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An Examination of India's Federal System

and its Impact on Healthcare

NIRANJAN SAHOO

ABSTRACT This paper explores the impact of India's federal architecture, particularly its
tax-sharing structure and system of fiscal transfers, on the state of the country's healthcare.
It examines the existing system of intergovernmental transfers and pays particular
attention to the Fourteenth Finance Commission's new devolution framework that has
enhanced the previously constrained fiscal spaces of states. This, in turn, will likely have
implications on India's overall performance in healthcare.

INTRODUCTION

Like in most federal countries’ in the world,
healthcare in India is listed as a State
subject—meaning that states are the primary
agents tasked to deliver health-related
services. For India, this setup has met with
various issues as under existing federal
arrangements, states are not vested with
adequate financial powers to meet their
expenditure responsibilities. After all, the
Centre holds maximum control over tax
revenues. The pathway to bridge such gaps is
through loans and intergovernmental
transfers (from various central ministries to
states and local governments). This apart, as

most federal countries routinely do, the central
government makes specific-purpose transfers
or grants on critical areas such as health and
education. For example, the Union
Government runs the National Rural Health
Mission (NRHM), one of the largest healthcare
programs in the country catering to the health
needs of the rural poor. Of course, states have
their own resources to design and implement
social schemes in their own ways.” Beyond
finance, the federal government plays a
dominant role in the setting up and
management of institutions, health
infrastructure and policies—such architecture
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creates an impact on the state's health
outcomes which, in turn, affect the country's
overall ranking in healthcare. It is the federal
government that frames and anchors a wide
variety of national programs such as those
concerned with diseases like leprosy, malaria,
polio, tuberculosis and HIV/AIDS.

Thus, the current power sharing
arrangement between the centre and states is
such that the federal government carries the
most responsibility in decision-making. How
has this addressed the issues of access, equity
and regional inequalities in healthcare? Has the
multiple levels of intergovernmental
transfers—in particular, the specific-purpose
transfers to the health sector—achieved the
desired goals? To be sure, these central
transfers have many positive effects in terms of
creating institution, building infrastructure
and improving healthcare delivery, particularly
under NRHM.’ Evidence suggest, however, that
the federal transfers architecture has generally
failed the country's healthcare system. Proof of
this is the country's poor showing in key health
indicators. In fact, many of India's poorer
neighbouring countries perform better on
several indicators. Given that the states are
mostly in-charge of program implementation
(besides shouldering the bulk of the financial
burden) they are to be held accountable for the
country's poor performance in key health
parameters. But this paper's aim is not to pin
the blame solely on either the Centre or the
States for the challenges facing the country's
healthcare; rather, the imperative is to examine
the current institutional architecture for
healthcare.

This paper seeks to understand the
correlation between India's federal system,
existing inter-governmental mechanisms for
resource transfers, and policies and schemes to
achieve health goals. It also studies the likely
implications of the recommendations made by
the Fourteenth Finance Commission (FFC) on
health outlays.

HEALTHCAREININDIA: ASNAPSHOT

The opening words of the draft National Health
Policy (NHP) 2015 perhaps best illustrate the
state of healthcare in the country: “India today,
is the world's third largest economy in terms of
its Gross National Income (in PPP terms) and
has the potential to grow larger and more
equitably, and to emerge to be counted as one of
the developed nations of the world. India today
possesses as never before, a sophisticated
arsenal of interventions, technologies and
knowledge required for providing health care to
her people. Yet the gaps in health outcomes
continue to widen. On the face of it, much of the
ill health, disease, premature death, and
suffering we see on such alarge scaleisneedless,
given the availability of effective and affordable
interventions for prevention and treatment.”

This is not to say that there has been no
progress at all in India's healthcare. Indeed,
gains have been achieved in certain health
areas;’ the overall picture, however, is that of a
nation that remains beset with huge challenges.
For example, the proportion of underweight
children in India has gone down from 53.5
percent in the 1990s to 40 percent in 2015.
However, this performance is well below the
global goal of 26 percent. Similarly, India has
missed—by a significant 65 points—the
Millennium Development Goal for maternal
mortality ratio (MMR) of 109 per 100,000 live
birthsby 2015.°

India's performance in infant mortality rate
(IMR) has also been below par, at 38 per 1000
live births. The country's poorer neighbours
have achieved more in this area: for Bangladesh
and Nepal, IMR is much lower at 33 and 32 per
1000live births, respectively (see Table 1).

India's performance varies across states and
regions. For instance, the difference in infant
mortality rate between the best-performing
state of Goa and the worst performing states
(Madhya Pradesh and Assam) is nearly six-fold.
Further, sharp variations are to be found across
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social groups. The dalit and adivasi, for example,
are over-represented among India's
undernourished children.’

Among the primary reasons for the
country's poor showing on health is the
continued low levels of public spending, which
today represents less than 30 percent of total
health spending. This represents only about
1.04 percent of GDP, which is approximately 4
percent of total government expenditure.
Numerically, this translates to INR 957 per
capita at current market prices. The Central
Government share of this is INR 325 (0.34
percent of GDP) while State Government share
translates to Some INR 632 per capita at
baseline scenario. Global evidence on health
spending suggests that unless a country spends
at least five to six percent of its GDP on
healthcare—and the major part of it is from
government expenditure—basic healthcare
needs are rarely fulfilled.’

Other factors that contribute to under-
achievement in health include flawed policies, a
lack of capacity, inefficiency, and the weak
execution of programmes. Corruption worsens
the situation further.’ Yet very few analysts talk
about the institutional and political aspects

Tablel: Key Health Indicators: India vs. Neighbours

contributing to the poor delivery of healthcare
services in the country. In many ways, India's
ailing healthcare system has roots that go
deeper into the country's federal system, the
inter-governmental transfers system, and
centralised policies and schemes.

HEALTHCARE AND INDIA'S FEDERAL
SYSTEM:ISSUES AND CHALLENGES

The Constitution of India defines the
distribution of power between the Centre and
the States under various heads, namely,
legislative, administrative and executive. The
legislative section is divided into three lists:
Union list; State list; and Concurrent list. The
Union list consists of 99 items on which the
parliament has exclusive power. The State list
consists of 61 items on which state legislature
has exclusive power to make laws, and the
Concurrent list has 52 items of joint
responsibility.”’ Healthcare belongs to the State
list: it is the states that carry the primary
responsibility to deliver health-related services.

At the same time, however, states are not
vested with adequate financial powers to meet
their expenditure responsibilities. At present,

Indicator India China Bangladesh | Sri Lanka Pakistan Brazil Nepal
Infant Mortality Rate 38 9 31 8 66 15 29
(per 1000 live births)

Under-5 Mortality rate 48 11 38 10 81 16 36
(per 1000 live births)

Maternal mortality ratio 174 27 176 30 178 44 258
(per 100,000 live births)

Per capita government 75 420 31 127 36 947 40
expenditure on health

(PPP, §)

Out-of-pocket health 89.2 72.3 92.9 95.8 86.8 47.2 79.9
expenditure

Source: World Health Statistics Report, 2015 and The World Bank Data 2015.
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Statesraise about 38-40 percent of total current
revenues, while they incur on an average 58-60
percent expenditure on a range of items
including health and family welfare.” Such
vertical fiscal imbalance (limited tax bases with
maximum expenditure responsibility)—which
is in-built in the original constitutional
design'’—is addressed through the inter-
governmental transfers carried out via multiple
channels, mainly the Finance Commission (FC),
the Planning Commission (PC)" and various
central ministries. Of these, the Finance
Commission plays the pivotal role. Appointed
every five years, the FC is vested with powers to
recommend the shares of personal income tax
and union excise duty and grants-in-aid to the
states. The transfers through the FC consist of
general purpose transfers (formula-based tax
devolution and block grants), specific purpose
transfers (education, health), and state-specific
grants (disaster relief and special needs)."
Overall, The FC's primary role is to recommend
resource transfers aimed at correcting the
vertical and horizontal fiscal imbalances in an
equitable and efficient manner.”

The second major source of transfers to
states are plan grants and loans mainly by the
Planning Commission (abolished in 2014) to
meet non-plan requirements in the current
account.” Although a large chunk of such
transfers are discretionary in nature, like the
EC, the PC too disbursed funds mostly on the
basis of a formula (the Gadgil-Mukherjee
formula)'” mainly to bridge regional
imbalances and address specific needs of the
states concerned. Besides these two
important channels, various Central
ministries provide specific-purpose transfers
to states to bridge financial gaps and to help
states improve their key human development
indicators (such as health, education, food
security, and social safety). These transfers are
carried out in the form of centrally sponsored
schemes (CSS) to address issues of regional
imbalances and income inequality, and

promote cross-learning among states. On
health alone, the Centre runs a number of
flagship programmes such as the National
Rural Health Mission (NRHM) and Rashtriya
Swastha Bima Yojana (RSBY). There are also
large programmes being managed by the
Centre, like the Integrated Child Development
Services (ICDS), which directlybear on health.
Beyond the instruments of central
transfers, the federal government also
dominates the policy and program
architecture concerning the health sector in
various other ways. Constitutionally
speaking, the Centre's dominance stems from
the fact that while public health and
sanitation, and hospitals, for example, are
within the domains of the states, the tasks
related to “population control and family
planning” (Entry 20A), “legal, medical and
other professions” (Entry 26) are in the
“concurrent list"—which means they fall
under the jurisdiction of the Union
Government. Moreover, institutions and
organisations declared by parliament to be of
national importance and institutions for
professional and technical training and
research come under the purview of the Union
Government.”® As a consequence, key policies
and the planning framework for the health
sector have been provided by the Central
government, contrary to the response of most
federal countries. In the real sense, it is the
federal government that frames and anchors
various national programmes (such as vertical
programmes for leprosy, tuberculosis,
blindness, malaria, smallpox, diarrhoea,
filaria, goitre and HIV/AIDS) in which the
states havelittle say in deciding the design and
components. This, in some sense, goes against
the spirit of “cooperative federalism™” as it
distorts the principles of subsidiarity. The
larger question is this: Has such a
Constitutional arrangement effectively
addressed the issues of access, equity and
regionalinequalitiesin healthcare?

ORF ISSUE BRIEF No. 160 ¢ OCTOBER 2016



An Examination of India's Federal System and its Impact on Healthcare

Scholars and health policymakers in India
are generally in agreement about the benefits of
the current system of transfers and policy
architecture dominated by the Centre. As has
been brought out recently by the draft National
Health Policy 2015, the central transfers and
policy interventions in the past decades have
led to some spectacular achievements on polio
eradication, as well as in arresting the high rates
of MMR and IMR. The flagship healthcare
programs, particularly NRHM, established
through specific-purpose transfers have helped
improve maternal and neonatal health by the
promotion of institutional deliveries.” Yet the
existing system of transfers and institutional
arrangements have not achieved much,
particularly with regard to key health indicators
and more particularly in bridging widening
inter-state disparities and wide variation
among different sections of population as
prominently acknowledged in the draft NHP
2015. The fiscal transfers system (particularly
the specific-purpose transfers) have failed to
reduce “the substantial and persistent
inequalities” in health expenditure and
outcomes across Indian states.

The recent working group report of the US-
based Centre for Global Development (CGD)
and Accountability Initiative (India) which
made an in-depth examination of 12th and 13th
Finance Commissions and NRHM found several
weaknesses and unintended consequences with
regard to specific-purpose transfers.” For
instance, the 12th Finance Commission which
had recommended health-specific transfers
(known as equalisation grants for health) for
seven states having the lowest health indicators
proved less than successful. Stiff conditions
attached to such transfers proved problematic
and a record 20 percent of the funds remained
unutilised by these states. Similarly, the 13th
Finance Commission's health-specific transfers
which were conditional on states reducing their
infant mortality rates, met with similar fate as
the 12th FC. A handful of states with better
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baseline data on infant mortality captured most
of the benefits.”

Similarly, NRHM”—which came about via
specific purpose grant in 2005 to improve
access to effective healthcare for rural poor in
18 high-focus states—has not been able to live
up to expectations. To be sure, the program has
contributed to the creation of a health
workforce of 900,000 community volunteers
and has added 178,000 personnel to the regular
public health system workforce. NRHM has also
resulted in critical health infrastructures and
design innovations, as reported in the draft
NHP 2015. However, the failures far outweigh
these benefits. While the program has had a
visible positive impact on 18 “high-focus states”
in reducing their IMR and MMR rates, the
overall objective of “bridging widening health
disparities among states” still remain
unfulfilled.” Analysts point to many reasons for
the under-performance of the program, among
them, NRHM's 'one-size-fits-all approach' in
high-focus states which does not recognise the
socio-economic diversity of needs. Also a
constraint is the program's requirement for
high-focus states to match allocated transfers
with their own contribution.” Data show that
there are low-income states which often find it
difficult to arrange for this contribution, and
therefore are unable to claim the transfers.”

The above review suggests that the existing
fiscal transfer architecture, with its fragmented
approach (multiple channels of transfers) has
not served the health sector well. Aside from the
fact that the central transfers to health-related
expenditure remain low (at only 0.34 percent of
GDP), the more important issue is the existing
transfer system which has reduced the fiscal
space of states and failed to offset their fiscal
imbalances fully (as reflected in the strong
correlation between per-capita health spending
and income levels across states.”) The system
needs major fine-tuning. With the enactment of
the Fiscal Responsibility law (enacted in 2003
but operational since 2007) that provides for
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stiff restrictions over spending, states need
bigger central transfers that are less fragmented
and incentive-compatible.

PROSPECTS AFTER 14TH FINANCE
COMMISSION'S DEVOLUTION

The Union Government's acceptance of FEC
recommendations in 2015 holds much promise
to reset the existing fiscal transfers system
mired by fragmentation and arbitrariness. The
FFC's recommendation of 42-percent tax
devolution to the states is widely seen to be a
game-changer. According to one estimate,” 29
states would have about $20 billion™ per year to
prioritise and spend on their own. This is
because a bulk of these transfers are untied
funds. Preliminary assessments have shown
that the FFC devolution has resulted in a
significant increase in the share of untied funds
available for states (rising from 20 to 30
percent).”

It is presumed that fiscal devolution of such
magnitude would significantly address theissue
of fragmentation in fiscal transfers (following
the abolition of the Planning Commission)
while enhancing fiscal space at the sub-national
level. Importantly, several analysts’ believe
that such bold decision by the Central
Government to accept FFC's devolution
proposals would have a dramatic impact on
improving the spending on social sectors
particularly in key provisions such as
healthcare, nutrition and education.
Importantly, there is huge expectation that
such flow of untied funds to states (considering
most states have enhanced their healthcare
expenditure in the last decade™) will have a
positive effect on the country's healthcare
expenditure, which at present hovers just above
1percentof GDP.

Important questions remain: Will more
funds channelled to states in fact lead to greater
allocations to healthcare? What would be the
net outcome of the Centre's scrapping of many

flagship schemes™ on key social sector
expenditure by states, even if the monies for the
same are transferred to states? It mustbe noted
that the Union Government, under the
stewardship of NITI Aayog, had constituted a
Sub-Group of Chief Ministers to deliberate this
issue of rationalising Centrally Sponsored
Schemes.™ A review of activities at the state
level shows mixed trends.

One, while the expenditure on social
services as a proportion of total state
government expenditure has gone up modestly
from 36.1 percent in 2014-15 to 38.2 percent in
2015-16 after FFC's devolution,” this only
reveals half the story. Such macro positive trend
hides plenty of issues involving sub-sectoral
allocations and expenditure which varies across
states. For instance, take the case of allocation
to the National Health Mission (NHM), a major
programme designed to improve general health
indicators in the country. Following the FEC
devolution, it was assumed that states would
increase their allocation for the NHM. However,
data from the last two years indicate that except
for Uttar Pradesh, Bihar, and Tamil Nadu, all
other states under the study have increased
their allocation only marginally.” Similarly, the
allocation for ICDS by states declined in 2015-
16 in the case of Odisha, Rajasthan, Bihar,
Chhattisgarh, Madhya Pradesh and Uttar
Pradesh (See Figure 2). While a general
statement cannot be made from these
illustrations, they nonetheless provide some
room for rethinking.

Two, greater transfers of tax revenues to
states (along with greater autonomy and
flexibility to prioritise their spending) have not
encouraged states to increase their budgetary
expenditure on social sector. According to a
recent study by the Centre for Budget and
Governance Accountability (CBGA),” with the
exception of Chhattisgarh, all other nine states
under the review have preferred to use the
additional revenues to reduce budgetary
deficits (See Figure 1) than push their
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Figure 1: Share of Social Sector Outlays of the States as Proportion of the Total State Budget (in %)
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Source: Based on data compiled by CBGA from various State Budget Documents. Note: Social Sector includes Education, Health, Drinking Water
and Sanitation, Women and Child Development, Social Welfare (excluding women and child development), Agriculture and allied sectors
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Figure 2: Budget Allocation by States for Integrated Child Development Services (ICDS)
(in Rs. Crore)
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budgetary expenditure particularly for the  social sectors such as healthcare, nutrition and
ailing social sector.” Three, available evidence  education. The availability of more untied funds
suggests a different story with regards to  has failed to result in any significant positive
greater flow of untied funds to the states and  change in expenditure prioritisation in critical
the likelihood of increased spending in critical =~ sectors such as health and education by the
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poorer states.”” As mentioned earlier,
notwithstanding the significant rise in untied
funds, many states have in fact reduced their
allocations to critical programmes such as
NHM, Integrated Child Development Services,
and Mid-Day Meal schemes."

Issues of State Capacity

What this paper has shown so far is that greater
devolution of funds to the states (and theirlocal
governments41) is no guarantee that more
monies will be allocated to the relevant social
While critical elements like the
quantum of devolution and the state's financial
health would go along way in stepping up public
spending on the social sectors, the most
decisive factor is state capacities to spend large,
“untied” funds to shore up better outcomes.
There exist huge inequalities in state
capacities in terms of financial resources,

sectors.

physical and social infrastructure, and
administrative and technical skills among
officials.” The states which lack the required
infrastructure, skilled staff, technical expertise
and requisite institutions to design and
administer large programmes may not gain
much from greater devolution. Indeed,
devolution might escalate these inter-state
inequalities. Incidentally, these are states that
have poor records of decentralisation to local-
level institutions—the critical agents for
effective service delivery. Thus, to provide
greater teeth to devolution (by increasing
transfers and restructuring centrally
sponsored schemes), the Centre needs to do
more.

It is here that institutions like NITI Aayog
can play a critical role as harbingers of
innovative ideas by providing policy as well as
support to states that lack in the areas of
administration, expertise and requisite
technical skills to design and administer large
and complex projects in areas like healthcare,
education and nutrition. Given its recognition

as an in-house think-tank of the central
government and a replacement of the erstwhile
Planning Commission, NITI Aayog would have
to play an extremely critical role. Of course, this
would involve not only providing a policy
framework for health, but also driving state-
levelinitiatives to deliver on key health goals. In
short, the realisation of health targets in the
Sustainable Development Goals (SDG) would
hinge on the decisive roles of NITI Aayog and its
ability to reduce policy fragmentations at
various levels and provide leadership on key
health missions.

CONCLUSION

As India aspires to achieve universal healthcare
coverage under the SDGs and to boost Central
Government funding for health from 1.4
percent of GDP to 2.5 percent in the near future
as stated by the draft NHP 2015, a major health
financing choice available is the inter-
governmental transfers. While the existing
system of transfers, particularly the specific-
purpose grants, have shored up several health
indicators in the recent years and have made
visible contribution to strengthen the
country's public health system, much more is
needed to meet certain basic parameters that
will bring the country at least at par with other
developing nations, and perhaps meet global
standards. With non-communicable and
lifestyle diseases emerging as a major health
challenge and communicable diseases
continuing to be a major problem, the federal
transfers need an urgent reorganisation. The
intergovernmental transfers mechanism with
its multiple channels of transfers has over the
years eroded the fiscal space of states and made
them outside participants in the key
policymaking related to healthcare. Despite
being the most important cogs in program
implementation, states play little role in
designing and shaping the contours of centrally
sponsored schemes. While NITI Aayog's recent
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initiative of constituting a Sub-Committee of
Chief Ministers to review centrally funded
schemes, the federal government continues to
have the last word on policies and programs
thatultimately getimplemented by the states.
This is set to change in the near future,
especially after the Union Government's recent
acceptance of FFC recommendations. As earlier
discussed, FFC provides the much needed fresh
air to the federal transfers system as, for the
first time, states are pumped with large chunks
of untied funds to run programs on their own.
However, as shown by available evidence from
selected states, such transfers would not
automatically lead to greater spending on
healthcare and other pressing social sector

ENDNOTES:

issues. Unless there are clear mechanisms and
instruments in place, such flows of extra funds
would be of little positive consequences. In this
regard, the Centre's job through the NITT Aayog
assumes a critical nature. It cannot be over
emphasised that ensuring a minimum standard
of basic health services for all—as declared
boldly in NHP 2015—would require the Central
government's critical leadership and policy
flexibility especially in rearranging existing
centre-state transfers system and providing
states greater space in policymaking for the
health sector. This will also hew with global best
practices that make the central government
play a significant role in providing quality
healthcare toits citizens. ®RF
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