© Aluna Publishing

Wiadomości Lekarskie, VOLUME LXXIII, ISSUE 12 PART 2, DECEMBER 2020

REVIEW ARTICLE

BUDGETARY TRANSFER AS A TOOL FOR FINANCING
THE HEALTH SECTOR: THEORETICAL LEGAL ANALYSIS
DOI: 10.36740/WLek202012225

Oleksandr A. Lukashev¹, Ihor Y. Krynytskyi², Serhii V. Broiakov¹

¹YAROSLAV MUDRYI NATIONAL LAW UNIVERSITY, KHARKIV, UKRAINE
²LAW DEPARTMENT OF POLTAVA LAW INSTITUTE OF YAROSLAV MUDRYI NATIONAL LAW UNIVERSITY, POLTAVA, UKRAINE
ABSTRACT
The aim: The purpose of the study is to: a) determine the purpose of budget transfers in the field of medicine; b) determine the characteristics that characterize budget transfers
in the health sector; c) establish the significance of budget transfers in those jurisdictions in which the system of health insurance operates.
Materials and methods: The empirical basis of the study was the Report of the Minister of Health of Singapore, Information on the subvention section for 2019-2020 in Hong
Kong, the Budget forecast of the US Congress for 2019, Reports of the Accounts Chamber of Ukraine for 2017, 2018 and 2019. Within the framework of this study, the following
special legal methods of scientific knowledge were applied: comparative legal method, a normative-dogmatic method and a logical-legal method. The “case study” method
was also widely used in this research.
Conclusions: Budget transfers in the field of medicine is a socially important institution of budget law. Budget transfers in the health care sector can be characterized by the
following features: a) sectoral nature (health care sector) b) specific budgetary directions (movement of funds from the state to local budgets) c) widespread use (used both in
states with medical insurance and in states where the health sector is entirely publicly funded).
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INTRODUCTION

Public finance plays an important role in ensuring the proper functioning of the health sector. Financing of medicine
is one of the most socially important budget expenditures.
There is an objective need to form a flexible mechanism
for financing health care. One of the main instruments for
establishing the appropriate flexibility is the institution of
budget transfers. In countries that are focused on decentralization processes, budget transfers are a kind of instrument
for “supporting” local budgets. Moreover, budget transfers
are applied in all states, regardless of the administrative-territorial structure and form of government.

THE AIM

The practice of using budget transfers to ensure financing
of the health sector is widely developed. At the same time,
the variability of approaches to the formalization of this
institution was stated. The objective of this study is to
study the main aspects of the budget transfers regulation
in the health sector.

MATERIALS AND METHODS

The empirical basis of the study was the Report of the
Minister of Health of Singapore, Information on the subvention section for 2019-2020 in Hong Kong, the Budget

forecast of the US Congress for 2019, Reports of the
Accounts Chamber of Ukraine for 2017, 2018 and 2019.
Within the framework of this study, the following special
legal methods of scientific knowledge were applied: comparative legal method, a normative-dogmatic method and
a logical-legal method. The “case study” method was also
widely used in this research.

REVIEW AND DISCUSSION

Budget transfers in the health sector are widely used in
various states. The main primary sources for the study of
budget transfers should be the reports of the authorized
bodies (long-term plans, forecasts), which analyze the
procedure for using transfers to finance medicine. From the
subvention distribution program for 2019-2020, it follows
that the bulk of subventions in Hong Kong is directed precisely to the healthcare sector (36, 6% of the total number
of subventions) [1]. At the same time, individual states, in
particular, the United States, pay attention to the growth of
medical expenses due to the increase in the beneficiaries
of medical care. This is due, among other things, to the
growing aging of the nation [2, p. 3]. From the analysis
of the Report of the Minister of Health of Singapore, it
follows that spending on the health sector in 2019 compared to 2018 increased, which necessitated an increase
in subventions for medicine [3, p. 123].
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This study also analyzed empirical materials related to
budget transfers in Ukraine. We've found inconsistent approaches to the study of budgetary transfers to health care
in the reports of the Accounting Chamber of Ukraine. The
establishment of such an inconsistency of the Ukrainian
supervisory authority raises questions. This necessitated
the study of foreign approaches to the application of the
institution of budget transfers in the health sector.
D. Clark notes that the task of proper regulation of public
financing of medicine is: a) to minimize the inefficiency of
the use of budget funds; b) to develop mechanisms for filling budgets; c) to develop efficiently functioning financial
institutions; d) to ensure transparency and accountability
of health financing mechanisms [4, p. 14].
Firstly, we should define such a concept as “budget transfers”. Budget transfers are public funds that are transferred
from one budget (federal budget, budget of a constituent
entity of the federation, state budget, local budget) in favor
of another budget. Accordingly, the following types of
budgets can be conditionally distinguished: a) the “donor
budget” (budget from which public funds are allocated)
b) the “recipient budget” (budget in favor of which funds
are allocated). Budgetary transfers are intended to provide
efficient and flexible management of budget funds. Budget
transfers can be classified according to several criteria.
Depending on the purpose of the funds allocated, budget
transfers can be divided into a) targeted (aimed to provide
funding for a specific sphere of public life); b) aimless
(allocated without indicating of their use; allows the
managers of funds to independently choose the directions
of their use). According to the specifics of the “direction”
of funds movement, they are divided into: a) “vertical”
budget transfers (funds are allocated from the budgets of
the higher level in favor of the budgets of the lower level
(in the case of a federal structure) from state budgets in
favor of local budgets (in unitary states)) b) “horizontal”
budget transfers (the movement of funds occurs between
budgets of the same level). Budgetary transfers to health
care are mainly targeted, “vertical” transfers. This is due
to the understanding of the industry for which such funds
are directed and the support of the central authorities to
the local level of medical sector.
Targeted budget transfers in health financing are widely
used. The following countries use such transfers: Japan,
Singapore, Switzerland, Netherlands, Taiwan, USA [5],
China (PRC) [6], Colombia [7, p. 41], Bulgaria [8, p. 142],
Canada [9], Poland, Hungary, Czech Republic, Slovakia,
Slovenia, Croatia, Estonia [10], etc.
The use of funds allocated for the medical sector in
budgetary transfers depends on the model of medicine that
is used by a particular country – it differs in states with
medical insurance and states without medicine insurance;
is excellent in economically developed countries and
developing ones.
The problems associated with the use of budget transfers
in the health care sector in China were studied by Liu
K., Yang J. Lu S. In China, where elements of insurance
medicine have been introduced, namely social and medical
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insurance, in order to ensure financing of medical services
for the population with low-income subventions are used
as part of medical and financial support programs. The
aforementioned researchers note that, in fact, such budget
transfers perform two tasks at once: 1) finance the participation of the poor population in China in social and health
insurance; 2) ensure the purchase of medicines for such
segments of the population. With the help of the program
of medical and social support, 50.1% of low-income
families participated in social health insurance programs,
and 24.1% of such families received funds to purchase
medicines [6]. In China budgetary funds in budget transfers
are allocated not to ensure financing of medicine in full,
but only to create conditions for participation in general
health insurance programs for low-income segments of
the population. In addition, funds from such programs are
used to cover the costs of the drugs that such category of
the population need. Colombia took a similar approach for
reforming healthcare financing mechanisms in the 1990s.
As D. McIntyre noted, in Colombia transfers from the state
budget could only be used to ensure the participation of
low-income segments of the population in medical and
social insurance programs. At the same time, in the transition period, there was no complete cessation of budgetary
support for hospitals [7, p. 41].
Another interesting example is the countries of Eastern
Europe (Poland, Hungary, Czech Republic, Slovakia,
Slovenia, Croatia, Estonia), which in 1990s carried out
a reform of the national medicine financing system. The
experience of the aforementioned countries has been studied by such scientists as І. Wilki and I. Mathauer. These
scientists note that the countries of Eastern Europe were
previously included in the sphere of political influence of
the Union of Soviet Socialist Republics (USSR), which
certainly could not but affect the system of financing national health systems. In the 1990s, the countries of Eastern
Europe began the transition to insurance medicine, which,
however, was not possible without state financial support
for this area during the transition period. Moreover, even
today social and medical insurance for certain vulnerable
groups of the population is completely free (funded by
transfers from the budget). Budget transfers were introduced simultaneously with the beginning of the reform of
the healthcare financing system (except for Estonia, which
started introducing social health insurance in 1992 and introduced budget transfers only in 1999). These vulnerable
groups of the population mainly include: a) unemployed;
b) pensioners; c) persons receiving social assistance; d)
poor; d) persons under the age of 18. At the same time,
in some countries (Czech Republic, Hungary, Estonia,
Croatia), the number of persons whose participation in
social and medical insurance is financed by budgetary
transfers includes military personnel (not socially vulnerable groups) [10]. Thus, we must summarize that the
financing of social and medical insurance for vulnerable
groups of the population is not just an instrument of the
transition period, but a completely effective mechanism
for the implementation of social tasks.
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Further, it is necessary to analyze the movement of such
budgetary funds depending on the policy of administrative-territorial management applied by the state.
“Vertical” budget transfers are important not only for
countries that have started the decentralization process,
but also for countries with a traditionally strong municipal
organization. For example, we can cite the United States,
whose experience was studied by D. Vildasin. The scientist
notes that in the United States transfers from the federal
budget in favor of local budgets is a sustainable mechanism
for ensuring the financial stability of such local budgets.
At the same time, the healthcare sector is one of the areas
that receive additional funding because of budget transfers
[11 p. 47-48]. This indicates that the use of budget transfers (including subventions) as mechanisms for additional
capitalization of health care is widely used not only in
developing countries, but also in developed countries.
Budgetary transfers for finance the health care sector are
important to developing countries. Rajan D., Barrow H.
and Stenberg K studied the experience of Mexico in this
area. Researchers note that about 85% of all funds that
are included in the federal budget for financing medicine
is allocated from the federal budget of Mexico in favor of
state budgets [12, p. 14]. This indicates a significant level
of decentralization of management processes in Mexico
in the budgetary sphere.
In Canada, budgetary transfers to health care sector have
undergone a significant transformation. The Department
of Finance of Canada studied historical stages of budget
transfer institution for healthcare. This type of budgetary
transfers received a relatively clear sectoral institutionalization in 1995 in the form of the Canadian medical and social
transfer. In 2004, this unified transfer was subdivided into
separate transfers - the Canadian Medical Transfer and the
Canadian Social Transfer. These budget transfers are channeled from the federal budget to the budgets of the provinces
and territories. These budget transfers are increasing every
year (demonstrates positive financial dynamics). At the
same, time in terms of accountability the main emphasis was
shifted to state control over the targeted use of such funds
to public control of the use of these funds at the provincial
and territorial levels [9]. The Canadian experience demonstrates the need for a constant options search for the optimal
institutionalization of budget transfers through which the
financing of the health sector occurs. The modernization
of budget transfer institutions should not be viewed as a
negative factor, as the example of Canada demonstrates.
In Ukraine, the experience of public medical guarantees also exists. The National Health Service of Ukraine
provides the implementation of such guarantees. Similar
bodies exist in other countries: Public Health Agency in
Sweden (Folkhälsomyndigheten); Federal Office of Public Health in Switzerland (Bundesamt für Gesundheit);
National Public Health Organization in Greece (Εθνικός
Οργανισμός Δημόσιας Υγεία здравоохраненияγε Канα)
Public Health Agency of Canada etc.
The experience of Ukraine in the application of the
budget transfers institution is also interesting. The model

of budget transfers using for the purpose of financing
medicine in Ukraine demonstrates an emphasized “paternalistic” approach. The Ukrainian approach contrasts
significantly with the approaches of the states in which
insurance medicine is established. In Ukraine today the
transition to insurance medicine is only being declared. The
Concept for the reform of the health care system financing (approved by the order of the Cabinet of Ministers of
Ukraine from 30.11.2016 No. 1013-r) determines the need
to establish an insurance medicine system [13]. First of all,
it should be noted that in Ukraine there is a mechanism
of full state financing of medicine, whose ineffectiveness
has been repeatedly confirmed. This undoubtedly testifies
the need to reform. As a “transitional elements” for the
transformation of this system we could name medical
subventions. Medical subvention is one of the elements
of ensuring decentralization in Ukraine. However, in the
future with the introduction of insurance medicine in
Ukraine medical subventions can be modernized.
Medical subventions were introduced with the adoption
of the Law of Ukraine “On Amendments to the Budget
Code of Ukraine on the Reform of Budgetary Relations”
from 28.12.2014 No. 79-VIII. This type of subvention
is relatively new. First, we should define the content of
such a general concept for the theory of financial law as
“subvention”. The term “subvention” comes from the Latin
word “subvenio”, which means “come to rescue” [14, p.
467]. The legislative definition of this concept has been
formalized in the Budget Code of Ukraine. Subvention
is a budgetary transfer for a specific purpose the use of
which is determined by the body that made the decision to
provide such subvention [15]. The defining characteristic
of the subvention is its target nature – the subvention is
assigned and used for a specific purpose.
A medical subvention is a transfer that is provided
from the State Budget of Ukraine to local budgets. The
importance of medical subventions is confirmed by the
provisions of Appendix No. 6 “Budget transfers (educational and medical subventions, base and reverse subsidies) for 2019” to the Law of Ukraine “State Budget of
Ukraine for 2019” from 23.11.2018, where the medical
subvention in fact, it is the second most important budget
transfer, second only to educational subvention – the size
of medical subvention for 2019 is 55 billion of UAH (in
EUR equivalent 1,6 billion) [16]. Despite the pandemic of
coronavirus infection COVID-19 in 2020, the total amount
of medical subvention is even less – 14, 5 billion of UAH
(in EUR equivalent 433 million) [17]. Despite the issue of
the effectiveness of the use of medical subventions, it has
repeatedly become the subject of research by the Accounts
Chamber of Ukraine (Reports of Accounts Chamber for
2017, 2018 and 2019). The reports for 2017 and 2018
indicate the inconsistency of the supervisory authority in
their preparation (in terms of medical subvention). The
situation moved in a positive direction in 2019. So, in
the report of the Accounts Chamber on 2019 much more
attention was paid to the issues of medical subvention. In
particular, direct violations or shortcomings in the use of
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the amounts of such medical subventions in the amount
of 4.3 billion was found. UAH [20].
The Budget Code of Ukraine determines the legal mechanism of medical subvention. The medical subvention
is used for special items of local budgets –expenditures
related to the health care sector. Normative regulation of
medical subventions is characterized by dualism – regulation takes place both at the level of law (the Budget Code
of Ukraine [15]) and at the subordinate level (resolutions
of the Cabinet of Ministers of Ukraine) [21; 22]).
Medical subventions are one of the instruments that
provide public funding for the health sector. At the same
time, after the transition to insurance medicine medical
subventions can be reformatted into a tool for ensuring
participation in the health insurance programs of persons
that belong to unprotected segments of the population.

CONCLUSIONS

Budget transfers in the field of medicine is a socially important institution of budget law. Budget transfers in the
health care sector can be characterized by the following
features: a) sectoral nature (health care sector) b) specific
budgetary directions (movement of funds from the state to
local budgets) c) widespread use (used both in states with
medical insurance and in states where the health sector
is entirely publicly funded). The introduction of health
insurance will change the purpose of the medical subvention. It will begin to play an important social function – to
provide medical guarantees for vulnerable groups of the
population.
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