








25Federalism and the Health System in Nepal

[ Schwefel 2009 ]

8. Federalism and welfare 

Theoretically there is a dilemma in the 
relationship between federalism and welfare. 
Multiple veto powers within a federal state can 
easily block reforms and the competition of  
jurisdictions tends to prefer cheap solutions. 
Both problems lead to reduced welfare.19 In 
this context it seems important to distinguish 
between cooperative versus competitive 
federalism. Competitive federalism can be 
overcome by superimposing nationwide 
tax and transfer systems and equalisation 
mechanisms as they exist in continental Europe 
but not in Anglo-Saxon federations. Social 
insurance schemes for pensions, work injuries, 
health, unemployment and long-term care 
contribute to a certain sustainability of  the 
welfare state. Such social insurance schemes 
are overwhelmingly national schemes. Often 

19  “Conventional wisdom strongly suggests that federalism is inimical to high levels of  social spending. Two arguments are prominent in this context: a 
veto-point thesis and a ‘competition of  jurisdictions’ thesis. The veto-point thesis is quite straightforward: federal systems have more veto points than 
unitary systems ceteris paribus. This increases the probability that groups opposed to welfare state expansion can exert some infl uence in the legislative 
process. Veto points would then give these groups the opportunity to block or substantially water down redistributive legislation. ‘Competition of  
jurisdiction’ arguments hold that welfare redistribution is limited in federal systems because those who would pay more than they would gain in a given 
jurisdiction (high income earners, ‘capital’) can credibly threat to exit highly redistributive and join less égaliste jurisdictions. At the same time, those who 
gain more than they would pay (e.g. low income earners) are attracted to regions with higher level of  redistribution and these would therefore develop 
into ‘welfare magnets’. Thus, a re-distributional policy stance is self-defeating in a federal context.” [Manow 2005]

they are organized at territorial levels that 
do not correspond to federal delineations. 
They are less infl uenced by ‘vested interests’ 
of  municipalities, states and the federal level. 
Another important factor would be if  the 
Constitution assigns the main responsibility 
to the national federal government in regard 
to the harmonization or equalization of  living 
conditions. Besides defi ning individual human 
rights the Constitution would have to guarantee 
a certain uniformity of  living conditions 
and non-discrimination of  social groups, 
communities and territories. Welfare and 
redistribution should not be handed over to 
competitive battles between provinces. Welfare 
needs and deserves sustainability. 

9. Conclusion 

There are many forms of  federalism. What 
matters are the basic and universally shared 

One tentative result
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values of  people and politics being shaped 
by history, the democratic traditions, and 
the political culture. Popular participation 
contributes a lot. Voice and accountability are 
symptoms and drivers of  good governance. 
Good governance shapes good health systems, 

which leads – through an evolving social 
health protection system – towards sustainable 
fair and good health care for all, opposing 
discriminatory practices against the poor and 
the vulnerable. The basic principles and values 
behind good governance are: subsidiarity and 
solidarity. 
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