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O. Stepanoval

COVID-19 PANDEMIC AND FISCAL SUSTAINABILITY

The article deals with the impact of the COVID-19 pandemic on the
financing of the health care system, and the main challenges to the stability
of the financial mechanisms of post-pandemic health care development have
been identified. The author substantiates the peculiarities of the crisis of
health care financing in the conditions of the current pandemic, further
economic recession and decreased fiscal sustainability. The global practice of
fiscal response to the manifestations of the COVID-19 pandemic has been
systematized and the volumes of the corresponding financing in the countries
with insurance and budgetary systems of health care financing have been
estimated.

The article identifies mechanisms for the transformation and expansion of
the fiscal space in the context of expanded financing of the growing need for
medical care in the face of new epidemic risks in different countries. Most
often, the expansion of a country's fiscal space is carried out by: redistributing
the existing amount of government expenditure for health care and redirecting
funding flows from financing certain types of medical care to financing
programs to overcome and combat COVID-19; changes in the priority of
government health expenditure to combat COVID-19 compared to other budget
expenditures on the social sphere and economic development; and using
national reserve funds and emergency funds.

It has been found that in the field of health care, the vast majority of
countries have reduced the economic and territorial deprivation of all
population groups in access to the diagnosis and treatment of COVID-19. The
author emphasizes the weaknesses of insurance based and decentralized
health financing mechanisms to respond to the growing need for health care
and financial stability during the pandemic. Substantiated the necessity to
expand the fiscal space needed to cover the fiscal gap in Ukraine caused by
the requirement to increase health care financing in response to new epidemic
risks amid growing budget deficits, public debt and economic downturn.

Keywords: COVID-19, pandemic, fiscal sustainability, public finances,
health care, fiscal space, health financing crisis, public health expenditures,
fiscal gap, measures to combat COVID-19

The modern world is experiencing an unprecedented social crisis caused by the
COVID-19 pandemic. The rapid spread of the virus has led to a historic collapse of
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the health care, exposing the systemic failures of its financing mechanism in most
countries. In six months, there were about 8 million patients with COVID-19 [1],
and their number continues to grow steadily. The crisis in the health care has
triggered the most severe economic recession and unparalleled societal challenges
over the past few decades. Previous epidemics of SARS, MERS, and Ebola did not
have such a rapid global spread nor such an impact on the economy and society.
Therefore, the vulnerability of society is currently globally significant not only
because of the rapid infection and spread of the disease, but also because of the
existing level of global relationships that do not allow to disregard individual
countries and emphasize the value of health as a global public good.

At the same time, the public authorities of many countries were not ready to make
the effective management decisions. The developed programs of government
support, fiscal and monetary response and post-pandemic incentives did not often
reach an expected recipient [2], and the health care became even more vulnerable.
The economic recession, growing budget deficits and debt burdens reduce the
potential for fiscal maneuver and limit the ability to increase funding for urgent and
long-term health needs in both developed and developing economies.

Taking into account the profound changes at the global level, the question arises
about the need to transform existing conceptual approaches and develop a new model
of economic relations in health care and change its role in budgeting and economic
policy — as a response to new epidemiological risks and as a measure to provide the
necessary infrastructure and workforce of the health care. Ukraine has also suffered
from the health crisis caused by the COVID-19 pandemic and the global economic
crisis. For Ukraine, the current crisis will be too painful, as this country has been in
the process of reforming its health care system for the past five years, which
unfortunately critically weakened the workforce and infrastructure capacity of the
medical sector in the pre-crisis period.

The expansion of the COVID-19 pandemic led to a state of uncertainty in
economy and society [3], which made it impossible to accurately estimate the
duration and dynamics of the pandemic, and to analyze the existing differences in
macroeconomic and social forecasts [4], and the post-pandemic behavioral response.
Nevertheless, the article attempts to systematize the impact of the COVID-19
pandemic on the financing crisis and changes in the fiscal space for health care in
different countries, and to summarize the experience of fiscal response to the
pandemic crisis and fiscal sustainability challenges.

The coronary crisis is transforming the global understanding of the central role
of health in the economy and welfare. The initial conclusions about the short-term
impact of the coronavirus pandemic on society today are refuted by the dynamics of
the pandemic, which will have direct, indirect and induced long-term effects on
health (Fig. 1).
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A

Health impact of COVID-19

—— Direct health effect due to higher morbidity and mortality; Time
- Indirect effect due to postponed medical treatment;

— — Induced long-term effect, in particular, via economic and social health factors
and lower quality of medical care.

Fig. 1. The health effects of COVID-19
Source: [5].

The COVID-19 pandemic has led to the transformation of the fiscal space for health care.
There are major stages in the creation of fiscal space: collection of financial resources, their
accumulation and distribution. Thus, most countries intensified efforts to expand the fiscal
space to finance measures to overcome the consequences and combat COVID-19, including
additional expenditure for the health sector and other sectors of social sphere, as well as sup-
porting the economy as a whole (Fig. 2). Systematization of international experience in the
implementation of these measures helps to group them in the following areas:

— worked out and implemented measures during the expansion of pandemic aimed at fi-
nancing actions to combat COVID-19 and support social justice and economic activity;

— measures to restore the functioning of the health care after the crisis, stimulate economic
growth and ensure the sustainability of public finances;

— contingency measures to respond a pandemic outbreak (implemented by only a small
number of countries).

According to the International Monetary Fund (IMF), the total amount of fiscal measures
to combat the COVID-19 pandemic in all countries will be about 10 trillion US dollars [6].

However, such large-scale fiscal measures only allow a limited "temporary fiscal space";
this potential has been exhausted in many countries today.

Instead, the shortcomings of existing approaches to shaping government expenditure on
health and social protection are highlighted - as these expenditures protect not only those
vulnerable populations who are traditionally considered beneficiaries, but society as a whole.
The COVID-19 pandemic has confirmed that as long as someone in society suffers from
highly contagious diseases, the whole society remains in danger [8].

The restrictive fiscal post-crisis policy of the last decade caused a chronic underfunding
of the health care. Even in European welfare states, the concept of fiscal policy began to
dominate, focusing primarily on fiscal consolidation. Such a policy of traditional fiscal con-
solidation at the expense of underfunding the social protection and health care systems and
holding back their growth today proves its fallacy and reduces the capacity of the health care
system to respond the pandemic. Because of these actions, the developed countries such as
Italy, [9], Great Britain, and France, optimized health care facilities, reduced the number of
hospital beds and medical staff, and underinvested in health research and development
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(R&D). Therefore, all the above-mentioned measures reduced the health system's potential
capacity to respond to pandemic outbreaks, leaving millions vulnerable to COVID-19[10].
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Fig. 2. The expansion of fiscal space in the context of the COVID-19 pandemic,
% of GDP

Source: data compiled and calculated by the author [7, 6].

As Joseph Stiglitz noted, COVID-19 is not an "equal opportunity virus" [3]. One of the
many inequalities identified because of the pandemic was a significant difference in the scope
of fiscal measures to combat COVID-19 [8]. In the pre-pandemic period, the difference in
government health expenditure in developed and developing countries was a significant fac-
tor that reduced the state's capacity to respond to the medical needs of the population and
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epidemic challenges and, as a result, induced inequality in the investment in health capital.
The current pandemic will exacerbate inequalities in health capital between countries and
between subgroups within the general population.

At the same time, the vulnerability of a country's population increases due to the govern-
ment's weakness and low level of fiscal sustainability. The constraints that prevented many
countries from increasing the fiscal space for the health sector in the context of the pandemic
outbreak to the required level were the high levels of budget deficit and public debt in the
pre-pandemic period. However, the socio-economic consequences of the pandemic are caus-
ing a rapid deterioration in fiscal sustainability (Fig. 3), due to falling budget revenues and
the implementation of fiscal expansion policy in 2020. These challenges will have a signifi-
cant negative impact on medium-term fiscal sustainability.

USA
Canada
Spain
France
Romania

Ttal
o m2019

United Kingd
nited Kingdom 52020

Ukraine
Poland
Netherlands

Germany

% GDP

Fig. 3. The impact of the COVID-19 pandemic on the budget deficit in some countries
Source: data compiled and calculated by the author [5].

The need to expand the fiscal space for health and social protection according to the needs
of the population is extremely urgent and vital today. According to the ILO, 200 countries
have implemented measures in the field of social protection and healthcare during the
pandemic COVID-19 (Fig. 4). Of all the measures implemented, only 9,9% were in the field
of health care [11]. The most common types of measures implemented in OECD countries to
combat COVID-19 in health care are shown in Fig. 5.

However, these measures have different levels of effectiveness in counteracting the
pandemic in different countries, due to factors such as: different levels of economic
development and readiness to respond to this crisis; the potential of the fiscal space and the
sustainability of the public finance system; speed of development, the adoption of the
corresponding system of measures; the level of health care development in general and the
public health care and epidemiology in particular; the degree of rigidity of lockdown
measures and social distancing; the level of development of medical science and manufacture
of medical supplies and medical equipment in the country; health workforce and the
development of medical institutions network; the difference between demographic and
gender-sex structure; and the level of urbanization and population density in the country.
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Fig. 4. World practice of implementing measures in the field of social protection and
health care services during the pandemic COVID-19,
% countries that implemented such measures
Source:[11].

Encourage telemedicine, smarter use of data for surveillance and tracking 91,1
Mobilise and protect health workers

Optimise hospital beds and spaces for diagnostics and treatments

Improve affordability of diagnostics and treatment for all

Increase supplies of diagnostic tests, protective equipment, ventilators,
essential medicines

Accelerate R&D for vaccines and treatment

Additional financing for the health care

100
% countries
Fig. 5. The most common health policy measures to combat COVID-19 in OECD
countries, % of countries that implemented appropriate measures

Source:[12].

10 ISSN 2663-6557. Economy and forecasting. 2020, Ne 2



COVID-19 pandemic and fiscal sustainability @

The pandemic encouraged the reassessment and rethinking of the importance of
government health spending [13]. Expansion of the fiscal space for health care in the context
of the COVID-19 pandemic [14, 15] was carried out by the following mechanisms:

— redistribution of the existing amount of government health expenditure and redirection
of financial flows from the financing of certain types of medical care to the financing of
programs to overcome and combat COVID-19;

— changing the priority of government health expenditure to combat COVID-19 relative
to other budget expenditures on the social protection and economic development;

— use of national reserve funds and emergency funds as a result of the adoption of the
relevant legislation and recognition of emergency conditions;

— debt instruments and mechanisms for deficit financing of additional health care
expenditure caused by the COVID-19 outbreak;

— increase in transfers from the state budget to local budgets, organizations and health
care providers to finance medical care;

— healthcare donation funding to combat COVID-19;

— formation of new funds to finance the fight against COVID-19 with the involvement of
funds from international organizations, financial institutions and private enterprises.

Along with changes in the financing mechanisms for health care, most countries made
changes to the budget process, as well as regulations that changed the limits and thresholds
of individual items in the health care expenditures and public procurement, which allowed:

—to increase medical care funding for the growing needs of patients with COVID-19 and
for the increased burden on health care providers;

— to accelerate public procurement of critical medical goods, medicines and medical
equipment;

— to accelerate the financial flows to health care providers and other organizations;

— to provide financing for the wages of increased personnel in the industry;

— to ensure flexible financing and modify the distribution of functions and powers of
health care providers who are able to respond quickly to deficit and shortages of medical
supplies, medicines and medical equipment.

In the current COVID-19 crisis, scientific and practical circles [14, 9, 16, 17, 13, 18, 5,
10, 19] discussion resumed on the relative effectiveness of responding to new epidemic
challenges in health care systems with different financial mechanisms, such as budget and
insurance based ones. It should be noted that due to the pressure of the pandemic crisis, health
insurance mechanisms have become more vulnerable, due to a number of reasons. An
insurance system for financing the health care can cover risks only if the economy is close to
full employment. According to S. Thompson, a WHO leading expert in the field of health
financing [20], compulsory health insurance contribution are more in line with the "labor
tax". The COVID-19 pandemic has led to rising unemployment, which in turn reduces the
amounts in the pools raised by insurance funds to finance health care. In some countries, the
unemployed lose access to health care. During the pandemic, in countries with high labor
migration and large informal sector, it is extremely difficult for insurance funds to accumulate
necessary financial resources.

The pandemic identified risks and weaknesses in the decentralized systems of
organization and financing of the health care, which failed to quickly accumulate the
necessary funds and distribute functions and responsibilities among relevant actors and
service providers in the face of the need to cover new expenses, which hinders rapid response
to the crisis.

ISSN 2663-6557. Economy and forecasting. 2020, 2 11
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In Ukraine, the Fund to Combat the COVID-19 Acute Respiratory Disease Caused by the
Coronavirus SARS-CoV-2 and Its Consequences was established due to the global disease
outbreak. According to the Law of Ukraine "On the State Budget of Ukraine for 2020", the
amount of its funding is 64,7 billion UAH [21], which was intended to: providing financial
assistance to the elderly due to negative consequences of the spread of COVID-19 on the
territory of Ukraine; providing one-time financial assistance to family members of medical
and other health care workers who died of the Coronavirus Disease 2019 (COVID-19); taking
measures to prevent the occurrence and spread, localization and elimination of outbreaks,
epidemics and pandemics of COVID-19. In addition, the Law of Ukraine "On the State
Budget of Ukraine for 2020" provides for a 15,4 billion USD increase in the funding from
the Ministry of Health of Ukraine for the program of state guarantees of medical care. These
budget expenditures to combat COVID-19 are much lower than similar funding in the
countries that we analyzed above.

Taking into consideration the above-mentioned facts, we conducted scenario estimates of
the potential impact of rising health care costs under the pressure of the COVID-19 pandemic
outbreak on Ukraine's fiscal sustainability risk against the background of the fiscal gap
caused by the economic recession, declining budget revenues, and growing budget deficit.
Fiscal measures can save lives, protect the most vulnerable groups and economic actors from
the economic consequences of a pandemic, and prevent the health crisis from turning into a
profound and prolonged downturn [22]. Thus, the developed scenarios provide for an
assessment of fiscal sustainability with a one-time (one-year) increase in the expenditures of
the Consolidated Budget of Ukraine to combat COVID-19 (in 2020) in accordance with the
similar expenditures of OECD countries. In the moderate increase scenario, expenditures
should expand by 3,1% of GDP in 2020, and in the maximum increase one — by 8,1% of
GDP. The indicator of public finance sustainability risk is calculated according to the EU
methodology [23]. For the assessment, indicator S1 is chosen, which is the most common to
estimate the risks to public finance sustainability. Indicators of GDP growth rates, interest
rates on public and state-guaranteed debt, and structural primary balance are determined
according to the IMF forecasts for Ukraine until 2022 [24]. The calculation of risk indicators
for public finance sustainability is based on the assumption of unchanged fiscal policy, in
other words, the primary structural balance is assumed to remain constant.

The results of the calculations of risk indicators for public finance sustainability in
Ukraine in the maximum and moderate scenarios are shown in Fig. 6.

Moderate increase in
funding to combat

CovID-19 M Fiscal gap, % of GDP

o including the contribution
of fiscal adjustment to
combat COVID-19

Maximum increase in
funding to combat
COVID-19

Fig. 6. Results of the risk assessment of medium-term public finance
sustainability in Ukraine in the context of the COVID-19 outbreak and
the potential increase in costs

Source: author's calculations.
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The results of the analysis of the obtained indicators of medium-term public finance
sustainability show the amount of fiscal space that should be created in Ukraine to overcome
("to close™) the existing fiscal gap. According to the EU fiscal sustainability thresholds,
implementation of the scenario of maximum funding to combat COVID-19 will have a high
risk to public finance sustainability. In the moderate scenario, this risk can be defined as
medium.

Therefore, we can conclude that financing measures in response to the pandemic crisis in
today's conditions is a complex and unique task for any country.

In Ukraine, in order to implement further measures to overcome the medical and socio-
economic consequences of the COVID pandemic, which are urgently needed in order to
improve the infrastructural, human and logistical potential, it is advisable to ensure the
formation of appropriate fiscal space, while fulfilling all other obligations and expenditures.

Conclusions

Thus, the COVID-19 pandemic highlighted the systemic problems of the modern
paradigm of health care financing in conjunction with the dominant principles of fiscal
policy. This could mark the beginning of a new era of change in government expenditure on
social functions and shift the focus towards the need to increase expenditure on health and
social protection. Against the background of these problems, the mechanisms of collecting
financial resources, their accumulation and covering the expenditures of health care financing
need to adapt to the "new reality" and pandemic challenges. First of all, there is a need to:
increase the role of government expenditure on health care, as well as the priority of
budgetary resources in financing health care relative to insurance during pandemic and post-
pandemic periods; creation, at the stage of the annual budgeting, of a fiscal space for the
health care system in the amount sufficient to satisfy crisis-related medical and socio-
economic needs; develop a new approach to fiscal risk management taking into account
potential epidemiological threats; change the inefficient per capita based methods of
healthcare expenditure in the treatment of infectious diseases to the method of global
budgeting for healthcare institutions; formulate regulations with a clear division of functions
and powers between all agencies engaged in the collection of financial resources, their
accumulation and healthcare financing; and elimination of financial and territorial barriers to
people's access to diagnostics and treatment.
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Cmenanoea O.B.2

HNAHJIEMISI COVID-19 TA ®ICKAJIBHA CTIMKICTh

Locnioxero npouecu enausy nanoemii COVID-19 na gpiHaHCY8aHHSL cuc-
memu 0XOpPOHU 300pP08'sl, BUABIEHO OCHOBHL BUKAUKU cmabiitbHocmi piHaH-
COBUX MEXAHIZMI8 NOCMNAHOEeMIUH020 PO38UMKY OXOPOHU 300po8 'si. O6TpYyH-
moeaHo ocobnusocmi Kpu3u PiHAHCYBAHHSL CUCMEMU OXOPOHU 300po8'st 8
YMOB8AX PO320PMAHHSL NOMOUHOI naHoeMii, nodanbuloi eKoOHOMIUHOL peyecii
ma 3HU’KeHHs1 pickanbHol cmitikocmi. Cucmemamu3o8aHo ce8imosy npak-
muky @pickanbHoz20 peazysarHsi Ha nposisu nandemii COVID-19 ma npose-
0eHo OuiHKY 06csieig 810Nn08iI0H020 PIHAHCYBAHHS Y KpAiHAX 31 CMpaxosumu
ma 6roKemHUMU cucmemami (PiHAHCY8AHHSL OXOPOHU 300po8'si. BusHa-
UEHO MEXAHIBMU MPAHCHPOPMAYIT ma po3uUpeHHS PICKANbHO20 NPOCMOPY,
3a 00NOMO02010 SIKUX 30iliCHI08AN0CS NPUCKOpEHe (PIHAHCYBAHHS 3pocmarouol
nompebu Yy mMeOuuHili 00NOMO3L 8 YMO08axX HOBUX enideMIiUHUX PU3UKI8 Y pi3-
Hux kpaiHax. Halibineu uacmo po3wiupeHHs piCKaIbH020 Npocmopy KpaiHu
30iliCHI08AIOCS. WIJLSIXOM: Nepepo3nodiny iCHYUoz20 obcsizy OeprkasHozo ¢i-
HAHCYBAHHSL OXOPOHU 300P08 'St ma nepecnpsimMy8aHHst piHAHCOBUX NOMOKI8
i3 piHaHCYB8AHHS oOKpemux 6udie mMeduuHoi 0onomozu HA PIHAHCYBAHHS
npozpam nodonaHHs ma 6opomwbu 3 COVID-19; 3miHu npiopumemHocmi
0eprKasHo20 hiHAHCYBAHHSL OXOPOHU 300p08 ‘st 05t 6opomubu 3 COVID-19 no-
PIBHSIHO 3 IHWUMU gudamKamu 6roxKemy HA COUiaNbHY cghepy ma po38u-
MOK €KOHOMIKU; BUKOPUCMAHHS (POHOI8 HAUIOHABbHUX pe3eps8is ma poHOi8
Haod3suualiHux cumyauyiti. BuseneHo, wo y cgepi oxopoHu 300po8's nepe-
8OOKHA KLMbKICMb KPAiH 3MEHULYB8ANU eKOHOMIUHY Ma mepumopiaieHy oe-
pusauiro ycix 2pyn HacesleHHst Y docmyni 00 OiazHOCMUKU Ma JUKY8AHHS
COVID-19. AKueHmog8aHo yeazy Ha crabkocmi cmpaxosux ma 0eyeHmpani-
308GHUX MEXAHIZMAX PIHAHCYBAHHSL OXOPOHU 300P08'st U000 peazy8aHHSL HA
3pocmatroui nompebdbu Yy MeduuHili 00nomo3i ma piHaHC08020 3abe3neueHHs
36i1bUWEHHSL PICKAIbHO20 NPOCMOpY, SKUll nompibHuil 0151 NOOONAHHS ¢pic-
KanbHO20 po3pusy 8 YKpaiHi, sUKAUKAH020 hompeboto nomeHYiliHo20 30i1b-
WeHHsl PIHAHCYBAHHSL OXOPOHU 300P08 'Sl 8 YMOB8AGX peazy8aHHs. HA HO8L eni-
OeMIUHI pU3UKU NPU 3pOCmMaHHL 61002kemHoz0 deghiyumy, deprkagHozo bopay
ma eKoOHOMIUHOMY NAOTHHL.

Knruoei cnoea: COVID-19, naHdemis, pickaibHA CMilikKicmb, 0epiKasHL
¢iHaHcu, oxopoHa 300po8's, ¢pickanbHUuil npocmip, Kpusza QPiHAHCYBAHHS
O0XOpPOHU 300p08'sl, 0epIKA8HI 8UMPAMU HA OXOPOHY 300p08's, hickanbHUll
po3pus, 3axoou bopomwvbu 3 COVID-19
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