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PART I: EXECUTIVE SUMMARY

1. INTRODUCTION

1.1 Origins

Improving global health — and, in particular, achiev-

ing better health outcomes for the world’s poor 

people, including the more than 3 billion (half the 

planet’s total population) who live on less than US$2 

a day — has become a prominent priority in develop-

ment agendas. Heightened search for more effective 

ways to accelerate progress has spawned intense in-

terest in exploring innovative ways of fi nancing health 

services and products. 

“Innovative financing for global health” (IFH) cov-

ers a multitude of things. New initiatives associated 

with new, or newly re-cast, fi nancial instruments are 

the core of it. Examples of such initiatives include 

the International Finance Facility for Immunization 

(IFF-Im), the Airline Solidarity Contribution (ASC, or 

simply, “the airline tax”), and the Advanced Market 

Commitment (AMC). 1 In addition, a wider array of 

other options — see Box 1.1 for a partial list — come 

up as well in public discussion of IFH ideas, including 

some that are not new (e.g., tax relief for donating key 

medicines) and others that have broader relevance 

than health alone (e.g., debt relief). Further, the new 

institutions in global health — such as The Global Fund 

for AIDS, Tuberculosis, and Malaria (GF), The Global 

Alliance for Vaccines and Immunization (GAVI), and 

UNITAID (the entity that receives and deploys the pro-

ceeds of the airline tax) — are also sometimes consid-

ered to be IFH initiatives.

With so many new concepts and proposals pouring 

forth, so many problems still to solve, and so many 

questions arising about how everything fi ts together 

(e.g., which options are right for which issues, and 

whether there are promising new ideas deserving of 

attention), the interested parties — in donor and recipi-

ent governments, foundations, the research commu-

nity, etc. — have sought more conceptual clarity and 

analytical tools to help them fi nd their way through 

the complexities as they are confronted with policy 

choices. The Bill and Melinda Gates Foundation has 

been at the forefront of this quest, conscious of the 

need for some sort of framework and guide that can 

aid all concerned to understand the options and make 

informed decisions about them. The study that led to 

this report was funded by them.



2 GLOBAL ECONOMY AND DEVELOPMENT PROGRAM

Box 1.1: Examples of Innovative Financing Options

Advance market or purchase 
commitments

Private equity investing with en-
hancements

Targeted exclusions from patent 
rights  

Angel/patient equity investing 
(SMEs or GBOs)

Tax relief for donating key medi-
cines

Tripartite venture capital fi rms 

Market interventions for key 
medicines

Microfinance (and tiers of sup-
port to it)

Debt buy-downs (e.g., as in the 
polio campaign)

Micro-enterprise development

Results-based sequences of 
loans/grants

Blended value investing 

Infrastructure guarantee facility

Electronic-billing-based fundrais-
ing

Risk insurance for natural disas-
ters

Performance-based aid

Product development partner-
ships (e.g. ,  MVI,  IAVI,  MMV, 
Aeras)

Global health partnership institu-
tions (e.g., GAVI, GF, UNITAID)

Franchising of primary health 
care or pharmacies

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

Public guarantees 

IMF’s exogenous shocks facility 
(ESF) 

Social investment partnerships

Reductions in demand for needed 
care due to high costs

Concessions

Incentives for continuous prod-
uct improvement

IP-backed securities

Portfolio investment vehicle for 
neglected diseases

Prizes for scientifi c advances

Innovative purchasing (e.g. , 
PAHO revolving fund)

Global pooled procurement

Global supplier subsidies (e.g., 
ACT)

Priority review vouchers

Voluntary contribution via credit 
cards

Cause-related marketing of prod-
ucts (e.g., RED)

Concessional lending by founda-
tions

Aggressive use of foundation en-
dowments

Socially responsible investing 
(ethical funds) 

Global lottery

Global premium savings bond

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

Bilateral aid for stabilization

SWAps

Risk-mitigation for private in-
vestment

Program-related investment of 
foundation endowments

Blended capital funds

International drug price negotia-
tions (e.g., CHAI)

IDA buy-downs

Incubator for companies focused 
on neglected disease

Investment fund for technology 
transfer 

Results-based contracting

Extension of employer health fi -
nancing to broader populations

Scale-up of franchise model

Voucher programs

Social marketing

Conditional cash transfers

Bond issues for frontloaded pro-
grams 

Performance-based grants

Aid-smoothing fund

Binding long-term donor com-
mitments

Interest rate buy-down

Cost-sharing for clinical trials

Scientifi c risk insurance

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

continued on next page
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1.2 Problems and solutions

IFH initiatives are proposed solutions. The problems 

they are intended to solve are many and varied. One 

of them, possibly the best known, is: what needs to be 

done to ensure that enough funding will be available 

— in the right form and at the right time — to fi nance 

the roll-out of the hoped-for new health products (e.g., 

vaccines and medicines) that are widely projected to 

become ready for scaled-up distribution in the years 

ahead, as the current productive wave of research 

and development bears fruit? Another example of the 

kinds of problems that come up in IFH work is: what 

can be done to mitigate the negative impacts of the 

fl uctuations and unpredictability of aid fl ows, which 

the receiving countries have to cope with as they 

struggle to make good fi nancing choices and match 

infl ows and outfl ows?

A third example is: how can more capital from the 

fi nancial markets be attracted to help fund the key 

advances needed in health products and health ser-

vices?2 A fourth example, linked to the fi rst and third, 

is: how can the pharmaceutical and biotech institu-

tions around the world be convinced to dedicate more 

of their resources and energies to fi nding and bring-

ing to market promising new drugs for diseases that 

plague developing countries, despite the forces that 

pull them strongly toward developed-country mar-

kets?

IFH proposals have been the subject of much enthu-

siastic advocacy in recent years, and now other fi elds 

— including climate change — are also attracting pro-

posals to deploy innovative fi nancing mechanisms. 

What is the best way, given all this, to fi nd one’s way to 

a clear understanding of the options?

Box 1.1: Examples of Innovative Financing Options (cont.)

Tobin / currency transaction tax

Airline solidarity levy 

Taxes on arms trade

Carbon / environment tax

Bit tax / trade tax / etc.

Initiatives to reduce tax evasion 
and close tax havens

Trust funds for later distribution 

Endowments

Increasing remittance benefi ts 

IMF gold sales 

New specia l  drawing r ights 
(SDRs)

•

•

•

•

•

•

•

•

•

•

•

For-profit private ventures with 
cross-subsidy model

“Piggy-back” distribution sys-
tems

Private finance initiatives (e.g., 
for UK facilities) 

Donor clubs for midsize philanthro-
pists

One-time donation drives (e.g., 
Idol Gives Back)

Community insurance / risk pooling

Structured investment funds 

Donor fi rst loss funds 

Systematic analysis of existing 
medical products (drugs, etc.)for 
alternative use 

Global development bonds 

•

•

•

•

•

•

•

•

•

•

Development of business cases 
for investment

Other risk insurance (e.g., crop 
prices)

“Use your balance sheet more” (for 
IFIs)

Debt relief (i.e. HIPC, 2005 G8)

“Use your endowment more” (for 
philanthropy)

Local currency lending 

Guarantees from bilaterals or IFIs 

Enhanced management of volun-
tary giving

International fi nance facility (IFF 
and IFF-Im)

•

•

•

•

•

•

•

•

•
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Our answer here to that question emphasizes that the 

very fi rst step in any discussion of a proposed new IFH 

idea should be to ask: “What problem, precisely, is at 

issue here — i.e., what needs to be solved?” And then: 

“Is this particular proposed solution the best option, 

what other options are potentially appropriate, and 

what are the pros and cons of each?” Failure to give 

due attention to these simple clarifying questions at 

the outset risks wasting a lot of effort.

1.3 Differing perspectives

Newcomers to the IFH fi eld are often interested in get-

ting answers to questions such as: “Is the airline tax a 

good or bad idea?” or “Which is better, the IFF-Im or 

the airline tax?” or “Will the IFF-Im become the new 

solution for a wide range of health fi nancing needs?” 

Although it might reasonably be thought that these 

issues should have simple clear-cut responses, the 

world is, in fact, not that simple. Two similar groups of 

well qualifi ed experts, with extensive credentials and 

experience in the relevant areas of technical knowl-

edge (public fi nance, tax policy, health issues, etc.), 

can easily come to very different conclusions, as we 

found through the consultations we undertook for this 

study. Even on an apparently straightforward topic like 

giving an unqualifi ed thumbs up or down on the airline 

tax or the IFF-Im, and even when the deliberations are 

restricted to individuals all from the same discipline 

(e.g., economists ), conclusions can differ greatly.

The differences have deeper roots than just profes-

sional proclivities, and underscore a fundamental 

challenge in IFH work. Differing opinions emerge be-

cause people have different assumptions, implicitly if 

not explicitly, about what the precise problem or ques-

tion at issue is and what the “givens” are. For example, 

some come to discussions of the airline tax with the 

view that it is a special interest group’s earmarked 

levy, violating tried-and-true public fi nance principles 

which warn against such dilutions of general revenue 

taxation. Others, while perhaps acknowledging those 

points, see the airline tax also in the context of the 

other alternatives for financing priority actions in 

global health, and/or are sympathetic to the argu-

ments made by the tax’s creators that it is a useful 

incremental step, worth testing, toward more appro-

priate taxation globally.

Small wonder then that expectations for categorical 

answers in this fi eld are generally disappointed. More 

nuanced approaches to analyzing IFH options are usu-

ally required. And small wonder too that a constant 

refrain in good IFH analysis is that details matter. The 

precise question being asked, objectives being sought, 

decision criteria being used, assumptions being made 

about initial conditions and counterfactuals, etc. — all 

are critical.

1.4 Who we consulted with and what 
we learned from them

Since the main purpose of this study, consistent with 

its origins as noted in Section 1.1, was to be helpful to 

decision makers, practitioners and other stakehold-

ers who are interested in, and need to make choices 

about, IFH issues, we felt it was extremely important 

to consult widely with those audiences, so as to hear 

fi rst hand what would be useful to them. 

Our consultations reached a broad cross-section of 

interested parties, including: donor countries (e.g., 

Europe, Japan, USA), development institutions (e.g., 

World Bank, Regional Banks, IMF, WHO, UNICEF, 

OECD, Global Fund, GAVI, UNITAID), foundations 

(e.g., Rockefeller, Wellcome). We also talked to many 

academics and other researchers and practitioners in 

global health and development. We asked them what 

they hoped would come out of a study like ours and 

why — and what they meant when they used phrases 
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like “greater conceptual clarity” and “analytical aids” 

and “analytic framework.” We asked how a framework 

would help — what would they do with it and why. We 

also asked what would not be useful — what they did 

not want — and whether there were any additional 

considerations we should be aware of and take into 

account. 

What they wanted, we found, was practical guidance 

on how to think about, understand, and evaluate IFH 

options in relation to the problems that the options 

are meant to address. IFH ideas that are in operation 

today or closest to adoption — or are being discussed 

the most — are naturally of special interest, but there 

is also curiosity about what other options may lie be-

yond the frontier of today’s headlines. Practitioners 

and analysts want to be able to compare the pros and 

cons of alternative options, using criteria that refl ect 

issues that they care about. They want to know how to 

start from a problem and work through it to identify 

and rank the best options. They want to be able to 

assess: which problems are of highest priority, which 

potential solutions to give most attention to, what 

the lessons are from the experience to date with IFH 

options, and how IFH options might be refi ned to fi x 

any drawbacks they may have. They want a fl exible, 

convenient framework for examining subtle real-world 

choices. By “flexible” they mean readily adaptable 

for assessing a range of questions and issues, some 

of which are not yet clear but will come forward in 

future.

By contrast, they are not interested in lengthy defi -

nitions of what IFH options are, or whether an op-

tion is or is not innovative. They also have no use for 

methodologies that seem (to them) too “abstract” 

or “black-box.” And they caution against letting the 

study of IFH options get sidetracked into a continuous 

quest for the “next new thing.”

Thus, although decision makers ultimately have 

choices they need to make, they fi rst want to have in-

formation, as complete as possible, on the attributes 

of the options, especially their pluses and minuses. 

They want, in effect, data — details — from which they 

can then determine which option to select, weighing 

for themselves the relative importance of the various 

pros and cons.

The results of these consultations have guided us 

strongly, as will be apparent below. We have concen-

trated on analytical frameworks and tools that can 

be applied in practice, and have chosen not to dwell 

on more theoretical perspectives. Our story is mainly 

about using a lot of common sense in an organized 

way to decipher initially formidable — but ultimately 

comprehensible — problems. We largely avoid topics 

that are of lesser importance to our main audiences 

(e.g., the only “defi ning” we do of IFH options is the 

brief landscaping in Section 1.1 and Box 1.1).

1.5 How the remaining chapters are 
organized

Chapter 2 introduces our main conclusions and mes-

sages, briefl y summarizing the highlights of the en-

tire report. For readers whose chief interest is to use 

rather than read about what we’re proposing, the 

best strategy may be to fi rst skim Chapters 1 and 2, 

and then seek us out (at david@deferranti.org) for 

interactive, hands-on elaboration, via powerpoint and 

other means, of our proposed procedures, leaving the 

remaining chapters here for further examination as 

and when needed.

Parts II through IV develop the building blocks of the 

story, incrementally adding more details and replac-

ing simpler with more nuanced approaches chapter 

by chapter.
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Part II begins this process, using a salient IFH is-

sue (“How to mobilize enough resources to cover 

the costs of rolling out new health products?”) as a 

concrete example for introducing the initial build-

ing blocks. Chapter 3, at the start of Part II, provides 

an overview of the principal ideas illustrated by the 

example. Chapter 4 explores, in more depth, three 

familiar options — (i) adding a tax. (ii) frontloading 

future fi nancial fl ows, and (iii) reallocating resources 

from lower to higher priority uses. That discussion is 

relevant both for the question of how to mobilize more 

funds for rollout, and for many other applications 

where these options arise. Chapter 5 then broadens 

the picture, noting how several additional options, less 

well known, can sometimes be important to consider 

as well.

Part III brings in more of the ingredients needed to 

handle the greater complexity of the real-world prob-

lems that come up in IFH. Chapter 6 provides a fuller 

picture of the range and nature of the problems, and 

why it is important, when tackling a problem, to begin 

by clarifying what exactly is the issue to be resolved. 

Chapter 7 then develops a tool called “mapping” a 

problem, which helps with that clarifying process, by 

positioning it in the context of other concerns and 

successively homing in on its core features. Chapter 

8 turns from the problems to the assessment criteria 

that are needed to examine options for solving them. 

Part IV shows how all the pieces developed in the 

preceding Parts fit together to form a practicable 

approach for analyzing a broad range of problems. 

Chapters 9 and 10 demonstrate the approach using, as 

examples, two problems of considerable priority cur-

rently in global health. 
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2. CONCLUSIONS AND KEY 
MESSAGES

Proceeding in accordance with the points intro-

duced above, and drawing from our consulta-

tions with decision makers, experts, practitioners, 

and other stakeholders, we explored a wide range of 

possible approaches that might yield useful tools for 

assessing IFH options. Three approaches — very differ-

ent but nicely complementary — emerged as the best 

choices to recommend. They are summarized briefl y 

here and then developed in more detail in subsequent 

chapters.

2.1 Comparing the pros and cons of 
alternative options

One of the three approaches proved to be especially 

appealing to decision makers and others when we 

consulted with them. It results in comparisons of op-

tions as indicated in Box 2.1. The particular example 

shown there pertains to the question of how to make 

aid more predictable and smoother over time, but the 

same sort of analysis can be done for any IFH ques-

tion, as is demonstrated in later chapters. 

The options that are being compared in Box 2.1 are ar-

rayed across the top: they are the leading actionable 

Box 2.1: Comparing the Pros and Cons of Options: An Example—Making Aid More Predictable and Smoother 
over Time

Managing Aid Better Using Financing Tools

Get 
donors & 
recipi-
ents to fi x 
the root 
causes

Help 
recipients 
improve 
their “cash 
manage-
ment“

Limits 
on donor 
reductions 
in aid yr-
to-yr

Endow-
ment Fund

Int’l Stabi-
lization 
Facility

Drawing 
rights for 
countries 
that keep 
to agreed 
standards

Insurance 
or Guaran-
tee Facility

IFFIm-type 
securiti-
zation of 
future aid 
fl ows

Buy-
downs, 
etc.

Hard to 
make hap-
pen?

Suffi cient to 
solve prob-
lem?

Reliability?

Transac-
tions costs?

Risk of 
“splash and 
fade”?

Auto-
maticity? 

Ties up 
scarce capi-
tal?

Side 
effects?

This chart is explained in detail in Chapter 8. As elaborated there, the dark red entries here signify the “worst” options in the given 
row, which pertains to the indicated criterion. Dark green represents the “best,” and the lighter shades are in-between cases.
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alternatives that survived a winnowing down process 

applied to a much larger number. The criteria for as-

sessing the options’ pros and cons are listed down the 

side: they too are a select subset from a longer list, in 

this instance of other candidate criteria. The entries 

in the cells of this matrix indicate the conclusions of 

an expert group, based on their judgment of how the 

options stack up against each other across the most 

important criteria. The options judged to be “worst,” 

reading across the row for a particular criterion, are 

shown in dark red; the “best” options are dark green; 

and the in-between cases are graduated in lighter 

shades. With this information before them, decision 

makers make their own rankings and choices among 

the options, assigning their own implicit weights to 

the pros and cons indicated.

A lot more lies behind this matrix — in terms of the 

steps that lead up to it, the underpinnings that sup-

port it, and the policy priorities it implies — than this 

initial brief description attempts to cover. Filling in 

those parts of the story takes much of the space of 

the subsequent chapters. Other approaches and tools 

are also outlined in those discussions: the procedure 

noted in Box 2.1 is not the only methodology proposed 

and utilized in these pages. It is, however, the frame-

work that struck a favorable chord most overwhelm-

ingly with decision makers and other stakeholders 

when we showed them this one along with other pos-

sibilities. 

The approach underlying Box 2.1 and the other ap-

proaches elaborated here are not new. Similar ideas 

have been used in other fields for decades. Global 

health, by not embracing such approaches more ac-

tively until now, has lagged behind other areas of 

inquiry and become overly isolated from thinking else-

where. That should change.

Decision makers and other practitioners are very clear, 

we found, about what they like about the approaches 

developed here. They see them as straightforward 

ways of facilitating common sense thinking — which, 

indeed, is all that Box 2.1 is aiming to be. And that is a 

plus to policy makers who feel inundated from every 

side by more complicated techniques with “black box” 

opaqueness about what is behind them.

An essential part of “facilitating common sense think-

ing” is that crucial details about the options — the 

granularity of their similarities and differences –are 

not discarded, unlike in other techniques that try to 

reduce their fi ndings to a single aggregated number 

or two. Decision makers do their own aggregating, 

which ensures that their priorities are not under-em-

phasized. The unavoidable human face in decisions 

— with whatever political, economic, or social con-

siderations matter most to the decision makers, and 

whatever degree to which they do or do not fairly re-

fl ect the population they answer to — is not ignored.

An additional benefi t of matrices like Box 2.1 is that 

they can help in identifying priorities for further inves-

tigation. For example, in trial runs that we performed 

to establish proof of concept, the option in Box 2.1 

that is called “help recipient [countries] improve their 

cash management” — which refers to the proposition 

that learning how to cope better with choppy, unpre-

dictable aid may be more feasible and cost-effective 

than trying to fi x aid fl ows themselves — was found 

to have more promise than it is generally given credit 

for. Better assistance to countries to upgrade their 

cash management competencies is not a new idea, 

but viewing it afresh in comparison with other more 

expensive options highlights the value of looking into 

improved ways of doing it. The possibility that such 

assistance could become a major function of one or 

more global institutions could be examined too, par-
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ticularly in regard to the International Monetary Fund, 

as it ponders what its role should be now that its 

traditional fi nancial support role is dwindling. Other 

hypotheses from the trial runs are discussed in later 

chapters. 

Based on our experience, the work required to gen-

erate matrices like Box 2.1 can be completed by an 

expert group with about a day’s worth of effort. Some 

advance preparation is needed as well, along with help 

from a secretariat/facilitating team before, during, 

and after the main consultation day. It is best to use 

the fi rst half of the day to agree on the criteria and 

how they are to be interpreted, and the second half to 

apply them and complete the matrix. 

2.2 Reasoning from basic principles 
and common sense

A second useful — though different — approach to 

IFH questions starts from basic principles and adds a 

healthy dose of common sense. An example, discussed 

in Part II, is referred to in Box 2.2. The IFH question at 

issue in this example is “How are we to ensure that 

there will be enough funding to fi nance the roll-out of 

a new health product (e.g., a vaccine or medicine)?” 

Few questions have been more at the forefront of IFH 

discussions. 

To get started on a question of this kind, the second 

approach notes that an obvious first issue to ask 

is: what are the possible sources for obtaining the 

required funding? Thoughtful refl ection about that 

question leads — with the benefi t of logic, principles 

from economics, and evidence and experience from 

countries and institutions — to insights, more ques-

tions, further insights, etc. Ultimately, observations 

emerge such as those listed in Box 2.2 as “points to 

keep in mind,” providing conceptual signposts for fi nd-

ing one’s way from the initial seemingly unmanage-

able IFH question to more focused propositions for 

fi nal investigation and decision making. 

Successive rounds of this kind of thinking can lead to 

many more — and more specifi c — points than the ab-

breviated list in Box 2.2. They are “points to keep in 

Box 2.2: Points to keep in mind when working on a problem such as “How to ensure there will be enough 

funding to fi nance the roll-out a new health product (e.g., a vaccine or medicine)?”

To get started on this question, an obvious fi rst issue to ask about is: what are the possible sources for obtain-

ing the required funding? The most self-evident sources are either the national government, foreign govern-

ments acting through aid program, private investors (e.g., through the fi nancial markets), or other donors (e.g., 

international agencies or philanthropy). Government funding comes ultimately from taxation and other rev-

enues, which leads to focusing on tax options. Private investors will come in only if the returns they can earn, 

and the associated risk-reward profi les, meet their goals and constraints, whether at full market or sub-market 

levels. Since whatever the markets will do on their own – without enticements or enhancements – will happen 

anyway, IFH analyses focus on whether actions by governments or donors can change the terms that investors 

face in order to bring in more fi nance from them. That leads to ideas like the IFF-Im. Donors, in addition, can 

and do fund product R&D directly, but when the funding requirements get large, they cannot go it alone.

continued on next page



10 GLOBAL ECONOMY AND DEVELOPMENT PROGRAM

Examining these “sources” more deeply, there are other possibilities as well. Future fl ows of funding can be 

frontloaded more (which is what IFF-Im does). Current fl ows can be reallocated from ineffi cient uses to higher 

priority applications. Governmental powers (legislation, regulation, adjudication, and enforcement) can be 

utilized to generate desired responses. Convening and persuasion powers can be employed to twist arms and 

open eyes.

A still deeper look at this expanded list of sources – drawing on fi rst principles from economics and experience 

and evidence from past behavior of countries and institutions – suggests a number of “points to keep in mind” 

when working through this sort of analysis of an IFH question from the bottom up.

Before getting too committed to tapping new sources, look fi rst at how much can be gained through the 

reallocation of existing resources. Experience has shown that prevailing allocations of resources – public 

and private – are often rife with opportunities for huge improvements that would free up wastefully used 

resources and make them available for supporting product R&D. Such shifts are good public policy choices 

a fortiori, over and above their benefi t for product R&D, and would not have the potential downsides that 

many other options do (e.g., additional taxation and frontloading impose costs on society). On the other 

hand, reallocation on a signifi cant scale is hard to achieve politically, administratively, or otherwise, so it is 

not the sole answer for everything.

In situations where additional taxation is being considered, start by asking whether another tax is really 

needed, or whether other options, including existing taxes, could suffi ce. If the new tax would be a special-

purpose, earmarked levy, ask whether an un-earmarked tax might not work as well. In addition, look at how 

the revenue would be used, and whether it would go to purposes that offer better health outcomes per dol-

lar spent than other uses. Experience suggests that piling on new taxes on top of old, without cleaning up 

the mess of taxes underneath, is a dangerous siren call to lawmakers.

In situations where frontloading of future funding fl ows is being considered, start by asking whether the 

proposed shift is really the right response to the problem at hand, considering not just the other possible 

options but also whether the gains from shifting more resources to one time period are worth the losses 

that will have to be borne in other periods (i.e., the offsetting, or “pay back” periods). Then, ask too whether 

the ideas are, in fact, feasible, from the perspective of whether the legal or regulatory policies enforced by 

budget oversight authorities will permit commitments of future budget funds or not. Also, to overcome such 

problems, look into the various work-arounds suggested above in this section. 

Other similar “points to keep in mind” are drawn out of the analysis in later chapters.

1.

2.

3.



INNOVATIVE FINANCING FOR GLOBAL HEALTH: TOOLS FOR ANALYZING THE OPTIONS 11

mind,” rather than rules or guidelines, because addi-

tional steps are still required to get to a fi nal decision 

about which option to select over the rest. Those ad-

ditional steps can be exactly the process embodied in 

the fi rst approach, described above. In effect, working 

through a checklist of “points to keep in mind” helps 

structure a decision problem and reduce the range 

of uncertainty, and then a more detailed examination 

and comparison, as in Box 2.1, of the fi nal options’ pros 

and cons against key criteria, taking account of the 

perspectives and priorities of the decision makers and 

other stakeholders, helps bring the process to a fruit-

ful conclusion. Both approaches are necessary, nei-

ther is suffi cient by itself. It is in this sense that they 

are complementary, operationally and conceptually. 

2.3 “Mapping” a problem to under-
stand it better

A third helpful approach provides the final leg to 

the stool. Its core proposition is that understanding 

the problem that an IFH proposal is seeking to solve 

— not just its general nature but the inner intricacies 

of what it is all about — is crucial. The preceding two 

approaches can achieve their full potential only if 

they are aiming at the right problem — and missing 

the target can be sometimes be as bad as missing it 

by a mile. 

This third approach further posits that one good way 

to get to a thorough understanding of problems is to 

“map” them — i.e. see where they fi t in into categoriza-

tion schemes that bring out their essential attributes 

more clearly. This “mapping” concept is illustrated 

by the example referred to in Box 2.3, which shows 

the fi rst step in a process of many such steps, each 

unpacking successive layers of a problem’s defi ning 

features. 

In this particular example, the fi rst step begins with 

the observation that one of the fi rst things one needs 

to know about a problem is often whether it is prin-

A simple roadmap to start from … with examples

Service 
delivery 
within
countries

Public
providers

Private
providers

Product delivery to
countries

Product discovery 
and development

Government 
Money

Donation
Money

Investment 
Money

Combinations

Using funds that are mainly...

Most aid & 
recipient 

country health 
budgets

Contracting out

Philanthropic, 
BINGO, & LNGO 

support for 
service delivery 

programs

E.g., PFI in the UK

Large healthcare 
firms, small 

practioners, venture 
investors, etc.

Co-financing
partnerships

Co-financing
partnerships

Supplier firms, drug 
sellers, etc.

The pharma and 
biotech industries

PDPs

E.g., global partnerships (GAVI, 
UNITAID, Global Fund, IDA)

Aid support for 
pull (AMC) & 

push (e.g., NIH)

Foundation 
support for pull 

and push initiatives

Box 2.3: “Mapping” a Problem: An Example
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cipally about: (i) service delivery within countries, 

(ii) product delivery to countries, or (iii) product dis-

covery and development at the global level. Box 2.3 

therefore gives prominent place to that breakdown, as 

indicated on the left in the chart. 

Another vital attribute to know about a problem is 

whether it focuses primarily on the public sector or 

the private sector. While this may be more critical for 

service delivery than for product delivery or discovery 

and development, that dimension is thus refl ected in 

Box 2.3 as well.

Further reasoning, described later, leads to the con-

clusion that yet another key attribute is whether the 

sources of funds that are of potential interest, given 

the nature of the problem, are: “government money” 

(i.e., funds from recipient or donor governments, 

through budgets or otherwise), “donation money” 

(philanthropy and other forms of grants), “investment 

money” (funding that expects a return), or combina-

tions of these sources.

Using this structure, the cells within it, as demon-

strated in Box 2.3, defi ne categories that provide a 

helpful fi rst-cut for understanding where a problem 

with IFH potential fi ts in the larger scheme of things. 

The entries shown give examples of activities that 

many problems deal with. Successive further steps, 

breaking down these cells more fi nely, locate where 

problems sit in relation to other factors, enabling one 

to pinpoint their features and the most suitable candi-

date solutions more precisely.

The benefits of mapping a problem in this sort of 

framework are multiple. First, the process of parsing 

a problem meticulously — and defi ning exactly what 

question it seeks to answer — points up the most 

promising ways to tackle it and minimizes the risk of 

heading off track onto the wrong issues. Second, nar-

rowing in on the heart of the problem often lays bare 

the appropriate options to consider as potential solu-

tions, and weeds out extraneous options. Third, the 

“mapping” of problems sheds helpful light on which 

problems are most and least important to spend time 

on, given global priorities and prior work by others. 

Fourth, the resulting greater clarity on the intrinsic 

interactions among the most frequently encountered 

problems yields further insights on them too.

2.4 Why “deterministic” approaches 
don’t work

It would be nice, of course, if a more “deterministic” 

methodology — giving invariant answers regardless of 

the many varying circumstances that can arise (e.g., a 

conclusion that the airline tax is always good or bad, or 

is always better or worse than certain other options) 

–were available and reliable for practical use. While 

most approaches, including those here, go some way 

towards generally applicable conclusions of this sort 

(e.g., the processes illustrated in Boxes 2.1, 2.2, and 

2.3 have various ways of ruling out options that are 

clearly poor fi ts for the particular problem at hand), 

they are not as deterministic as textbook writers 

might prefer. We worked hard to fi nd or develop suit-

able approaches that give as much invariant certainty 

as possible, given the understandably strong appetite 

for — and benefi ts of — simplifying the diffi culties of 

evaluating IFH options. One obvious avenue to explore 

was to see whether the standard tools of economics 

and public policy decision making — e.g., benefi t-cost 

analysis, and partial or general equilibrium analysis — 

could help. At a general conceptual level, they do help, 

but for specifi c, practical applications, the additional 

techniques presented here are needed.

An example of the factors that limit how deterministic 

one can be arises whenever expert groups are used. 

Different expert groups, working on the same ques-
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tion, can come to different conclusions, obviously, 

and thus would generate differently colored matrices 

like Box 2.1. But in real world decision making, differ-

ing views are an inescapable reality, as central to the 

process as anything else. Any methodology that mar-

ginalizes the diversity of stakeholder viewpoints will 

be itself marginalized when real decisions are made. 

The practical response to this dilemma is to have mul-

tiple groups assess the same question independently 

and in parallel, and for decision makers to choose the 

composition of their expert groups so as to get the 

breadth of opinion and mix of perspectives needed. 
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PART II: STARTING FROM BASIC 
PRINCIPLES AND COMMON SENSE: 
AN EXAMPLE

As noted in Chapter 1, this Part uses a very im-

portant IFH issue (“How to mobilize enough 

resources to cover the costs of rolling out new health 

products?”) as a concrete example for introducing 

the initial building blocks of the analytical approaches 

recommended in this study. Chapter 3 provides an 

overview of the example. Chapter 4 explores, in more 

depth, three familiar options — (i) adding a tax. (ii) 

frontloading future fi nancial fl ows, and (iii) reallocat-

ing resources from lower to higher priority uses. That 

discussion is relevant for the specifi c question exam-

ined here of how to mobilize more funds for rollout. 

It is also relevant for many other applications where 

similar options arise. Finally, Chapter 5 then broadens 

the picture, noting how several additional options, less 

well known, can sometimes be important to consider 

as well.
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3. THE EXAMPLE: “HOW TO 
MOBILIZE ENOUGH RESOURCES 
TO COVER THE COSTS OF ROLLING 
OUT EXPECTED NEW HEALTH 
PRODUCTS”

The problem that is the essence of the example 

expounded here is an issue of great concern to 

many in global health circles. Sections 3.1 and 3.2 

examine its core elements. The rest of this chapter 

then focuses on several leading options — currently 

proposed solutions — that could help. As will become 

apparent, none of the options obviously trumps the 

others, and thus further analysis is needed, which is 

the subject of later chapters.

3.1 What is the problem to be solved?

In the next ten years — or for some diseases, the next 

twenty years — an impressive array of powerful new 

health products is expected to become ready for full 

scale-up, including new vaccines that may have the 

potential to radically reduce the mortality and morbid-

ity burden of some major diseases of the developing 

world, and new medications and protocols that may 

help dramatically improve the treatment and preven-

tion of other diseases. While previous decades have 

also benefi ted from medical advances, the promise of 

major steps forward in the period ahead is especially 

strong, due to significant recent scientific break-

throughs and the sophisticated technologies driving 

them onward, and thanks also in no small part of the 

resources and persistence of key players including the 

Bill and Melinda Gates Foundation in supporting such 

efforts.

The “product pipeline.” A 2002 survey found that 

over 350 candidate vaccines against 88 pathogens 

were under development at that time, with many of 

them directed at diseases of developing countries.3 

Those numbers may well have risen since then, as 

the search for solutions has intensifi ed. In addition, 

other kinds of products — for diagnosis and treatment 

as well as prevention — are being developed. Even if 

only a modest fraction of the efforts under way now 

are successful, the number of new products ready for 

mass distribution in the years ahead seems likely to 

be hugely greater than in the past.

For malaria, for instance, as of early 2008, there were 

over 40 malaria vaccine candidates under develop-

ment, with 16 of them in some stage of clinical trials. 

One of them, GlaxoSmithKline Biologicals’ RTS,S vac-

cine, is in Stage III trials, showing up to 49 percent ef-

fi cacy for at least 18 months.4 In addition, 10 to 15 new 

drugs for malaria treatment are in clinical trials and 

several others are in earlier stages of development. 

Medicines for Malaria Venture (MMV), one of the new 

public-private product development partnerships 

(PDPs) that have been created to facilitate and ac-

celerate product research and development, has four 

promising candidates in advanced clinical trials. Other 

efforts, such as those by the Institute for OneWorld 

Health, are working on ways to produce more afford-

able artemisinin-based treatments. Still others are 

exploring possibilities for safer, more effective, and 

longer-lasting insecticides for malaria mosquito con-

trol, and improved nets and other insecticide-treated 

materials.

For tuberculosis, the Aeras Global TB Vaccine 

Foundation expects to bring six new candidates to 

expanded Phase II effi cacy studies in the next three 

years. The Global Alliance for TB Drug Development 

(TB Alliance) has recently moved two drugs to late-

stage clinical trials. These new drugs would reduce the 

time needed to treat TB and prevent the development 

of new, drug-resistant strains. Also, new testing meth-

ods are being developed that would cut diagnosis time 

from almost two months to mere days.5 
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For HIV/AIDS, new treatment options continue to be 

worked on actively. 12 microbicide candidates are cur-

rently in clinical trials. The quest for an effective vac-

cine suffered a major setback in late 2007, when the 

MRK-Ad5 candidate failed in effi cacy trials, but other 

options are now being explored.

Other efforts — such as projects funded by the 

Grand Challenges in Global Health Initiative (GCGHI) 

(launched by the Bill & Melinda Gates Foundation in 

collaboration with the Canadian Institutes of Health 

Research, the Foundation for the National Institutes of 

Health, and the Wellcome Trust) — are seeking break-

throughs on other diseases and health issues. One 

such current project is working to develop an inexpen-

sive and easy-to-use device to rapidly test patients 

for several health problems prevalent in developing 

countries, such as bacterial infections, nutritional sta-

tus, and HIV-related illnesses. The device will use both 

a disposable credit card-sized blood sample collector 

and a portable reader which will determine the results 

of the blood tests.6

All told — across forty or more diseases of signifi cance 

for developing countries — there is an approaching bo-

nanza of new tools for improving health outcomes.

“Product Pileup?” However, as this prospect has be-

come more apparent, knowledgeable sources have 

become more concerned about the pace at which the 

new products will be taken up and utilized. Experience 

from other roll-outs of pharmaceutical discoveries 

in the past suggests that, unless concerted action is 

taken to speed up the rate and reach of uptake, the de-

sired impacts of the new products may not materialize 

fully for a very long time. The expected bonanza could 

result in merely a “product pileup.”

Funding is a key part of this issue. When the new prod-

ucts are eventually approved and ready for ramped-

up incorporation into health services everywhere, will 

the funds required to meet all the costs of full-scale 

implementation be available? Will suffi cient fi nance 

— in the right form, at the right time, and in the right 

institutions — be in hand to purchase adequate doses 

of the new products from their manufacturers, pay 

for transporting them to the countries that need 

them, and ensure appropriate onward distribution 

and utilization within the recipient countries? Funding 

is not the only potential obstacle, of course. Among 

the many others are: how to improve supply chains; 

and how to strengthen delivery at the “last mile” on 

the ground, given the defi ciencies of current health 

infrastructure platforms. But the question of “where 

will the money come from for rollout?” is certainly a 

prominent concern now.

3.2 What else needs to be known 
about the problem?

Estimating the Cost of Rollout. The magnitude of the 

funding needed is diffi cult to estimate accurately. On 

a product by product basis, plausible projections can 

be made of the rollout costs once a product has been 

developed fully enough to determine its production 

costs, delivery features, and other attributes. In 2005, 

a joint WHO and UNICEF study, presented at the GAVI 

Partners Meeting, reported that the cost of providing 

immunizations to the 72 GAVI-eligible countries in 

2006-2015 would be US$35 billion. Out of this total, 

one third would go towards the actual purchase of 

vaccines while the remainder would be used to im-

prove the systems that procure and deliver immuniza-

tion services. This estimate represents the necessary 

resources to increase immunization coverage from 

less than 70 percent in 2005 to 90 percent in 2015.

Estimating the funding needs for rolling out vaccines 

that do not yet exist — e.g., for malaria and HIV/AIDS — 

raises thornier issues. For example, to the extent that 
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a vaccine for HIV/AIDS would be targeted to adoles-

cents, adults, and specifi c vulnerable groups (commer-

cial sex workers, truck drivers, etc.), it would require 

different delivery strategies from those supported by 

the infrastructure that has been developed to deliver 

vaccines to children and infants. Also, demand for fi rst 

generation vaccines may be lower than expected due 

to less-than-ideal effi cacy and high costs.7 

A case in point is the recently developed vaccines 

against cancer-causing strains of human papiloma-

virus (HPV). Similar to a potential HIV vaccine, HPV 

vaccines would be targeted to a specifi c cohort (in 

this case, pre-adolescent females, who will number 

more than 50 million in developing countries by 2010) 

for which there is not a pre-established structure for 

delivery.8 Batson et al. used varying vaccine price es-

timations to derive potential costs for the delivery of 

HPV vaccines in GAVI-eligible countries between 2010 

and 2030. Their study estimated that for vaccination 

costs of US$15 and US$25, total costs to vaccinate 80 

percent of the vulnerable cohort by 2016 would be 

US$180 million and US$300 million respectively.9

Though few studies have been done modeling the 

rollout and implementation of a vaccine yet to be fully 

developed, Hutton et al. tries to estimate the cost of 

introducing a malaria vaccine in a high burden coun-

try, Tanzania. Their study approximates the cost of in-

troducing a hypothetical malaria vaccine through the 

country’s Expanded Program on Immunization (EPI) 

and uses varying prices for a hypothetical malaria 

vaccine. The study concludes that at a vaccine price 

of US$1 per dose and US$4 per dose, the total annual 

cost to the EPI would be more than 35% and over 

100% of the current budget, respectively.10

But many products for which it would be useful to 

have reasonable estimates of rollout costs have not 

reached that stage of specifi city yet. Equally impor-

tantly, even when all the product information is clear, 

estimates can vary greatly depending on how they ac-

count for the fact that the rollout of a new product re-

lies on having adequately functioning health services 

delivery platforms in place to support the distribution 

and administration of the product. These “platform 

costs” may sometimes far exceed the simple produc-

tion and shipment costs.

Additional Insights on Rollout Costs. For our pur-

poses here, the exact magnitudes of rollout costs are 

less important than their relative magnitudes, mean-

ing, specifi cally, whether they are likely to be larger 

than can be reasonably well accommodated by con-

ventional funding channels and amounts that exist 

today (e.g., ordinary aid). If rollout costs are so large 

that conventional aid may well not be able to cover 

them, then fi nding other means of fi nancing them is 

crucial if the new products are to do any good, and 

IFH options may have a vital role in that regard. On 

the other hand, if rollout costs are sometimes not that 

large, then IFH options may still be important to con-

sider, but not for all of the same reasons.

On this question, we found, from analysis of estimates 

by the Global Fund and others, that new product roll-

out costs appear to be at least 20% and possibly up to 

80% or more of the projected total fi nancing gaps for 

many diseases. The large range refl ects, in the main, 

differing requirements for, or assumptions about, the 

platform costs. Further investigation could probably 

narrow the range, but for present purposes it is suffi -

cient to note that even if the rollout costs are no more 

than 20% of the total costs, the funding required for 

rollout is dauntingly large — so large, in fact, that con-

ventional sources very likely will not be adequate to 

fi nance rollout costs in many cases. Further, since the 

20% fi gure is almost certainly an excessively conser-
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vative estimate, the true fi nancing requirements for 

rollouts could well be even more challenging than in-

dicated here — implying that IFH options may be even 

more necessary.

To appreciate this argument in more detail, consider 

the data in Table 3.1. The projections shown are from 

a range of studies, drawing on the best evidence that 

experts in each of the indicated areas have developed. 

By aggregating these projections, an estimate of the 

overall unmet needs in global health can be derived. 

Because there are broad ranges around several of 

the program area estimates, there is an even larger 

range around the total, extending from $15 billion/yr 

at the low end to over $330 billion at the high end 

(representing between 0.08% to 1% of global GDP). 

Eliminating the extreme outliers in that range for the 

total, and again taking a very conservative stance 

relative to the argument being made, suppose that 

the total funding gap for global health is somewhere 

between $21 billion and $50 billion per year. 

If rollout costs were 20% of $21 billion, they would be 

$4.2 billion per year. If they were 20% of $50 billion, 

they would be $10 billion per year. If they were 50% 

of $30 billion, they would be $15 billion per year. The 

main point here is that even the lowest of these pos-

sibilities — $4.2 billion — is still a signifi cant sum of 

money to raise, over and above the funding that other 

purposes already absorb or will require in future. And 

the more likely scenario is that the actual fi gure is 

much larger.

In addition, the program area estimates in Table 3.1 

are based on very incomplete information — i.e., the 

information that the experts who prepared them had 

at their disposal at the time — about the new products 

in the pipeline. For the additional new products that 

would come along on top of what is assumed in the 

Table 3.1 estimates, the rollout costs would be a fur-

ther increment in the costs that need to be fi nanced. 

And this would drive up the expected rollout require-

ments to well above the lower estimates.

Program Area Total Needs Funding Gap

HIV/AIDS for phased scale-up to 
“universal access” by 2015

US$ 269 billion
2008-2015

US$ 189 billion

Tuberculosis
US$ 56.1 billion
2006-2015

US$ 30.8 billion

Maternal and Neonatal Health and 
Child Survival

US$ 9-16 billion per year US$ 5 billion per year

Immunizations (GAVI goal of im-
munizing 27 million children by 
2015) 

US$ 35 billion
2006-2015

US$ 11-15 billion

Malaria US$ 3.4 billion per year US$ 2.7 billion per year

Table 3.1: Funding needs and gaps in global health

Sources: Report on the Global Aids Epidemic. Geneva: Joint United Nations Programme on HIV/AIDS, 2006; Albright, Alice. 
“Innovative Financing for Global Health.” The Brookings Institution, Washington. 26 July 2006; Lob-Levyt, Julian. “Progress & 
Phase 2.” 3rd GAVI Partners’ Meeting, New Delhi. 8 December 2006; Stop TB Partnership. Actions for Life: The Global Plan to 
Stop TB 2006-2015. Geneva: World Health Organization, 2006; WHO. “Who | Malaria.” Geneva, 2006. World Health Organization. 
<http://www.who.int/mediacentre/events/2006/g8summit/malaria/en/index.html>. 
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If rollout costs will be at least $4.2 billion per year 

— and possibly much more than that — there is little 

prospect that conventional aid will be able to cover it 

entirely, or even in large part. The health portion of 

offi cial development assistance has recently been in 

the neighborhood of $10 billion a year — in total. Every 

bit of this sum — and many times more — is vigorously 

sought by multiple competing demands, all with com-

pelling rationales why they should get priority. The 

chances that conventional aid for health will increase 

sharply in the years ahead do not look sanguine, given 

that health has already benefi tted from sizeable recent 

growth and that other issues (e.g., climate change, food 

prices, fuel prices) are capturing funders’ attention 

— and, further, that aid overall may not be able to rise 

much further, or even maintain its current level, now 

that the global economic prospects are less optimistic.

If, of course, platform costs are assumed to be already 

covered by other funding — and thus that minimal 

provision for them needs to be made in the rollout 

estimates — then requirements for getting a new prod-

uct into universal use may be more within reach of 

what conventional funding can handle. However, even 

in this case, the rollout cost is likely to be above the 

lower end of the range given above, according to our 

analysis of the available evidence, and thus still sub-

stantial relative to ordinary aid levels.

Of course, the conclusions here should not obscure 

the fact that when products are examined one by one, 

some of them may very likely have low rollout costs 

(e.g., because they are inexpensive to produce, the 

manufacturer is willing to price them very modestly, 

and/or shipment and distribution costs are minor). 

Other products, on the other hand, may have excep-

tionally high rollout requirements. 

All of this said, the principal point being made here is 

that, on average and overall, rollout costs appear to 

be signifi cant enough to warrant in-depth consider-

ation of IFH options to pay for them. 

3.3 What are the main options for ad-
dressing the problem?

Most of the attention devoted thus far to this funding 

issue has approached it from the perspective of ask-

ing (1) whether enough additional resources can be 

mobilized from donor country governments and (2) 

how, if at all, philanthropic and NGO (non-governmen-

tal organization) initiatives can help, given that they 

can be catalytic but do not have suffi cient fi nancing 

to take care of all the costs themselves. This is not the 

only way to frame and attack the problem, as will be 

seen when additional perspectives are discussed later. 

But it is a natural place to begin, considering that it is 

an important part of the story and so many actors in 

this fi eld start from assumptions along these lines.

How might one best attack such a problem? A helpful 

place to begin is to list the most obvious options for 

solving it and then examine each from the standpoint 

of fundamental principles (from economics and other 

fi elds). Later, other options — less self-evident — and 

other considerations about the various options can be 

added, as subsequent chapters illustrate.

There are three obvious options for how donor coun-

try governments can provide suffi cient funds to cover 

the rollout costs of new products. 

They can increase their total spending by enough to 

meet those additional needs;

They can reallocate funding from other uses; or

They can reallocate funding across time, shifting 

some spending forward or backward in time to free 

up more resources for rollout costs. 

1.

2.

3.
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In the fi rst of these cases, spending on all uses re-

mains unchanged except that one use — rollout costs 

— gets more funds and thus total spending rises. In the 

second case, total spending and future spending pat-

terns remain unchanged but their allocations among 

different uses is altered, with cutbacks in some areas 

to permit increase to support product rollout costs. In 

the third case, future spending plans are modifi ed to 

reallocate spending over time, but, without necessar-

ily making any changes in total spending. (This might 

be feasible, for example, if future health aid can be 

frontloaded more, to accommodate rollout costs that 

will occur in the near term, and can then be reduced 

in the longer term.)

Option #1. For this option, the increase in total spend-

ing has to be fi nanced either by taxes (which produce 

the income that supports the donor government’s 

budget appropriations) or by other means (such 

as other revenue raising, or borrowing, or printing 

money). Since the other means are so much less im-

portant in this context (in the long run, everything 

spent has to be recouped from taxes), the fi rst op-

tion here is, at bottom, chiefl y about taxation. Either 

a new tax has to be created or existing taxes have 

to be increased. Since those two possibilities are 

analytically equivalent for the issues that matter here, 

the exposition here will use “adding a tax” to encom-

pass both. An example of adding a tax is the French 

government’s “airline tax.” Another example, less self-

evident, is that when the U.S. government committed 

to funding the PEPFAR program to combat HIV/AIDS, 

it effectively increased its need for tax revenue, and 

thus opted for added taxation.

Option #2. The second option — reallocation of the 

(unchanged) total spending among alternative uses — 

can be done either (i) within health, as when bilateral 

aid programs ramp up support for disease-specifi c ini-

tiatives and cut back on health systems support, or (ii) 

between health and other sectors, as when health as a 

whole gets more of the total pie and, say, military pro-

grams get less. An example of the later is from Costa 

Rica, which, having long ago decided it did not need 

any armed forces at all — apart from conventional po-

lice to maintain order internally — has more resources 

that it can devote to health and other purposes. Other 

examples include shifts in aid programs between ver-

tical and horizontal programs, and shifts at country 

level between tertiary hospital services and frontline 

primary facilities.

Option #3. The third option — reallocation of spending 

over time — is about changing the time path of future 

budgetary outfl ows. Governments do this all the time 

— often informally — when they modify multi-year ex-

penditure plans, pushing some outlays further into the 

future and bringing others closer to the present. More 

structured ways of time-path shifting also are pos-

sible. IFF-Im, for example, frontloads future aid fl ows, 

making more funding available sooner to support pro-

grams immunizing children in low income countries. 

The frontloading is brought about not directly, i.e., not 

through reprogramming future budgets, but rather 

indirectly, through issuing bonds in the fi nancial mar-

kets. The money generated from the sale of the bonds 

finances the near term surge in spending, and the 

bonds are repaid over time from the participating do-

nor governments’ future aid budgets or general rev-

enues. Other variants of this option are conceivable 

too, but since the versions most likely to be of practi-

cal interest for our main audiences involve some form 

of frontloading and some use of debt fi nancing, the 

discussion below will focus principally on IFF-Im-type 

frontloading, while not forgetting that other sorts of 

time-path shifting are imaginable as well.

These three options are, in fact, not individual options 

but three sets of options. Adding a tax can take many 

different forms; the airline tax is only one alternative 
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among many. So can reallocation among alternative 

uses and frontloading of future fl ows. There are other 

groups of options as well, as has been noted and will 

be expanded upon in later chapters. But the three 

mentioned so far are the most prominent in practice, 

at least with respect to the formulation of the problem 

as presented above, with its emphasis on mobilizing 

additional resources from donor country govern-

ments. That will change when other perspectives are 

introduced below, but for now, there is more to say 

about these fi rst three. 

3.4 Which option Is best?

Should one or the other of the three always be pre-

ferred? Is there a rank ordering among them, and if 

so, does it depend on certain circumstances or condi-

tions? In practice, choices among them are usually 

made for hosts of reasons that may often have more 

to do with the politics and exigencies of running a 

government day to day, and rarely start from first 

principles. IFF-Im was crafted in a specifi c context in-

volving a particular leader, and not as the result of a 

search for the theoretically optimal solution. Still, the 

question of whether one option is better than others 

can be illuminating for policymakers, even if it may 

not typically be the main factor for them.

Conceptually, the choice between adding a tax, real-

locating among alternative uses, and frontloading of 

future fl ows should depend on which produces the 

greatest benefi ts relative to its costs. Since that cri-

terion is diffi cult to quantify well enough for practical 

applications, several other lines of argument have 

emerged.

A “revealed preference” argument maintains that 

whichever of the three options is selected reveals the 

choice that is best for that society at that moment. 

But this is hardly helpful, given that governments can 

— and do — make errors in deciding what should be 

done.

The case for considering reallocation fi rst. A second 

— and more appealing — argument urges that realloca-

tion among alternative uses should be considered fi rst 

before additional taxation and/or frontloading are 

proposed. The grounds for this view are mostly prag-

matic. Additional taxation, it is asserted, imposes new 

burdens on people, constraining their opportunities to 

thrive economically and otherwise. Reallocation, on 

the other hand, merely shifts resources from one use 

to another. If the area receiving increased resources 

is a worthy cause (such as improvement of global 

health), there is at least a reasonable chance that 

the shift is a change for the better overall. And if not, 

the damage is likely, it is argued, to be less than from 

increased taxation, which can have more pernicious 

systemic effects (e.g., taxes can distort incentives and 

have undesirable macroeconomic effects). Also, there 

is some hope that if the shift were not a net plus, it 

would not be adopted (which is another form of re-

vealed preference thinking, though more compelling 

in this application). In addition, to the degree that the 

current allocation of resources is far from optimal 

— which is widely accepted to be almost always the 

case in most countries — there is plenty of room, and 

potential benefi t, from reallocation.

Further points assert why reallocation among alter-

native uses should be considered fi rst before front-

loading of future fl ows. First, frontloading requires a 

plethora of choices whose merits (and demerits) are 

often not easy to understand and weigh appropriately. 

For instance, shifting aid fl ows so that more can be 

spent today and less tomorrow may seem obviously 

better from the standpoint of today’s population but 

what about tomorrow’s population, whose future has 
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been mortgaged by today’s spending? Present value 

calculations, the standard method for comparing 

benefit-cost streams over time, favor the interests 

of the people of today over those of tomorrow. Also, 

frontloading requires actions that may not be easy 

to effect and that have costs that can be consider-

able, offsetting the intended gains, to some degree. 

If it were easy to change the time path of spending, 

then there would not need to have been so much 

effort to create IFF-Im. The strong guarantees that 

were required to convince buyers to buy IFF-Im bonds 

would not have been necessary. Moreover, creative 

work-arounds such as IFF-Im bring challenges of their 

own. Getting the legal authority to make binding com-

mitments from future government budgets has been 

a tall order in many countries, and remains impossible 

in others. Also, the uptake from the markets can be 

expensive and uncertain, especially when market ac-

tivity is turbulent for other reasons such as the recent 

credit crunch.

Other points support the conclusion that it may be 

best to start by looking for reallocation of current 

spending. For example, the case for additional taxa-

tion is weakened to the extent that already-existing 

taxation is not well designed or implemented, which 

is almost always the case. Why not work fi rst on im-

proving existing taxation before loading on more? 

Likewise, the case for trying to frontload aid fl ows is 

not helped by the fact that, when leaders and parlia-

ments change, priorities can change too. Reallocation 

among alternative uses is, of course, subject to whims 

and fads too, but at least the greater explicitness of 

allocation decisions can permit more effective delib-

eration, as the survival of PEPFAR funding in the U.S., 

despite power shifts in Congress, has demonstrated.

Other arguments, however, run in the opposite direc-

tion. Reallocation among alternative uses, it has been 

correctly pointed out, is not an easy undertaking. 

Those who stand to lose something can be blisteringly 

strong opponents, while the winners and unaffected 

may be weak with their support. Indeed, the diffi culty 

in making policy exclusively through reallocation 

among alternative uses is precisely why there is al-

ways an earnest search for other easier routes such 

as additional taxation or time-path shifting. 

On balance, while there is no simple answer, one can-

not go far wrong by starting from the following.

Point to Keep in Mind #1: When confronted by the need to choose between (a) additional taxation, (b) realloca-

tion across sectors, or (c) frontloading of future fl ows, start by asking whether as much of (b) has been done 

as possible – i.e., check fi rst whether reallocation away from lower priority activities is possible and if so how 

far it can go toward meeting the need. 
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4. THREE FAMILIAR OPTIONS FOR 
MOBILIZING FUNDS: A DEEPER 
LOOK

The preceding chapter, in addition to outlining the 

specifi c example (mobilizing funds for product 

rollout costs) that is the focus of this Part, also began 

what Chapter 2 of the Executive Summary called the 

“second” approach — “reasoning from fundamental 

principles.” This chapter illustrates how that ap-

proach can be extended much further, and what can 

be learned from it. It does so with a focus on the three 

options, two of which (adding a tax and frontloading 

future fi nancial fl ows) were introduced in the preced-

ing chapter, while the third (improving effi ciency) is 

closely related to the points above about reallocation 

among alternative uses. The discussion here is meant 

to be useful not only for the particular example of 

mobilizing funds for product rollout costs, but also on 

these three options more generally, since they come 

up broadly in many IFH problems.

4.1 Adding a tax

Taxation ideas come up frequently when IFH initia-

tives are being considered. In part, this is because 

other options can be a tough sell sometimes. in part, 

too, appealing arguments are often made on behalf of 

new tax proposals. The airline tax, for example, was 

advocated on the grounds of: (i) its progressive nature 

(international air travelers, clearly a segment of the 

global population who can well afford a modest tax, 

bear the burden), (ii) its capacity to produce a steady 

fl ow of revenue with high relative certainty (interna-

tional air travel, and the ability to effi ciently collect 

a tax on it, are fairly predictable, more so than many 

other sources of revenue, as has indeed been found 

from the experience to date), and (iii) its example as 

an incremental step toward global taxation for glob-

ally important public goods.

The standard arguments. The principles that should 

guide the design of a tax have been thoroughly stud-

ied by specialists in the branch of economics known 

as public fi nance. They emphasize several key criteria 

for judging a tax, including whether it is effective (i.e., 

can it be administered well enough to perform as in-

tended?), whether it is effi cient (what is its yield — the 

revenue it produces — relative to the cost of collecting 

it?), and whether it has signifi cant effects on equity 

(is it progressive — favoring a more even distribution 

of wealth — or regressive?). The full list or relevant 

criteria can become long and intricate, but the es-

sence of these arguments is that a tax should respect 

a society’s goals and values, and should do as little 

harm as possible in terms of its impact on economic 

and social outcomes.

From these points follow others leading to the propo-

sition that taxes should be as simple, transparent, 

and general-purpose as possible, rather than being 

a jumble of complicated, arcane, special-purpose lev-

ies. Thus, income and value-added taxes, if not overly 

complex, are preferable to an opaque patchwork of 

itemized import or export taxes and industry-specifi c 

fees, which might have unwelcome distortionary ef-

fects on economic activity. Especially central to this 

argument is the proposition that taxes should usually 

not be earmarked for particular uses: the revenue 

raised should go into the general funds of the gov-

ernment’s treasury, so that it is freely available to be 

applied to whatever uses the government decides are 

highest priority, rather than being tied to funding one 

or other program or policy.

Broadening these points further, the argument is 

made that taxation and spending functions of gov-

ernment should be kept independent of each other: 

taxes should be crafted with an eye to effi ciently, ef-

fectively, and equitably raising revenue, and without 
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regard to how that money will be spent. Otherwise, 

the inevitable pull of special interests in support of 

this or that tax source or spending opportunity will 

invariably result in burdensome costs and distortion-

ary subsidies that prevent societies from raising re-

sources effi ciently and applying them to the highest 

priority needs.

Alternative views. Other observers, questioning so 

strict a stance against earmarking, point out that 

purely general taxation — e.g., an income tax — is not 

always the easiest solution in practical terms. For ex-

ample, mobilizing political and voter support behind a 

tax can be more diffi cult if the sources and uses of the 

revenue are left unspecifi ed. Taxes that raise money 

for government-supported pension and health pro-

grams (e.g., in the U.S., the so-called “payroll taxes” 

for social security and medicare) and worker training 

programs are believed to be more palatable because 

they are clearly earmarked. Also, general taxes can 

have more collection problems: when those doing the 

collecting (such as local governments) for example, 

are merely passing on the revenue to some distant 

general fund and have no stake in how much is raised, 

yields are lower than when the collectors stand to 

gain or lose something. Facilities that keep some or all 

of the revenue they raise do a much better job than 

those who don’t.

In the end, all countries have a mix of some gen-

eral and some specifi c-purpose taxes, and probably 

always will. While this evidence from real-world ex-

perience does not mean that the right choices are 

necessarily being made, or that changes — in some 

cases, major changes — are not needed, efforts to 

improve tax regimes must, realistically, work within 

the constraints of political feasibility. Consequently, 

proposals for additional taxation as an instrument to 

fund innovative fi nancing for health must be looked 

at with reference to the wider context within which 

they would fi t.

An example: the airline tax. As a special-purpose tax, 

and highly earmarked, the airline tax would clearly 

not correspond to the anti-earmarking principles of 

public fi nance experts. Its focus on HIV/AIDS — and 

more specifi cally on second generation antiretroviral 

drugs — has sparked spirited debate on whether those 

priorities are a better or worse use of such funds 

than other health needs such as fi ghting malaria or 

promoting maternal and child health. Analysts famil-

iar with estimates on which areas of health spending 

produce the greatest health benefi ts per dollar spent 

(using fi gures on disability-adjusted life years gained, 

or other techniques that get at the cost-effectiveness 

of alternative interventions) have long lists of what 

are sometimes argued to be more attractive targets 

for additional fi nance. Others might argue that pri-

orities in other sectors — education, water supply, etc. 

— offer more attractive alternatives too. In addition, 

second-generation antiretroviral drugs are not only 

a costly investment, but also create huge (and largely 

unfunded) future liabilities in the sense that patients 

kept alive on them have to continue to receive treat-

ment forever (and it would be politically impossible 

to cut them off). Also, it is argued they are associ-

ated with massive distortions in deployments of and 

compensation levels for health workers: HIV/AIDS 

programs, it has been said, are drawing way scarce 

human capital from other health work, paying much 

larger salaries. There are of course many sides to all 

these points, not the least of which is the argument 

that because of the importance of HIV/AIDS and its 

devastating impacts, affected populations should re-

ceive as much care and support as possible.

At the same time, proponents of the airline tax in its 

current form stress, very likely with some justifi cation, 
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that without a targeted tax of this sort, the prospects 

for securing adequate, reliable fl ows of support for 

salient health problems would be considerably lower, 

given the uncertain public support for aid generally 

and the shifting fads within the health sector.

One idea that might help — but has not gotten much 

attention yet — might be to adopt a more balanced 

process for determining how the proceeds of the air-

line tax should be used. Instead of automatically go-

ing to whichever ends are preferred by one group of 

political leaders, could a process be established that 

systematically obtained the advice of international 

blue-ribbon panels of respected health experts and 

other stakeholders including affected populations? 

Even if this idea might be too challenging to be ac-

cepted at political decision maker levels in the end, 

some explicit examination of it — and other proposals 

— would help sharpen global thinking and debate on 

the current airline tax and similar additional levies 

that might be suggested in future.

All of these considerations may not change the course 

of history as the current airline tax is assessed and 

other tax options emerge, but they do suggest the 

following. 

“Point to Keep in Mind” #2: When looking at a 

proposal for additional taxation, start by asking 

whether another tax is really needed, or whether 

other options, including existing taxes, could suf-

fi ce. Then, if the tax would be a special-purpose, 

earmarked levy, ask whether a form of general 

taxation might not work as well. In addition, look 

at how the revenue would be used, and whether it 

would go to purposes that offer better health out-

comes per dollar spent than other uses.

4.2 Frontloading of future fl ows

The launching of the International Finance Facility for 

Immunization (IFF-Im) has sparked an outpouring of 

similar proposals for other applications. The mere fact 

that, having survived gauntlets of naysayers, the IFF-

IM is now a reality, has given it the scent of success. So 

has the associated enthusiasm that it has generated, 

and the (mistaken) perception in some quarters that it 

has a “something-for-nothing” wizardry to it.

Pragmatic pros, conceptual cons. Ancillary argu-

ments that are made in behalf of frontloading of fu-

ture fl ows are partly pragmatic. Other options may 

have difficulty, its advocates occasionally note, in 

winning adoption at the large scale effort needed to 

generate suffi cient resources for the roll-out of new 

health products. IFF-Im-type devices, they conclude, 

may be one of the only realistic solutions. Relatedly, 

some insiders in high level donor discussions believe 

that traditional aid fl ows may come under pressure 

to stagnate or even decline in the years ahead, de-

spite global rhetoric promising continued increases. 

Parliaments and voters, these observers say, may tire 

of entreaties to keep funding more initiatives for de-

veloping countries, especially with a global economy 

that is unlikely to be as munifi cent as it has been until 

recently, and with donor countries thus needing to 

pay more attention to priorities at home. If so. options 

that, like shifting the time path of aid, are less visibly 

in the crosshairs of government budget-scrubbing 

may help protect support for ensuring uptake of new 

vaccines and medicines.

On the other hand, the potential drawbacks of front-

loading of future aid fl ows are not trivial. This is partly 

because of the time trade-offs it implies, as was noted 

above (Sec. 3.4). In addition, the practical hurdles that 

have to be overcome can be considerable: e.g., get-

ting the ability to make legally binding commitments 
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against future years’ government budgets is contrary 

to fundamental principles that overseeing authorities, 

and the laws and budget procedures they uphold, pro-

tect fi ercely.

That said, frontloading or other types of time-path-

shifting will inevitably continue to come up as options 

that should be, or will have to be, considered in some 

situations, and will sometimes emerge as the chosen 

path, rightly or wrongly. IFF-Im shows that workable 

approaches are possible, despite what doubters have 

said. Are there lessons as to how best to design and 

apply such options? Indeed there are. 

Lessons on how to proceed. For theoreticians, the 

best approach to shifting the time path of capital 

fl ows is simple. The fi rst step is to decide what pattern 

of fl ows over time (frontloaded, backloaded, or what-

ever) makes most sense for the ultimate purposes for 

which the funds are needed (e.g., for the roll-out of 

a new vaccine). Then the second step is to go to the 

capital markets to transform the initially given time 

stream of fl ows into the desired stream, using what-

ever form of debt vehicles produce the optimal results 

for the least cost. 

The fi rst step requires that the relevant calculations be 

done for what is needed, which depends on when the 

new product will progress through successive stages 

and how much each stage will cost. That is no small 

task. A major priority for future analytic and policy 

research work should be to do more such projections, 

with more thorough investigation of the intricacies of 

different scenarios of when products will come online, 

how much fi nance will be required, for what, etc.

The second step, theory asserts, is easy because capi-

tal markets are reasonably effi cient, so some solution 

should be feasible. While that may be so at a high 

level of abstraction, designers and implementers of 

time-path shifting strategies also need to know what 

to think about at the more operational level where the 

devil is in the details.

The fi rst key “detail” that needs to be attended to is 

whether legal or regulatory hurdles stand in the way. 

Some frontloading proposals are not permitted by the 

watchdog authorities who oversee budget practices. 

This issue is especially problematic when the money 

to be shifted is offi cial donor aid, which is the case for 

most of the frontloading ideas that have gained much 

attention so far, and, arguably, that are likely to be of 

serious practical interest in future too. More broadly, 

it is a major hurdle when the shifting involves any kind 

of government money — including all public budget 

outlays and the money that the multilaterals deploy 

from their member governments. If the budget over-

seers say no, everything stops there. 

Lessons from IFF-Im. IFF-Im’s experience is a case 

in point. The U.K. itself, despite the fact that its then 

Chancellor of the Exchequer Gordon Brown was the 

prime mover of IFF-Im, found that the diffi culties get-

ting the necessary legal green light — in their case 

from Eurostat, the European Commission agency with 

authority over such matters — were almost a deal-

killer. Many other countries declined to join because of 

this issue and the diffi culties of overcoming it in their 

own context.

According to some veterans and insiders knowledge-

able about the IFF-Im approval process and its after-

math, Eurostat, having now had further — even more 

negative — thoughts, will be very unlikely to approve 

any further proposals that commit further years’ bud-

gets, and will be supported in that view by infl uential 

European political and financial leaders. If that is 

so, the spate of IFF-Im-like proposals, extending well 
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beyond health, that are working their way forward 

around the world, may be headed for an untimely 

end.

Tacticians looking for a way around that roadblock 

are hopeful that the original approval can quietly be 

extended to cover additional applications without a 

brand new approval process, or that if IFFI-Im has a 

good track record in its fi rst few years, the overseers, 

such as Eurostat, will accept proposals like it more 

readily. But such hopes also underscore how fragile 

and uncertain the prospects are for more IFF-Im ini-

tiatives.

A better mousetrap? These issues beg the question 

of whether some other frontloading strategy might 

be feasible, that would not require difficult-to-get 

approvals. For example, an approach that did not re-

quire legally binding commitments of money from 

future years’ aid budgets should not worry the budget 

overseers so much as the proposals thus far have. 

Suppose, for instance that, as in IFF-Im, a bond is is-

sued, but that the collateral for this bond is not, as in 

IFF-Im, a legally rock-solid government obligation to 

meet the bond repayments no matter what. Rather, 

suppose that, instead of a sovereign guarantee of this 

sort, there are only weaker guarantees of one kind or 

another.

Would this work? Financial people who know the 

markets well — and who watched the fl oating of the 

IFF-Im bond closely — have their doubts. Obviously, 

the market of potential buyers of the bond, noting 

the higher risk, would require more favorable terms 

— a better price on the bond. This in itself is not fatal: 

after all, it happens all the time with some other kinds 

of assets — e.g., student loans, where there is no sov-

ereign government standing behind the borrowers’ 

promises to re-pay. But would the market response in 

this case lead to acceptable results from issuing the 

bond? Market experts note that, even with the sover-

eign guarantee, it took some effort — and leadership 

from the U.K. — to sell the IFF-Im bonds to prospective 

buyers. A bond that did not have that degree of back-

stopping would certainly be a much tougher sell, and, 

many experts think, would not garner enough buyers, 

or a high enough price, to make such transactions 

worthwhile as a regular source of funds to support 

health initiatives.

Others counter that, as the IFF-Im example engenders 

increased confi dence in the whole idea of commit-

ments of future aid fl ows, buyers’ hesitations about 

this sort of investment will abate, and the high risk 

premiums will subside. The jury is out on that point, 

although the markets’ recent turn for the worse in 

the wake of the U.S. sub-prime crisis and other global 

credit and economic weakening is not helpful, at least 

for the near term.

In light of these considerations, if a new effort were 

mounted to frontload aid or otherwise shift the time 

pattern of future aid flows, one of the early tasks 

should be to carefully assess which structures, with 

what sorts of guarantees, would be feasible — and 

which would be best — for the market conditions pre-

vailing then. 

Introduce a first loss taker? One alternative that 

could be explored in that context — employing a stan-

dard method for improving the risk-reward opportu-

nities for prospective investors in bonds — involves 

introducing a first-loss taker into the transaction. 

If investors know that they are partially protected 

against downside risks because someone else — the 

fi rst-loss taker — has made binding commitments to 

absorbing a major share those risks, then the bond is 

more attractive to them — the risk-reward picture be-
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comes more favorable from their perspective. For in-

stance, if a fi rst-loss taker agreed to cover any losses 

up to the fi rst 30% of the total value of the bond, the 

whole proposition becomes much safer, assuming that 

losses above 30% are unlikely.

Who would be willing to be a first-loss taker? 

Multilateral, bilateral, or philanthropic organizations 

whose mission is to support development, or some re-

lated cause, have done so occasionally, and there are 

indications of growing interest in doing more in future. 

For instance, OPIC, the U.S. government’s Overseas 

Private Investment Corporation, takes such positions 

in some of the investments it participates in, and 

other countries have similar facilities. Foundations 

could play a similar role, and might have additional 

reason to do so when the ultimate purpose — e.g., a 

particular health priority — fi ts with their mission and 

strategy. Other kinds of “impact investors” — such as 

high net worth individuals who are attracted to this 

sort of “blended value investing” — are coming forth in 

increasing numbers to consider fi rst-loss taking roles. 

Corporate foundations could be another source. In the 

U.S. alone, the foundations set up by multinationals 

and other corporations disburse $11 billion per year. 

Other groups — such as Rotary International, which 

raised substantial funding for the eradication of po-

lio — add more to the mix. However, much more work 

needs to be done to clarify whether this proposition 

could be scaled up extensively or would always remain 

a small sideline activity. 

All up front? For grantmakers, fi rst-loss taking can 

get them much more bang for their buck than straight 

grants can. Suppose, for example, that a collection of 

philanthropic sources were willing to commit $100 mil-

lion to tackling some specifi c health problem. Suppose 

too that they normally would disburse those funds 

over a 10-year period, but the best results could be at-

tained by concentrating the entire $100 million in the 

fi rst three years, as might be the case if the roll-out of 

a vaccine would save many lives that would be lost by 

waiting. Could the frontloading be arranged, and if so, 

what is the best way to do so?

Of course, the simplest option would be for the 

funders to override their normal practices and pay 

out the full $100 million up front. To the degree that 

they can’t, would it make sense for them to go to the 

markets to get an IFF-Im-type bond issue to accom-

plish the frontloading? On the one hand, since their 

money is not from government budgets, they would 

not have to get approvals from watchdog agencies like 

Eurostat, and the green lights they would have to get 

(e.g., from their own legal advisors and accountants) 

would be much less diffi cult to procure. On the other, 

the markets may need especially strong guarantees 

— or very deep discounts — in order to make the bond 

deal a success. The yield from the bond, compared 

to its costs, could conceivably bother foundations’ 

boards of directors. (However, some bond dealers say, 

only half-jokingly, that a promise from the Bill and 

Melinda Gates Foundation may count more than a 

guarantee from the U.S. government.) 

An intriguing further option is that one foundation 

— perhaps one of the largest ones — could advance the 

entire $100 million from its own resources, with fi rm 

agreements from the other funders in the collective 

that they will pay their share over time. In this case, 

the foundation that plays the role of banker for the 

rest takes the place of the bond market, thereby sav-

ing costs and getting a better deal for all, consistent 

with their mission of helping global health. This op-

tion deserves serious investigation, since a number 

of foundations have suffi cient assets to assume the 

bankroller role. To launch such an initiative, a conven-

ing of the interested parties — gathered around a spe-
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cifi c health issue (e.g., a disease, or a vaccine under 

development) — might fi rst reach a meeting of minds 

on what is needed, who is ready to sign up, and how 

best to proceed. Then, the mechanics would need to 

be worked out as follow up. 

Payback. As noted earlier, frontloading provides 

more money in the near term, but that money has 

to be “paid back” somehow in future time periods. 

Important questions about the payback need to be 

considered at the outset when frontloading plans are 

being developed, and too often have not been. Will 

there be enough cash on hand to sustain whatever 

are considered to be essential programs at the time, 

in future, when payback bills also have to be honored? 

Will priorities have changed in the interim, making the 

earlier choice seem short-sighted when the longer run 

arrives? Will the population of the payback period feel 

cheated by the population of the benefi ting period 

— i.e., will the children of today say that their parents 

mortgaged the future to satisfy the appetites of to-

day? What if further new opportunities to improve 

health treatments emerge and need rollout during the 

payback period?

For someone wanting to proceed with a time-shift 

strategy in spite of these complications, some thought 

should be given to examining the payback parameters 

more explicitly than has customarily been undertaken 

to date. Analysis can be done of the likely downside 

impacts during the payback period, considering alter-

native scenarios about how spending for some activi-

ties might have to be cut, and what the implications of 

those cuts might be.

Combinations. Combinations of frontloading and real-

locations across uses are possible too. Reallocation 

across uses, for instance, could be used to help 

mitigate the potential downsides during the payback 

period. Suppose that, when a government’s leaders 

commit to frontloading a portion of their health aid 

funds to accelerate some worthy purpose such as 

immunizing more children, they also adopted poli-

cies that would result, further down the road, into in-

creased budget allocations for that area of health aid, 

or for health as a whole. Such policies would not be 

as ironclad as sovereign guarantees are, but could 

nevertheless mitigate to some degree the chances of 

wrongly mortgaging the future. An illustrative exam-

ple comes from the countries (mainly in the north of 

Europe) that have committed to increasing their total 

aid to 0.7% — or in some cases more — of their gross 

national income. As total aid increases over time, the 

payback “valleys” that follow a frontloaded “peak” 

can be offset by the new money from a higher aid bud-

get, thereby mitigating, or eliminating, the valley.

In summary, time-path shifting is neither simple nor 

easy, but a concerted effort to anticipate all the nu-

ances and consequences, and introduce fixes for 

problems where needed, can be successful in some 

circumstances.

“Point to keep in mind” #3: When looking at frontloading ideas, start by asking whether the proposed front-

loading is really the right response to the problem at hand, considering not just the other possible options but 

also whether the gains from shifting more resources to one time period are worth the losses that will have to 

be borne in the payback periods. Then, ask too whether the ideas are, in fact, feasible, from the perspective 

of whether the legal or regulatory policies enforced by budget oversight authorities will permit commitments 

of future budget funds or not. Ask, too, what costs the markets will exact for their participation. Also, to over-

come such problems, look into the various work-arounds suggested above in this section.
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4.3 Improving effi ciency

As noted earlier, reallocation of resources among al-

ternative uses can help fi nance product rollout costs 

by shifting resources away from other — presumably 

lower priority — uses. Such shifts improve allocative ef-

fi ciency, in the sense that resources are utilized more 

effi ciently because they are allocated better from the 

perspective of where they produce the most benefi t, 

assuming, of course, that the shifts in resources have 

in fact been made accordingly.

Much spending on health, by donors and recipients 

alike, suffers from another, completely different prob-

lem as well: a low level of technical effi ciency. A use of 

resources is technically effi cient when it produces the 

maximum level of output (quantity and quality) that is 

possible with the available production techniques and 

the given amounts of resources.

Many countries’ health systems are highly (techni-

cally) ineffi cient. Hospitals, clinics, and other services 

in low-income and middle-income nations are dragged 

down by astounding waste of resources, preventing 

them from getting the maximum possible benefits 

from the inputs at their disposal.

Figures 4.1a and b show this problem graphically. In 

Figure 4.1a, the amount of funding that it is being 

dedicated to some given priority (e.g., to rolling out a 

new malaria vaccine at some future date when a good 

one has been developed and is ready for scale-up) is 

shown on the horizontal axis. The estimated maximum 

attainable benefi t that can be derived from that level 

of support (in terms of deaths averted, for instance) is 

shown by line OO’. Suppose the current level of sup-

port and actual benefi t being achieved is at point A. 

In that case, the actual benefi t is below the maximum 

attainable benefi t — i.e., is inside the “maximum pro-

duction possibility frontier.” The distance from point A 

up to the line OO’is a measure of the extent of benefi t 

lost due to ineffi ciency.

Figure 4.1b recasts the story in terms of choices be-

tween two competing uses of funds (for example, roll-

ing out a new malaria vaccine vs. introducing a new 

tuberculosis treatment). 

The amount of resources allocated to the fi rst use is 

shown on the horizontal axis and the amount for the 

second use is shown on the vertical axis. The line in 

the fi gure shows the maximum health benefi t that can 

be attained for each allocation of the total resources 

available. If x
1
 of the total is allocated to the fi rst use, 

and y
1
 to the second use, the maximum health benefi t 

is at point B. (The production frontier in this case is 

a straight line, indicating a one-for-one trade-off be-

tween the two uses, but could equally have bulged 

outward (relative to the origin) if some allocations 

permit higher total benefi ts from the two uses com-

bined.) Suppose that the current allocation and the re-

sulting actual benefi t is at point C, inside the frontier. 

Its distance from the frontier is a measure of the lost 

benefi ts due to ineffi ciency. 

Health systems in developing countries are almost 

certainly very far within their production possibility 

frontiers. They also are using outmoded, low-per-

forming technologies — i.e., their production possibil-

ity frontiers are much close to the origin than newer 

more “productive” technologies would be. These two 

handicaps — together with poor allocative effi ciency 

— give them a “triple whammy”, in the form of low 

technical effi ciency, low allocative effi ciency, and low-

productivity technologies.

The main point of this discussion is to underscore 

that, before jumping for other options such as adding 

taxes or frontloading aid, it is important to check fi rst 
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whether signifi cant gains can be achieved by address-

ing one or more of these three sources of ineffi ciency. 

Simply being more technically effi cient and produc-

tive — i.e., getting closer to the production possibility 

frontier — may make a huge difference, improving 

results and freeing up resources that could be used 

for product rollout costs or other high-value uses. 

Adopting better technologies (which doesn’t neces-

sarily mean higher tech — since low-cost, low-tech can 

be the best course in some cases) can also improve 

results and free-up resources. And so can effective 

reallocation. Hence, the following:

Figures 4.1a and b: Technical ineffi ciency from two perspectives

“Point to Keep in Mind” #4: Before proceeding with other options, ask how much is being done to reduce 

waste and improve effi ciency and productivity in the three ways that have been described in this section. 

Where needed, press for faster progress in getting more health benefi ts per dollar spent. Resources freed up 

by improving productivity can go a long way toward meeting other funding needs.
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5. FACTORING IN FURTHER 
OPTIONS

Thus far, this examination of the question “How 

to mobilize enough resources to cover the costs 

of rolling out the new products that will be coming 

online in the years ahead?” has assumed that the 

solution must lie in getting donor governments to 

provide more aid, possibly with catalytic help from 

other sources such as foundations. The reasons for 

this assumption, as noted earlier, were, fi rst, that most 

people approach the question from that perspective, 

and, second, that they do so largely because govern-

ments are the obvious place to look for amounts large 

enough to make a difference on this issue.

In this chapter that assumption is relaxed, and a 

broader perspective is adopted, which considers all the 

potential sources, not just governments, from which 

the required additional resources can be mobilized. 

5.1 Bringing in more possibilities

The full gamut of potential sources of funds in this 

case — and the options at their disposal — can be sum-

marized as indicated in Table 5.1.

Four main groups of sources. The sources can be 

categorized into four main groups, shown across the 

columns of Table 5.1. In addition to governments, there 

are of courses many kinds of non-government donors, 

including not just philanthropic foundations (the Bill 

and Melinda Gates Foundation being a prime example) 

but also NGOs that raise money and then spend it on 

programs in health and other sectors (such as Oxfam 

or World Vision). Besides them, there are the multi-

lateral institutions, such as the World Bank, which, 

though funded by governments, have been empow-

ered by them with some semi-autonomous authority 

and funding tools, ranging from pure grants (such as 

those that the International Development Association 

arm of the World Bank is now authorized to make) 

to pure investment (such as the equity investments 

made by the International Finance Corporation, an-

other part of the World Bank Group). Further, there 

are also private investors from the fi nancial markets 

and the corporate sector, including the vast invest-

ment houses and multinational companies, the pri-

vate equity and venture capital investors, the pension 

funds, other entities and individuals who entrust their 

savings to the money managers. Investors, in total, 

have access to far greater capital than the previous 

three sources, but they are usually reluctant to invest 

in global health unless the risks and rewards can be 

made more attractive than they typically are now.

These four sources have a variety of options at their 

disposal, shown down the rows of Table 5.1. All four 

have ways of raising funds — and thus could mobilize 

support for product rollout costs. Governments, be-

sides having the power to tax, can raise funds through 

fees and through sales of government-owned assets. 

Non-governmental donors can raise funds through 

major gifts from individual donors or through mass 

campaigns. The multilaterals obtain theirfunds from 

their member countries’ commitments plus borrow-

ings. Investors raise funds through the capital markets.

All four sources also have ways of applying the other 

options that have been discussed above. They can 

reallocate resources among alternative uses. They 

can shift the time path of their funding (e.g., frontload 

their support). And they can work on improving the ef-

fi ciency of their spending. Governments, non-govern-

ment donors, and the multilaterals regularly employ 

some or all of these methods when they review the 

strategies for and effectiveness of their programs. 

Investors do so every time they make a new invest-

ment.
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Further options. All four sources have further options 

as well. In varying forms, all have abilities to convene 

and persuade, which they can use to infl uence policies 

and programs of national and international institu-

tions and otherwise bring about desired outcomes. 

But the nature and effectiveness of these abilities 

differ across the four, because each has its own com-

parative advantages and disadvantages as conveners 

and persuaders.

Governments
Non-government 
Donors

Multilateral 
Institutions Investors

Mobilize additional 
resources

Taxation

Other (fees and sales 
of assets)

Major gifts from 
wealthy benefactors

Smaller contributions 
(from individuals, 
campaigns, check-off 
giving, etc.)

Replenishments paid 
in by member coun-
tries

Other commitments 
(e.g., callable capital)

New issuances 
(bonds, stocks) 

Private equity and 
venture capital place-
ments 

Reallocate from 
other uses

Reduce support to 
lower priorities, to 
free up resources for 
higher priorities.

Reduce support to 
lower priorities, to 
free up resources for 
higher priorities.

Reduce support to 
lower priorities, to 
free up resources for 
higher priorities.

Reduce support to 
lower priorities, to 
free up resources for 
higher priorities.

Shift the time path 
of spending

Issue bonds backed 
by tax revenues.

Change granting plan 
to provide more in 
some years, less in 
others

Change lending/
granting plans to give 
more in some years, 
less in others.

Adjust timing of issu-
ances, etc.

Improve productivity 
(technical effi ciency)

Get better health out-
comes from same re-
sources, through, e.g., 
tighter management, 
or performance-
based schemes

Gear support more 
to getting better 
health outcomes 
from same resources, 
through, e.g., tighter 
management, or 
performance-based 
schemes

Gear support more 
to getting better 
health outcomes 
from same resources, 
through, e.g., tighter 
management, or 
performance-based 
schemes

Avoid investing in 
lower productivity 
projects.

Insist on perfor-
mance improvement 
in projects invested 
in.

Use powers of leg-
islation, regulation, 
adjudication, and 
enforcement

Pass laws, issue regu-
lations, use court and 
enforcement agen-
cies to apply policies

None, directly.

Indirectly, use infl u-
ence to get recipients 
of support to use 
their powers. 

None, directly.

Indirectly, use infl u-
ence to get recipients 
of support to use 
their powers.

None, directly.

Indirectly, use infl u-
ence to get project 
managers to use their 
powers.

Use powers to con-
vene and persuade

Get government 
leaders and/or the 
legislative branch 
to create high-level 
commissions, gather 
testimony, use arm-
twisting, etc. 

Use the assets that 
these donors have 
(credibility, legiti-
macy, independence) 
to bring the parties 
together and foment 
progress 

Use the assets that 
these institutions 
have (multilateral 
character, intellectual 
leadership, analytic 
strength) to bring the 
parties together and 
foment progress 

Use the assets that 
investors and their 
representatives 
have (private sector 
rigor, freedom from 
bureaucratic delays, 
etc.) to bring the 
parties together and 
foment progress 

Table 5.1: The potential sources offunds and the options at their disposal
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In addition, each of the four has options that the oth-

ers do not have. Governments, for example, have their 

governmental powers — to make laws, create regula-

tions, adjudicate disputes, and use force (police, etc.) 

to ensure compliance. One of these powers, which 

is especially pertinent here, is the ability to enforce 

property rights (patents, etc.). Governmental powers, 

although not financing instruments per se, can be 

potent tools for addressing fi nancing issues in global 

health, including how to ensure adequate uptake of 

new products, and thus are crucial to include along 

with the other options here.

The other three sources have their own unique capa-

bilities as well. Non-governmental donors, because 

they are seen as independent and not beholden to 

moneyed interests, have the potential to win trust and 

legitimacy around an inspiring cause with a long-term 

perspective, to a degree that may go beyond what the 

others can do. The multilaterals have a functioning 

machinery for translating commitments to collabo-

rate into fi nancing of action on the ground. Investors 

have the power of the markets behind them.11

Most IFH proposals can be fi t into this taxonomy in one 

way or another. The airline tax and IFF-Im, as already 

indicated, are obviously examples of taxation and real-

locating over time, respectively. The Advanced Market 

Commitment (AMC)’s fi nancial guarantee — promised 

to whichever inventors / developers of a new product 

succeed in bringing it to market and also meet certain 

other pre-agreed conditions (relating to its fi nancial 

returns, the product’s acceptance, and other consid-

erations) — could conceivably be fi nanced from one or 

more of several of the sources in Table 5.1. The AMC is 

thus an example of how innovative fi nancing ideas can 

draw on multiple sources at once. 

Of course, IFH proposals also have other important 

features beyond those highlighted in Table 5.1. The 

airline tax has an appealing progressivity in how it is 

structured — with most of its burden falling on higher 

income groups (those who travel internationally) 

— and is an intriguing demonstration of how global 

taxation might be started incrementally from coordi-

nated action by national taxing authorities. The IFF-Im 

is a compelling illustration of how aid fl ows can be 

securitized and how variegated support can be mobi-

lized around a single package of measures. The AMC 

brings together some creative policy design and legal 

structuring with incentives based on understanding of 

the pharmaceutical industry. All of these special attri-

butes — and more — of particular IFH proposals remain 

noteworthy.

5.2 Implications of the additional pos-
sibilities 

The analysis in Chapters 3 and 4 encompassed only 

the options in the first column of Table 5.1. Now, 

many more options — three additional columns’ worth 

— have been factored in. What difference does this ex-

panded view make? 

More complex choices. First, choosing the most ap-

propriate options for a given situation is now a much 

more complex task than before. In Chapters 3 and 4, 

there was only a limited number of fundamentally 

different options to select from — four, in fact, by the 

way they were categorized there (taxation, realloca-

tion, frontloading, and improved technical effi ciency). 

Now, as Table 5.1 shows, there are 24 cells to consider. 

The differences across cells, even when they seem 

minimal, are, in reality, substantial. For instance, the 

reallocation options, although similarly worded across 

that single row, entail very different kinds of actions 

and challenges, depending on whether the source of 

capital at issue is government or non-government do-

nors, multilateral institutions, or investors.
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Furthermore, there are few if any instances in the 

table where one option clearly dominates others for 

most purposes. No part of the table — no rows, col-

umns, cells, or blocks of cells — can be ranked unam-

biguously above others for all applications. No simple 

rules can rank the cells unequivocally. 

That said, some useful points to keep in mind — which 

can help decision makers fi nd their way more effec-

tively through the manifold possibilities portrayed by 

Table 5.1 — can nonetheless be derived from thoughtful 

refl ection about the similarities and differences of the 

alternatives shown. The rest of this section discusses 

examples of how such refl ection can be of assistance, 

and the insights it can lead to.

The pros and cons of preferring government action 

over other alternatives. For many issues where IFH 

options crop up, a choice needs to be made between 

options that operate primarily through actions involv-

ing government agencies and other options where 

non-government donors, multilateral institutions, or 

the fi nancial markets are more prominent. As deci-

sion makers contemplate such choices, they need to 

be aware of the arguments for and against favoring 

government action over other alternatives — even if 

knowing those arguments can at most be helpful guid-

ance and not a defi nitive answer for all situations.

For some (but by no means all) observers, an impor-

tant argument in this regard is that if a problem can 

be solved without requiring action by government, 

then it should be. The rationale for this point of view 

is partly that government’s fi nancial resources and 

other capacities (e.g., the governmental powers listed 

in Table 5.1 and the human and organizational “capi-

tal” required to bring about change for the better) are 

scarce assets, which can be quickly depleted and thus 

should be reserved for only those needs for which 

they are most required. Relatedly, utilizing these 

scarce assets excessively can weaken their potency 

for other applications where other alternatives can-

not be used. Also, government’s resources can have 

side effects, known or unknown, the risks of which 

can be reduced by resorting to government action 

only when absolutely necessary. In addition, in cases 

where the public sector does a particularly poor job 

and is ineffi cient (i.e., is inside the production possibil-

ity frontier) — in fulfi lling a role that others could pos-

sibly do better, a strong case can obviously be made 

for other-then-government solutions. 

A further argument is sometimes made too. It takes 

off from the observation that, if an action is voluntary, 

there is a clear indication that enough people want 

something to happen that they are willing to go out 

of their way to make it happen. There is, in effect, a 

market test, (though not through market choices but 

through “voting with one’s feet).” For example, if non-

government donors choose to support something, 

their choice to do so is an unequivocal signal that they 

value it enough to take action. Or if investors invest, 

there is no doubt that their assessment of the market 

value of the product or service to ultimate users out-

weighs the costs they incur. Why then not let those 

who want to support something be the fi rst in line to 

do so? This point is especially pertinent for situations 

in which a government’s actions may not be exactly 

what all its citizens want most. Indeed, even when 

government tries to represent all its citizens well, 

there can be differing views within a population. Also, 

there can be principal-agent diffi culties between gov-

ernment on the one hand and its citizens on the other. 

Moreover, any action by government is intrinsically an 

imposition of the collective on individuals, even if the 

imposition merely draws on some tax revenue from 

individuals or uses up some of the time and energy 

of leaders and offi cials who otherwise could attend to 
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other priorities. If a need can be met by voluntary ac-

tion, the extent of imposition is reduced.

All of these points, by casting government action as 

the option of last resort, portray it as something of a 

strong medicine that shouldn’t be over-utilized, both 

for the patient’s sake and to preserve the potency of 

the treatment. Whether this perspective is apt or not 

in a certain case depends, at least partially, on what 

the alternatives would be — i.e., what other options 

are available and how good they would be. If non-

government donors, the multilateral institutions, or 

the investment markets are able and willing to do the 

job, would their involvement lead to better results for 

lower cost? This, of course, varies, from one case to 

another. For many typical problems in global health 

where substantially greater sums of money are re-

quired than non-government donors can or want to 

bring to bear, or where the returns to the resources 

that will be dedicated will be lower than investment 

markets are interested in, the choice may be effec-

tively narrowed to: (i) government and/or (ii) the mul-

tilateral institutions. Other constrained confi gurations 

of choices can arise too, of course, depending on the 

specifi c circumstances.

A countervailing line of argument — equally important 

to keep in mind — maintains that government should 

be the fi rst not the last resort. Some important ac-

tions will not get done adequately unless government 

takes charge. If global health were fi xable by volun-

tary action — from civil society organizations or from 

investment markets — then, on this argument, it would 

have been fi xed long ago. Further, it is argued, some 

required actions in health will in fact need to be the 

initiative of the collective, given their public good na-

ture, and leaving them to voluntary action by others 

would lead to suboptimal outcomes.

So what to conclude? First, a balanced view is needed, 

as recommended in the box below. Second, the fact 

that so much depends on the specifi cs of the given 

situation is a bellwether indicator of a broader is-

sue that drives much of the discussion in other 

chapters here. Namely, the method of “reasoning 

from fundamental principles” — which is being il-

lustrated in this chapter — can take one only so far. 

It can help to elucidate and contextualize a problem 

with IFH issues. But other methods are then needed 

to get from general guidance to concrete deci-

sions. Resolving what those other methods should 

be — and developing how they should be applied 

— is the challenge that Parts III and IV tackle below.

“Point to Keep in Mind” #5: Deciding whether government or other-than-government action is appropriate in 

a given situation where Inn-Fin-Health options arise is an important – and not simple – aspect of getting to the 

best outcome. Give weight to the specifi cs of the situation and be wary of ideological prescriptions. Look for 

effective non-government solutions where they make sense and would perform best, and government solu-

tions where they would serve the public good better. Challenge undocumented assertions and seek evidence-

based assessments of the pros and cons of options. 
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Do the earlier “Points to Keep in Mind” still apply? 

Yes, they do. For choices that involve only the options 

noted in Chapters 3 and 4 (i.e., the options in the fi rst 

column and the top four rows of Table 5.1), the “Points 

to Keep in Mind” #1 — 4 still hold, albeit with some ad-

ditional refi nements. In other words, the broadening 

of the analysis does not overturn the earlier conclu-

sions, but does permit some further elaboration of 

them.

What is that elaboration? In the main, it stems from 

having more potential sources of funds to consider 

now, beyond just government resources. For example, 

the recommendation to focus on options for realloca-

tion before rushing to other possibilities now needs to 

be thought of in terms of reallocation opportunities 

not only in recipient country governments’ spend-

ing and donor country governments’ aid strategies, 

but also in the programs of non-government donors, 

multilateral institutions, and investors’ initiatives. It is 

not inconceivable that effective reallocations by those 

other entities could in some cases free up enough re-

sources to meet a signifi cant share of emerging new 

priorities. The best way to meet a need for one source 

(e.g., government) could lie in actions involving one or 

more other sources (e.g., multilaterals and investors).

Similarly, the advice about improving the techni-

cal effi ciency of prevailing health spending remains 

valid, but now one needs to look for possibilities for 

improvement in everybody’s backyard, not just in 

government activities. Further, options such as using 

the multilaterals’ support strategies to press harder 

for recipient government attention to effi ciency — as 

a means to facilitating more space for new priorities 

— become very relevant. Also, the cautions about 

opting for new taxation, and which kinds of taxes to 

prefer, are even more true now, given that recipient 

country governments may need new levies less often 

if measures by the other sources can in some cases 

free up the required resources for new priorities. 

Likewise, frontloading may less commonly be the best 

way to go.

The impact of the added options. What if the two new 

rows in Table 5.1 are brought more integrally into the 

equation? Once again, the answer to this question is 

not simple. Regarding, fi rst, the use of governmental 

powers (the fi fth row), the opposing arguments about 

whether government or other approaches are best 

apply here as well. Indeed, the powers to legislate, 

regulate, and adjudicate are similar to the power to 

tax in this respect. Those who feel that governmen-

tal powers should be used sparingly — i.e., only when 

other options cannot do the job — argue that the 

added options that Table 5.1 introduces should make it 

even less necessary to resort to government interven-

tion. On the other hand, those who take the oppos-

ing view say that when the additional powers beside 

taxation are incorporated into the analysis, the case 

for government to be the fi rst best option is all that 

much stronger.

 A further point that also comes prominently into the 

story is the fact that bringing about change through 

legislative, regulatory, or judicial actions has differ-

ent implications for who pays how much in terms of 

fi nancial and other costs than would be the case with 

the other options in Table 5.1. In some instances, a new 

law, policy, rule, or court decision can achieve, with 

little or no incremental funding, as much as otherwise 

would require massive new tax revenue or other kinds 

of fund raising, which obviously has extensive appeal 

to public leaders seeking less costly solutions.

Patent rules are a common topic in this connection. 

While major changes in patent terms and conditions 

are not likely to get enough support to be adopted 



38 GLOBAL ECONOMY AND DEVELOPMENT PROGRAM

anytime soon (and there are good reasons for not 

favoring such reforms), several more modest and 

limited proposals involving patents have been recur-

ring subjects for discussion in recent years. One such 

example is the concept of ‘patent pools’ for making 

needed medicines more accessible to developing 

countries, while stimulating innovation in the develop-

ment of new drugs and vaccines. A recent resolution 

of UNITAID’s executive board (July, 2008) supports 

the principle of establishing a patent pool that focuses 

on pediatric antiretrovirals and much-needed combi-

nation therapies for HIV/AIDS. Developing new fi xed-

dosed combination drugs might entail the utilization 

of three separate products, each with its own patent. 

Patent pools help developers of such drugs overcome 

patent barriers to access needed components in ex-

change for royalties delivered to the patent holders. 

Beyond spurring innovation in the development of 

new products, patent pools, supporters think, may 

also contribute to lowered drug prices by expediting 

the development of vaccines and medicines. Generic 

companies will be able to access patented products 

much sooner than before, spurring competition and 

thus reducing long-term prices. Such ideas will require 

buy-in from both the patent holders and the generic 

drug companies that access them, but if implemented, 

patent pools may have the potential to lead to in-

creased accessibility and reduced prices.12 

Whether options on patents — and other options too 

that use legislative, regulatory, or judicial action and 

thereby obviate the need for vast new fund raising 

— should be ranked higher or lower than the purely 

fi nancial options depends on several factors. One vital 

consideration, clearly, is whether an option seems su-

perior in its own right. For example, a proposed change 

in how patents can be used needs to be a good choice 

in terms of its net benefits, regardless of whether 

it averts the need for fund raising or not. Another 

consideration is whether the proposed change would 

have other ramifications, intended or unintended, 

positive or negative. Still another is whether the fund 

raising that would otherwise be required would, in the 

particular case at issue, be diffi cult or not.

In short, introducing the fi fth row — on governmental 

powers — into the picture, as shown in Table 5.1, leads 

to many additional opportunities and interlocking 

complexities, but again no simple answer to the ques-

tion of when to prefer these options or others. Too 

much depends on the particulars of each different 

situation.

The addition of the sixth row — on convening and 

persuasion powers — is more straightforward. If 

something can be achieved simply by convincing the 

relevant parties to go along with it, there is seldom a 

case for other options, most of which, by comparison, 

are either more diffi cult to make happen or have more 

negative effects (e.g., are more costly) or both. The 

catch here, of course, is that convening and persuad-

ing, while sometimes powerfully helpful, are often not 

enough, alone, to accomplish any but the easiest of 

changes. This does not detract in any way from the 

value of using convening and persuasion to the hilt in 

combination with other steps.

Choosing among options — with this broader set of 

them as with the simpler subset — is best based on 

comparing the benefi ts and costs of each, including 

the costs of getting them adopted and implemented. 

In the case of convening and persuading, the costs 

involve fi nancial costs (for conferences, marketing of 

ideas, a supporting team, etc.) and also some intangi-

bles (e.g., using up “good will capital” when arm-twist-

ing one’s allies). In the case of governmental powers, 

similar other costs arise, as well as others such as the 

expenses of maintaining a court system, regulatory 

bodies, and enforcement authorities.
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Something more is needed. Other questions — com-

paring other combinations of options with one an-

other (looking not just at whole columns and rows 

in Table 5.1 but at various other subsets of individual 

cells in the table) with one another — lead to still more 

observations to keep in mind when tackling a particu-

lar problem. But stepping back from those more de-

tailed points, two overarching bottom-line conclusions 

stand about above all.

First, as the initial approach outlined in Chapter 4 has 

been broadened, as refl ected in Table 5.1, to include 

more realism about the choices that actually need to 

be made, it has understandably become more com-

plex. With the added complexity, the conclusions that 

can be drawn about what to do in various situations 

have become more dependent on the specifi cs of each 

situation, with relatively few standard recommenda-

tions that apply to all cases. It was not inevitable that 

things turned out this way: in some other complex 

problems, a limited number of general points explain 

much of what is going on. (For example, planning the 

trajectory of an interplanetary probe is extraordi-

narily intricate, but a few equations describing gravi-

tational forces capture most of what matters most.) 

But here, that ultimate reduction to simpler answers 

did not materialize.

Second, this outcome implies the further point that, in 

order to arrive at a framework that is useful in prac-

tice, something further is now needed, since there will 

be no simple answers. Adding that further something 

is the focus of the chapters that follow.
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PART III: ADDING MORE TOOLS FOR 
A MORE COMPLEX WORLD

This Part, as was foreshadowed in Chapter 1, 

broadens the approach used in Part II, so that 

it can better handle the greater complexity of the 

real-world problems that come up in IFH. Where Part 

II used a particular problem as an example, and Part 

IV below uses two other examples to make its points, 

this Part concentrates on tool-building, preparing the 

analytical platform for Part IV. Chapter 6 brings out 

more of the character of the problems, and why it is 

important to understand them fully before attempting 

to fi nd solutions for them. Chapter 7 then develops 

a tool called “mapping” a problem, which helps with 

that clarifying process. Chapter 8 focuses on the as-

sessment criteria that are needed to examine options 

for solving problems. 
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6. “IT’S ALL ABOUT UNDERSTANDING 
THE PROBLEM ONE IS TRYING TO 
SOLVE”

The quote above — which is from one of the prac-

titioners, experts, and other stakeholders we 

consulted with — captures well the main message of 

this chapter. It also is a central theme of this entire 

report.

6.1 A plethora of possibilities

As noted at the outset, the problems that IFH options 

are intended to solve are numerous and diverse. In 

our consultations with practitioners, experts, and 

other stakeholders, and in our review of the literature, 

the scope and types of problems that came up are 

suggested by the partial list in Table 6.1. They range 

from broad, multifaceted goals (such as reducing in-

fant mortality rates) to more focused aims (such as 

improving anti-malaria treated bednet distribution), 

and from health products development bottlenecks to 

service delivery dilemmas, and much more. Some are 

obviously different variations on the same theme, but 

the differences refl ect a diversity of viewpoints and 

information that some argue, compellingly, is impor-

tant not to oversimplify. In addition, new perspectives 

on the issues — identifying new problems — seem to 

be cropping up all the time. In fact, an effort to draw 

up a comprehensive list at one moment in time will be 

overtaken by fresh ideas — and hence new additions 

–at the next moment. 

Some problems receive more attention than others, 

for a variety of reasons. Three, mentioned briefl y ear-

lier and now elaborated here in more detail, provide 

compelling examples of the issues on stakeholders’ 

minds, and interesting complements to the rollout 

costs example discussed in Part II. 

Volatile and unpredictable aid flows. As indicated 

in Chapter 1, the ups and downs in aid fl ows, and the 

fact that it is often not clear, until the last moment, 

how much will arrive and when, can be a troubling 

constraint for some aid recipients, especially poor na-

tions that are heavily dependent on outside support. 

Managing budgets well and administering policies and 

programs successfully are not made any easier when 

one is not sure how much one has to work with, far 

enough in advance to plan properly, particularly when 

aid is so large as a share of one’s total resources. 

Equally troubling are new conditionalities on how the 

aid can be used, especially when these are added late 

in the process. 

The lumpiness and unpredictability of aid fl ows are 

not new phenomena, but concern about them has 

mushroomed in recent years as new development 

players have come on the scene. The extent to which 

the annoyance of uncertain, fl uctuating aid actually 

has important adverse impacts on performance and 

outcomes has been diffi cult to pin down empirically. 

Health people cite the well known distortions in how 

government budgets are spent, with too much go-

ing to categories that can be expended quickly and 

too little on longer-term needs. The classic example 

is the tendency to use last-minute aid to buy cars, 

trucks, and other vehicles — which lend themselves 

to immediate purchase-- while simultaneously vehicle 

maintenance gets short shrift. The result is a self-per-

petuating pattern of under-maintaining vehicles which 

then have to be replaced prematurely at unnecessary 

expense, depriving other urgent health priorities of 

adequate funding. Another longer-term need that is 

believed to be hurt especially by unpredictable fi nan-

cial fl ows is the hiring and retention of enough health 

workers and the building of their capability to do their 

jobs well, since staffi ng decisions in developing coun-

tries invariably involve long-term commitments that 
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Table 6.1: Problems in innovative fi nancing for health: examples

Lack of suffi cient funds for global 
health

Ongoing services require smooth 
funding

Long-term care to cohort requires 
consistent funding

Need for frontloaded efforts 

One-time expenditures (e.g., capital, 
equipment)

Unpredictable costs (e.g., epidem-
ics)

Aid volatility

Short-term donor commitments

Donor bureaucratic delays in fund-
ing

Donor pro-cyclical aid

Donor conditionality 

Poor coordination between donors 
and recipients

Low recipient administrative capac-
ity

Recipient external shocks

Funds not spent by recipient

Funds not spent in priority areas

Funds leak to unauthorized uses

High transactions costs for recipi-
ents

Fund and scale-up home-based 
treatment (e.g., ACTs)

Ensure that medicines do not expe-
rience resistance (e.g., ACTs)

Eradicate selected diseases (e.g., 
Chagas, Lymphatic fi lariasis)

Fund vector control activities

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

Lack of capital 

Reductions in demand for needed 
care due to high costs

Lack of locally available providers 
(e.g., “last mile”)

Providers attracted to single-dis-
ease Int’l NGOs

Providers attracted to developed 
world

Lack of capital for expansion of ex-
isting providers

Poor distribution systems

Poor procurement systems

Weak incentives of public sector

Market too small for companies to 
invest

Fear political backlash related to in-
vestment in global health 

Unknown market size leads to inef-
fi cient investment

Unreliable market size due to inad-
equate demand forecasting

High costs of production scale-up

Lack of incentives for early stage 
development

High cost of late stage clinical trials

Lack of incentives for products with 
primarily LIC markets

Inadequate demand-forecasting 
leads to over/under production

Monopoly producers due to patents 
and trade law

Excessive regulatory barriers 

Low quality of goods

Commodity prices too high

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

Lack of accreditation or licensing 

Fragmentation of aid

Lack of predictability

Lack of sustainability of aid

Aid misaligned with needs of recipi-
ent

Poor timing of funding

Off-budget aid

Earmarked aid– not fungible based 
on needs of recipient

One-off donors—uncoordinated with 
other national efforts

Lack of equity across countries and 
within countries 

People impoverished by cata-
strophic medical expenses

High out-of-pocket spending

Poor health system effi ciency 

Improve provision of Oral 
Rehydration Therapy

Expand de-worming activities

Promote healthy behaviors 

Reduce mistimed pregnancies

Expand nutritional interventions in 
women of reproductive age

Expand birth preparation and pre-
natal care

Expand deliveries with skilled at-
tendance

Improve availability and quality of 
postpartum care

Expand immunization programs

Improve diagnosis and treatment of 
chronic illnesses 

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

continued on next page
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governments are unable or reluctant to make without 

assured funding for years to come.

Authors who have looked at the choppiness of aid 

from broader perspectives note that fl uctuations in 

fl ows — and the timing of when they arrive relative 

to the recipient country’s budget cycle — are so large 

that they cannot help but be constraining for manag-

ers trying to match infl ows and outfl ows, all the more 

so because these countries have too much else to do 

and too little capacity to cope with everything compe-

tently.13 In fact, the literature on aid volatility suggests 

that, over the last 15 years, the infl ux of aid to devel-

oping countries was four to fi ve times more volatile 

that national incomes. Moreover, recent work by Homi 

Kharas has indicated that aid fl ow volatility is even 

more rampant than it was thirty years ago. Kharas’s 

work estimates that volatility reduces the true value 

of aid by approximately 25 percent.14

Combining “investment money” with “donation 

money.” A second illustrative example of a challenge 

currently gaining much attention in IFH circles relates 

to efforts aimed at attracting more investment — from 

Table 6.1: Problems in innovative fi nancing for health: examples (cont.)
Improve water supply and sanita-
tion

Improve nutrient supplementation

Develop new vector control prod-
ucts

Create epidemic monitoring sys-
tems

Create improved distribution sys-
tems (e.g., for bed nets)

Leakage due to differential price 
between public and private markets 
and/or low compensation of health 
workers

High user fees in public facilities

Excessive private sector prices

Prohibitive costs of care-seeking 
(e.g., transportation, lost wages, no 
childcare)

Lack of patient demand — patient 
doesn’t know when/how to seek 
services

Understaffi ng/incorrect staffi ng of 
providers

Provider incentive to provide unnec-
essary/incorrect care

•

•

•

•

•

•

•

•

•

•

•

•

Products/services delivered are 
low-quality

Providers are poorly trained

Understaffi ng/incorrect staffi ng of 
providers

Lack of proper supplies in public 
facilities

Public providers receive salary re-
gardless of effectiveness

Lack of demand for high quality 
products 

Unsafe products — counterfeit or 
poorly manufactured

Uninformed or untrained informal 
sellers/dispensers

Lack of management capacity

Lack of human resources

Develop adequate preventive/treat-
ment methods for key neglected 
diseases 

Lack of patient demand for high 
quality products

Expand food fortification (e.g., io-
dine, zinc, iron, Vitamin A) 

•

•

•

•

•

•

•

•

•

•

•

•

•

Address substance abuse

Address violence

Address mental disorders

Address developmental disabilities

Gov’t funds disproportionately fo-
cused on hospitals and high-end 
care

Develop vaccines (e.g., HIV/Aids, 
Malaria, TB)

Develop new and improved diag-
nostics

Develop new drugs to combat re-
sistance

Finance long-term ARV therapies 
for a growing HIV+ population

Fund treatments with need for med-
ical oversight (e.g., DOTS)

Ensure that health spending is pro-
poor

Gov’t health services dispropor-
tionately utilized by higher income 
populations 

•

•

•

•

•

•

•

•

•

•

•

•
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the capital markets — in health in developing coun-

tries. Linked to this issue is another, which concerns 

attempts to make more effective use of “other than 

government” activity in the provision of health ser-

vices and products in these countries. Counting every-

thing from for-profi t hospitals to faith- or NGO-based 

not-for-profi t clinics — to informal pharmacy shops, 

traditional healers, and a lot more in between — the 

vast panoply of “other than government” actors often 

dwarfs the public sector health system. This is ironic 

because the public system is sometimes so much the 

focus of planners that they seem little interested in, 

or downright suspicious of, anything that goes on out-

side the government facilities.

Enticing capital markets investors — whether through 

traditional debt and equity instruments, or hedge 

fund or private equity placements, or other options 

— to engage more strongly in health investments has 

long been a stretch-goal for development thinkers 

concerned about health. Investors do take positions 

now in health, of course, but mainly in the safer op-

portunities that tend to be concentrated in countries 

with income levels nearest to the rich OECD nations. 

New efforts to push the frontier further downward 

into poorer countries may help — such as a large fund 

that the IFC is sponsoring with support from several 

donors. However, the essential problem remains — and 

always will — that if investors are to be convinced to 

reach down more to places where the needs are great-

est, the risk/reward prospects for them will need to be 

attractive enough, relative to other options, to over-

come their natural reluctance to go beyond the safer 

terrain where they — and their masters (e.g., those 

who invest in them) are most comfortable. 

Finding viable and sustainable ways to mitigate the 

risks and/or enhance the potential returns for inves-

tors has become a persistent quest, leading, most 

notably, to exploration of methods for combining in-

vestment capital with “less-demanding capital” (e.g., 

philanthropic, grant, concessional, or any other kind of 

money that will be satisfi ed with less than full market 

returns for its part while the investment part gets fully 

compensated). A variety of fi nancial structures have 

been considered that use the less-demanding capital 

to take positions that reduce the risks or improve the 

returns for the investment capital — and thereby lever-

age in more investment capital, including options that 

use the less-demanding capital to take a fi rst-loss role 

(i.e., absorb losses, if there are any, before the invest-

ment capital is at risk) or other devices to share the 

upside and downside possibilities creatively.

The problem, therefore, that is illustrative for pur-

poses of this study is whether these ideas about le-

veraging in more investment money are feasible or 

not on a large enough scale to make a difference, and 

if so, which ideas and how. In order to use such lever-

aging, the underlying activity that is to be invested in 

has to generate some fi nancial return that can fl ow 

back to investors, of course. Some of what goes on in 

the health sector produces no fi nancial return or too 

little — as in the case of most public health measures 

(e.g., spraying for malaria). However, many activities 

in health do yield returns, or could if structured to do 

so. Most of the research, development, and delivery 

of health products can be structured to produce a 

return. So can many parts of the provision of patient 

services (e.g., contracting out for hospital services), 

although other parts are less suitable. 

Stimulating research and development to generate 

new health products. A third example of problems 

of interest in IFH is about accelerating progress in 

the search for and development of new health prod-

ucts such as vaccines, treatment protocols, etc. The 

entities worldwide that have the capabilities to make 
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signifi cant contributions to this task –i.e., the big phar-

maceutical companies most visibly, but also biotech 

fi rms and other research organizations — have many 

other opportunities outside the developing world to 

deploy their resources for, very likely, greater returns 

and less risk. Considering too that investing in fi nding 

and bringing to market a prospective new drug is a 

high-cost and high-risk undertaking with long gesta-

tion periods and many failures along the way, the issue 

of stimulating greater effort pertinent to the diseases 

that cause heavy morbidity and mortality in develop-

ing countries (e.g., malaria) is especially challenging, 

especially when there are not also possibilities of sub-

stantial sales of the relevant products in the generally 

more lucrative markets in developed countries.

Among the many options that have been explored to 

address this issue, the concept of an Advanced Market 

Commitment (AMC) has won much support, in no 

small part because such commitments have desirable 

incentive properties that “pull” the relevant actors to-

ward the ultimate end goal desired from a public good 

standpoint, unlike alternatives that try to “push” prog-

ress from behind, (such as direct, funding of specifi c 

research steps as is done by the National Institutes for 

Health). A fi rst test of the AMC concept is being rolled 

out now to simulate faster progress in the last stages 

of the development of vaccines for pneumococcal 

diseases.

However, experts we consulted with, including execu-

tives and technical specialists in the pharmaceutical 

and biotech worlds, told us that AMCs, despite their 

exciting advantages, are unlikely to be the best an-

swer for every product research and development 

challenge. In some cases, they note, the path from 

today’s situation to a fi nal marketable product is so 

long (e.g., for a HIV/AIDS vaccine, now that the leading 

candidates have failed and scientists are back to the 

drawing board) that something different from an AMC 

may be appropriate, with smaller, incremental entice-

ments focused on interim steps forward. In other 

cases, a full AMC may provide a larger reward for who-

ever wins the right to it than is needed to persuade 

them to work on the product (and might thereby raise 

concerns that big, high-profi t pharmaceutical com-

panies are getting paid needlessly handsome sums 

for something they would likely have done anyway). 

In still others, the money needed to elicit the desired 

response from companies might be so large that the 

donors who would have to put up the cash would be 

unable or reluctant to do so, especially if multiple 

AMCs for multiple products were beginning to pile up 

on their balance sheets. The problem of interest here 

is thus whether, within the context of continuing to 

see the AMC as the principal option of choice, there 

are good additional options suitable for addressing 

important needs in health product research and de-

velopment that might not be taken care of otherwise, 

and if so, what are those options and what would they 

entail.

6.2 Putting the problem fi rst

Chapter 1 noted the importance, when one starts work-

ing on a problem, of clarifying as precisely as possible 

the exact question one is seeking to answer. As obvi-

ous as that sounds, we found a marked tendency in 

the IFH world to leap fi rst to options for solutions. This 

has had unfortunate consequences. Proposals for new 

solutions — legions of new IFFIms and other ideas, ap-

plied not just to health issues but also in other areas 

such as climate change– have fl ooded onto the scene 

in recent years, burdening institutions such as the 

World Bank with the task of responding to them. Many 

of these proposals are poor fi ts for the problems they 

are supposed to solve, often because the proposers 

haven’t understood well enough the instrument — or 
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the issues for which the instruments are appropriate. 

Flavor-of-the-month solutions tend to be over-empha-

sized, while important problems are under-examined 

because they are not the favored topic of the mo-

ment.

The reasons for these biases — and especially the 

over-emphasis on particular solutions — are not 

opaque. Powerful political processes — involving na-

tional leaders’ platforms, ambitions, and reputations 

— are the lifeblood of proposed innovations, at least of 

those ideas that manage to survive to see the light of 

day beyond low-level technical discussions. IFFIm and 

the airline tax are cases in point. In such cases, push-

ing for adoption of some leadership-backed proposal 

dominates all other parts of the intellectual process. 

Also important is the fact that sometimes a proposed 

innovation is intended to tackle several inter-related 

problems at once, some or all of which are also inter-

twined with political agendas. For example, the IFFIm 

was not only a solution to the problem that aid fund-

ing needs, for some purposes, to be more frontloaded 

(hence the initial focus on immunization, where reach-

ing more children today saves lives that otherwise 

would be lost by waiting). IFFIm also demonstrated 

that a solution was possible to the problem that no 

one had ever before been able to securitize future aid 

fl ows — i.e. to get the markets to issue bonds backed 

by government promises to provide enough aid sup-

port in future to repay the bonds, and to get the 

regulators who oversee national budget processes 

to agree that legally binding commitments of further 

fl ows are permissible. Similarly, the airline tax was not 

only a response to calls for more support for develop-

ment in the face of increasing resistance to increasing 

traditional aid. It also was intended to show how the 

concept of global taxation for global public goods and 

priorities could begin to be developed incrementally 

even though truly globally levied taxes are not geo-

politically acceptable yet (and may never be), and how 

a very progressive tax (i.e., with desirable equity fea-

tures, in that it has been designed so that more of the 

burden falls on the wealthy than on the less well-to-

do) can provide a steadier, more reliable and predict-

able stream of support than other sources of aid do.

 The pressures to continue jumping to solutions fi rst 

will no doubt persist. Politicians will always have 

broader agendas. Their staff will always be charged 

with marshalling the best arguments and data pos-

sible in support of an already-chosen option. The 

proposition here is not to suppose naively that such 

realities will disappear but rather to suggest that the 

players in those processes and in other decision-mak-

ing and proposal-marketing work would do well to 

step back once in a while and look at things the right 

way up — from problems to solutions instead of from 

solutions backward to problems. 

6.3 Learning from others

The approaches developed further in the following 

chapters were chosen after fi rst reviewing other pos-

sibilities. We looked at what has been done already 

by others in this or related fi elds, and what can be 

learned from that thinking and experience. The ac-

cumulating record from the innovative global health 

initiatives launched thus far, and the groups and in-

dividuals who have been involved in them, provide an 

important source of information about the options 

and their pros and cons. The evidence from that his-

tory about the choices that were made — for example, 

the choice to create the IFF-Im rather than to opt for 

other possible approaches — constitutes an invaluable 

“revealed preference” indicator of what was found 

to be the most acceptable approach in at least one 

specifi c case where intensive analysis and refl ection 
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were done on a real problem and the possible solu-

tions to it.

We also found it useful to take a sample of problems 

for which there is not yet a clear consensus view on 

the appropriate solutions, and then to work through, 

in some detail, an analysis of the alternatives, leading 

to a recommended shortlist of the most promising op-

tions. These sample illustrations of what the approach 

would need to do on a more general scale stimulated 

further insights on how best to design it, not unlike 

how manual pilot-test-runs of a new process yield 

powerful lessons for better crafting the larger, more 

automated final product. The particular examples 

used, which fi gure prominently in later chapters be-

low, included some where prior analyses have resulted 

in differing views on the most propitious options and 

others where little previous work has been done yet.

In addition, we looked to see whether similar frame-

work-building efforts had been done in other sec-

tors, outside health, and if so, what lessons could 

be learned from them. The little that this produced 

is refl ected in later chapters, but interestingly, noth-

ing directly comparable came to light. The nearest 

analogues were less ambitious undertakings — such 

as the standard economics methodology for selecting 

the most attractive projects to invest in, from a pool 

of possibilities.

This initial exploratory work also confi rmed that the 

appropriate options for solutions to particular prob-

lems do not fall out easily from simple inspection. In 

the case of a few problems, one or a few proffered so-

lutions are obvious candidates for good matches, but 

these are the exception more than the rule.

Also, we found additional verifi cation of another point. 

Using an approach that works systematically from 

problems to options for solutions helps assure that 

some potentially promising options are not missed.
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7. HOW TO “MAP” A PROBLEM

If, as Chapter 6 argued, it is so crucial, when tackling 

a problem, to understand it clearly from the outset, 

how can one effi ciently develop such an understand-

ing? I.e., how can one clarify the essence of a problem 

— its nuances, assumptions, and givens, as well as 

the key stakeholders with an interest in the issue and 

what they would regard as an adequate solution to it? 

Also, how can one choose astutely which problems 

are worth working on most and which are of lower 

priority?

These questions came up frequently in what experts, 

practitioners, and others told us in our consultations. 

Getting to the heart of a problem was seen as fun-

damental, but how to do so was not obvious. In the 

end, consensus emerged around the idea that the 

most effective way to proceed is to mirror what many 

thoughtful people do naturally when thinking about 

any problem — namely, to tick through a mental check-

list of questions that progressively defi ne and delin-

eate the problem more precisely. Or, to put it in other 

words, one good way to get to a thorough understand-

ing of problems is to “map” them — i.e. see where they 

fi t into categorization schemes that bring out their 

essential attributes more clearly. This “mapping” con-

cept, introduced briefl y in Chapter 2, is described in 

more detail here.

7.1 Starting from the basics

Five Initial Distinctions. Among the many alternative 

ways to start the step by step examination of a prob-

lem that is the essence of this “mapping” process, we 

found fi rst that it is helpful to begin by distinguishing 

between problems that are primarily about things 

that happen within recipient countries’ borders (e.g., 

how health services are delivered) and problems 

about things that happen at a broader level (e.g., how 

to raise enough funds globally for a particular cause). 

The two types of problems lead in very different direc-

tions, obviously, since within-country issues focus on 

how things work on the ground and the broader level 

issues deal with donors, aid, and global advocacy. The 

communities that work on these two areas bring very 

different perspectives, knowledge, experience, and 

concerns to the table.

A second distinction — related to but not the same 

as the fi rst — that is helpful to pay attention to at an 

early stage is whether the problem is about services 

(patient care, public health, etc.) or products (i.e., vac-

cines, medicines, etc.). When services are the focus, 

the main actors of interest are domestic health pro-

viders, but when products are the center of attention, 

a completely different set of institutions — i.e., the 

pharmaceutical and biotech houses and their inves-

tors — become paramount.

A third useful distinction is whether the problem fo-

cuses on (i) delivery (of services or products), or (ii) 

production (of products, supplies, or health workers), 

which is one stage further upstream from delivery), 

or (iii) discovery and development (aimed at fi nding 

new products or new forms of other inputs), which in 

turn is upstream from production). Delivery is atomis-

tic: many entities do things that should interconnect 

well (even if sometimes they don’t). Production, on 

the other hand, is concentrated in fewer locations and 

is oriented more around factory processes. Discovery 

and development, which is even further upstream, is 

more about science and research.

A fourth basic distinction is whether the principal 

actors involved — e.g., the providers of services or 

suppliers of products — are from the public sector 

(government agencies or facilities) or the private 

sector (defi ned broadly to include not only for-profi t 

companies, but also not-for-profi ts, informal provid-
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ers, etc.). Problems centered on the public sector re-

volve around very different institutions than problems 

involving the private sector do. 

A fi fth useful question to ask from the outset has to 

do with the types of fi nance involved. If the problem 

concerns mainly government money (e.g., recipient 

country fi nances, aid institutions grants, donor aid), 

the issues are very different than if donation money 

(e.g., philanthropic support) or investment money 

(e.g., from capital markets investments) is a factor. 

More specifi cally, “government money” as used here 

includes funds that governments deploy from their 

budgets and off-budget-sources, through, for ex-

ample, donor governments’ aid programs or recipient 

governments’ domestic spending. “Donation money” 

includes funds that are provided on a grant basis, 

through, for example, philanthropic, NGO, or multilat-

eral support programs. “Investment money” includes 

funds that investors provide on a market basis — i.e., 

expecting a competitive market return.15

Showing the Five Diagrammatically. Classifying a 

problem from these various perspectives — although 

just a start — can already help reduce an initially 

amorphously unmanageable topic to something more 

focused and tractable. Table 7.1 displays one way of 

combining them graphically. Taking advantage of some 

additional intrinsic features of these factors that help 

simplify the picture, the table shows, down the column 

on the left, the combinations of services/products, 

delivery/production/discovery+development, and 

public/private attributes that have proven, through 

experience, to provide an effi cient way to develop a 

better understanding of a problem. Similarly, the rows 

across the top, giving the different kinds of fi nance, 

sets up a matrix that has been found helpful in many 

practical applications.

The entries in the cells of the matrix provide examples 

of how some familiar phenomena in health fi t into this 

framework. For example, since the overwhelming major-

ity of government spending and Offi cial Development 

Assistance (ODA) in health goes to public provision of 

health services, those fl ows have been referenced in 

the upper-left-most box of Table 7.1 (although smaller 

fractions of those outlays would crop up in other cells 

too). Likewise, since a very large share of the funds 

that philanthropic organizations, big international 

non-governmental organizations (BINGOs), and local 

nongovernmental organizations (LNGOs) go to service 

provision too — through public and private channels, in 

this case — this group is mentioned in the top box under 

“Donation Money.” Further, the new global partnerships 

like GAVI, UNITAID, and the Global Fund are slotted into 

the cells corresponding to product delivery using gov-

ernment money and donation money, since that is what 

they do, essentially. And so on. 

Examples. How does all this help one get to a better 

understanding of the problems in global health that 

are of interest here? Locating where they fi t in Table 

7.1 provides a useful initial orientation to their princi-

pal features and where to look for possible solutions. 

This fi rst-cut “mapping” of problems is illustrated by 

the examples shown in Table 7.2.

Three of the examples in Table 7.2 are the problems 

that have been highlighted in earlier chapters. One of 

them — the problem of making aid more predictable 

and smoother — fi ts naturally into the top left-most 

box, since it mainly concerns the public provision of 

services using mostly government money (aid + re-

cipient government spending). A second — the prob-

lem of how to mobilize more resources by combining 

donation and investment money — fits best in the 

cell for the private provision of services using dona-

tion and investment money. The third — additional 
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Using funds that are mainly …

Government 
Money

Donation Money Investment Money Combinations

Service delivery 
within countries

Public 
providers

Government 
spending & 

ODA

Philanthropic, 
BINGO, & LNGO 

support for 
service delivery 

programs

E.g., PFI in the UK

Co-fi nancing 
partnerships

Private 
providers

Contracting 
out

Large healthcare fi rms, 
small practitioners, ven-

ture investors, etc.

Product delivery to countries E.g., global partnerships (GAVI, 
UNITAID, Global Fund, IDA)

Supplier fi rms, drug 
sellers, etc.

Co-fi nancing 
partnerships

Product discovery and devel-
opment

Pull (AMC) 
& Push (e.g., 

NIH)

Donations to pull 
and push initia-

tives

The pharma and biotech 
industries

PDPs

Table 7.1: To identify which problems to focus most on, think about…

tools (besides the Advanced Market Commitment) for 

stimulating product discovery and development — fi ts 

obviously on that line of the table, and spans all the 

columns because it can involve government, donation, 

and investment money.

In addition, two other examples are given in Table 7.2. 

One is about contracting out. Since contracting out 

is basically about using private providers to deliver 

services on behalf of, and paid for by, government us-

ing public money, its placing in the table is designated 

accordingly. A second — “improve the PFI approach” 

— refers to the Private Finance Initiative in the UK, 

which is an example of an approach that attracts 

private capital to undertake investment, typically to 

improve public infrastructure (e.g., hospitals). Service 

provision remains in government hands. This option is 

in a sense the mirror opposite of contracting out.

7.2 Proceeding to further rounds of 
delineating a problem

The process, begun above, of working through a 

checklist of questions so as to get to the heart of what 

is important about problems worth working on — and 

positioning them in the context of issues that many 

people in the health fi eld know and understand al-

ready — can obviously be extended further. Does delv-

ing deeper help? Indeed it does, we found.

Demand side issues. For example, further refl ection 

on the issues that arise in the delivery of services 

leads to questions about whether the problem to be 

addressed is chiefl y about the supply side of service 

provision (e.g., what providers offer) or about the de-

mand side (e.g., whether the target population utilizes 

the services, and if not, why not). The demand side 

issues include whether the way that the target popu-

lations utilize services, and/or the extent of their use 

and non-use, signals something important.

Additional thought on those issues leads, in turn, to 

the insight that, when the demand side is introduced, 

a more nuanced breakdown of the money sources 

across the top of Tables 7.1 and 7.2 is required, mak-

ing more explicit the role of households’ payments 

of their own money for health services. These refi ne-

ments result in the revised format shown in Table 7.3, 
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Funded mainly from …

Government 
money

Donation money
Investment 
money

Households’ 
money

Combination

Service delivery 
within countries 
(the supply side)

Services utiliza-
tion by the target 
population 

(the demand side)

“National Health 
Service” & 
“Social Health 
Insurance” & 
CCT programs

NGO-supported 
insurance, 
HMOS, PPOs, 
and other cover-
age schemes

Commercial in-
surance, HMOs, 
PPOs, etc.

Out-of-pocket 
payments & 
Payments for 
coverage (in-
surance, HMO, 
other)

Many varieties 
(see cells to left)

Product delivery 
to countries

Product discovery 
and development

Using funds that are mainly …

Government money Donation money Investment money

Service delivery 
within countries

Public 
providers

Make aid more predict-
able and smoother

Improve the PFI ap-
proach

Private 
providers Improve contracting out

Mobilize more resources, more effectively, by 
combining donation and investment money.

Product delivery to countries

Product discovery and 
development Additional tools are needed besides the Advanced Market Commitment

Table 7.2: Examples of problems that emerge prominently in this context

Table 7.3: The broader context — REVISITED

generating a new crop of examples highlighting the 

types of interventions possible.

Looking still further into those demand-related in-

terventions, a number of problems and potential 

responses to them emerge, not least of which is the 

proposal indicated in Table 7.4 — the Health Insurance 

Challenge Fund, an idea being developed by Griffi n 

and Escobar.

Product research and development issues. Additional 

rounds of digging deeper, leading to further insights 

that help unpack potentially important problems and 

pinpoint them more precisely, can unfold in other 
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ways too. For instance, problems associated with the 

discovery, development, and ultimately the delivery 

of new health products can be subdivided naturally 

as follows. For a particular health issue (e.g., malaria) 

and/or a particular product option (e.g., a specific 

approach to fi nding a vaccine against malaria), the 

nature of the problem that needs the most attention 

at any given moment depends critically on where the 

scientific and subsequent implementation work on 

that product is at the time, considering the steps: 

From early lab exploration to the point of being 

ready for fi rst and second stage trials

From fi rst and second stage trials to the start of 

third stage trials

From third-stage trials to regulatory approval

From regulatory approval to initial production

From initial to scaled-up production

From scaled-up production to ensuring that suf-

fi cient quantities are reaching the borders of the 

target countries

•

•

•

•

•

•

From reaching the borders of the target countries 

to reaching the plethora of widely dispersed com-

munity-level distribution points throughout the 

target countries.

The issues that arise — including the obstacles that 

need to be overcome and the options that make sense 

to consider — vary greatly depending on where one 

is on this continuum. For example, a product that is 

approaching readiness for third-stage trials may be 

more appropriate for a strong “pull” initiative — such 

as an Advanced Market Commitment (AMC) — than 

if the product were at either an earlier or a very late 

stage of development. At earlier stages — e.g., before 

fi rst or second stage trials — there is so much uncer-

tainty about whether some form of the product will 

take shape or not, and if so what its fundamental char-

acteristics will be, that an AMC may be premature, in 

the sense that the exact specifi cations of what the 

product must look like and how well it must perform 

may be diffi cult to determine well. If the AMC set the 

bar too high — which would become better known as 

the early stage work unfolded — the research and de-

velopment groups (e.g., pharmaceutical companies) 

•

Funds mainly …

Government 
money

Donation 
money

Investment 
money

Households’ 
money

Combination

Service delivery within 
countries (the supply side)

Services utilization by 
target populations (the 

demand side)
Health Insurance Challenge Fund

Product delivery to 
countries

Product discovery and 
development

Table 7.4: The Broader Context: Health Insurance Challenge Fund
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that it was meant to incentivize would not respond, 

and the initiative would fail to produce anything. If the 

bar was set too low, the funders of the AMC would be 

stuck with a larger-than-necessary price tag, possibly 

paying for some work that would have happened any-

way. Similar dilemmas come up when the product is at 

a very late stage of development, including the ques-

tion of whether an AMC is appropriate and can make 

a difference at all at that point, given that by then so 

much is clear about the product that the prospective 

producers may either be ready to go ahead without 

additional incentives or, if not, may have fundamental 

reservations that an AMC cannot overcome except at 

unsustainably high cost over the long run.

HIV/AIDS vaccine research efforts provide a case in 

point. With the announcements in 2007 that the most 

promising vaccine contenders failed when submitted 

to rigorous trials, researchers now have to go back to 

the drawing boards. Getting to the point of having a 

viable product in hand now appears to be a very long 

quest, perhaps a decade or more. This is too long, with 

too many uncertainties, to be an ideal candidate for an 

AMC. Experts working on ensuring adequate funding 

for HIV/AIDS vaccine research are looking instead at 

options that would provide incentives for incremental 

steps along the way, instead of a single AMC for the 

whole, long trek from the lab bench today to an ap-

proved fi nal product years hence. A single AMC for 

everything could possibly miss the mark for several 

reasons: i.e., because it is too hard now to specify ex-

actly what features a successful product should have 

and/or what success would look like, or because it is 

also very hard to guess, in view of the many uncertain-

ties, how large a sum of money would be required to 

elicit the desired response from those capable of do-

ing this research and development.

Service delivery issues. Still another angle for delv-

ing deeper focuses on an important further aspect of 

the delivery of products and services. Delivery prob-

lems, as foreshadowed in Tables 7.3 and 7.4, can be 

the result of supply-side issues, demand-side issues, 

or both. Identifying which of those issues one needs 

to concentrate on can simplify the analysis consider-

ably. Supply-side issues can arise from defi ciencies 

with respect to (i) the providers of services and prod-

ucts (e.g., a poorly functioning health system), (ii) 

the fi nancing arrangements (e.g., how providers are 

paid, and the incentives therein), (iii) the procurement 

and distribution of products and supplies, (iv) the 

availability of health workers and the issues around 

their supply and compensation, and (v) other factors. 

Demand-side issues typically are about access: the 

target population may not seek care because health 

facilities are too far from their homes or because the 

costs involved are too high. The costs include the out-

of-pocket fees that they may have to pay at the facili-

ties, plus their travel and accommodation expenses, 

plus also the opportunity cost to them (e.g., going to a 

clinic may mean missing a day of work).

New thinking about these issues has begun to change 

how policy makers think about them. For decades 

following the 1978 watershed Alma Atta conference 

on primary health care, governments and donors in-

vested heavily in improving the supply of services. 

Clinics were built and equipped, health workers were 

trained, supply chains were strengthened, etc. Then, 

in the last ten years or so, demand-side strategies, 

freshly re-discovered, received a burst of attention. 

Now, thoughtful voices are stressing that progress on 

both at once is essential. If the supply is upgraded but 

the target population doesn’t use the improved ser-

vices, health outcomes don’t get better. Alternatively, 

if demand-side constraints are reduced (e.g., if insur-

ance coverage replaces high out-of-pocket payments), 

but the supply side remains weak, there is no gain 

either. Interestingly, in some cases where demand-

side barriers are eliminated, the resulting flood of 
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new patients into health facilities has resulted in pub-

lic pressure on providers of services that lead them 

to improve the supply. This demand-induced supply 

strengthening — a virtuous circle that builds better 

outcomes from both sides — is reportedly happening 

in Rwanda, where extensive expansion of their pre-

paid health schemes, the mutuelles, is generating a 

positive supply response in terms of quality and quan-

tity upgrading.

Further Questions about funding sources. Identifying 

where a problem for study sits in relation to these 

ideas can pinpoint what sorts of remedies might make 

most sense. There are, for example, important addi-

tional questions to ask on the characteristics of some 

of the key fi nancing sources. If the main sources of 

interest are clear, is one of them donor aid, which can 

be either grants (“donation money”, in terms of the 

tables above) or loans/ credits (“investment money,” 

of a sort)? If so, is it obvious whether this aid is well-

aligned with the recipient country(ies)’ needs or not? 

And/or with their own priorities as donors? Also, is it 

adequately coordinated and harmonized with other 

donors’ activities? Is it right-sized and optimally de-

livered, given its intended purposes? Is it equitably 

distributed — across and within countries? Is it appro-

priately conditioned (considering performance-based 

& global-agenda requirements)? More broadly, are 

the donors doing the right thing and are they doing 

it right? Usually, the answers to these questions are 

not completely clear when one fi rst starts examining 

a problem. But sometimes partial answers exist, and 

sometimes even some limited information on them 

can help orient the work on a problem much more 

constructively than might be possible otherwise.

A companion set of questions relates to recipient 

countries. Are the government agencies of aid-receiv-

ing countries using effectively the support they are 

getting? Are they utilizing well their own domestic 

resources, as they budget for health from their own 

revenues? Are there important reallocations they 

should consider making — within health and/or be-

tween health and other sectors? If, like many develop-

ing countries, they have a legacy of concentrating too 

large a portion of their health budgets on the topmost 

hospitals of their health systems, and too little on pri-

mary health care at the bottom of the pyramid, how 

well have they sought to correct that bias?

Similar questions can be helpful to ask about the other 

sources of funds besides “donation money,” to further 

delineate the essential nature of a problem. On “in-

vestment money”, is it external investors, perhaps 

from the rich countries’ markets, who are providing 

the funds? Or is it internal investors, either institu-

tional (e.g., from the country’s pension funds, which 

often now have large sums to invest but few places 

to put it), or individual (e.g., high net worth families)? 

Also, it can make a major difference whether the in-

vestment money is for (i) provision of health services, 

whether patient care or public health, or (ii) produc-

tion and/or distribution of health products, such as 

pharmaceuticals.

Parallel but slightly different questions need to be 

posed about other sources such as financing from 

NGOs, including faith-based organizations, and spend-

ing by households themselves on their members’ 

health.

The main objectives. Along-side information on the 

sources of the funding, insights on what it is seeking 

to accomplish provide yet another window to under-

standing how to approach a problem. Is the goal to 

cover the cost of some expense (for example, for dis-

covery and development of a new health product)? 

Or is the purpose to support the capital or recurrent 

costs of the delivery of services (e.g., patient care)? Or 

is it to create/strengthen incentives for some desired 
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action/behavior (e.g., to promote investment in prod-

uct development, where too little would be invested 

otherwise because the social net benefi ts warrant ac-

tion but the private net returns are not suffi cient)?

Alternatively or in addition, is the aim to attract and 

retain adequate funding/funders (e.g., to get more 

support for TB, if donors have drifted on to other is-

sues)? Or is it to change the mix of sources/funders 

— to obtain other benefi ts (e.g., to entice in more pri-

vate capital because then the scarce supply of public 

capital can be allocated more optimally)? Or is it to 

change the fi nancial instruments — in response to a 

problem or opportunity (e.g., the IFFIm addressed 

the problem of insuffi cient frontloading of donor aid 

fl ows, and the French-sponsored airline tax sought 

to seize an opportunity to test an incremental step 

toward more global taxation, with a potentially more 

stable yield than aid)? Further, is the goal to get a 

better fi t between sources/funders and the underly-

ing health issue at stake? For instance, sudden health 

shocks (pandemics, tsunamis) require immediate-re-

sponse money, whereas combating malaria requires 

longer term support.

Another — and different — viewpoint on the question 

“what is the goal?” is also enlightening in getting to 

the heart of a problem: namely, what is the goal in 

terms of the changes that are being sought in fund-

ing streams for some health program or policy? Is 

the goal to improve the adequacy, timing, reliability, 

and/or predictability of the fi nancial fl ows that are 

supporting something in health? Examples include: 

is the goal to generate increased funding? Or to deal 

with volatility or uncertainty in funding fl ows? Or to 

change the front- or back-loading of fl ows? Or to cor-

rect or compensate for shortcomings in how donors 

provide aid — for instance, for their tendencies to 

make only short-term commitments when longer term 

money is needed? Or to delay disbursements? Other 

such questions arise with investment fl ows too.

Other questions from this same perspective include: 

is the goal to upgrade the fi nancing arrangements of 

target countries’ health systems? For instance, is the 

purpose to introduce prepayment / insurance cover-

age in place of out-of-pocket payments, thereby di-

minishing a major impediment to utilization of health 

services and products? Or is the goal to introduce 

or strengthen new institutional approaches in global 

health, e.g., the Global Fund, GAVI, or UNITAID?

Additional rounds of delving deeper. Beyond these 

multiple sets of questions, there are others that can 

be useful to explore too, delving progressively deeper, 

to get to the bottom of what a problem is all about. 

This process is not unlike using a decision tree proce-

dure to locate, step by step, exactly where a problem 

fi ts in terms of the issues it deals with. There is no 

single set of questions — and no single order in which 

they need to be asked — that is suitable for all prob-

lems. Trial and error, together with experience, is the 

best guide.

7.3 Which problems merit the most 
attention now?

Of the many problems that could conceivably be tack-

led from an IFH perspective, which are the highest pri-

ority to work on now, and how can one identify them?

Priority setting has been approached in several well-

known ways in global health. Cost-benefi t and cost-

effectiveness analysis, epidemiological models, and 

burden of disease estimation have been employed. 

Interventions for specific diseases — e.g., malaria, 

tuberculosis, HIV/AIDS — and for systemic health con-

cerns — such as maternal and child illness — have been 
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compared and ranked. Studies of the demographic 

and epidemiological transitions in developed and de-

veloping countries have been extensively utilized in 

trying to rank relative priorities.

Four at the top. With this literature at hand, and with 

input also from our consultations with experts and 

others, we examined the extensive list of problems 

noted in Chapter 6 in considerable depth. Based 

on many rounds of analysis, we and our discussion 

groups came to the broad conclusions that the prob-

lems that deserve mostly attention now are in the 

broad areas of:

Stimulating accelerated research and development 

of new products

Mobilizing the resources needed to cover the rollout 

costs of the new products projected to come on line 

in the years ahead

Mitigating the adverse effects of aid volatility and 

predictability

Expanding the amount and types of funding avail-

able for global health needs by fi nding ways to tap 

private sector money more effectively. 

Within these areas, there are undoubtedly some spe-

cifi c problems that are more pressing than others, 

but for our purposes here, no ranking of the areas, or 

of problems with them, is needed, and thus they are 

listed here in no special order.

All four are discussed in greater detail at various other 

points in these chapters and thus need no further 

elaboration here. Nor do the reasons for their impor-

tance need to be repeated again. But why do other 

areas or problems not make it on the list here?

Why not others? Some problems that did not make 

our list are important per se but the most promis-

•

•

•

•

ing options for solving them may not be in the IFH 

realm. For example, the problem of how to build per-

formance-based (aka results-based) incentives more 

effectively into health programs and aid projects is a 

high priority issue, in the judgment of many who have 

been focusing on it recently — and rightly so, we would 

agree. But the most attractive options for making 

headway in that area have more to do with program 

design, aid effectiveness, and incentive structures, 

than with fi nancial tools.

For other problems, suffi cient work has already been 

done or is currently underway, and hence there is 

no need to call for further efforts at this point. For 

example, the pricing and subsidization of ACTs (ar-

temisinin-based combination therapies) for malaria 

is undoubtedly a consequential issue, but extensive 

analysis has been completed on it in recent years.

For still other problems, the prospects that IFH op-

tions could make a signifi cant difference in the fore-

seeable future do not seem high to experienced hands 

in the fi eld. For example, efforts to improve the ways 

that governments can “contract out” some of their 

health services to other-than-government providers 

are proceeding apace. (“Contracting out” is cited in 

Table 7.2 as an example in the cell for service deliv-

ery by private providers using “government money”.) 

Lessons from other fields — such as infrastructure 

development — are being brought to bear increasingly. 

Progress in the design and implementation of con-

tracts will continue to evolve, with some successes, 

some mistakes, but quite likely an overall improving 

trend. But whether and if so how IFH options can ac-

celerate the rate of advance is by no means assured, 

in the view of knowledgeable sources.

In addition, some problems have less immediate po-

tential than others for having a major benefi t for poor 

people in the near term, and that impact is a central 
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consideration in this study. For example, the UK’s 

Private Finance Initiative (which is cited in Table 7.2 as 

an example of service delivery through public provid-

ers using “investment money”) may well spark a grow-

ing rate of adoption of similar initiatives in developing 

countries in the years ahead. Whether the benefi ts 

will reach down to the lower deciles of countries’ in-

come distributions is being much debated. But in any 

case, the total number of poor people worldwide who 

will gain substantially from such approaches seems 

to our experts unlikely to rise to the magnitudes that 

some of the options discussed here could attain. 

All of that said, the four areas that have been selected 

for the list above require further comment as well. 

The fi rst — on research and development of new prod-

ucts — has been the subject of a great deal of atten-

tion recently. We nevertheless concluded, from what 

we heard and read, that this topic should remain on 

lists of areas where more needs to be done, consider-

ing its importance and the fact that many potentially 

attractive options still need to be further investigated 

— and, further, that more options are still surfacing at 

a rapid pace.

The other three areas have had work done on them 

as well, but far less than the fi rst. The last two are the 

center of the discussion in Part IV below. The fi rst of 

the three — on rollout costs — was the example used in 

Part II. The one that we have not gone into in so much 

depth here is the one on research and development 

of new products. The reasons for leaving it aside are, 

fi rst, that it is so complex that it would have required 

extensive treatment in order to do justice to the is-

sues, and that would have greatly lengthened this 

report. Second, the exposition of the main messages 

here — given the focus on developing a framework 

— could be done well enough by concentrating on the 

other areas.

7.4 An additional perspective 

Additional perspectives on how to prioritize the great 

diversity of problems can yield further insights. For 

example, one viewpoint — appropriate for some practi-

cal applications — groups the great diversity of issues 

into two broad areas: (a) fi nancing and (b) services 

delivery. 

Financing. Under the fi rst of these headings are in-

cluded: sufficiency and additionality; predictability 

of the fl ow of funds; and alignment (especially the 

convergence of local priorities with the allocation of 

external assistance for global health). Further articu-

lation is added as shown in Table 7.5.

Delivery. Under this — the second — heading are 

grouped concerns about: inappropriate, ineffective, 

and low quality provision of health services; and barri-

ers to access because of the lack of appropriate tech-

nologies or because of fi nancial payments required at 

the point of service. Additional description of these 

points results in Table 7.6.

Underlying this way of putting the pieces together is 

a focus on the interactions between, on the one hand, 

whether adequate products and technologies exist, 

and, on the other, whether service delivery issues im-

pede their effective use. These interactions are perti-

nent when one thinks about the reasons why potential 

products are sometimes not invested in suffi ciently 

because they are seen as not likely to produce at-

tractive investment returns. They also come into play 

when one considers the reasons why some products 

and technologies that require consistent utilization 

over a period of time are not used appropriately in 

developing nations, sometimes because the fl ows of 

resources do not fi t well with the needs and treatment 

protocols, and/or because unpredictable financing 

impedes having reliable high quality medical inputs 



58 GLOBAL ECONOMY AND DEVELOPMENT PROGRAM

Table 7.5: Another view on fi nancing issues in global health

Insuffi cient Funding
Unpredictable 

Funding
Unsustainable 

Funding Volatile Funding Misaligned Funding

Refers to the overall 
net volume of 
fi nancial resources 
available for external 
assistance for global 
health

Refers to a low 
level of certainty 
attached to the actual 
provision of external 
assistance for health 

Refers to the fi nancial 
sustainability 
of the source of 
funds supporting a 
particular activity for 
global health and/or 
a low capacity of 
external funding to 
generate a fi nancially 
sustainable activity 

Most applicable to 
external assistance 
lacking of a 
consistent stream of 
resource fl ows

Refers to non 
convergence between 
external assistance 
and global health 
need. When resources 
are allocated to 
activities not 
identifi ed as priorities 
locally

Table 7.6: Another view on delivery issues in global health

Products/
technologies do not 

exist yet

High price 
impedes adoption 

of products/
technologies

Availability 
of Products/

technologies tagged 
to unpredictable 
fl ows of funding

Lack of medical 
inputs locally

Low utilization of 
care because of 

economic barriers

Needed vaccines, 
pharmaceuticals and 
other technologies 
have not yet been 
developed to tackle 
illnesses in the 
developing world. 

Products already 
developed have a 
price tag too high 
for most developing 
nations. 

Products already 
developed and 
affordable, 
like regular 
immunizations, do 
not fl ow on time 
because of either 
complications 
with procurement 
processes or 
inadequate fl ow of 
fi nancial resources 
to maintain a stable 
inventory level in 
country. 

Often recurrent 
cost fi nancing is a 
major bottleneck 
for health service 
delivery. Diffi culty 
in retaining trained 
human resources 
and obtaining inputs 
regularly for the 
provision of care.

Health services can 
only be utilized by 
those who can pay 
out-of-pocket. Many 
households fall 
further in poverty 
when accessing 
health care.

in place to deliver services. Or the reasons why some 

health centers and posts lack personnel or basic in-

puts, including even some newly equipped units that 

remain closed because there is no fi nancing for medi-

cal personnel. Or the reasons why low utilization rates 

among the poorest are quite common even when 

services are available, often because out-of-pocket 

expenditures are so high that many go without care 

when needed because they cannot pay for it.
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8. CHOOSING THE RIGHT 
ASSESSMENT CRITERIA

Preceding chapters having focused on the prob-

lems, this one turns to the criteria to be used 

when examining problems and proposed options for 

solving them.

8.1 A natural starting point

The standard criteria from public fi nance provide a 

natural starting point for any discussion of the pros 

and cons of alternative fi nancing approaches. From 

the many variants of those criteria that have been 

suggested,16 a list that is particularly apt for assessing 

options for solutions to the sorts of problems of great-

est interest here might include:

Additionality. This refers to the extent to which an ac-

tion (e.g., a tax) raises additional resources — after fac-

toring in any adjustments elsewhere that may offset 

some or all of what the action yields. For instance, if 

a new tax would be completely offset by reductions in 

the yield from other taxes, there is no additionality.

Suffi ciency. Refers to the extent to which an action 

raises enough resources to meet the intended pur-

pose or desired goal. For instance, if an IFF-Im-type 

initiative fell short of raising all the funds needed for 

whatever it was meant to fund, it would not meet the 

suffi ciency test.

Effi ciency. Refers to the extent to which the resources 

raised by an action compare favorably with the cost of 

undertaking it. For instance, if a tax is costly to imple-

ment (considering all the costs — not just to the tax-ad-

ministering agency and the government generally, but 

also to the myriads of private actors who pay the tax 

or are affected by it) relative to the revenue it gener-

ates, it is ineffi cient.

Equity. Refers to the extent to which the effects of an 

action — including all costs it imposes and all benefi ts 

it generates, including both direct and indirect conse-

quences — improve or worsen some notion of what is 

an equitable distribution for a given population. For 

present purposes, such a distribution would at a mini-

mum not favor higher income groups at the expense 

of lower income groups; a stronger standard would 

look for a positive tilt in favor of the poor.

Reliability. Refers to the extent to which the revenue 

stream generated — and the costs of producing it, the 

timing of when the revenues and costs fl ow, and any 

other features or effects of a given action — occur with 

a high degree of certainty (or, contrariwise, a lack of 

it). 

Sustainability. Refers to the extent to which an ac-

tion — and everything associated with it (money fl ows, 

timing, consequences) — is sustainable for more than 

a short time, and if so, how long and with what addi-

tional costs or actions, if any.

Acceptability. Refers to the extent to which an ac-

tion is acceptable to all the relevant stakeholders who 

have a say in whether it will happen or not and if so 

whether it will be successful (e.g., political leaders who 

need to back it, bureaucrats who need to facilitate it, 

and other voices who might be able to promote or 

derail it). An action is suffi ciently acceptable if it can 

be adopted, implemented, and retained in force long 

enough to make a difference.

Alignment. Refers to the extent an action is or is not 

aligned with the priorities of the actors involved or 

affected, which may include donors, the recipient 

country, or others. Misalignment can take the form 

of mismatches in, for example, what aid is used for 

(across and within sectors such as health, education, 
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etc.), how it is provided (e.g., budget support or proj-

ects, with light or heavy conditionalities), etc. 

Transaction Costs. Refers to the costs — not just in 

money but also in time, hassle, or whatever — that 

arise in (1) the execution of an action (e.g., the actual 

administration of a tax) or (2) the effort to get it ad-

opted in the fi rst place or to retain support for it.

Side Effects. Refers to the effects that an action can 

have in addition to its intended ones, spreading di-

rectly or indirectly through many other aspects of a 

country’s economic, political, or social development. 

Adverse side effects can be enough to kill an other-

wise promising proposal.

8.2 Not so simple

Generations of public fi nance theorists and their stu-

dents have confi dently assumed that these canonical 

criteria are all they need to know, but, in practice, the 

real world is not that neat and simple. As part of the 

consultations we undertook, we presented actual in-

novative financing problems to practitioners from 

diverse backgrounds — aid agencies, the financial 

markets, and elsewhere. We then gave them various 

criteria such as those above, and asked them to as-

sess, on that basis, alternative innovative fi nancing 

options. Invariably, the evaluators found themselves 

drawn fi rst into extensive debate about the criteria, 

and came firmly to the conclusion that additional 

considerations needed to be brought in, including new 

criteria and more fi ne-grain articulation of those from 

the standard canon. These were practitioners speak-

ing from experience — dealmakers from fi nance and 

veterans from countless initiatives to improve devel-

opment aid. The world of getting things to happen, 

they said, was different from the land of textbooks.

Among the additional candidates for criteria and re-

fi nements to the standard ones that surfaced from 

these exercises were the items in Table 8.1

We then took this expanded set of criteria and tried 

it out again on practitioners and other stakeholders, 

some of whom had participated in our fi rst round of 

discussion, while others were fresh and new to it all. 

Once again there was a general reaction that more cri-

teria needed to be incorporated. Finance people from 

the markets noted, in particular, that in their world 

the process of choosing alternative options involves 

consideration of many further issues, such as those 

listed in Table 8.2. 
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Table 8.1: Additional criteria from the “dialogue on aid”

Criteria Brief Description

Fungibility

Would the changes in funding fl ows that are generated by an action be fungible, 
in the sense that they can be offset by changes in other fl ows? E.g., if more 
donor funds are mobilized for a global health cause, would the recipient 
governments reduce budget allocations for that cause, or for health generally, 
from their own resources?

Governance

This criterion is used in at least two ways by donors and others. First, are 
the arrangements appropriate for who has a say in, and is responsible and 
accountable for, the proposed action and its impacts on funding fl ows? And 
second, would there be substantial risks of fraud, abuse, and other forms of 
corruption as a result of the proposed action, and have proper provisions been 
included to minimize those risks?

Harmonization

Would the goal of achieving greater harmonization among different donors 
in their programs, policies, and procedures be well served, especially 
considering that donors have been putting much emphasis on this issue? Would 
harmonization with the recipient government’s own agenda also be supported? 
Have adequate provisions been made to avoid exacerbating the multiplicity of 
approaches infl icted on recipient countries?

Managing for Results & 
Mutual Accountability

Would the aim of encouraging more attention to getting results be respected 
and advanced, with due recognition from donors and recipient countries of 
the importance of performance-based strategies? Would it be clear who is 
accountable for what, and how mutual accountability is shared?

Capacity Development
Would the action help develop the capacity of recipient country institutions, e.g., 
would it strengthen the ability of government agencies to do their job better?

Ownership

Would the key stakeholders involved—starting fi rst and foremost with the 
recipient government—feel they “own” the action and its implications, in 
the sense that they would regard it as their initiative? Would they think of 
themselves as being in charge—i.e., in the driver’s seat—or would they view the 
action as outsiders’ ideas, or, worse, something imposed on them?

Fragmentation
Would the degree to which programs and policies in the recipient country 
or among donors are currently too fragmented—with too many separate 
undertakings all separated from one another—be mitigated? Or exacerbated?

Compliance with Budget 
Processes

Would the relevant rules and procedures by which recipient country budgets are 
supposed to be developed be respected? Would they be strengthened? Ditto for 
donors’ efforts.

Dealing with Risk
Would good measures be in place to manage any signifi cant risks—whether 
fi nancial, managerial, reputational, or other—that the action would entail?

Ease of Collection
To the extent that funds would need to be collected, would the collection of 
them be feasible—and easy or diffi cult—given the strengths and weaknesses of 
the prevailing authorities?

Adds value? Or 
undermines?

Overall—considering the many dimensions and ramifi cations of the proposed 
action—would it be a useful change, adding value by making things materially 
better in some way? Or alternatively would it detract from the benefi ts that 
other initiatives are generating?

Speed of Availability Would the action be able to launch and get up to speed quickly or slowly?

continued on next page
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* And how aid is fi nanced

Criteria Brief Description

Predictable (especially, 
fl ows of funds)?

Would key changes that are brought about by the action—including in particular 
any fi nancial fl ows—be possible to project in advance with some certainty and 
adequate lead time, so that the actors involved could plan and execute actions 
effectively?

Continues automatically?

Actions that, once set up, will continue to operate—not just through all the 
intermediate steps required for a single execution but also in repeated rounds 
of executions time after time—have the advantage, for policy makers and 
mangers, of needing less care and maintenance than actions that require a 
major effort to get re-started every time. 

Fits political leaders’ 
agendas & geopolitical 
interactions?

Lack of a strong fi t would be a distinct disadvantage, given how important 
leaders’ support is in health as in all development.

Fixes a problem in aid*?

An action that helps correct some persistent problem in the aid that is being 
provided to a country—or in aid processes more generally—could be highly 
desirable because of that important side effect, over and above whatever its 
direct benefi ts for a particular health program are.

Helps move aid* in good 
directions for the future?

Same as above—but looking forward.

Effects on other aid 
fi nancing?

Would there be good or bad effects on other aid—for example, in other sectors 
besides health?

Recurrent / capital cost 
issues?

Would the action lead to a future stream of recurrent costs and if so, has 
adequate provision been made for how to pay for those costs? Would future 
capital cost investments be required, and if so, how would they be paid for?

Appropriate front / back 
loading of fl ows?

To the extent that the pattern, over time, of fi nancial fl ows required (from aid 
or other sources) would need to be different from how funds would roll out 
normally (so, for instance, if more money would be needed at the start, or more 
later on), would there be problems in meeting those needs?

Addresses risks of decline in 
aid (or aid for health)?

To the extent that there might be reductions in aid in future, have those risks 
been anticipated and provided for adequately?

Table 8.1: Additional criteria from the “dialogue on aid” (cont.)
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Table 8.2: Practical considerations from fi nancial “deal-makers”

Consideration Brief Description

Diffi cult to make happen 
because of the cost, time, hassle, 
uncertainty, political effort, 
regulatory hurdles, etc.?

Practitioners emphasize that getting to closure and launch can be 
enormously diffi cult, and that these diffi culties can be a major deterrent to 
attempting a proposed action, however attractive it might be in concept. 

Diffi cult to sustain—for similar 
reasons as above?

The struggle to keep a new action going, and stave off detractors and 
competing ideas, does not end with launch.

Automaticity: will repeated new 
efforts be needed?

This criterion, already described in Table 8.1 above, emerged as even more 
crucial for deal makers than for the aid community. 

Can the dates of key events 
(launch, closing, fl ows) be 
counted on? 

If critical dates in the life-cycle of a deal may slip interminably—and be 
generally unpredictable—the parties to the deal are at risk of losing big 
money, particularly if they have had to borrow capital or agree to pay fees 
if there are delays. 

Will infl ows and outfl ows be hard 
to manage—e.g., because they 
fl uctuate over time?

Awkward mismatches in the timing of when funds fl ow in and out—or other 
problems due to uncontrollable ups and downs in fl ows—can be serious 
disadvantages for investors considering a deal.

If ratings are important, can the 
right level be attained? (e.g., 
investment grade?)

If, for example, a rating of AA or better is needed to make the fi nancing 
of a deal viable but the rating agencies won’t rate it that highly, the deal 
won’t work.

If other quality-of-capital issues 
are key, can they be met?

For instance, would the funding be for a long enough time period, given the 
specifi cs of the project? Would there be risks that the investors / funders 
have to exit precipitously, e.g., due to some adverse development in the 
rest of what they do? Etc.

If attributes of the investors and 
donors are key, can they be met? 
(e.g., their quality, diversity, etc.)

If it is critical, for example, to have some multilateral funder in the deal 
(the IFC? The World Bank?), and/or some blue chip investor, in order 
to convince others that the deal is a good one, would that support be 
forthcoming?

Will political costs or side 
benefi ts be manageable?

Another aspect of the “can it be made to happen” question, this criterion 
adds emphasis on the risk of being derailed by political developments, 
refl ecting the heightened concern that the markets have about this risk.

Can regulatory issues and 
processes be managed?

Ditto as above, except that in this case the risk is of being caught up in the 
red tape or recalcitrance of regulatory reviews.

Can government budgeting 
issues be managed?

To the extent that funding from recipient government budgets is required 
(even if only for an ancillary aspect of the proposed project), would that 
funding be hard to obtain, or take a long time to be approved?

Is there a good exit strategy, if 
one is needed?

Participants in deals want to be sure there is a reliable plan that ensures 
they can get out at some more or less predictable point in time, so they 
can get their money back and/or a return, to the degree that they expected 
any.

Needs too much administrative 
capacity?

Some proposed actions may look good in principle but be bad bets if they 
demand stronger administrative abilities that the executing entities can 
muster.

Will enough countries 
participate?

For some initiatives—such as the airline tax—the lack of enough 
participating countries might greatly weaken the whole enterprise.

continued on next page
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Consideration Brief Description

Issues related to the tying of aid? When donors “tie” their aid — e.g., limit it so that their own nationals get 
preferred or exclusive rights to bid for contracts or consultancies—the aid 
is less effective, studies have confi rmed. Donors, through international 
agreements, have committed themselves to reducing the degree to which 
they tie their aid. A proposed innovative fi nancing initiative could either 
support or work at cross purposes with those agreements.

Risk of serious credit events 
(e.g., default)?

The risk that a borrower will fail to keep to its promises to make agreed 
payments at set times is one of the fundamental issues that lenders 
consider before making a loan.

Exchange rate risk? The changes that occur over time in the value of, e.g., the U.S. dollar 
relative to the recipient country’s local currency, can have major effects 
on the fi nancial outcome of a project. How this risk is apportioned among 
the parties to the deal depends on how it has been structured. This is a key 
issue for funders. 

Policy risk? Certain policy changes — e.g., when recipient country authorities depart 
from some agreed position on water use fees—can fatally alter a project’s 
fi nancials.

Reputational risks? Funders, because they care about protecting their “brand” (i.e., image, or 
reputation), worry about getting involved in something that might damage 
how they are seen. 

Security risks? War, terrorism, or other violence could disrupt a project’s operations or 
markets, or even shut it down.

Other risks? The context within which a project has been developed can change for 
myriads of reasons, potentially torpedoing the prospects for success.

Institutional issues? If a project will require that new institutions be set up, or that old ones be 
reformed, many things can go wrong that might ruin a deal.

Scalability? Can the project be scaled up to reach much larger populations? Can it work 
in other settings? 

Impacts on health outcomes? Would the proposed action lower morbidity and mortality?

Impacts on health delivery (e.g., 
allocative effi ciency of health 
spending)?

Would health service delivery indicators be affected (e.g., would there be 
an increase in the percentage of children who are fully immunized)? Would 
resources be better allocated (e.g., more to fi rst-line clinics)?

Impact on health suppliers & 
product developers?

Would the suppliers of the equipment, medicines, and other inputs to 
health services be affected? Would the pharmaceutical and biotech 
companies who do research and development to fi nd new vaccines and 
other products be affected? 

Impacts on fi nancial markets 
(e.g., cost of borrowing)?

Would the proposed deal have an infl uence on other deals—for instance, by 
affecting the prices which other assets are worth?

Impacts on incentives? Would the proposed action change the incentives that some entities or 
individuals face?

Crowds in—or out—other 
activities?

If the proposed action goes forward, would other deals be more — or less — 
likely to happen? Would other funders be more — or less — likely to come in?

And many more …  Annex 8 has a more extended list.

Table 8.2: Practical considerations from fi nancial “deal-makers” (cont.)
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Many of the additions are of a very down-to-earth 

transactional nature. For example, if an investor is go-

ing to commit some capital to a prospective venture, 

the timing of the various steps to the launching of it 

may be crucial in determining whether to proceed or 

not. An excessively lengthy — or unpredictably un-

certain — gestation period up to closure can be fatal 

when capital has to be held in waiting for something. 

Also, some of the additions are impossible to quantify 

plausibly, but nevertheless vital. For instance, if an 

investor has concerns that one or more other parties 

to the transaction have undesirable business or per-

sonal connections — posing possible reputational risks 

for the investor — those issues might be enough by 

themselves to kill the deal, even though they cannot 

be expressed in numeric terms. In the aid world, simi-

larly, a country may have larger geopolitical reasons 

for engaging with a partner country on a particular 

initiative — or failing to do so — as has been reported 

in the case of the U.K. and France in regard to IFFIm 

and the airline tax.

8.3 The eye of the beholder

The need to take into account this many criteria 

— some of which are inherently intricate or amor-

phous — poses daunting challenges, which are taken 

up further in Chapters 9 and 10 below. Before turning 

to that, some additional perspectives on selecting cri-

teria are worth noting.

First, the appropriate criteria to adopt for any selec-

tion problem should be chosen not only on the basis 

of the considerations mentioned thus far but also 

— very crucially and already implicit in what has been 

said here — on the basis of who the decision-makers 

and any other key stakeholders are and what is impor-

tant to them. Criteria that are not material for a given 

policy decision should not be included just because 

some general or abstract discussion favors them. 

Further, if — as is usually the case — multiple decision-

makers are involved, their differing viewpoints need 

to be considered. 

To cope with this difficult issue, it helps to know 

whether the decision-makers are already commit-

ted to certain criteria, either consciously or uncon-

sciously. If so, then those criteria, whatever they are, 

are perforce signifi cant. It is thus essential to under-

take whatever consultations are necessary to clarify, 

from the outset, who in fact are the decision-makers 

and what are their positions, if any, on which criteria 

to use. Also key is what weights to assign to differing 

views among them.

If the decision-makers are not already committed 

to particular criteria (and perhaps want to be told 

which criteria are best for the problem at hand), or 

if there are compelling arguments why additional 

criteria should be introduced that are not high in the 

decisionmakers’ priorities (e.g., if there are persua-

sive arguments that key factors are being ignored), 

then the task of selecting criteria is more complex. 

On what basis should criteria be determined in that 

case? Should one turn again to public fi nance theory 

— and arrive back at the fi rst list above? Or should one 

look to the broader purview of social choice theory, 

which is at the core of economics and implies, in this 

instance, that the appropriate criteria are those that 

best lead to maximizing the welfare (or more techni-

cally precisely, the objective function) of the society in 

question, which is often approximated by seeking the 

highest net social rate of return? Or, more pragmati-

cally, should one appeal to widely accepted expres-

sions of current global priorities — such as the health 

goals articulated by the World Health Organization 

or those highlighted in the Millennium Development 

Goals — as “revealed preference” information on what 
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is regarded as important today? Or should one con-

vene experts and pool opinions, as Delphi exercises 

and initiatives such as the Copenhagen Consensus 

seek to do? 

When we sought views on this issue in our consulta-

tions, it was universally agreed that there is no easy 

answer, and, in practical work there is no escape from 

using best judgment, taking into account as many of 

the above points as possible. 

8.4 A special case 

When the problem to be addressed — and the positions 

of the decisionmakers — are known more concretely, 

it is possible to be more specifi c about which criteria 

to use and how to apply them. Table 8.2 shows an ex-

ample. The criteria that are relevant in this case are 

those shown in the column on the left, grouped into 

fi ve headings for simplicity. Suffi ciency is an impor-

tant concern in this application, though not the only 

one. The other columns indicate key connections with 

alternative fi nancial instruments and their association 

with two broad groups of problems — fi nancing and 

delivery — in global health. As before, problems of fi -

nancing in global health are identifi ed in the light grey 

colored boxes as problems with delivery are identifi ed 

in the dark grey colored boxes.
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Table 8.3: An example of how criteria are used in applications

Criteria Grouping & Correspondence to Selected Global Health Problems

General Criteria Group Specifi c Criteria Applied to Problem Area

1. Additional & 
Suffi cient Revenue 
Generation

Leverages other new funds

Good source of large volume of funds

•

•

Financing problems:

Suffi ciency & Additionality: funding 

provides an overall net gain in the vol-

ume of fi nancial resources available for 

global health

•

2. Good Value

Low Transactions Costs including 

ease of implementation and no new 

institutional structure

Low Cost of funds (for the donor or 

investor)

•

•

Financing problems:

Suffi ciency & Additionality: the lower 

the transaction costs the larger the 

net volume of resources available for 

investing in global health more likely to 

be sustainable.

•

3. Sustainable & 
Dependable Funding 
for Appropriate 
Activities 

Long Term Commitment of 8-10 years 

/ sustainable source of income

Predictable fl ow of funds to recipients

Funding allocated to country’s 

priorities

•

•

•

Financing problems:

Predictability and Volatility of funding;

Non sustainable fi nancing in the long 

run. Innovation for aid smoothing is 

expected to face these problems

Alignment with recipient priorities 

•

•

•

4. Appropriate 
Incentives 

To supply products and services (R&D 

and to create market)

To avoid the creation of monopolies

•

•

Delivery problems:

Products and technologies not yet 

discovered;

Lack of competition in the production 

of some products or technologies and 

therefore high prices in international & 

domestic markets.

•

•

5. Improves Access to 
Care

Product/technology at affordable 

pricing improving availability/quality/

effectiveness of health care services

Diminishes recurrent costs fi nancing 

bottleneck (lender of last resort or 

resources have fl exible allocation)

Diminishes out-of-pocket spending to 

access services (resources can be allo-

cated to insurance, vouchers, transfers)

•

•

•

Delivery problems:

Excessive barriers to care, low 

utilization of health care services;

Defi cient supply of medical services;

Low quality and effi ciency of service 

provision.

•

•

•
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PART IV: APPLYING THE FULL 
FRAMEWORK — TWO EXAMPLES

Everything up to this point has been, in effect, 

build-up to the key fi nal step of the main concep-

tual approach being proposed in this paper. Namely, 

once one has clarifi ed the problem that needs solving 

— and the most promising options for addressing it, 

the criteria for comparing the options, and other con-

siderations to keep in mind — how does one actually 

get to a complete assessment of the options?

This Part, focusing on that question, is thus the most 

important part of the paper in some ways. The proce-

dure it describes has been introduced earlier — piece 

by piece — and draws heavily on the notion of a score-

card that decision makers and their advisors can use 

to examine the pros and cons of the options alongside 

one another in an organized, common-sense-based 

way designed to bring to light insights that might 

otherwise be missed. The task now for this Part is to 

describe this procedure in more depth, with suffi cient 

detail so that users can adapt and apply it to their own 

specifi c needs.

The strategy for doing that is to demonstrate the pro-

cedure — what it is, how it works, what it produces, and 

how to apply it — through two practical examples, both 

of which have been introduced earlier.
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9. EXAMPLE: “HOW TO MITIGATE 
THE IMPACTS OF FLUCTUATION 
AND UNPREDICTABILITY IN AID 
FLOWS” 

9.1 The options

Applying the reasoning discussed in preceding 

chapters, and drawing as well on related other 

analysis17 as well as trial runs of the procedure pre-

sented here, we found that the options that make 

most sense to consider seriously — in some though 

not necessarily all settings where fl uctuating and un-

predictable aid fl ows are a salient problem — can be 

usefully categorized under nine headings. No claim 

is made that these nine comprise the universally best 

or only way of classifying the possibilities, or that 

they exhaust all the conceivable alternatives. Rather, 

they are just one characterization that serves well for 

many circumstances.

A “Base Case” Option. First, the best way to address 

the problem — i.e., to mitigate the adverse effects of 

choppy, uncertain fl ows on recipient countries — is, of 

course, to fi x the root cause of it: make aid smoother 

and more reliable. Numerous attempts to do this have 

been advocated over the years, including various 

aid effectiveness and donor harmonization initia-

tives. The most ambitious effort is perhaps the Paris 

Declaration, endorsed on 2 March 2005 with over one 

hundred ministers, heads of agencies and other senior 

offi cials committing their countries and organizations 

to supporting major reforms in how aid is structured 

and delivered. So far, progress toward achieving the 

goals of the Declaration has been limited, and skep-

tics say that it will be just another in the long line of 

grand plans that never get much traction. Supporters, 

though, point to some movement forward and remain 

optimistic that more will follow soon.

This fi rst heading, whether regarded as a realistic pos-

sibility or something too diffi cult to bring about any-

time in the foreseeable future, is important to start 

from because it is like a “base case” against which it 

is useful to compare all other options. It represents 

the notion that if the root cause of a problem can be 

solved, then why not prefer that to all else, since other 

options, by comparison, are work-arounds or patch-

work solutions. And if the root cause in fact cannot 

be fi xed, then one still needs to see how other options 

stack up against the unattainable fi rst best.

The other eight headings are organized broadly in or-

der from least to most demanding, according to one 

possible view on how much they depart from the base 

case and how major would be the changes required 

to bring them about. This pattern of starting from 

a base case and then progressively moving to more 

complicated and challenging options is useful more 

generally — in applications to other problems as well 

— we found.

Improving “Cash Management.” The second heading 

— “Help recipient countries improve their ‘cash man-

agement’” — is based on the argument, that if it is not 

possible to fi x the root causes, and thus if fl uctuating, 

unpredictable aid will remain a fact of life for recipient 

countries for the indefi nite future — then perhaps the 

next best alternative is to see if their governments can 

become more adept at coping with the lumpy fl ows. In 

other words, “if you can’t fi x it, adapt to it.” (The term 

“cash management” is used here — in the way that fi -

nancial experts utilize it — as shorthand for the many 

inter-connected tasks associated with an institution’s 

management of balancing its incoming and outgoing 

fi nancial fl ows. It is thus much broader than the nar-

rower lay idea of counting coins and bills.)

Proponents of the “improve cash management” op-

tion note that many other organizations, including 



70 GLOBAL ECONOMY AND DEVELOPMENT PROGRAM

some governments and many corporate entities, have 

learned to live with uncertain streams of incoming 

revenues, sometimes with worse ups and downs than 

those that aid fl ows are subject to. But those institu-

tions typically have stronger capacity to manage the 

peaks and valleys competently than many recipient 

countries do, considering the numbers and levels of 

staff dedicated to such work, the extent of their train-

ing, and the supporting infrastructure (fi nancial and 

IT tools) at their disposal.

This competency gap, however, can be remedied, it is 

further argued. Attempts in the past to strengthen de-

veloping countries’ fi nancial management capabilities 

have had mixed results, but few have devoted enough 

time and talent, with enough sustained attention and 

support, to do the job well. A really fi rst class effort, 

it is proposed, might be altogether more successful, if 

properly done with the recipient countries themselves 

strongly engaged and confi dent that this is not some-

thing imposed from the outside. Who might lead such 

an effort, to provide the required capacity building to 

recipient countries? Having more than one leader/pro-

vider has appeal, since no single institution can always 

be just the right source at just the right time (and 

giving monopoly power to one organization would be 

unlikely to help). Still, the International Monetary Fund 

(IMF) — as at least one of the principal actors — makes 

sense given its other roles and current evolution out 

of its traditional financial-crisis-relief function and 

into more monitoring and standard-setting activities. 

Helping countries to improve their ability to deal with 

choppy aid fl ows would fi t well with the IMF’s other 

work on budgetary, debt, central-bank-management, 

and related other fi nancial activities, as advisors and 

technical assistance providers to developing coun-

tries.

Limits on Aid Reductions. The third heading — “limits 

on donor reductions in aid year to year” — starts from 

the same assumption that fi xing the root causes of 

choppy aid is not feasible, but then heads in a very 

different direction. It postulates that, while donors 

might not be able to undertake the major steps re-

quired to fi x the root causes, they might at least be 

able to agree to limit the magnitude of any reductions 

they make in aid to a particular country in one year 

compared to the previous one. This would avoid any 

sudden drops that might be especially disruptive for 

the country’s aid managers. For example, if donors 

committed to not reducing aid to a country by more 

than 15% from one year to the next, the recipient gov-

ernment could plan better accordingly. This provision 

would provide protections not unlike the year-to-year 

caps in adjustable-rate home mortgages, except that 

in this case the protection is against sharp decreases 

whereas in mortgages the protection is against steep 

increases. It is by no means clear that donors would 

fi nd it any easier to accept this option than the “fi x 

the root causes” option. But some observers think this 

“limit the reductions” option would have appeal, and 

so it is included here for completeness.

The fi rst three headings, as has been self-evident, are 

all about managing aid better. The next six, as will be 

seen, are about using fi nancial tools of one sort or 

another. From a narrow perspective, only the latter 

are purely IFH options. However, it is more fruitful, we 

believe, to adopt the broader perspective that any op-

tion — whether it is strictly a fi nancial intervention or 

not — should be considered if it might address the IFH 

problem that is at issue.

Endowment Fund. The fourth heading — “endowment 

fund” — is an idea from observers of the aid process 

who come from the fi nancial markets.18 The basic idea 

is to assemble a pool of capital which then could be 

used as needed to help countries that suffered a sud-

den drop in aid. In some variants, the initial capitaliza-

tion of the fund would come from some combination 
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of (i) paid-in start-up fi nancial contributions and (ii) 

upfront commitments of callable capital (i.e., not paid 

in, but ready at hand if needed). An alternative (or 

additional) idea would be for donors to contribute to 

the fund the equivalent of a tiny fraction of their aid 

fl ows each year; this would build up the fund’s capi-

tal at a very gradual pace, of course. Further, as the 

fund is drawn on (to assist a recipient country that 

experiences a sudden drop), replenishments could be 

generated from some combination of (iii) special extra 

contributions from donors who cause sudden drops 

and (iv) “repayments” by the benefitting recipient 

countries when their circumstances have improved.

International Stabilization Facility. The fi fth head-

ing — “international stabilization facility” — comes 

from other thinking, led by people with international 

development experience. It has similarities with the 

endowment fund concept, in the sense that it could be 

fi nanced in a similar way and its support to countries 

would have similar features. Some would say that from 

a fi nance perspective, it would be an endowment fund 

under a different name. But others see it as different 

in at least two ways. First, as an institution, it would 

be set up as something more like an arm of a multi-

lateral fi nance institution (indeed, one specifi c option 

is that it be a part of the World Bank, like the new fa-

cilities being considered to provide insurance against 

natural disasters or crop failure, or like the Multilateral 

Investment Guarantee Agency (MIGA)), and less like a 

fund in the fi nancial markets. While some of this dif-

ference lies simply in the trappings and authorities of 

institutional arrangements, these can matter in terms 

of credibility, infl uence, and, relatedly, investment rat-

ings. But also — and secondly — it is possible that an 

international stabilization facility would have, or be 

presumed to have, more or stronger backing from its 

contributing donors, based on a multilateral coalition, 

whereas an endowment fund would be a more limited 

form of club, with more restricted fi nancial backing. 

This could mean that countries could get more (i.e., 

greater or longer) support, or might assume so, from 

such a facility than from an endowment fund.

Conditional Drawing Rights. The sixth heading 

— “drawing rights for countries that keep to agreed 

standards” — is either an international stabilization 

facility or an endowment fund with an added twist: in 

order to qualify to receive support (i.e., have drawing 

rights), a country would have to be in good standing 

with respect to adhering to certain performance stan-

dards it had agreed to at the outset. Further, these 

standards would focus on issues that are important 

to the contributing donors, mirroring some of their 

priorities. For example, not unlike the way that the IMF 

requires countries to report all their debt obligations 

and other fi nancial information fully and transpar-

ently, so too in this case one of the standards could 

be that countries become much more transparent 

and comprehensive in divulging their budget outfl ows 

and infl ows — if this is something that the participat-

ing donors wanted to give weight to. In this event, the 

objective would be not, as in the IMF example, to get 

data that then would be kept confi dential, but rather 

to promote better governance through greater open-

ness with citizens and watchdog groups. Or another 

example might be the adoption of and adherence 

to certain environmental conventions. Still another 

might be some particular actions aimed at improving 

progress toward the Millennium Development Goals or 

other social indicator targets.

Adding this requirement that countries comply with 

agreed standards would be good for progress in the 

areas chosen for emphasis, which presumably would 

be global priorities, often related to global public 

goods that are widely recognized as crucial. It would 

also create incentives for countries to perform better, 
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rewarding good performers and weeding out coun-

tries that donors would not like to provide support to 

in this case. And it would make it more attractive for 

donors to contribute funds to the initiative, since they 

would have an opportunity to see their own agenda of 

priorities get more traction.

Insurance or a guarantee facility. The seventh head-

ing — “insurance or guarantee facility” — would have 

strong similarities with the endowment fund and sta-

bilization facility concepts, in the ways noted above. 

The differences would revolve around the nature of 

the support to recipients, and of the contractual ob-

ligations between the provider and the recipients. 

The details of insurance contracts, guarantees, en-

dowment fund support, and stabilization facility dis-

bursements, while not deeply divergent, tend to pose 

diverse opportunities and trade-offs for their takers, 

with differing limitations, contingencies, costs, and 

benefi ts.

IFF-Im-type securitization of aid fl ows. The eighth 

heading — “IFF-Im-type securitization of aid flows” 

— raises the possibility of additional applications of 

the IFF-Im approach, to further issues within global 

health or beyond.

Buydowns, etc. The ninth heading — “Buydowns, etc.” 

— focuses on instruments that exist already, and asks, 

in essence, whether they can be applied to the prob-

lem being addressed here — the lumpiness of aid. A 

prime example is the “buydown” concept, which has 

been used in a number of different settings, including, 

as an illustrative case in point, in the context of polio 

eradication. When the global quest to stamp out polio 

once and for all had narrowed down the chase to just 

a few remaining countries and needed to get the gov-

ernments of some of those countries to redouble their 

efforts to attack the last outposts of the disease, inter-

ested donors looked around for some way to ensure 

those governments would have the resources and mo-

tivation to do their best. The option they chose was to 

offer to convert some of those countries’ IDA credits 

(i.e., the low-interest loans that they had received from 

the World Bank through its International Development 

Association arm, which concentrates on low-income 

countries) to grants, by taking over responsibility for 

paying the IDA credits’ debt service payments. In ef-

fect, the participating donors would “buy down” a 

portion of the countries’ debt, so that the money they 

had borrowed from IDA was thereafter like a donation 

— a grant — to those countries’. The quid pro quo for 

this gift was that the benefi tting governments would 

devote more attention to eliminating polio in their 

populations, which they would be more able to do be-

cause they had additional resources from freeing up 

funds that otherwise would have gone to debt service 

payments. While the same result could also have been 

achieved in various other ways — including more direct 

forms of payment for polio programs — the perceived 

signifi cance at that time of reducing the debt burdens 

of poor countries made this “buydown” idea seem es-

pecially apt and appealing.

Other instruments — besides buydowns — that exist 

already also could conceivably be candidates for ap-

plying to the problem of fluctuating and uncertain 

aid. The World Bank Group, the regional development 

banks, some bilateral aid donors, and other interna-

tional institutions have a wide range of mechanisms, 

and much experience in developing and implementing 

them. This ninth heading — as the “etc.” after “buy-

downs” indicates — encompasses all such options. One 

advantage they have is that they clearly are feasible 

to get adopted, to the extent that they have already 

survived the gauntlet of review for at least one other 

purpose, or are likely to be feasible, to the extent 

that, while not yet fully operational, have received 
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serious consideration in these institutions. Whether 

they could win backing — and be successful — for miti-

gating the effects of choppy aid, is another matter, 

which would need to be examined case by case, each 

mechanism separately. One salient further question in 

that regard is: if they could be useful for the problem 

of choppy aid, why have they not been employed for 

that end so far, or why have they not at least been pro-

posed such purposes.

9.2 The assessment criteria

Given the range of options possible under these nine 

headings, what criteria should be used to assess 

them? As described in Chapter 7, a very large number 

of criteria, ranging from stand public fi nance consider-

ations to pragmatic market concerns, are potentially 

pertinent for decision making for all IFH problems, 

including this one. Not all of them, though, are in 

fact important for every problem, we found when we 

experimented with them in examples. Also, not all cri-

teria show differences among the options. By setting 

aside criteria that do not provide useful information 

for distinguishing among the options, it is typically 

possible to reduce the complexity of the analysis sub-

stantially, and home in on just those distinguishing at-

tributes that are most telling.

Testing these propositions, we fi rst compared the nine 

headings of options described above using over 80 cri-

teria drawn from the long lists referred to in Chapter 7, 

obtaining the results in Annex 8. Inspecting those re-

sults closely, we then selected the much shorter list of 

criteria that were really revealing notable differences 

among the options. From that subset, it was then pos-

sible to compare the options with much less diffi culty, 

and to tease out insights on their relative pros and 

cons that were not obvious otherwise. 

The particular criteria that proved to be most decisive 

— in the above sense — for the problem of mitigating 

the problem of fl uctuating and unpredictable aid fl ows 

can be conveniently grouped into eight categories as 

follows.

The fi rst four categories of criteria. The fi rst cat-

egory — called for short “hard to make happen?” — fo-

cuses on whether an option can plausibly be put into 

effect or not, and if so, with what degree of diffi culty 

and risk of getting derailed before becoming fully 

operational. Many options, however nice-sounding 

in theory, stand little chance of ever getting off the 

ground, or could do so only in an emasculated form 

that would vitiate the intended gains. Sometimes the 

obstacle is that the parties and powers that would 

have to agree on something new are unwilling to sup-

port the changes required. Sometimes, too, technical 

or fi nancial hurdles get in the way. We found that this 

“hard to make happen?” category can often prove 

decisive at the outset, which is why we feel it is impor-

tant to put it fi rst here.

This “hard to make happen?” point — and all the other 

eight categories as well — can be thought of in relation 

to either the task of setting up an intervention for the 

fi rst time or to the challenges of re-starting each new 

iteration of an instrument after its fi rst launch. For 

example, getting donors to fi x the root causes of vari-

able and unpredictable aid requires not just the hercu-

lean effort of shifting to new and better practices, but 

also the no less daunting task of re-generating com-

mitment and adherence to good behavior every year 

as institutions and their leading offi cials change and 

tendencies to revert to old ways re-emerge. 

The second category — abbreviated as “suffi cient to 

solve the problem?” — refers to the classic suffi ciency 

question: will the option being scrutinized have an 
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impact that is large enough to solve the problem it 

is meant to address? In some cases, the measure of 

suffi ciency is monetary — e.g., will a tax yield enough 

revenue? In others, actions need to taken — e.g., to fi x 

the root causes of the fi ckleness of aid — and it is by 

no means certain that they will be carried out with 

enough force to achieve the intended result.

The third category — “reliability?” — asks whether 

the expected intervention will reliably continue to 

produce its expected result time after time, or will 

be more hit or miss, sometimes coming through and 

sometimes not. The airline tax is inherently more reli-

able than IFF-Im, in the specifi c sense that a tax, once 

adopted, continues to yield revenue predictably year 

after year until action is taken to repeal it, whereas 

IFF-Im depends on bond issues, which have uncertain 

outcomes every time new issuances are required to 

obtain more funds. Note that reliability, as used here, 

is distinct from the preceding two categories. A tax 

may be more or less hard to get adopted than IFF-Im, 

and may be more or less suffi cient (depending on how 

much money each is designed to raise), and yet be still 

more reliable no matter what. 

Fourth, “transaction costs?” concentrates on whether 

the costs — not just monetary but also time, hassle, 

and any other factors that divert resources from their 

main purposes — are high or low. For example, options 

that involve setting up some new facility — an endow-

ment fund, say, or a stabilization vehicle — may have 

great appeal in the early conceptual stages, but a full 

assessment of them also needs to look at the transac-

tion costs, which can be considerable, of getting them 

up and running and then keeping them so. A key fur-

ther aspect of the transaction cost issue is who must 

pay. Getting a government agency to absorb a small 

transaction cost may be more problematic that get-

ting an investor to cover a large item.

The remaining categories. Fifth, a category called 

“risk of splash and fade” inquires whether an option 

will continue to receive the support it needs over time 

in order to remain sustainably viable, or instead will 

fade as a priority after an initial splash of enthusiastic 

endorsements. This point is obviously very different 

from the more standard criteria such as those from 

public fi nance. We would not have seen it as impor-

tant enough to include here if it had not emerged so 

strongly from our consultations with practitioners 

in the fi eld, and if it had not helped to differentiate 

among the options so sharply.

Sixth, “automaticity?” gauges the extent to which an 

action, once initiated, would continue automatically 

— i.e., would ensure that anything that should recur 

on a repeating basis does so without the need for new 

actions to re-start it. An insurance facility may have 

more automaticity, intrinsically, than an initiative to 

improve cash management, to the degree that the 

former, once set up, runs itself, whereas cash manage-

ment initiatives may have to be re-invigorated with 

fresh commitment periodically.

Seventh, “ties up scarce capital?” has a very precise 

meaning. Some options require one or more actors 

to transfer funds to other parties, or to make provi-

sion for the possibility that funds may have to be paid 

over at some future time. These options make claims 

on capital that limit the degree to which those same 

funds can be used for other purposes. For instance, 

an endowment fund needs paid-in capital — and pos-

sibly some callable capital as well — and those funds 

thereby are no longer free for other applications. By 

contrast, changes in patent laws do not necessitate 

high upfront capital commitments by governmental 

agencies, however much there may be other kinds of 

fi nancial consequences over time. 
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Eighth, “side effects?” asks whether an option has sig-

nifi cant indirect ramifi cations, positive or negative, for 

the various parties affected. Advocates of the airline 

tax argue that an important side effect of the tax is 

that it can help change the conversation about global 

taxation and the financing of global public goods. 

Their point is that the tax, as a practical incremen-

tal move towards more global cooperation in paying 

for global priorities such as fighting HIV/AIDS, can 

stimulate new thinking that might lead to still further 

progress. Similarly, fi xing the root causes of lumpy aid 

or strengthening cash management may improve pro-

cesses that have benefi ts not just in health but also 

across the board in other sectors.

The eight categories are very much inter-related, 

clearly, and not intended to be mutually exclusive. 

Transaction costs, if very high, can render an option 

“too hard to make happen.” Low automaticity is likely 

to be correlated with low reliability. And so on. The 

usefulness of the eight categories chosen here is their 

collective ability to pinpoint the key attributes of op-

tions from multiple angles.

Scoring the options against the criteria. The next 

step in the analysis is to see how the nine headings 

for the options stack up against the eight categories 

of criteria. Table 9.1 facilitates this process, with the 

options displayed across the top, each with its own 

column, and the criteria listed in the rows. The entries 

in the cells show how well the indicated option (e.g., 

“endowment fund”) scores against the correspond-

ing criterion (e.g., “reliability?”), with dark red being 

“worst,” dark green being “best,” and lighter shades 

showing intermediate scores.

The scores shown in Table 9.1 — like the options and 

criteria — reflect the judgment of the people we 

consulted, both generally for this study and more 

specifi cally for the test runs we did of the approach 

we are presenting here. Carefully selected groups of 

experts, interacting with one another in well-struc-

tured sessions applying this methodology, can iterate 

to useful conclusions about the appropriate scores 

for this table, we believe from the examples we saw. 

This is no exact science, though. Nor should it be. As 

noted in Chapter 1, the granularity of the information 

condensed into Table 9.1 — capturing different views 

that different experts have about different options 

measured across differing criteria — can be helpful for 

decision makers, more so than an aggregated single 

number that would be an unintelligible black box for 

them. 

9.3 The fi ndings

With these cautions, what do the entries in Table 9.1 

say? Reading across the fi rst row, all the options ex-

amined here are “hard to make happen,” although 

some more than others, according to the opinions 

of those who contributed to these results. Getting 

donors to fi x the root causes is seen, in this case, as 

more diffi cult to bring about than many of the other 

options. Setting limits on aid reductions year-to-year 

is also seen as very hard to bring about. This stands to 

reason considering that if donors fi nd it challenging to 

fi x the root causes, they are unlikely to be able to keep 

to promises to restrict aid fl uctuations notably from 

one year to the next. 

Turning next to the second row, the strong green en-

try for the “fi xing the root causes” option refl ects that 

fact that although that option is, as just said, unlikely 

to happen, it undeniably would be suffi cient to solve 

the underlying problem, if by some miracle it did hap-

pen at enough of a scale to radically change current 

patterns. The entries in that row for the other op-

tions are all close to neutral, with some slightly more 
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positive than others. Most of these options could be 

deployed at different scales — with either strong or 

weak impacts in terms of compensating for the erratic 

behavior of aid fl ows. It would thus not take much 

to push them over the line from green to red or vice 

versa.

The third row — on reliability — has results that dif-

ferentiate the “managing aid better” options unam-

biguously from the “using financial tools” options. 

The former are seen as much less “reliable” than the 

latter. Here the main point is that the “managing aid 

better” options all require donors to sign up to and 

implement major reforms in how they do business, 

and then to adhere to those commitments unfailingly 

year after year despite changes in their leadership 

and pressures (from their parliaments, for instance) to 

shift to other priorities instead. On the other hand, the 

“using fi nancial tools” options all are based on setting 

up a vehicle or institution which, once approved, can 

proceed on its own, without going back for new autho-

rization. The last option — IFF-Im-type securitization 

of future fl ows — is perhaps the least certain from this 

perspective, but the fact that a real IFF-Im is now up 

and operating quells the doubts somewhat.

The fourth and fi fth rows — “transactions costs?” and 

“risk of splash and fade?” — are red for all options, 

Table 9.1: Comparing the pros and cons of different options for making aid more 
predictable and smoother over time

Managing Aid Better Using Financing Tools

Get 
donors & 
recipi-
ents to fi x 
the root 
causes

Help 
recipients 
improve 
their 
“cash 
manage-
ment“

Limits 
on donor 
reductions 
in aid yr-
to-yr

Endow-
ment Fund

Int’l Stabi-
lization 
Facility

Drawing 
rights for 
countries 
that keep 
to agreed 
standards

Insurance 
or Guaran-
tee Facility

IFFIm-type 
securiti-
zation of 
future aid 
fl ows

Buy-
downs, 
etc.

Hard to make 
happen?

Suffi cient to 
solve prob-
lem?

Reliability?

Transac-tions 
costs?

Risk of “splash 
and fade”?

Auto-
maticity? 

Ties up scarce 
capital?

Side 
effects?

Note: the dark red entries here signify the “worst” options in the given row, pertaining to the criterion for that row. dark green 
represents the “best,” and the lighter shades are in-between cases.
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showing some realism in the opinion of the particu-

lar group that produced these scores. However, more 

notable is the fact that the “managing aid better” op-

tions once again come out worst, although the group 

felt that IFF-Im-type securitizations may be on a 

splash and fade path in the years ahead.

The sixth row — “automaticity?” –reveals additional 

differences across the options. Three of the “using 

fi nancial tools” options involve fi nancial vehicles that 

are intrinsically very automatic once they have been 

approved and operationalized, and thus are favorably 

scored. All the other options, burdened by the need to 

obtain fresh approvals and support periodically, are 

scored less positively.

The seventh row — “ties up scarce capital?” — high-

lights the fact that the “managing aid better” options 

do not require substantial capital, but the “using fi -

nancial tools” options do, in varying degrees.

The eighth row — “side effects?” — shows that most 

of the options would have positive side effects, in the 

opinion of those consulted. Many of these side benefi ts 

would be a consequence, as noted above, of the expec-

tation that if donors could bring themselves to adhere 

to the commitments that these options would entail, 

there would be favorable spillovers for other aspects 

of donor-recipient interactions as well, beyond health. 

For example, fi xing the root causes of lumpy aid, or 

improving recipients’ cash management capabilities, 

would help other sectors too. The strong green score 

for “drawing rights for countries that keep to agreed 

standards” comes, in part, from the prospect that if 

donors succeed in getting some of their priority con-

cerns embedded into the agreed standards, they would 

welcome the faster progress that would follow. For ex-

ample, donors who want to see greater transparency 

and tighter management in recipient governments’ 

handling of their budgets and spending, or improved 

tax collection, might see gains. Goals relating to social 

programs and/or environmental issues could conceiv-

ably also fi nd their way into the standards.

Summing up the collected views in Table 9.1 from 

a different perspective — i.e., looking down the col-

umns instead of across the rows — the “managing 

aid better” options have signifi cant pluses but also 

notable minuses. Some of the minuses could be fa-

tal: for instance, if an option cannot get past the test 

of whether it can be made to happen or not, then all 

its other characteristics — how good it might be once 

it was in place — are irrelevant. The “using fi nancial 

tools” options have less extreme scores, and some of 

them pass enough of this initial screening to warrant 

a closer look.

9.4 The conclusions

The bottom line from this exercise — after noting once 

again that the scores in Table 6.1. come from only a 

few trial runs of the methodology and would need to 

be repeated by groups specially pertinent to each new 

decision making process — can be stated as follows.

First, the “improve cash management” option was 

found, as noted in Chapter 1, to have more promise 

than it is generally given credit for. Newer, better 

assistance to countries to upgrade their cash man-

agement competencies seems well worth exploring. 

The possibility that such assistance could become 

a major function of one or more global institutions 

could be examined too, particularly in regard to the 

International Monetary Fund, as it ponders what its 

role should be now that its traditional fi nancial sup-

port role is dwindling.

Second, options involving an endowment fund, a sta-

bilization facility, or an insurance/guarantee facility 

also survive to be worthy of further investigation. A 
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key question for the next round of inquiry would be 

whether any existing mechanisms or institutions al-

ready fi ll one or more of these roles adequately, or 

could be adapted to do so. Or, alternatively, are these 

existing institutions not adequate for the purpose 

discussed here, and would there be some value added 

in creating something new, in the same way that the 

Global Fund and GAVI were deemed to be needed even 

though the extant traditional aid institutions were 

supposedly already taking care of the needs they ad-

dressed? A second key question is whether donors 

would have an appetite for a new undertaking at this 

point, given that so many other new initiatives have 

been launched in recent years and the fatigue quo-

tient among donors with respect to new proposals is 

not insignifi cant. Some observers think that almost 

any new idea now is a non-starter, but others point 

out that the most promising options being highlighted 

here, if properly crafted, could fi t within and comple-

ment other already-accepted initiatives in ways that 

reduce the overall complexity.

Third, the “drawing rights for recipient countries that 

keep to agreed standards” option stands out as espe-

cially deserving of additional examination, more so 

than the other “using fi nancial tools” options, accord-

ing to those whose views are reported in Table 9.1. Its 

special features — combining the use of (i) fi nancial 

instruments to help smooth aid in the same way that 

those other options do and (ii) requirements that, in 

order to qualify, recipient countries need to perform 

well with respect to priorities that matter to donors 

(since they would have had a chance to help set the 

standards) — offer intriguing potential in the eyes of 

many whom we consulted with.

Summing up, this chapter has presented some obser-

vations on the problem of how to mitigate fl uctuating 

and uncertain aid, and has suggested some pros and 

cons of various options for addressing it. This chapter 

has also has used this particular problem as an ex-

ample to illustrate how the analytic approach being 

proposed in this paper can be applied in practice. The 

next chapter turns to another example.
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10. EXAMPLE: “HOW TO MOBILIZE 
MORE RESOURCES BY COMBINING 
INVESTMENT MONEY AND 
DONATION MONEY”

In earlier chapters’ discussions of the sorts of prob-

lems that arise in work on innovative financing 

for global health — and the ones that seem to be the 

highest priority for the years ahead — the problem of 

how to mobilize more resources for global health by 

combining investment money and donation money 

more effectively has drawn especially strong interest, 

and not a little enthusiasm, in recent years. As noted 

previously here, the need for more resources to help 

accelerate progress in improving health outcomes 

(through research, development, and then the roll-out 

of new vaccines, medicines, and other products, and 

through expansion and upgrading of health services 

on the ground) has heightened focus on where those 

resources will come from.

The growing recognition that “donation money” (i.e., 

grant resources from bilateral and multilateral offi cial 

aid, philanthropic foundations, and other sources) 

cannot meet all the needs alone — and that “invest-

ment money” (i.e., debt and equity placements from 

the fi nancial markets, some bilateral and multilater-

als, and others) has hugely greater amounts of capital 

to draw on, and only very little of that vast source 

has been successfully tapped for global health so far 

— has spawned ambitious hopes of fi nding new ways 

to combine the two. Ideas about using one to leverage 

more resources from the other — and actual applica-

tions of those ideas in live transactions — are not new. 

But many such efforts to date have not strayed far 

from traditional frameworks that insist on a clear and 

distinct separation between, on the one hand, invest-

ing to get the best rate of return possible and, on the 

other, funding that seeks less than market returns, 

where the latter ranges from pure grants to return-of-

principal-only to return-of-principal-plus-low-rates-of 

returns.

Proposals that depart from that framework — and 

combine donation money and investment money 

more integrally — are now much under discussion. 

Some options utilize donation money to mitigate risks 

(more generally, to improve the risk/reward prospects) 

for investors, making deals more attractive for invest-

ment money. Others, as described below, introduce 

other modalities aimed at enhancing the prospects 

for leveraging up to greater total resources for health 

than would come forward otherwise.

Whether such options can make important contribu-

tions — not just in modest one-off transactions but on 

a scaled-up basis — is still being debated. But further 

exploration and testing of them will likely be a per-

sistent topic among those interested in innovative 

fi nancing for global health in the years ahead. The ap-

proach outlined below is one way to help think about 

the issues and choices that this subject raises.

10.1 The options

As in the previous example, and starting again from 

the building blocks developed in previous chapters, we 

found that the options most worth considering can be 

grouped under eight headings.

A “base case” option. The fi rst heading is, provoca-

tively, to do nothing — on the basis of a presumption 

that if markets are allowed to work on their own, with 

no special actions to intervene, the right results will 

emerge, in the sense that the markets will sort out 

which investment opportunities in global health are 

deserving of support and which aren’t. This heading 

serves as something of a base case, just as the previ-

ous example also had a starting point against which 
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all other options can be benchmarked, with whatever 

intricacies and nuances they have.

The “do nothing, just let markets work” option has 

some fundamental shortcomings, leading to three ra-

tionales for going on to look at other options as well. 

First, there may be good reasons why more resources 

should be devoted to some global health objectives 

than markets would do even in the best of circum-

stances. These reasons are essentially “market fail-

ure” arguments: progress in global health has certain 

benefi ts that society values more than private inves-

tors have cause to. (From an economist’s perspec-

tive, global health goods have externalities or “public 

good” or “merit good” attributes that make the social 

returns greater than the private returns.) Second, 

private investors may have insuffi cient information 

to be able to evaluate the potential risks and returns 

well, and the cost to them of getting good information 

is too high relative to other investment opportunities 

they have. Thus, asymmetries of information, com-

bined with high discovery costs, depress investment 

in global health. For example, why tie up money in a 

distant, uncertain health project in risky Africa when 

there are promising possibilities at home in the U.S. 

or Europe. Third, even if the previous two arguments 

were not binding (i.e., even if there were no market 

failures and no information barriers), it takes time for 

investors to get comfortable enough with unfamiliar 

asset classes. For this last perspective, doing more 

than just standing back and letting markets work can 

sometimes be appropriate simply on the grounds of 

shortening the timeframe for market development. In 

this case, intervening is aimed not at getting market 

to invest in things they wouldn’t want to do otherwise, 

but — quite the contrary — to speed up the time when 

they will invest where they should (while weeding out 

the non-viable options).

The other seven headings are in order roughly from 

the least to the most challenging, as in the previous 

example.

Enlist lead investors. The second heading — “enlist 

lead investors” — proceeds from the idea that the next 

simplest possible option after “do nothing” is to do 

what has been a common approach in other similar 

other cases: namely, use persuasion to the hilt. That 

is, seek to assemble suffi cient support for one’s cause 

— in this case, investing in global health — through 

convening, arm-twisting, successful marketing, or 

whatever else it takes to convince more investment 

money to come in than would otherwise. This strat-

egy accepts, in effect, that the capital markets are 

what they are, and works within the rules of the game 

rather than seeking to get around them, change them, 

or augment them in some way.

One typical variant of this option is to enlist one or 

more lead investors, with whatever concentration 

of high profi le persuasive efforts are required, and 

then broaden outward from there, using the lead in-

vestors’ halo effect and own capabilities to bring in 

others. An example is a new investment fund that 

the International Finance Corporation (IFC) is launch-

ing, with support from the Gates Foundation, which 

initially was going to focus on funding health-related 

enterprises in Africa, but subsequently has been con-

ceived of as an initiative for other developing coun-

tries as well.

Such ideas are not without uncertainties. Can enough 

capital be raised this way? Will the investors do their 

part over the long run, or retreat after the initial rush 

of arm-twisting, with their fi nancial contribution fall-

ing, when the deal is done, to much less than had ini-

tially been talked about? Will the sorts of investments 

that actually get support be much more conserva-
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tive than what had been hoped for and than what is 

needed to meet the ultimate objective of the initia-

tive? Will it be diffi cult to place the money well — will 

the pipeline of suitable targets for investment be too 

feeble — as has been asked, for instance, about Africa? 

And will the effort fail in the end, for any of these rea-

sons, to push out the frontier of what has been done 

in the past? These questions are still very much up in 

the air for ventures like the new IFC fund, but it is not 

impossible that the net result could represent a strik-

ing step forward.

Reduce information costs. The third heading — “re-

duce information costs for investors” — takes off from 

the observation, mentioned above, that one of the 

obstacles is the low level of good information that 

prospective investors have about investing in health in 

developing countries, and the information discovery 

costs they would have to pay in order to become suffi -

ciently well informed to reduce the high risk premium 

they assign to such investments currently. As long 

as each prospective investor confronts this problem 

individually, few may take the plunge. But if the nec-

essary information collection and assessment work 

were done in a more collective way (e.g., by an institu-

tion that made its fi ndings available to anyone who 

wanted it either free or on some modest cost-recovery 

basis), investors would have a less expensive route to 

learning what they need to know. This is the heart of 

this third heading: use the power of a pooled effort, 

obviating the need for costly duplicative work, to re-

duce the information costs that investors bear. Each 

investor would doubtless still do its own due diligence 

on every deal, but they would be able to start from a 

much higher base of knowledge about the context for 

the deal than they have now.

There are many possible forms that such an insti-

tution could take, as can be seen in the array of 

approaches taken in other fi elds facing similar infor-

mation hurdles. The financial markets have rating 

agencies, environmental groups have various stand-

alone information sharing entities, the aid community 

debates tracking mechanisms, other proposals would 

embed informational functions in an existing multilat-

eral organization, etc. For the present case, determin-

ing the right structure would be part of the further 

explorations required. The funding needed to launch 

and sustain this investment information intermediary 

could come from either donors, or a consortium of 

interested investment houses (which might be harder 

to make happen, though donors could help persuade 

the major players to come in). If users of the informa-

tion we are also asked to pay, cost recovery from them 

would help defray some of the cost as well (e.g., some 

data items could be made available free to all, with 

deeper, more detailed evidence provided for a modest 

fee), but user fees should not be too high in order not 

to defeat the whole purpose of making it easier for 

investors to move into supporting global health initia-

tives for developing countries.

Socially responsible investing. The fourth heading 

— “socially responsible investing” — encompasses 

the assorted panoply of proposals about so-called 

double or triple bottom line investing (i.e., looking at 

the social and possibly also environmental effects of 

investments as well as their profi t potential), “impact 

investing,” and other propositions for leavening strict 

market-based strategies with philanthropic objectives. 

Views differ greatly on whether these options can be 

of large or small importance over the long run. Some 

dismiss this area as destined forever to remain in the 

realm of boutiquey fl ash-in-the-pan fads. Others note 

that, if only a tiny fraction of the trillions of dollars in 

the fi nancial markets fi nd their way into this sort of 

investing, the result could still be signifi cant. Also, fi -

nancial professionals in major investment houses who 
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deal with high — and ultra-high — net worth clients 

routinely comment that the resources and appetite 

for investing “to do good as well as to do well” are far 

more substantial and robust than is often supposed. 

Whether that will remain the case for many years to 

come, especially as global fi nancial markets are buf-

feted by less friendly circumstances, is anyone’s guess 

at present.

Creative returns structures. The fi fth heading — “cre-

ative returns structures” — is easiest to introduce by 

means of an example. An investment deal that will help 

improve health services delivery in a part of Africa is 

structured as follows: if the investment returns up to 

X percent (e.g., 10%) of the capital provided by inves-

tors, all of those returns go back to the investors as 

in any ordinary market transaction. If the returns are 

higher, the amount that is above the threshold is split, 

half and half, between the investors and the operation 

that is providing the services, with the explicit require-

ment that those funds be used for purposes such as 

ensuring that poorer households have adequate ac-

cess to care. Other innovative structures for sharing 

the returns have been devised as well. The key point 

here is that these structures offer enough return po-

tential to corral in market investors, but also can spin 

off philanthropic fl ows that help good causes in the 

same way that grants or subsidies do. Further, the in-

centives are well lined up: choosing projects that have 

attractive risk/reward attributes, and then ensuring 

that they succeed in execution, is to everyone’s inter-

est, investors and benefi ciaries alike. However, as with 

socially responsible investing, the jury is still out on 

whether creative returns structures can be a major or 

minor factor in the years ahead.

First loss takers. The sixth heading — “use fi rst-loss 

takers to bring in more investment money” — is based 

on an age-old idea that continually resurfaces in 

different wrappings. Many forms of investments in 

today’s markets are structured so that if something 

goes wrong and the investment loses money instead 

of making a positive return, the losses are borne in 

unequal proportions among the different groups of 

investors who put their money in, in accordance with 

terms agreed at the outset. The group that is fi rst in 

line to absorb losses (i.e., fi rst loss takers, or the ju-

nior-most or most subordinated or “equity tranche” 

group) bears the highest risk obviously, but also — as 

a necessary enticement to getting investors who will 

expose themselves to this high degree of risk — is 

typically compensated for that by standing to gain the 

most on the upside if the project produces positive re-

turns. Other groups — protected by the fi rst loss takers 

— face much less risk than they would otherwise (for 

which they give up some potential on the upside). At 

the top of ladder, the senior-most investors have the 

most conservative position of all. Institutional inves-

tors such as pension funds can sometimes take senior 

positions in investments that, if not structured so as 

to have these layers of protection, would be off limits 

to them otherwise. These risk-averse investors, con-

strained by their fi duciary obligations to their sources 

(e.g., the participants in their pension plans), would 

not be able to invest, unprotected, in many of the un-

dertakings that would help global health, but with suf-

fi cient fi rst loss takers (and others) beneath them on 

the ladder, they could become a signifi cant source of 

more capital for health, given the huge resources they 

have in total to invest.

This suggests a further step — which is the point of 

this sixth heading. If more capital could be found to 

take fi rst loss positions, then the leveraging effect 

that it has in opening the way for more capital to 

come in at higher levels could mobilize much larger 

sums for global health in total. One possible source of 

more fi rst-loss capital could be donation money, e.g., 
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from philanthropies or aid donors. A consortium of 

donors could step up to take a fi rst loss position alone 

or in combination with other investors, such as hedge 

funds, that are willing to take on higher risk in pursuit 

of higher returns.

Why would donors want to do so? Suppose a donor 

organization wants to dedicate, say, $10 million to 

some health –related project. If it provides that money 

in the traditional way as a straightforward grant, the 

total impact is just $10 million. On the other hand, if 

that money is used instead to take a fi rst loss position 

in a larger investment, the total impact could be much 

larger, maybe ten times larger, depending on other 

investors’ degree of interest and additional factors. 

With the old-style grant option, the $10 million is gone 

the moment the grant is signed — there is no repay-

ment. With the fi rst loss option, the donor looses the 

money only if the project runs into trouble — and even 

then not necessarily the entire amount. Donor board-

rooms have debated all this at great length, and there 

are more angles to consider about it than the simple 

introduction here. But it remains an option worth ex-

ploring further.

Smarter corporate philanthropy. The seventh heading 

— “smarter corporate philanthropy” — raises the idea 

that the sizeable sums of money that the world’ large 

corporations give away every year — reportedly $11 

billion from U.S. companies alone — could be utilized 

more creatively. Most of these donations are very old-

fashioned style gifts. Even the fi nancial services fi rms 

— whose main businesses use sophisticated fi nancial 

instruments all the time — apply almost none of that 

in their giving. If even a small fraction of corporate 

philanthropy was used to take fi rst loss positions in 

investments that would benefi t health in developing 

countries, and if that money leveraged several times 

that much in investment money, the total resources 

mobilized could be notable compared to conventional 

offi cial aid for health. Other options besides fi rst loss 

taking could also have important impacts. Many close 

observers of corporate giving are doubtful that it 

could ever modernize itself to that extent. But others 

think the time is ripe for change.

Pension fund investors. The eighth heading — “enable 

MIC and LIC pension funds to invest in health” — high-

lights a unique under-exploited opportunity in both 

middle income countries (MICs) and low-income coun-

tries (LICs). Many developing countries have large 

pension funds that now have very large amounts of 

funds to invest and very few places to put them. Years 

ago, these countries’ pension funds, some of which 

are public institutions serving government workers 

while others are in the private sector, were in deep 

disarray fi nancially, with looming unfunded future li-

abilities and disastrous effects for fi scal balance and 

macroeconomic stability. After long hard periods of 

reform that ultimately were successful for the most 

part, the newly re-constituted pension funds now 

are much more solidly grounded and as a result have 

plenty of capital they need to invest in order to earn 

good returns so as to serve their participants well. But 

the rules that defi ne what sorts of investments they 

can make are very conservative (to protect the inter-

ests of pensioners and contributors), allowing them 

very limited choices, usually all of them inside their 

own country. Hence they have relatively enormous 

pools of unused to under-utilized cash.

What would it take to enable the pension funds to 

invest in activities that would benefi t health in their 

country? First, the deals that they invest in would 

need to be packaged in such as way as to mitigate 

the risks and/or increase the potential returns that 

pension funds would otherwise face, since, as has 

been noted, health in developing countries is a risky 
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proposition compared to other investments. This 

could be achieved by getting fi rst loss takers and oth-

ers to come in under the pension funds, giving them 

the protection of being the senior-most investor. Or 

other such arrangements could accomplish the same 

end. Second, extensive effort would be required to get 

multiple laws and regulations changed, and bureau-

cracies to adjust their ways. The challenges would be 

demanding — but surmountable. 

10.2 The assessment criteria

These eight headings are arrayed across the top of 

Table 10.1, one column for each, as in the previous 

discussion on Table 9.1. To assess their pros and cons 

against one another, we proceeded as before, fi rst ex-

amining them with a long list of criteria as discussed 

in Chapter 8 and then narrowing down to a short list 

of criteria that revealed the most important differ-

ences among the options. The particular criteria that 

proved to be most incisive are shown down the side of 

Table 10.1, one row for each, also as before.

Many of these criteria are same as in Table 9.1. This 

is not a coincidence. We have found from experimen-

tation with this methodology that some criteria are 

often among the fi nal most important distinguishing 

factors for most options, and even for most problems. 

“Hard to make happen?” is one of them: ensuring that 

an option is feasible — i.e., can actually become reality 

on the ground despite the multitude of diffi culties that 

stand in the way — is a major consideration in almost 

all cases. Suffi ciency, reliability, and transactions cost 

are frequently fundamental also.

Four differences compared to the example in Chapter 

9. One difference in the list of most important criteria 

in Table 10.1 compared to the previous example (Table 

9.1) is the presence here of “Sensitivity to market ups 

and downs?” The core issue behind this criterion is 

that, if an option is sensitive to the vagaries of the 

markets in the sense that the results from it can be 

very different in one set of market conditions than in 

another, then its usefulness as a putative solution to 

the problem at hand may be diminished, or at least 

certainly not the same as if it were more invariant 

with respect to the state of the market. For example, if 

an option relies on issuing a bond, the fact that bond 

issuances can have good or bad outcomes (in terms 

of price and participation) due to developments in the 

markets makes the option a less dependable alterna-

tive than if its results could be controlled and foreseen 

more defi nitively.

A second difference from the previous section is that 

another new criterion — “political, legal, or regula-

tory issues” — has found its way into the list of top 

sentinel indicators differentiating the options from 

one another. In this case, the main point is that many 

options involving innovative uses of donation money 

and investment money might require legal and/or 

regulatory approvals, and possibly also exceptions to 

or modifi cations of current rules. Getting over those 

hurdles — and building the necessary support for an 

option more generally — may be helped or hindered 

by political forces and developments. For instance, 

the “enable pension funds to invest in health” op-

tions, as has been mentioned, might have many such 

challenges to overcome, at least in some developing 

countries.

A third difference is that the “ties up scarce capital” 

criterion, which was on the short list of leading dif-

ferentiators in Table 9.1, has not carried over to Table 

10.1, the current example. This is not because the op-

tions are the options are all indistinguishable from 

this perspective. Indeed, there are very clear differ-

ences among them: the “do nothing” option would tie 
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up no capital at all, whereas the other options would 

require commitments of capital that, in varying ways 

and degrees, would detract from the extent of capital 

that is available for other purposes. Rather, the reason 

that this criterion is not in the top list in this case is 

that these differences did not prove to be as impor-

tant as the other criteria. This is partly because in a 

case such as this where all the options have fi nancial 

markets features, it is obvious that they will utilize 

capital, which thereby is not free for other purposes. 

Also, it is obvious that the amount of capital that they 

tie up would depend critically on whether they are run 

at a large or small scale, which is completely variable 

across all of them.

A fourth difference is that the “side effects” criterion, 

although present in Table 9.1, is not in Table 10.1. Here 

the explanation lies in how substantial — or not — the 

side effects are. In the case examined in Table 9.1, the 

side effects of the options could well be substantial, 

since they could greatly affect how development aid 

is delivered more broadly in some instances. On the 

other hand, in the case shown in Table 10.1, the side 

effects would chiefly concern what goes on in the 

fi nancial markets, and thus the relevant questions to 

ask are, for example, about whether the introduction 

of one of these options would affect market prices or 

quantities or change what sorts of instruments are 

offered and how. It became clear in our analysis that 

these sorts of impacts would be tiny at most, since the 

scale of the options here, however large in the context 

of health agendas, would be very small in relation to 

the magnitudes that churn through global finance 

markets day after day. 

10.3 The fi ndings

Turning now to the fi ndings — the cells of Table 10.1 

— the fi rst row shows that the extent to which the op-

tions would be “hard to make happen” varies greatly. 

The “do nothing” option poses no diffi culties at all, 

of course, since no one has to do anything to make it 

happen. The next option — “enlist lead investors” — is 

not terribly diffi cult to bring about either, according 

to these data from our consultations. Getting lead 

investors on board and ensuring they deliver does 

take signifi cant effort, but no path-breaking changes 

in how business is done are necessary. The third op-

tion — “reduce information costs” –also emerged as 

not excessively tough to bring about. Setting up the 

required institutional arrangements for an investment 

information provider and then getting it launched and 

successfully on its way would not be easy, but again, 

the road to follow is well paved and without major im-

pediments.

The next three options would be slightly more diffi cult 

to bring about, we heard from practitioners, but still 

not overwhelmingly so. On the fourth option — “so-

cially responsible investing” — the challenge is not 

getting it started, since obviously it has been started 

and is already much discussed. Rather, the key ques-

tions are whether it can reach suffi cient scale to have 

an important impact, and whether it can be sustained 

over time. The fi fth option — creative return structures 

— is seen as more demanding. While there are a few 

live applications of this option, the prospects for scal-

ing up depend not only, as with socially responsible 

investing, on whether enough capital will continue 

to fl ow to less-than-full-market-return opportunities 

over the long run, but also on whether the additional 

ideas embodied in creative returns structures can be 

made to catch on enough to be embraced widely as an 

attractive approach to employ. The sixth option — “use 

fi rst loss takers to bring in more investment money” 

— poses similar challenges.

The fi nal two options raise other questions. The sev-

enth — “smarter corporate philanthropy” — will be 

achievable (or not) depending on whether corporate 
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Table 10.1: Comparing the pros and cons of different options for mobilizing more resourc-
es with investment money and donation money

Do nothing 
(Markets 
will work)

Enlist lead 
investors 
(e.g., IFC 
Africa fund)

Reduce 
information 
costs for 
Investors

“Socially 
Responsible 
Investing”

Creative re-
turns struc-
tures (tiered 
returns in 
Dutch PAI)

Use fi rst-
loss takers 
to bring in 
more inves-
tor money

Smarter 
corporate 
philan-
thropy

Enable MIC 
& LIC pen-
sion funds 
to invest in 
health

Hard to make 
happen?

Suffi cient to 
solve problem?

Reliability?

Transactions 
costs?

Risk of “splash 
and fade”?

Automaticity?

Sensitivity to 
market ups/
downs?

Political, legal, 
or regulatory 
issues

Note: the dark red entries here signify the “worst” options in the given row, pertaining to the criterion for that row. Dark green 
represents the “best,” and the lighter shades are in-between cases.

leaders are willing to depart enough from old-style do-

nations so that at least a small portion of their annual 

giving can be deployed more innovatively, using the 

modern fi nancial approaches that are the bread and 

butter of many of these corporate’ mainline business. 

The eighth option — the one on pension funds — is 

somewhat more diffi cult to make happen, we heard, 

partly because of the legal and regulatory hurdles 

that have to be surmounted and partly because of 

the uncertainties around whether the political and bu-

reaucratic forces in these countries would be able to 

remove the impediments more effectively than they 

have dealt with other reforms in the past.

Moving now to the second row — “suffi cient to solve 

the problem?” — of Table 10.1, the fi rst four options, 

again reading from the left, are not without uncertain-

ties. The “do nothing” option might result in nothing 

— that is the core question about this option. The “en-

list lead investors” option begs a different question: 

can the arm-twisting that is needed to bring in such 

investors generate the big sums that may be needed 

or only more token, smaller amounts? On the “reduce 

information costs” option, the central unknowns are 

whether the information intermediary would prove it 

can add considerable value and whether prospective 

investors would use it and, as a result, shift more of 
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their capital into health or not. On the “socially re-

sponsible investing” option, the paramount question 

relating to suffi ciency is, as before, whether it can be a 

sustained large asset class or merely a small side show.

The other four options would be more likely to meet 

the suffi ciency criterion, the responses indicated, be-

cause they are more obviously scalable.

The third row — “reliability” — refl ects some doubts 

about how reliable the fi rst four options would be. 

The doubts are strongest for the “do nothing” option, 

since it is totally at the mercy of whatever twists and 

turns in the markets come along. For the next three, 

much depends on continuous commitment and par-

ticipation by actors whose fortitude is not immune 

to the vicissitudes of the markets. Thus even if these 

options can be made to happen and would meet the 

suffi ciency test, their staying power in the face of re-

versals in the markets’ fortunes is not completely as-

sured year after year.

The other four options, although not exempt from 

those same concerns, would have some partially off-

setting features. The “creative returns structures” 

and “use fi rst loss” options are based on transactions. 

Once a transaction has been agreed, its own internal 

structure, with legal obligations and agreed timelines, 

makes it more reliable in the sense of being more 

likely to stay on course to its natural conclusion. There 

is of course more uncertainty about whether future 

transactions will be come to pass and what shape 

they will take, but in the framework being used here, 

those uncertainties are captured in other criteria (e.g., 

whether the option can be made to happen) rather 

than in the reliability issue.

The fourth row — “transactions costs” — displays 

widely differing cases. At one extreme, transactions 

costs are not an issue for the “do nothing” option, 

obviously. On the other hand, they would possibly 

be massive in the case of the pension funds option, 

in view of the task of getting the necessary changes 

and approvals to proceed. In addition, they could be 

substantial in the case of the “smarter corporate phi-

lanthropy” option, to the degree that each corporate 

hierarchy would have to go through a top-down shift 

in thinking one by one.

The fi fth and sixth rows bring to light additional differ-

ences, mostly as expected.

The seventh row — “sensitivity to market ups and 

downs” — shows that most of the options would have 

this drawback to a greater or lesser degree. One 

exception would be the “reduce information costs” 

option, where the information intermediary would 

clearly not be at the whim of the markets, although 

the information it generated would be affected, of 

course, by market fl uctuations. A second exception 

would be the pension funds option, which, once in 

place, might be able to maintain investments in health 

without being greatly affected by at least the markets 

for publicly traded securities.

The eighth row — “political, legal, and regulatory is-

sues” — indicates that most of the options would not 

face huge diffi culties on this front. The one exception 

here, as already noted, is the pension funds option, 

where extensive effort would be required to over-

power resistance and red tape.

10.4 The conclusions

So, what are the main bottom lines from this example, 

bearing in mind the cautions that have been under-

scored above about the fact that these data are from 

only a few trial runs of the methodology and would 
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need to be repeated by groups specially pertinent to 

each new decision making process?

First, monitoring and assessing the examples of these 

options that are being applied now, or have been 

in the recent past, should be a clear priority. For in-

stance, the Africa fund that the IFC is spearheading 

with support from the Gates Foundation offers a nice 

opportunity to examine how well the “enlist lead in-

vestors” option works. Other examples of this option 

have been tried too, and could be pulled together as 

well in this evaluation.

Second, several of the other options look promising 

enough — considering their scores in Table 10.1 — to 

merit closer examination. The idea of creating an in-

vestment information intermediary to help reduce the 

information discovery costs that are an impediment 

now to greater investing in health in places like Africa 

seems to be well worth a deeper look. So do the op-

tions of creative returns structures and use of fi rst-

loss positions to leverage in more investment money. 

Smarter corporate philanthropy has appeal as well, 

given that only a small portion of total corporate giv-

ing would need to be changed in order to have an im-

pact. Finally, the pension fund option, while a longer, 

tougher road, would be an enormous breakthrough, 

and on that ground alone should be investigated 

more. With all these options, one could start with 

countries where the chances of success are greatest, 

and use the lessons from them to extend outward to 

more diffi cult situations. 
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ANNEX 119 

INTERNATIONAL FINANCE 
FACILITY FOR IMMUNIZATION

Background

The International Finance Facility (IFF) is a fi nancing 

mechanism intended to raise funds for the achieve-

ment of the Millennium Development Goals, which are 

estimated to require an additional investment of $30 

billion to $70 billion per year until 2015. The IFF would 

issue bonds on international capital markets and be 

backed by donor countries. The unique characteristic 

of the proposal, championed by the UK Chancellor of 

the Exchequer Gordon Brown in 2003, is that it allows 

frontloading of assistance — the funds would be avail-

able to borrowers immediately, but the countries of-

fering the assistance would be able to pay for it over a 

longer period. This approach could reduce uncertainty 

about the fl ow of aid by capturing the costly, up-front 

investments that otherwise would be inadequately 

fi nanced. Immunizations offer a near-ideal vehicle for 

testing the IFF, because cash up-front to expand cur-

rent coverage can create long-term health benefi ts 

that greatly exceed the costs associated. Competition 

among development agencies for IFF funds could in-

troduce an element of competition to improve their 

performance.

What is the International Finance Facility 
for Immunization (IFFIm)?

The IFFIm, a pilot project of the larger IFF mecha-

nism, is a UK-registered charity whose sole assets are 

legally binding payment obligations from sovereign 

donors. To date, eight countries have created such 

obligations payable to the IFFIm over 20 years (the 

amounts shown are total nominal value pledged for 

the 20 year period): Italy (€473.5 million), Norway 

($27 million over 5 years), Spain (€189.5 million), 

Sweden (SEK 276.15 million), South Africa ($20 mil-

lion), the UK (£1.38 billion). France has pledged €372.8 

million and is expected to make a further commitment 

of up to €920 million. Brazil has announced a pledge 

of $20 million. For the European donors, the European 

Statistical Agency has ruled that pledges to the IFFIm 

will not be classifi ed as government debt, so the obli-

gation is off-budget. 

The IFFIm’s fi rst $1 billion bond (rated AAA/Aaa/AAA) 

was sold on November 7, 2006, with an annual yield 

of 5.019%, 31 basis points above the benchmark fi ve-

year U.S. Treasury bond. The IFFIm expects to issue 

such bonds to fi nance a total of $4 billion in disburse-

ments over the next 10 years, using the pledges as 

collateral. The disbursements will be channeled exclu-

sively through the GAVI Alliance (previously known as 

the Global Alliance for Vaccines and Immunization) for 

immunizations and systems improvements in coun-

tries with annual per capita incomes below $1,000. 

The Alliance partners include the GAVI Fund, national 

governments, UNICEF, WHO, the World Bank, the Bill & 

Melinda Gates Foundation, the vaccine industry, public 

health institutions, and nongovernmental organiza-

tions.

Why vaccinations?

Immunizations are a cost-effective intervention with 

a direct impact in reducing child mortality and mor-

bidity. They have been delivered successfully virtu-

ally everywhere in the world. If a health system does 

not perform consistently well, immunizations can be 

delivered through campaigns, and the programs can 

be scaled up relatively quickly. Since its inception in 

January 2000 with a Gates Foundation grant, the 

GAVI Alliance has proven its effectiveness by disburs-

ing more than $1.3 billion for vaccine programs to 
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increase coverage. The GAVI Alliance’s grant system 

encourages good performance and could disburse sig-

nifi cantly more funds without greatly increased costs. 

The fi gure above, from GAVI, illustrates how frontload-

ing works. With a constant stream of income based 

on donors’ binding agreements between 2006 and 

2025, the IFFIm goes into the market to raise funds 

to fi nance an expansion of the GAVI Alliance. In this 

example, in the years 2008 through 2012, the amount 

available is almost double donors’ pledges. The major 

benefi t is that many more children will have access 

to vaccines early in the funding cycle that otherwise 

would not have been available, with the frontloading 

also giving time for the partners to evaluate the im-

pact and decide how to sustain the gains. An impor-

tant secondary benefi t to GAVI is its ability to manage 

a predictable revenue stream that does not depend 

only on current donations.

The GAVI Alliance estimates that the current guaran-

tee of $4 billion will translate into 5 million fewer child 

deaths over 10 years and 5 million fewer adult deaths 

from liver-related diseases, which can be prevented 

by Hepatitis B vaccinations. The incremental cost per 

life saved by the IFFIm is estimated to be $755. These 

numbers are in addition to an estimated 1.5 million 

lives saved through the GAVI Alliance without the 

additional resources from the IFFIm. Moreover, the 

alliance expects that greater predictability of higher-

volume purchases will lead to more competition, less 

risk to producers, and consequently reduced prices 

for vaccines. 
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What’s the catch?

The IFFIm reduces the amount of assistance disbursed 

by an estimated 3.5 percent for interest and com-

missions — the cost of frontloading through borrow-

ing. The return to benefi ciary countries due to the 

frontloading is expected to outweigh these additional 

costs, so unless donor countries could reliably con-

tribute without the IFFIm at levels equivalent to the 

amounts shown in the fi gure above, the IFFIm makes 

sense. It costs donors the same overall and produces a 

higher return for the benefi ciaries. The major risk lies 

in whether the additional resources will actually pro-

duce the expected gains. As a test of the IFF, the IFFIm 

seems to be a good fi t. However, tying it to GAVI does 

not test whether it could improve aid effectiveness by 

causing agencies to compete for funds. That could be 

an important additional benefi t of the IFF and merits 

a test too.
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ANNEX 220

AIRLINE SOLIDARITY 
CONTRIBUTION

Background

In the search for additional funds for global health 

initiatives, a global tax has theoretical appeal. Many 

health issues have cross-border impacts — they are 

global or regional in nature. Recent examples include 

avian fl u and HIV/AIDS. Traditional examples include 

malaria, tuberculosis, smallpox, and polio. Whether a 

country has an adequate health surveillance system, 

so that diseases can be tracked; whether it invests 

adequately in research; and how it regulates drugs all 

have international implications.

A global tax would help to address inadequate funding 

for such problems and enable all countries to share 

responsibility. The practical problem with a global tax 

is all or most countries would have to agree to a uni-

form tax, or they would have to give up sovereignty 

to an international body that would impose the tax. 

Thus, despite their possible benefi ts, global taxes have 

never gotten traction politically.

What is the “Airline Solidarity Contribu-
tion” and how does it work?

Since 2004, a group of countries led by France has 

considered implementation of an add-on to existing 

airline taxes, called the airline solidarity contribution, 

to generate resources for global health. The additional 

airline tax is not a global tax in the strict sense of hav-

ing a single agreed tax and a global authority that has 

the power to levy it and allocate proceeds. Rather, it 

is a domestic tax that participating countries have 

agreed to coordinate and allocate to support UNITAID, 

an International Drug Purchase Facility for AIDS, tu-

berculosis, and malaria

On July 1, 2006, France introduced this levy on de-

parting passengers from French airports, including 

on domestic fl ights. As shown in the table below, it is 

a unit tax (a fi xed amount, not a percentage) added to 

the price of a ticket, with the amount dependent on 

destination and class of service. The class of service 

difference is intended to cause the rich to pay more. 

A round trip within France would cost an extra €2 in 

economy and €20 in fi rst class. The new intra-Europe 

solidarity levy represents a 26 percent increase for 

economy class and 255 percent for first class. For 

other destinations, the increases are 57 and 568 per-

cent, respectively. While not trivial, the French author-

ities emphasize that the increased tax is small relative 

to the total cost of a trip or a holiday. Total revenue 

from this new levy will approach €180 million per year, 

with 90% allocated to UNITAID and 10% to IFFm.21 

France designed the tax to limit its impact on the 

competitiveness of the airline industry and France as 

a destination. Seventy percent of passengers are esti-

mated to pay the lowest rate of €1. The levy is imposed 

on passengers, not carriers, so competition between 

French Civil Aviation Taxes 2006

Destination Civil Aviation Tax

Solidarity Levy

Economy Class Business & First Class

Intra-Europe €3.92 €1 €10

Other €7.04 €4 €40
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airline companies should not be distorted. Making 

connections through France should be minimally af-

fected, as passengers transiting for less than 24 hours 

are not charged the tax. As an add-on to an existing 

tax, additional collection costs for the airlines and 

government are limited to the complexity introduced 

by differentiating passengers by class (destinations 

were already taken into account).

What are the arguments for and against 
such a tax?

This global tax is not perfect, but it is an inventive way 

to try to gain the benefi ts of one. An airline tax can 

be introduced using pre-existing airport tax systems, 

as the French example illustrates, with relatively low 

implementation costs and possibly limited negative 

effects on the industry. The airline tax does not af-

fect the sovereignty of countries given that each na-

tional government can make its own decisions on the 

amount of the levy and which passengers must pay 

it. The tax can be largely “exported,” for example, if 

developing countries tax only international fi rst and 

business class passengers. Air traffi c has grown his-

torically at about 8% a year globally, so if the tax does 

not disrupt the industry, it can become a consistent 

and growing source of revenue for global health.

An argument against any such tax is that it will reduce 

economic activity and incomes, maybe imperceptibly, 

but it will happen. In any event, elected leaders have 

determined that the benefi ts outweigh the costs and 

that this is an appropriate vehicle to redistribute con-

sumption from airline passengers to poor people suf-

fering from AIDS, tuberculosis, and malaria.

What are the risks?

Some countries already rely heavily on airline and air-

port taxes; adding another increment could reduce a 

country’s competitiveness at the margin. For example, 

a businesswoman making a connection through Paris 

to New York will soon realize that staying overnight 

to enjoy a day in Paris adds a tax of €40, which would 

not be paid in Rome or London. If she does not, her 

company will. Price-conscious tourists with destina-

tion options will also watch such costs closely. Time 

will tell how much this issue matters.

Earmarking the proceeds of this domestic tax to 

UNITAID, which countries confi rm when they join it, 

may allow UNITAID to mimic to a degree an interna-

tional tax and spending agency, although there is no 

real experience yet on how binding the agreements 

will be in practice. Changes in behavior will be facili-

tated because the unit tax will have to be adjusted to 

keep up with infl ation, which in many countries will 

create regular opportunities to reexamine past com-

mitments in light of the experience.

Present status and expected future di-
rections 

As of April 2007, the airline solidarity contribution is 

effective in eight countries22, with most limiting the 

tax to international passengers. These countries gen-

erate an estimated €22 million annually, in addition to 

France’s contribution. Another 20 countries are devel-

oping the tax. In addition, Norway has allocated part 

of a tax on jet fuel, Spain makes a contribution out of 

its budget, and the UK has made a 20-year commit-

ment from its budget. Poor countries as well as rich 

countries participate. 
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ANNEX 323

ADVANCE MARKET COMMIT-
MENTS (AMC) FOR VACCINES

Background

Production of knowledge-based products like vaccines 

is characterized by high fi xed costs because the prod-

uct development phase can be lengthy, costly, and in-

volves a high risk of failure. Once developed, however, 

these products tend to be relatively easy to replicate, 

and production costs can fall quickly, causing prices in 

a competitive market to fall as well. These character-

istics create both a problem and an opportunity for 

international health.

The problem is that high up-front costs mean that 

vaccines are not developed with the poorest (and sick-

est) people on the planet in mind. Millions of people 

— mostly children — die each year in poor countries 

from infectious diseases. Vaccines are not developed 

for them because the potential revenue stream is 

too small and unpredictable to be a viable business 

proposition. On the other hand, the opportunity lies 

in the long-term low marginal cost of production. An 

adequate supply of new vaccines should persist at low, 

unsubsidized prices if only the development 

costs could be fi nanced. The Advance Market 

Commitment is a mechanism to solve the prob-

lem and take advantage of the opportunity.

How does an AMC work? 

At the core of the AMC is the concept of two-

stage pricing, illustrated in the fi gure to the 

right. In a traditional market, the price of a 

vaccine declines gradually as it turns into a 

commodity. The shaded area is total revenue 

for the vaccine, which fi nances development, 

manufacturing, distribution costs, and profi ts. 

Two-stage AMC pricing fi nances development costs 

through an up-front subsidy from donors for a negoti-

ated time period. As a quid pro quo for the AMC, the 

supplier agrees to continue selling (or licensing) the 

vaccine at a lower price following the AMC period. 

Eventually competition in the market keeps the price 

low without further intervention.

The AMC thus has two obvious core elements. The 

fi rst is that donors make a commitment to fi nance, 

at a high negotiated price, a specifi c quantity of the 

vaccine for a period of time to defray development 

costs. The second is that manufacturers agree to con-

tinue producing the vaccine at a lower price after the 

AMC is depleted. A third less obvious element is that 

technical specifi cations for the vaccine need to be ex-

plicitly agreed in advance, and a technical committee 

has to decide that the vaccine being offered meets 

those specifi cations. A legal framework agreement 

determines the total value of the AMC, the length of 

time over which it will be paid, the price and techni-

cal requirements for the target vaccine, and donors’ 

fi nancial commitment.

The AMC is not a purchase agreement. A manu-

facturer can tap into the AMC only when the vac-

Quantity / Time

Price declines over time

Pays 

for R&D

AMC: Pays 

for R&D

2 stage pricing: 

(1) AMC with donor support 

(2) Lower long-run price to 
countries

Traditional Vaccine Pricing

AMC Pricing 

Quantity / Time

$

$



INNOVATIVE FINANCING FOR GLOBAL HEALTH: TOOLS FOR ANALYZING THE OPTIONS 95

cine is purchased by eligible low-income countries. 

Developing country governments can purchase as 

much or as little vaccine as they choose, but will pay 

only a small fraction of the agreed AMC price. The dif-

ference is paid by donors’ commitments during the 

fi rst pricing stage. In effect, an AMC seeks to mimic 

a regular pharmaceutical product market by promis-

ing companies a price that would include an adequate 

return on their investment in developing the vaccine, 

bringing it to production, and selling it. If no vaccine is 

sold, however, the investment is lost.

Multiple AMCs could be signed for any single vaccine 

to encourage innovation and competition among sup-

pliers from the start. Suppliers thus face normal com-

petitive risks in the market, but they have an incentive 

to enter it because they can recover the development 

costs if they succeed — just as they do for products 

targeted to rich-country markets. An AMC is, in short, 

“pull” funding to attract suppliers.

What are the arguments for and against 
the AMC mechanism?

Tremendous intellectual and organizational effort has 

gone into development of the AMC. The core justifi ca-

tion for it is that it addresses the presumed causes 

of inadequate innovation in vaccines for developing 

country markets. It does this in a way that maintains 

incentives for performance by suppliers and encour-

ages competition. Many unknowns remain, which can 

be understood better with experience.

There are many alternatives, including public funding 

of research and development (R&D), purchase guar-

antees, prizes for new vaccines, purchase funds for 

new vaccines, and patent buy-outs. In essence, the 

AMC is a hybrid of some of these other options. The 

AMC is one instrument and certainly does not pre-

clude experimentation with other options; moreover, 

continued or expanded public or charitable funding of 

R&D (“push funding”) for poor-country diseases is an 

essential complement.

Present status and expected future di-
rections

The fi rst pilot AMC was launched in February 2007 

for vaccines against two strains of the streptococcus 

pneumoniae bacterium that globally cause 80 percent 

of pediatric cases of pneumonia, middle ear infec-

tions, meningitis, and sepsis. These are “late-stage 

vaccines” expected to be licensed by 2010. The $1.5 

billion AMC would fi nance incremental costs associ-

ated with global effi cacy research and scaling up for 

poorer countries, with an estimated price per dose of 

$5-7, payments beginning in 2010 for 7-10 years, and 

support for 2-4 manufacturers. The AMC is fi nanced 

primarily by Italy, the UK, and Canada, with contribu-

tions by Norway, Russia, and the Bill & Melinda Gates 

Foundation.

A second AMC has been recommended for a malaria 

vaccine, which would be an early stage vaccine. There 

are 89 candidate malaria vaccines — only one of which 

is late-stage — with an estimated earliest delivery date 

of 2016. The size of an AMC large enough to support 

2-3 manufacturers is estimated at $4.5-$5.0 billion, 

but the amount is uncertain and depends on how long 

a time lag there is between new products. Success 

in malaria will also require additional “push” fi nanc-

ing for R&D. The test for a malaria vaccine AMC is 

whether it would attract more fi rms to invest in bring-

ing alternatives to market and/or cause them to in-

crease innovation, speed up the development process, 

and reduce the time lag between new products. There 

is only one way to fi nd out…



96 GLOBAL ECONOMY AND DEVELOPMENT PROGRAM

ANNEX 424

GLOBAL ARTEMISININ-BASED 
COMBINATION THERAPY (ACT) 
SUBSIDY25

Background

Malaria affects 300 to 500 million people annually, 

killing an estimated 1.2 million, most of them chil-

dren in Africa. Effective strategies for reducing this 

scourge must include both prevention (indoor residual 

spraying of insecticides, use of insecticide-treated bed 

nets, and vector control) and treatment. Treatment 

requires effective drugs that are readily accessible 

to the population at risk, who need also to be well in-

formed about symptoms and treatment. Knowledge 

and innovation are also needed to improve effective-

ness and reduce costs. An ACT subsidy would address 

the treatment element.

The problem

An estimated 546 million anti-malarial treatments are 

consumed per year globally, with governments deliv-

ering 27 percent and private sources accounting for 

73 percent. The picture at the right describes the mar-

ket. In total, about 75 percent of 

treatments are based on inex-

pensive but decreasingly effec-

tive drugs (CQ, or chloroquine, 

and SP, or sulfadoxine-pyri-

methamine). Treatments based 

on artemisinin, a relatively new 

and powerful but much more 

expensive anti-malarial, have 

entered this mix, both alone 

(monotherapy) and in ACT form 

(combination therapy). ACTs are 

the WHO-suggested standard in 

an effort to delay emergence of artemisinin-resistant 

parasites, which has rendered previously successful 

drugs ineffective.

ACTs are sold to the public sector at a manufacturer’s 

price of $1 per treatment, which is about 20 times the 

wholesale price of CQ. Manufacturer’s prices to pri-

vate wholesalers are $4 to $5. Retail prices in devel-

oping countries range from $6 to $10, compared to 

$0.40 or less for CQ and SP. Subsidies for purchase of 

ACTs have been available to governments in develop-

ing countries since 2004, with a positive impact on 

treatments, as shown in the fi gure above. The ACT 

subsidy has two goals for the private market: to crowd 

out monotherapies and to deliver an effective treat-

ment for the sick.

History of and rationale for an ACT sub-
sidy

The idea of a global subsidy originated in 2004 with a 

U.S. Institute of Medicine report entitled Saving Lives, 

Buying Time: Economics of Malaria Drugs in an Age 

of Resistance. If successful, the ACT subsidy will main-

tain the effectiveness of artemisinin over a longer pe-

riod of time. If done everywhere, it will maintain this 
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benefi t over space (success in space gains success in 

time). As part of a comprehensive malaria program, 

successful treatment can reduce transmission. These 

benefi ts are characteristics of a global public good.

Of course other options could be pursued to achieve 

the same goal. Monotherapies could be banned. The 

public sector could be expanded or malaria patients 

required to use public clinics. People could receive 

vouchers for ACTs. Price controls could be imposed. 

Questions of practicality and ideology aside, all of 

these alternatives require local action and thus fail 

the test of a global intervention to address the prob-

lem everywhere at the same time, preferably with 

minimal transactions costs.

How would it work?

The goal of the subsidy is to get the street price of 

ACT down to 40 cents. Wholesalers that buy directly 

from manufacturers would be pre-qualified to par-

ticipate by the ACT Facility (ACTF). The ACTF would 

tender and/or negotiate with manufacturers for ACT, 

seeking to obtain the same price charged to public 

buyers ($1 currently). Once a qualifi ed wholesaler en-

ters into an agreement with a qualifi ed manufacturer 

and the order is delivered, the ACTF would pay the 

subsidy necessary to reduce the price to $0.05. For 

example, if today’s ACT price to wholesalers is $4, the 

idea is to generate savings through competitive bid-

ding of $3, then provide a cash subsidy for the fi nal 

$0.95 to generate a price of $0.05 for the wholesaler 

(equivalent to the price of CQ). Proponents suggest 

that in practice the required subsidy may range from 

$0.95 to $1.95. The price tag for an estimated 250 mil-

lion treatments, including the administrative, program 

evaluation, and subsidy costs, would be about $300 

million per year. The expected result would be that 2/3 

of all treatments would be ACTs.

Risks

There is almost no risk of failure in crowding out 

monotherapy artemisinin from the market. In fact, 

quite a small subsidy would probably do that. The risks 

have to do with success in improving treatment.

Will the supply chain pass the savings on to the con-

sumer? The result will differ in every market. An 

analysis based on prices in Uganda suggests that in a 

competitive market, the ACT price could be brought 

down to about $0.60 from the current price of $9. 

In less competitive markets, the estimate is $1.50 to 

$2.50, but alternatives are priced higher too. ACT ac-

tually works, so at a higher price it still might crowd 

out CQ and SP. In either price scenario, over time 

there is little question it would crowd out more expen-

sive artemisinin monotherapy, assuming little differ-

ence in manufacturing costs.

Will sellers stop shaving pills, selling duds, prescrib-

ing the wrong drugs, and so on? Will patients become 

more effective consumers and self-treaters? Nothing 

about the price subsidy affects these behaviors. 

However, attention to packaging, public information, 

and a quid pro quo by the ACTF for manufacturers and 

wholesalers to advertise good practices aggressively 

could build incentives to reduce this risk in the pro-

gram. Inescapably, even a global subsidy needs local 

complementary actions to fully meet its goals.

Present status and expected future di-
rections

Many details need to be worked out, but the goal is to 

roll out the ACT Subsidy in November 2007.
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ANNEX 526

DEBT2HEALTH: DEBT CONVER-
SION FOR THE GLOBAL FUND TO 
FIGHT AIDS, TUBERCULOSIS, AND 
MALARIA

Background

Despite signifi cant increases in funding for HIV/AIDS, 

tuberculosis (TB), and malaria over the past decade, 

estimates suggest a continuing and substantial short-

fall in funding. The Global Fund has projected, for ex-

ample, that 5 million people in Africa would benefi t 

from antiretroviral treatment that costs $1,000 per 

year, an outlay of $5 billion annually just for that pur-

pose. In the fi ve years from 2002 to 2007, the Global 

Fund has raised and committed $7 billion, not much 

more than the annual estimate for this single need. 

Total global needs for HIV/AIDS, TB, and malaria are es-

timated to be in the $15 billion/year range. Hence the 

fund faces a perennial demand for additional funding. 

Figures 1 and 2 illustrate the Global Fund’s record in 

providing assistance. As shown, HIV/AIDS receives 

more than half the funding, and governments ac-

count for about two-thirds of its grants. The Global 

Fund follows a performance-based funding system 

focused on output measures. As 

of end-2006, it reports that it has 

fi nanced antiretroviral treatment 

for 770,000 HIV-positive people, 

2 million people treated for TB, 

18 million insecticide-treated 

nets distributed, 23 million ma-

laria treatments delivered, 9.4 

million people receiving HIV 

counseling, 1.1 million orphans 

provided basic care and support, 

and 23 million receiving com-

munity outreach services. To 

support its core work of raising and disbursing funds 

for these programs, the Global Fund has been seeking 

new sources of revenue. On April 26, 2007, its Board 

approved a pilot of the “Debt2Health” program in four 

countries (Indonesia, Kenya, Pakistan, and Peru) be-

tween 2007 and 2009. 

Global Fund Debt Conversion

The idea of a Global Fund debt conversion was in-

troduced at the International AIDS Conference in 

Barcelona in 2002, was further developed in a Global 

Aids Alliance and Advocacy International feasibility 

study in July 2005, and has been further adjusted for 

the pilot phase. The Global Fund sees four potential 

sources of debt for conversion: (a) bilateral conces-

sional debt, owed by 16 lower middle-income coun-

tries, that has already been rescheduled and can be 

converted now (this debt is the target of the pilot); 

(b) remaining commercial and bilateral offi cial claims 

on HIPC (Heavily Indebted Poor Country Initiative) 

countries, most of whose debt has been canceled; 

(c) remaining multilateral claims on HIPCs (mostly by 

regional institutions in developing countries); and (d) 

nonperforming debt owed by non-HIPC countries to 

private entities that may convert it as an act of char-

ity. The stock of debt in these four categories runs into 

many billions of dollars.

57%
HIV/AIDS

15%  TB

27%  Malaria

1%  HSS

Disease

64%
Government

12%  NGO

2%  FBO
4%  Private Sector

18%  Multilateral

Rounds 2-5 only. Information
not available for Round 1.

*

Sector of recipients*

Figure 1. The Global Fund: 
Distribution of Funds, by 
Disease 2003–06

Figure 2. The Global Fund: 
Distribution of Funds, by 
Implementer 2003–06

Source: Global Fund Website
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How would GFDC work?

Under the pilot approved by the Global 

Fund Board and illustrated in the fi gure to 

the right, a creditor would agree to write 

off debt in exchange for the benefi ciary’s 

commitment of counterpart funds (the lo-

cal currency equivalent of the present value 

of the remaining debt) to a Global Fund ac-

count for domestic projects that have been 

approved through the normal Global Fund 

process. The Global Fund is a party to the 

conversion agreement, in that it receives 

the money. Payment into the Global Fund account can 

be through cash (in two installments) or promissory 

notes. Notwithstanding the currency of payment, the 

funds would be converted to a reserve currency like 

the US dollar. Through this program, the Global Fund 

obliges itself to earmark funds for a single country’s 

programs.

The example of Indonesia

As of early 2007, Germany had agreed to convert 

€200 million ($260 million) of ODA debt over the next 

two years at a discount of 50 percent for the ben-

efi ciary. Indonesia is likely to be the fi rst benefi ciary, 

with €50 million in debt to be canceled by Germany if 

Indonesia contributes half of that amount through the 

Debt2Health mechanism. An agreement with Pakistan 

would be expected to come next, with Kenya and Peru 

following. Germany’s commitment would increase 

Global Fund resources by $125-130 million. During the 

pilot, the goal is to increase donor participation and 

double this amount.

What are the arguments for and against a 
Debt2Health mechanism?

The incentives for a creditor to participate in 

Debt2Health can be substantial. Debt conversion for 

bilateral donors is diffi cult and transactions-intensive. 

It typically requires that both the amount and use of 

counterpart funds be agreed, which may involve de-

veloping, completing, and evaluating a new project 

or identifying another acceptable use for the funds, 

with monitoring. If donor and recipient countries can 

substitute the Global Fund for this process — accepting 

the desirability of its goals, procedures for selecting 

projects, and accounting for results — the process of 

debt conversion could be greatly simplifi ed. If debt 

conversions become an important tool for fi nancing 

Global Fund activities, they could cause excessive ear-

marking to specifi c countries, but that certainly is not 

an issue now.

However, for the debtor country, if the loan is not be-

ing serviced today, a partial cancellation requiring 

counterpart funds would be more expensive than the 

status quo, so it is likely that only countries capable of 

making such payments could benefi t. Yet a successful 

pilot might make the mountain of outstanding obliga-

tions of low- and middle-income countries a feasible 

resource for better health.

Global 
Fund

Account

2 cancels debt

pays
counter-
part funds 
at agreed
conditions

honors 
disbursement
requests from PRs

1

3

Beneficiary
Country

Creditor

Global Fund
programme

Debt2Health mechanism
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ANNEX 627

PRIVATE SECTOR FINANCING FOR 
THE GLOBAL FUND: (PRODUCT)RED

Background

In a December 14, 2006, talk at the Center for Global 

Development, Richard Feachem, the fi rst executive 

director of the Global Fund for HIV/AIDS, TB and 

Malaria, emphasized the importance of sustainabil-

ity and predictability of funding for its work: “The 

PEPFAR (President’s Emergency Plan for AIDS Relief) 

and the Global Fund together will have probably 2.4 

million people on anti-retroviral therapy by the end 

of 2007. That is anti-retroviral therapy until death… If 

the money stops the drugs stop and people are dead 

within weeks. If the money fl uctuates the drugs fl uctu-

ate and resistance is greatly fueled by the virus to the 

drugs… And so this sustainability and predictability of 

fi nance is absolutely critical to this enterprise…”

As of March 31, 20007, The Global Fund had a portfolio 

of 405 grant agreements in 132 countries, with a total 

commitment of about $12 billion. It has cumulatively 

disbursed $3.5 billion in its fi rst fi ve years (since January 

29, 2002). Disbursements are rising rapidly, with 43 per-

cent of the total disbursed in 2006 alone. While support 

in terms of cash and promised support for the Global 

Fund has accumulated to over $10 billion, only about 

$5 million of these funds have come from commercial 

enterprises. A key element of a strategy to develop a 

predictable and sustainable fl ow of contributions is to 

diversify sources of funds, and private commercial con-

tributions could potentially play a much larger role.

What is (Product)RED?

(Product)RED was created in 2006 by Bono, lead 

singer of U2, and Bobby Shriver, Chairman of Debt, 

AIDS, Trade, Africa (DATA) specifi cally to address this 

issue. Red is a limited-liability company owned by its 

two founders. It licenses its trademark to companies 

that agree to donate some of the revenue or profi ts 

from the sales of (Product)RED goods or services to 

the Global Fund and pay a fee to Red for marketing 

and administration. The founders emphasize that it is 

a business model, not a charity.

How does it work?

The (Product)RED trademark is licensed to well-known, 

global, profitable companies, such as American 

Express, Apple, Converse, the Gap, Giorgio Armani, 

and Motorola. Each partner develops products 

branded with the (Product)RED logo. Every arrange-

ment is different, but partners have generally pledged 

about 40% of profi ts from sales of Red products to 

Global Fund programs in Africa. 

Although (Product)RED is similar in some respects 

to other cause-related marketing ventures such as 

“Newman’s Own,” where all profits are donated to 

charity, it differs in that it is a single brand marketed 

across different companies. Only one company in each 

product category is licensed by Red, which introduces 

a monopoly element within each product category. 

Red companies benefit from its brand recognition, 

cross-brand marketing, and ready access to celebrity 

support. Red provides a way for companies to tap into 

demand by so-called “conscience consumers” without 

having to develop their own brand and giving arrange-

ments. In short, companies can expand their markets, 

sell to new groups of consumers, make more money, 

and do good all at the same time.

What are the arguments for and against 
(Product)RED?

(Product)RED could generate a long-term source of cor-

porate revenue for the Global Fund at higher volume 
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and greater predictability with lower 

transaction costs than would be possible 

through solicitations of charitable giving 

by businesses. The fi gure to the right, 

presented at the Global Fund’s Board 

meeting in April 2007, shows spectacular 

growth in cumulative contributions from 

Red during its fi rst year of its existence. 

In 9 months of 2006, it raised $11.7 mil-

lion, but another $7 million arrived in the 

fi rst 3 months of 2007. Advocates hope 

to reach several hundred million dollars 

a year as the brand takes off. As with 

the Debt4Health initiative, the Global 

Fund allows country “earmarking” for 

Red as a concession to its marketing 

needs. For example, in 2006 it identifi ed 

specifi c grants to Rwanda and Swaziland 

as funded by Red. It detailed for Red customers what 

these grants would do. In a vast sea of funds, however, 

this type of earmarking has little economic meaning 

in the normal sense of the word and probably has no 

actual effect on Global Fund allocation decisions.

By linking an ethical cause to attractive products, 

(Product)RED also hopes to encourage consumers who 

generally would not be considered “conscience con-

sumers” to behave as if they were. The (Product)RED 

campaign also raises public awareness among con-

sumers of the Global Fund and its activities. That 

could translate into other benefi ts, such as encour-

agement to politicians to support offi cial donations to 

the Global Fund. 

From the start, (Product)RED has been criticized for al-

lowing its partner companies to profi t from increased 

sales on the backs of sick, impoverished Africans. 

In response, proponents repeat that (Product)RED is 

fi rst and foremost a business, but one that generates 

funds that otherwise would not exist for AIDS victims 

in Africa. They add that it piggybacks on commercial 

marketing and, by virtue of commercial transactions 

for Red products, consumers increase their knowl-

edge of the depth of the AIDS problem in Africa.

Further, some claim that (Product)RED lacks transpar-

ency with respect to the amount of money each com-

pany is actually contributing to the Global Fund. Some 

companies, like Apple, which gives $10 from each sale 

of its Red iPod, clearly state the amount of money 

that goes to the Global Fund. Other companies, like 

The Gap and Giorgio Armani, which promise to do-

nate a certain percentage of profi ts from sales of Red 

products, do not specifi cally state how they calculate 

the profi ts.

Whatever the criticisms, because (Product)RED is a 

business, it will succeed or fail on that basis.
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ANNEX 728

FINANCING GAPS FOR GLOBAL 
HEALTH

Background

As international commitments are made and new 

technologies are developed to confront global health 

challenges, many organizations have begun to pre-

pare estimates of global health funding requirements 

for the coming years. These estimates range from 

the more general (assessing the amount needed to 

achieve the health-specifi c Millennium Development 

Goals or the health interventions of the World 

Development Report 1993) to the acutely specific 

(cataloging the fi nancing gaps for disease-specifi c re-

search and development targets). 

What resources are needed?

Overall health needs

The UN’s Millennium Development Goals have pro-

vided the impetus for many organizations to estimate 

fi nancing gaps. In recent years, several studies have 

analyzed the costs associated with global efforts to 

attain the health-specifi c goals of the MDG targets by 

2015:

World Health Organization’s (WHO’s) Commission 

for Macroeconomics and Health, 2001: Projected 

the shortfall in external health assistance to grow 

from $22 billion/year in 2007 to $31 billion/year 

over the next decade, based on an estimate of 

needed spending of about $38 per capita

World Bank, 2002: Projected a gap of $15–25 billion/

year over the next 10 years

World Bank, 2003: Showed evidence of a shortfall of 

$25–70 billion/year from 2005 to 2015

•

•

•

UN’s Millennium Project, 2005: Estimated its fi-

nancing defi cits to range from $30 billion to $50 

billion/year

The breadth of the discrepancies between these esti-

mates demonstrates the diffi culty of estimating such 

a broad scope of goals, interventions, and costs and 

illustrates the range of choices available to national 

and international policymakers.

Disease-specifi c gaps

Seeking to focus the attention of the donor commu-

nity more squarely on particular issues, several dis-

ease-specifi c organizations have produced their own 

estimates of the costs of achieving the MDGs related 

to their area of activity. Chief among those targeted 

groups are the WHO partnerships for HIV/AIDS, tuber-

culosis, and malaria:

UNAIDS, 2005: Projected a need for $55.1 billion 

over the next three years to cover prevention, 

treatment and care, and program costs, leaving a 

fi nancing shortfall of $6 billion in 2007, rising to $8.1 

billion in 2008

StopTB, 2005: Estimated costs of $56.1 billion over 

the next 10 years, resulting in a $31 billion gap based 

on current aid trends

Rollback Malaria, 2005: Projected a need for $4.1 

billion/year for the next decade, leaving a fi nancing 

gap of approximately $3 billion/year

Other major international entities have joined the rush to 

quantify needs in advance of the looming 2015 deadline:

Global Fund, 2006: Projected a shortfall of $2.1 bil-

lion of the $5.5 billion needed for 2006–07 to main-

tain programs, as of May 2006; estimated the cost 

of expanding programs to meet global needs to be 

$10.9 billion in 2006–07, rising to $13.6 billion and 

then $23.2 billion for 2008–10

•

•

•

•

•
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Commission for Africa, 2005: Projected the need 

for a $19.6 billion/year increase in health assistance 

for Africa by 2010, with $10 billion of the total dedi-

cated to HIV/AIDS interventions

WHO and the Global Alliance for Vaccines and 

Immunization (GAVI), 2005: Estimated the cost of 

immunizing populations of 72 of the world’s poor-

est countries over the next decade to be $35 billion, 

leaving a gap in fi nancing $11 billion to $15 billion 

UN Population Fund (UNFPA): Predicted fi nancing 

requirements for reproduction health programs 

to exceed $7 billion/year by 2015, a $1 billion/year 

shortfall

Global Health Council, 2006: Called for an addi-

tional $4.1 billion/year to spend globally on neonatal 

interventions

WHO, 2005: Determined overall need to be $9 bil-

lion in 2006, soaring to $16 billion by 2015, based 

on two reports on maternal and child health, result-

ing in a $6 billion/year fi nancing gap by the end of 

10 years

Intervention-specifi c gaps

The organizations’ estimates represent only the most 

easily recognized gaps. Many other assessments 

have produced similar statistics for still more specifi c 

health interventions: 

WHO: Estimated the cost of eliminating shortages in 

human resources capacity for health care to be $95 

billion to $130 billion over the next 10 years 

International Partnership for Microbicides: Projected 

a need for $280 million/year in funding to develop 

microbicides in the fi ght against AIDS, double what 

is currently being allocated to such efforts 

The Malaria Research and Development Alliance: 

Estimated about $2.7 billion/year needed to correct 

the spending ratio on malaria, which accounts for 

over 3% of the disease burden globally but receives 

•

•

•

•

•

•

•

•

only 0.3% of the world’s health-related R&D invest-

ment 

The International AIDS Vaccine Initiative: Projected 

an annual investment of $1.2 billion needed to accel-

erate progress toward an HIV vaccine, $500 million 

above current funding levels

In addition to current health epidemics, the prospect 

of an infl uenza pandemic has led the WHO to prepare 

a Global Vaccine Action Plan that calls for the invest-

ment of $3–10 billion over the next fi ve to 10 years to 

ensure that the world is adequately prepared for the 

worst-case scenario. 

What is the context for these outlooks?

The studies conducted by the World Bank, WHO, and 

UN determined that additional funding of $20–70 bil-

lion per year will be needed to achieve the Millennium 

Development Goals by 2015. The total of the major 

disease-specifi c estimates addressed above amounts 

to an annual shortfall over the next decade of about 

$35–40 billion/year. These are large sums of money, 

and, what is more, they refl ect only interventions de-

signed to address existing health problems. To build 

and sustain health systems and services that will be 

capable of scaling up existing technologies, develop-

ing new technologies and interventions for current 

and future afflictions will take significantly more 

resources. Indeed, the Copenhagen Consensus in 

2004 estimated the cost of providing all developing 

countries with the basic health services outlined in 

the World Development Report 1993 to be $337 bil-

lion/year.

To place these fi gures in perspective, low- and middle-

income countries spent a total of $350 billion/year 

on health in 2004, representing about 12 percent of 

the total global health expenditure. Of this health 

spending, only $11.4 billion, or 2.6 percent, came from 

•
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health-specifi c aid. At the same time, to-

tal offi cial development assistance (ODA) 

to developing countries in 2004 was 

about $80 billion. Although development 

assistance is trending slightly upward (to-

tal ODA for 2005 is estimated to be $105 

billion), the amounts requested by the 

health community in these fi nancing esti-

mates are staggering relative to historical 

experience. Even as advocates for greater 

development assistance target a doubling 

of aid to fulfi ll global funding needs, these 

estimates of the health financing gaps 

show such efforts to be inadequate. Fully 

funding these projected interventions would require, 

at least, a four- or fi vefold increase in the level of ex-

ternal contributions to health programs alone, to say 

nothing of the other non-health-related MDGs, which 

are estimated to require well over $50 billion/year in 

further resources.

Future challenges and issues

Harmonizing the results of fi nancing gap studies. 

The studies cannot be easily harmonized because 

they employ incompatible methodologies and as-

sumptions, use varying time horizons, and operate 

from different underlying data sets. Potential over-

lap of studies also raises the risk of double-counting 

the cost of health interventions 

Mobilizing greater resources. Even conservative 

estimates result in daunting fi nancing gaps. With 

1.

2.

offi cial assistance remaining relatively scarce, in-

novative fi nancing mechanisms may have potential 

to leverage more funds from a greater variety of 

sources. However, countries themselves must be 

supported to develop sustainable fi nancing for their 

health systems that responds to local needs and pri-

orities. Effi ciency and effectiveness improvements, 

both in aid and in public expenditure management, 

also could play a role.

Ensuring the effective use of resources for health. 

Some have feared that a massive infl ux of aid may 

overwhelm the absorptive capacity of current 

health systems, although recent evidence from the 

Global Fund and the World Bank indicate that avail-

able monies can be spent, particularly if both public 

and private actors can be tapped to deliver needed 

interventions accountably.

3.

Figure 1: Estimated gaps in health aid (projected 
less current funding levels)
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ANNEX 8

AN EXAMPLE OF A “LONGLIST” 
OF ASSESSMENT CRITERIA

As Chapter 6 discussed, there can be a large number 

of criteria that are potentially appropriate for analyz-

ing an IFH issue, and winnowing that number down to 

the most useful criteria for the problem at hand is an 

important part of working on the issue. Reference was 

made there to a “longlist” of criteria that we examined 

for the example of analyzing options for dealing with 

aid volatility and unpredictability. On the following 

pages, this Annex provides that “longlist.”
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LIST OF ACRONYMS

ACT  Advanced Combination Therapy

AMC  Advanced Market Commitment

ASC  Airline Solidarity Contribution

BINGO Big International Non-Governmental 
Organization

CHAI  Commission for Healthcare Audit and 
Inspections (UK)

CCT Conditional Cash Transfer

DOTS Directly Observed Treatment/Therapy 
Short Course

EPI Expanded Program on Immunization 
(Tanzania)

ESF  Exogenous Shocks Facility

G8  Group of Eight

GAVI  The Global Alliance for Vaccines and 
Immunization

GBOs  Grassroots Business Organizations

GCGHI Grand Chal lenges in  Global  Health 
Initiative

GF  The Global Fund for AIDS, Tuberculosis, 
and Malaria

HIPC  Highly Indebted Poor Country

HMO Health Maintenance Organization

HPV Human Papilomavirus

IAVI  International AIDS Vaccine Initiative

IDA  International Development Association

IFC International Finance Corporation

IFF  International Finance Facility

IFF-Im  I n te r n a t i o n a l  F i n a n ce  Fa c i l i ty  fo r 
Immunization

IFH  Innovative Financing for Global Health

IFIs  International Financial Institutions

IMF  International Monetary Fund

LICs Low-Income Countries

LNGO Local Non-Governmental Organization

MDGs Millennium Development Goals

MICs Middle-Income Countries

MIGA Multilateral Investment Guarantee Agency

MMV  Medicines for Malaria Venture

MVI  Malaria Vaccine Initiative

NGO Non-Governmental Organization

NIH National Institutes of Health (US)

ODA Offi cial Development Assistance

OECD Organisation for Economic Co-operation 
and Development

OPIC Overseas Private Investment Corporation 
(US)

PAHO  Pan American Health Organization

PDPs Product Development Partnerships

PEPFAR President’s Emergency Plan For AIDS 
Relief (US)

PFI Private Finance Initiative (UK)

PPO Preferred Provider Organization

SDRs  Special Drawing Rights

SMEs  Small and Medium Enterprises

SWAps  Sector Wide Approaches

UNICEF United Nations Children’s Fund

WHO World Health Organization
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