Health care in federal countries

Background, organization, financing and stewardship

Detlef Schwefel®

About 40% of the world’s population live in 25 fedecountries: Argentina, Australia, Austria, Bel-
gium, Bosnia and Herzegovina, Brazil, Canada, CosdEthiopia, Germany, India, Malaysia, Mex-
ico, Micronesia, Nigeria, Pakistan, Russia, SttK#nd Nevis, South Africa, Spain, Switzerland,
United Arab Emirates, United States of America, ¥etdezuela. Some sources add Palau and Congo
(Demaocratic Republic) to the list of federal coigdr Nepal, Iragq, Sudan, and Sri Lanka are consider
ing or preparing a federal set-up.

Federal countries of the world

[Wikipedia: Federal countries marked in green]

Federalism is a form of government: “... emphagjZioth vertical power-sharing across different
levels of governance and, at the same time, tlegriation of different territorial and socio-economi
units, cultural and ethnic groups in one singldatpdl[McLean 2008] A certain degree of autonomy
of two or more levels of government is an esseratigdect of federalism. A “binding partnership
among co-equals”, “an enduring, even perpetuahticeiship” is considered to be a characteristic of
federations. [Kincaid 2008] The democratic accoitits of political decision-making and implemen-

tation is an important principle of federalism.

Some countries are federal but do not prefer iell like Spain. Some are quite centralized, like
Malaysia. In some countries the federal level cagrrde the lower level of government. Some non-
federal countries are more decentralised than &aeuntries; they can have rather strong regional
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Nepal. This article is a synthesis of the knowledghtage on health care organization and finan@mngleven
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governments like Colombia, Italy and Japan. Inmited Kingdom a region — Scotland — achieved
considerable power on education, health and loffairg more than Wales and Northern Ireland.
[Anderson 2008] In some countries — like USA — powleifted somehow from the states to the na-
tional government with the approval of the Supré@oert. In Belgium there are only two constituent
parts of the federation, the Dutch and the Frepeaking populations. There is a de-facto-federation
in China. The same applies to the European Union.

“Federalism entails a level of political autononeyen sovereignty, for constituent communities that
rests uneasily, even threateningly, with traditlomaelite conceptions of national unity. Fedenalis
involves a polycentric non-centralized arrangemermwhich neither the constituent governments nor
the general government can unilaterally alter thestitutional distribution of power.” [Kincaid 20DP8

“Decentralization involves a central power possegsiuthority to decentralize or devolve functional
and administrative responsibilities to lower levelsggovernment. The authority to decentralize, how-
ever, also includes the authority to recentraliaesgr. Decentralization is concerned with administra
tive efficiency and functional efficacy in an othése unitary system.” [Kincaid 2008

1 Explicit mentioning of health in the constitutionof federal countries

Constitutions of federal countries vary consideraBlome are very short like those of Canada and the
United States of America. With close to 500 pagesconstitution of India is the longest of the wlorl
Some constitutions give many details on health edike the constitution of Brazil — other constitu
tions do not even mention the word health or synunitke for example hospitals or medical care.

A short constitution or not

th “" The constitution to mention health in it
and the mentioning of health does not mean that a coun-

LI try is poor in terms of
good governance, as

Countries ranking high measured by an index

in good governance proposed and used by the
and health system performance World Bank. Changing a
constitution is a very diffi-
cult task. Therefore it
5« might be wise not to go
into too many details of
health care organization
188 [ Number of words on health care and financing but rather
include general issues in
implementing rules, regu-
lations and bylaws. The
basic values, nevertheless,
% deserve to be underscored:
human dignity and rights,
no-discrimination of social
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territories — for example.

2 Federal history and set-up

Most federal countries developed over long perimideme. Brazil was first split into stretches aht
given by the Portuguese king to noblemen or meitsh&uring 475 years and step by step it devel-
oped into the current shape of 26 states and oder&eDistrict. States collect their own taxes and



receive shares of federal taxes but have muchadesmomy than the States of the United States of
America for example. Adding, splitting and joininf) states or territories was also quite usual @ th
history of Australia.

In federal countries with
different cultures, ethnic
groups and languages the
territorial and  power
mapping is usually criss- )
crossing such unities, like| | *Example Brazil
in Switzerland. Internal

migrations and economi- || *EXample Australia

cally attractive develop-
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countries are changing [ http://en.wikipedia.org/wiki/States_of Brazil
over time and can give [ http://en.wikipedia.org/wiki/States _of austrdlia

rise to conflicts and even

contribute to the break up of federal republicse@f those cases is Yugoslavia where the former
Kingdom was converted 1945 into a Socialist Republhich disintegrated since 1991 to fall apart
into seven new countries with still existing sefiaramovements, mostly along religious and linguis-
tic divisions.
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History influences heavily the set-up of many fedleountries — some shrink, some collapse, some

gtZ=""  The federal set-up
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grow. After the economic collapse of
the German Democratic Republic and
a peaceful revolution of its people six
new states joined the Federal Republic
of Germany in the year 1990. All new
states were much poorer than the fed-
eral states in the West of Germany.
High financial transfers based on debts
and solidarity taxes levied to the
Western tax payers contributed to a
long-term and gradual harmonization
of the living conditions which now —
after 20 years is not yet done fully.
Such measures towards harmonization
create quite some conflicts. Federal
states develop and change over time.
They are not enduring per se. Har-
monization mechanisms are needed to

create and maintain solidarity among economicallgnically and otherwise different units.

3 Organization of health care in federal countries

The organization of health care is quite differ@ntederal countries. Federalism does not preveat t
existence and persistence of outdated models dthheare provision. Mexico is an example of a

highly fragmented health system:
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not covered by one of

the two other systems, i.e. especially the poonaiterable at a rather low level of quality.
There are nearly no interactions between these thather isolated subsystems and current national
reform endeavours have brilliant strategies bugrg glow trickling down of real impacts.

Germany’s health care system is not perfect eithiee. federal government defines the legal frame-
work of health care provision and consults with fimeral states which approve or reject reform laws
The federal government does not provide health €aiteis just the regulator and has supervisory
powers. Federal states let municipalities engadg ionthose health programmes which are not in-
cluded in the mandate for private and social héaitbrances which cover 100% of the population.



Health insurances are
organized at different
levels than the states
— some nationally,
others regionally,
others locally or even
at the level of indi-
vidual  companies.
Equalisation mecha-
nisms are nationally
mandated. They level
off differences in the
clientele of the legal
health insurances.
Legal insurances
cover about 90% of
the population. Insu-
rances are run de-
mocratically by em-

5 5008 ployers and emp-
[Busse loyees, i.e. those who

finance health insurances. Providers affiliatechvédigal health insurance have a mandate to guarante
outpatient and inpatient care economically at & ljgality level. They are organized and elected de-
mocratically. There is a rather strict split betwemritpatient care and inpatient care. This system i
guite old already. It is being reformed continugumhd incrementally. The basic principle of organiz
ing health care in Germany is the subsidiarity @gle: the federation should not do what others can
do and the federal states should follow this pplgitoo.

An analysis of details of organization and finagcof health systems in federal countries and its sy
thesis shows that there are good and poor headtierag all over the world, not only in federal set-
tings. We can learn from their failures and sucegs€omparative health system analysis is a very
important tool for preparing reforms.

4 Responsibilities of federal level

Germany’s health care system
shows that this very country is
following the ‘modern’ advice of

health economics: split regulation,
financing and provision of health
care and assure that federal states
are not too strong to interfere into
equalisation measures across pa
tients, people, populations and
territories. Regulation and supervi-
sion is the task of the federal gov-
ernment. Federal states contribut
to this and have to act as back-uj
for what other agents, e.g. lega
health insurances can not do. Nok
where in the world can contributions of employersl @mployees fully finance a health system.

Therefore the state has to finance the investmests avhereas the insurances pay the current costs.
Federal governments delegate responsibilities aadnae them if they can not be followed by lower

levels or entrusted agents. This principle is impated in many poor countries, like for example
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Nigeria — even if it is questionable if immunizatioampaigns, tertiary health care and teachingihosp
tals could not be commissioned cost-effectivelptteer agents.

5 Responsibilities of state and lower levels

Canada is the example of a
country where the central gov-
ernment has nearly no health
care responsibilites. In a
clearly structured division of
labour federal provinces / terri-
tories, regional health authori-
ties and local governments are
made responsible for certain
essential functions and tasks ta
be done. This assumes of
course the capability of lower
level agents to stand to their
obligations. This principle can
not be applied all over the
world.

Some federal governments
entrust the main health care responsibilities veelogovernment levels and some do have a clear divi
sion of labour between different layers of governtrend between government and health care provi-
sion. What matters most is that health care pronisind health care financing are not mixed up and
that there is no fragmentation of the health system

6 Health financing in federal countries

Federal countries differ considerably in healthed@mancing. Less than 2% of the national health ex
penditure is given by the Union government in Indiaereas out-of-pocket payments of the people
account for 80% of all what is spent for health aedlth care. A high share of private health expend
ture — this is ‘voluntary’ spending of householdsn-governmental organizations and companies — is
typical for least developed countries; the sharbafseholds ranges typically between 80% and 95%
in private health expenditures. A high out-of-pdgayment of the poor and medically rather unedu-
cated can be considered to be a failure of thergowent — it is an irrational allocation and waste o
scarce resources.

[WHO national health accounts website] [Shul”@06]




A rather high private expen-
dituré for health character-
izes the national health ac-
counts in underdeveloped
countries. In most Latin
American countries this share
is close to 50% because of
the long-rooted existence of
health insurances for the
formal employment sector
which covers relatively small
parts of the population. In the
United States this share is
shrinking and the share of the
federal government increas-
ing. In Australia and Europe

[Schwefel 2009] it is essentially the existence

of mandatory health insur-
ances for the majority of the population which kedjpe private shares in health expenditure quite
low.

The allocative power of spending for healthcarguge different between the federal and the state
levels in the eleven countries under study. Ther@dshares are high in Australia, United States an
Mexico, whereas the federal states of Canada ach more empowered to allocate resources. In Cen-
tral European countries with high developed sdo&dlth insurance systems the share of central and
local governments for health care financing is mioeter.

Developed federal countries keep out-of-pocket pays) (at the point of delivery) for health quite

low and mobilize other sources of health care fovag, especially through pre-payments for health
insurance. Health financing is a key issue of hesjstems’ management and good governance.

7 Stewardship and governance

This assumption is based on the
very principle of ‘subsidiarity’. It
means that higher levels of gov-
ernment should be active only if
lower levels can not do. It refers
not only to two levels of govern-
ment but to all instances between
people and government, i.e. fami-
lies, communities, and any kind
of institutions. Federalism is try-
ing to be closely linked up with or
even subordinated to lower level
governance.

Data taken from [World Health Organization 20004 fiKauf-
The World Bank developed and mann 2008]

2 To avoid misunderstandings: nearly all health exjitere originates in private households which pges to
the local and national governments and contribsti@ninsurances. Here we speak about the allocptivers
and capabilities. Mandated contributions to heiislurances are not private health expenditure.



uses a general index of good governance. The Wiehklth Organization compared all its member
countries according to goodness and fairness af kealth systems. Except for Nigeria all highly
developed federal countries under observation ragk in general good governance and the Latin
American transition countries are close to the agerof the world. In terms of health system perform
ance two Latin American countries — Mexico and Aiyjga — are considered quite okay. Countries
with very large populations — Brazil and India -d diot perform that well. Good governance and
health system performance in Nigeria are a disaster

The World Bank index on good governance is compa$aik components:

1. Voice and Accountability — measuring politiazikil and human rights

2. Political Instability and Violence — measuritige likelihood of violent threats to, or changes
in, government, including terrorism

3. Government Effectiveness — measuring the cosngetof the bureaucracy and the quality of
public service delivery

4, Regulatory Burden — measuring the incidenaaarket-unfriendly policies

5. Rule of Law — measuring the quality of contranforcement, the police, and the courts, as
well as the likelihood of crime and violence

6. Control of Corruption — measuring the exera$eublic power for private gain, including

both petty and grand corruption and state capture

The following graph
compares eleven federal
countries according to
these six criterid. The
countries are sorted ac-
cording to economic
development. High de-
veloped countries are
scoring high with regard
of most of the good gov-
ernance indicators, ex-
cept absence of violence
in the United States. All
underdeveloped and
transitional federal
countries rank relatively
high in ‘voice and ac-
countability’, i.e. in po-
litical, civil and human
rights.

Status of corruption and
control of corruption are

other indicators of gov-

Data taken from [Kaufmann 2008] and [Wikipedia 2009

ernance or stewardship.
In terms of corruption in the medical services ¢hare no extreme differences perceived to exig. Th
graph demonstrates that federal countries do rtotratically have very high scores — Nigeria and the
United States are not that far apart. When a dpenilicator of good governance in public health is
used — the measles immunization coverage — than Baterican federal countries are doing better
than the countries in old Europe.

3 It would be revealing to compare all federal coigstiwith all other countries regarding stewardgyepform-
ance and all the other indicators. This is a taskie future.



Data taken from [Transparency International 2008]
[World Health Organization 2007] [Kaufmann 2008]

Good health system performance is an asset of rieatgyal countries, except India and Nigeria but
even developed countries still have to work hasgeeially USA. Voice and accountability are rela-
tively high in federal countries. Good governandees socioeconomic development and good health
is the best driver of development. High developm&mbncurrent to good governance. Good govern-
ance reduces private and especially out-of-pockgtnent for health and converts it into regular eath
small prepayments for health insurance for (neaallyxitizens. Good governance and social health
insurance are partners.

[Schwefel 2009]
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8 Federalism and welfare

Theoretically there is a dilemma in the relatiopshetween federalism and welfare. Multiple veto
powers of the federal states can easily block nefaeind the competition of jurisdictions tends te-pr
fer cheap solutions. Both problems lead to redweelfiar€’. In this context it seems important to dis-
tinguish between a cooperative versus a competfederalism. A competitive federalism can be
overcome by superimposing nationwide tax and tearsfstems and equalisation mechanisms as they
exist in Old Europe but not in Anglo-Saxon fedarasi. Social insurance schemes for pensions, work
injuries, health, unemployment and long-term canetrtbute to a certain sustainability of the wedfar
state. Such social insurance schemes are overwiglimational schemes. Often they are organized
at territorial levels that do not correspond toeied delineations. They are less influenced bytaes
interests’ of municipalities, states and the fedieneel. Another important smoothening factor would
be if the Constitution assigns the main respongibib the national federal government in regard to
the harmonization or equalization of living condiits. Besides defining individual human rights the
constitution would have to guarantee a certain aunifty of living conditions and a non-
discrimination of social groups, communities anditeries. Welfare and redistribution should not be
handed over to competitive battles between teresonnd battles. Welfare needs and deserves sustain
ability.

9 Conclusion

There are many forms of federalism. What mattezstae basic and universally shared values of peo-
ple and politics being shaped by the history, thenacratic traditions, and the political culturepBo

lar participation contributes a lot. Voice and aguability are symptoms and drivers of good govern-
ance. Good governance shapes good health systdritd drive — through an evolving social health
protection system — towards a sustainable fair gowt health care for all, opposing discriminatory
practices against the poor and the vulnerable.bEs& principles and values behind are: subsigliarit
and solidarity.
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