-sweetened beverages- and can even 
extend to environmental taxes on pollution that damage health (fossil fuels) or social security 
contributions that are levied in relation to health.  The primary objective of introducing a health tax is 
to improve population health through reduced consumption of unhealthy products.  The secondary 
objective to raise overall government revenues, Importantly, a health tax does not necessitate that 
related revenue is earmarked for the health sector. 
 
 
The economic justification of health taxes or taxing unhealthy products such as alcohol, tobacco and 
sugar sweetened beverages (SSBs) is well established, and includes the market failures inherent in 
their consumption, including externalities (e.g. healthcare costs to society), internalities (individuals’ 
discounting of later costs), and information asymmetry (lack of awareness of risks, pervasive 
marketing, and industry-influenced research distorting decision-making) Their contribution to the 
disease burden on account of growing consumption particularly in low- and middle-income countries 
is a strong rationale behind health taxes. In addition, the pursuit of Universal Health Coverage (UHC) 
involves significantly reducing out-of-pocket payments and guaranteeing financial and social 
protection; and is fundamentally based on the country’s capacity to raise general revenue.  
 
Health taxes are garnering significant support in the international community as an untapped 
potential for plugging revenue shortfall in the times of serious fiscal crunch caused due to COVID-
19 economic crisis. The main arguments raised by the global panelists in the webinar were to make 
a strong case for utilizing health taxes as an effective policy instrument to overcome market failures. 
It was also discussed that health taxes can promote healthy behaviour and generate significant 
revenues in challenging tax administrations, low capacity and current cash strapped environments. 
The Bloomberg – Summers Task Force for Fiscal policy on Health estimated the impact of a 20% 
and 50% increase in health taxes as below (See table 1): 
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Table 1: The Bloomberg – Summers Task Force for Fiscal policy 
 

 
The South African experience was raised by presenters to demonstrate that health taxes are a 

noteworthy contributor to government revenue: Excise tax revenues from alcohol, tobacco products 

SSB’s accounted for 3.6% of total government revenue in 2020/2021. Estimates of potential revenue 

are projected to be larger in low income countries, and countries can experiment with various tax 

designs such as specific taxes, ad valorem taxes, or some combination of the two (mixed or hybrid 

systems). The effectiveness of the tax design is largely dependent on the accountability and 

transparency of the tax administration agency as well as their technical and human capacity to 

implement. The presenters also made a very strong case for soft earmarking revenue proceeds from 

health taxes as opposed to hard earmarking that potentially reduces fiscal flexibility since it follows 

a formal process that more or less bypasses the budget. Soft earmarking does not use a formal 

process and proceeds from the tax thus transit though the central treasury account and are fully 

subject to annual parliamentary review. Although, earmarking revenue from health taxes reduces 

fiscal flexibility, but soft earmarking may support political economy by supporting consensus building 

among citizenry and promoting citizen engagement in the budget process hence improving  

transparency and flexibility. 

  
The panelists also countered arguments that implementing health taxes encourage illicit trade and 
are regressive. There is significant evidence that when medical expenses and gains in working life 
are taken into account, health taxes are generally progressive in the long-term, hence rendering the 
arguments against health taxes unsubstantiated. 
 
The webinar greatly benefitted from the country experiences of Mexico, Philippines and India 
where the discussants shared experiences of champions and opponents in the implementation of 
health taxes in their countries.  
 
The Mexican congress passed legislation imposing taxes on SSBs and energy-dense foods of low 
nutritional value to counter the looming health crisis due to increasing obesity levels in the population 
as well as generate tax revenues in parallel. These taxes have been successful in increasing 
revenues and reducing consumption by raising the price of the products taxed. Although traditionally, 
there has been strong political will to allocate more resources to heath including higher earmarked 
taxes, the recent pandemic makes it highly unlikely for the Mexican congress to reverse the 
downward trend in heath taxes that has been seen in the past 2 years.  
 
 
 
 
 

 

2018 US$ billions of 
excise tax revenue 

Years of life gained 
(1000s) 

Value for money: 
years of life/revenue 

20% increase 50% increase 20% increase 50% increase 20% increase 50% increase 

Tobacco 1,987 3,625 160,724 401,836 80,888 110,851 

Alcohol 9,428 17,778 227,421 546,745 24,122 30,754 

SSB 724 952 24,355 59,762 33,640 62,775 
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Table 2: Health Taxes Implemented in Mexico 
 

  Current health taxes implemented: three examples...   

Product 
IEPS*(special 
Consumption 

Tax) 

Expected 
revenues 

(US$ billions) 

Effects on 
Consumptio

n 

Earmarked for 
health 

Annual 
consumption 

rates (<15 years of 
age) 

Beverage with 
alcohol 14% - 

more than 20% 

25-50% of 
retail price 

NA NA 
General government 

health spending 
4.4 liters per capita 

Cigarettes, cigars 
and other tobacco 

(2010) 

69% of retail 
price 

2.5 -4.66% 
General government 

health spending 
7.7 cigarrettes 

(daily) 

Sugar-sweetened 
beverages (2014) 

10% of retail 
price 

1.3 -0.89% 
Revenue generating 
purposes rather than 

for health 
163 liters per capita 

* IEPS: Special tax for production and services  

 
The Philippines Sin Tax Law (STL) of 2012 raised and simplified tobacco and alcohol excises, 
increasing government revenues, and helped the Philippines move  towards UHC. The initial 
legislation allowed for an 80% allocation of incremental STL revenue to National Health Insurance 
Program and the remaining towards medical assistance and Health Facilities Enhancement Program 
(HFEP), which funds additional infrastructure investments in underserved areas. However, although 
recent revised legislations (TRAIN law) allowed for an increase in tax revenues, it has become 
difficult to track the increased incremental sin tax revenue and its allocation to the heath sector. 
Going forward, open and systematic monitoring will be critical to the success of the STL and ensuring 
its effective implementation. 
 
Table 3: Health taxes Legislation in Philippines 
 

  Incremental Revenues for UHC and Health . 

Republic Act 10351 Republic Act 10963  

Sec. 8 (C): “After deducting the allocations under 
Republic Act Nos. 7171 and 8240, ... 
 
Eighty percent (80%) of the remaining balance for: 

• Universal health care (UHC) under the National 
Health Insurance Program (NHIP) 

• Attainment of the Millennium Development Goals 

• Health awareness programs 
 
Twenty percent (20%) for: 

• Medical assistance 

• Health Enhancement Facilities Program (HEFP) 
funds health facility construction and renovations, 
and medical equipment 

Not more than seventy percent (70%) to fund: 

• Infrastructure projects such as, but not limited to, 
the Build, Build, Build Program 

• Military infrastructure 

• Sports facilities for public schools 

• potable drinking water supply in all public 
places...” 

 
Part of the remaining thirty percent (30%) may 
fund social mitigating measures and investments in 
health, targeted nutrition, and anti-hunger 
programs for mothers, infants, and young children, 
among others. 
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Although there are state variations, the COVID-19 pandemic has to large extent fast-tracked the 
Indian government’s commitment towards fiscal reforms with regards to the heath sector particularly 
the Goods and service tax (GST) that channels central funds through state treasuries, allowing for 
greater flexibility in the state role in allocation of funds for health care. This is significant since health 
is a state subject in the federal context. The health and education cess tax revenue that is 4% of 
individual income tax was approximately US $ 6200 million in 2018-19. India has been ambitious 
with its heath taxes on caffeinated beverages, tobacco products, alcohol and sugary drinks by 
imposing high tax structure on such products. Interestingly, the state of Kerala has also imposed 
14.5% tax on junk food. Since alcohol taxes constitute a significant proportion of indirect state tax 
revenue, almost 16 states have notably increased the existing taxes and excise duty on liquor to 
mobilize additional Covid revenue with Andhra Pradesh state hiking 75% excise duty on alcohol. 
 

Table 4: State-wise post COVID Pro-Health Taxes 
 

 Increase in taxes on liquor post COVID – a snapshot.. 
Almost 16 states have significantly increased taxes and excise duty on liquor to mobilize additional revenues. 

States Taxes 
Andhra Pradesh ~75% hike in excise duty on alcohol: targeting additional revenue of US $ 1285 m per annum 

Arunachal 
Pradesh 

25% increased cess on liquor: Estimated additional revenue of US$ 120 m per annum 

Assam 25% increased cess on liquor: Estimated additional revenue of US$ 140 m per annum 

Delhi Special Corona Fee of 70% on maximum retail price (MRP) of liquor – mobilised approximately 
US$ 30 m until the first week of June 2020. Later withdrawn. Instead VAT increased from 20% to 
25% 

Karnataka 6% hike on excise duty announced in the 2020-21 budget. In addition 11% COVID-19 fees has 
been levied. 

Meghalaya 25% increased cess on liquor: Estimated additional revenue of US$ 19 m per annum 

Odisha 50% Special COVID-19 fee on MRP for the year 2020-21 

Punjab Additional excise duty of 20 cents to 70 cents depending on liquor brand – with a target of 
collecting additional INR 21m 

Rajasthan 35% hike in excise duty on IMFL, 40 per cent on other liquor categories 

Tamil Nadu 15% hike in excise duty on IMFL, with a target of collecting additional US$ 357 m 

Uttar Pradesh 14-70 cents on MRP, hoping to generate additional amount of US 336 m 

Uttarakhand Price of liquor increased by 30 cents to US$ 3 per bottle 
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The table below summarizes the efforts of the countries efforts in the implementation of health taxes, 
the revenue raised and the impact of the revenue on public spending for health, if any. 
 

Table 5: Overview of DRM Efforts by Country 
 

Country DRM Effort Impacts of revenue on target 
Impacts on public 

spending for health 
References 

[LINK/QR CODE] 

Mexico Special Consumption Tax 
earmarked for central 
government health spending 
imposed on beverages, 
tobacco (2010) and SSB 
(2014) 

Increase in revenue collection 
for the government 

Currently, revenue 
collected from these 
taxes is not set 
aside for any 
particular type of 
expenditure.  

World Bank 
Discussion Paper 
2016 

Philippines Sin Tax Law, 100% 
incremental alcohol tax 
revenue and 85% 
incremental tobacco tax 
revenue (2012) 
 
RA 10963 or The Tax 
Reform for Acceleration and 
Inclusion (TRAIN law) 
(passed 2018) 

80% of incremental revenues 
goes to premium for poor and 
20% to DOH. Increased DOH 
budget fourfold from 2012-
2018 
 
Under the new TRAIN law not 
more than seventy percent 
(70%) to fund infrastructure 
projects and part of the 
remaining thirty percent (30%) 
may fund social mitigating 
measures and investments in 
health, targeted nutrition, and 
anti-hunger programs for 
mothers, infants, and young 
children, among others. 

Sustained 
reprioritization: 
Public spending per 
capita increased 
from US$20 per 
2012 to US$41 in 
2016 

WHO Earmarking 
for Health, 2017 
 
JLN blog post 

India Health and education cess of 
4% is levied on individual 
income tax  
 
Goods and Service Tax 
(GST) on caffeinated 
beverages was increased 
from 18% to 25% + 12% 
cess in the 37th GST Council 
meeting in 2019 
 
Tobacco products: 28% + up 
to 290% cess depending on 
the product 
 
Alcohol: not brought under 
GST, but VAT and excise 
duty is applicable 
 
Sugary drinks: 28% 

Health and education cess 
collection in 2018-19 was ~ US 
$ 6200 m 

Until 2016-17- 3% 
education cess was 
levied to which 1% 
cess was added for 
mobilizing additional 
resources for health 
and the ambit was 
widened to include 
health. 
 
Unclear on the 
allocation of GST 
revenue from SSB, 
alcohol and tobacco 

https://www.gst.go
v.in/ 

 
In conclusion, what remains important is to ensure that any incremental revenues are directed 
towards improving human capital outcomes as far as possible. There is also tremendous scope for 
research and discussion amongst global counterparts in the health and finance departments 
regarding designing appropriate tax frameworks and structures suitable for country specific 
environments.  
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Annex.1: Webinar Presentations 
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Country Discussants: 

Philippines 
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Mexico: 
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India: 
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