
HIPPOKRATIA 2020 24, 3: 107-113

REVIEW ARTICLE

Fiscal federalism vs fiscal decentralization in healthcare: a conceptual framework
Rotulo A1,2, Epstein M2, Kondilis E1

1Laboratory of Primary Health Care, General Medicine and Health Services Research, School of Medicine, Aristotle 
University of Thessaloniki, Greece
2Institute of Population Health Science, School of Medicine and Dentistry, Queen Mary University of London, United 
Kingdom

Abstract
Introduction: Fiscal federalism and fiscal decentralization are distinct policy options in public services in general and 
healthcare in particular, with possibly opposed effects on equity, effectiveness, and efficiency. However, the pertinent 
discourse often reflects confusion between the concepts or conflation thereof. 
Methods: This paper performs a narrative review of theoretical literature on decentralization. The study offers clear 
definitions of the concepts of fiscal federalism and fiscal decentralization and provides an overview of the potential 
implications of each policy for healthcare systems.
Results: The interpretation of the literature identified three different dimensions of decentralization: political, admin-
istrative, economic. Economic decentralization can be further implemented through two different policy options: fiscal 
federalism and fiscal decentralization. Fiscal federalism is the transfer of spending authority of a centrally pooled public 
health budget to local governments or authorities. Countries like the UK, Cuba, Denmark, and Brazil mostly rely on 
fiscal federalism mechanisms for healthcare financing. Fiscal decentralization consists of transferring both pooling and 
spending responsibilities from the central government to local authorities. Contrarily to fiscal federalism, the implemen-
tation of fiscal decentralization requires as a precondition the fragmentation of the national pool into many local pools. 
The restructuring of the pooling system may limit the cross-subsidization effect between high- and low-income groups 
and areas that a central pool guarantees; thus, severely affecting local equality and equity. With the limited availability 
of local public resources in poorer regions, the quality of services drops, increasing the disparity gap between areas. Evi-
dence from Italy, Spain, China, and Ivory Coast -countries with a strong fiscal decentralization element in their health-
care services- suggests that fiscal decentralization has positive effects on the infant mortality rate. However, it decreases 
healthcare resources as well as access to services, fostering spatial inequities.
Conclusion: If public resources are and remain adequate, allocation follows equitable criteria, and local communities are 
involved in the decision-making debate, fiscal federalism -rather than fiscal decentralization- appear to be an adequate 
policy option to improve the healthcare services and population’s health nationwide and achieve health sector economic 
decentralization. HIPPOKRATIA 2020, 24(3): 107-113.
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Introduction
It is widely agreed that decentralization as a policy 

option in public services in general and healthcare, in 
particular, means the transfer of political, administrative, 
and financial responsibilities from the national govern-
ment to lower levels of authorities within a country1. 
The effects of decentralization policies have been widely 
discussed in the health policy arena2-6. The World Bank 
and the World Health Organization argue explicitly that 
among all types of decentralization, the transfer of finan-
cial responsibilities -henceforth called economic decen-
tralization- boosts economic efficiency and accountabil-

ity of the health sector. Economic decentralization is con-
sidered the most crucial element of decentralization1,7-9.

Economic decentralization has been implemented 
worldwide. However, it has meant different things in 
different countries. In Brazil10, Cuba11, Denmark12, and 
England13, the central government finances the health-
care system according to a certain resource allocation 
formula, whereas local bodies are responsible for setting 
their own healthcare spending priorities. By contrast, 
healthcare services in China14,15, Italy16,17, Nigeria18, and 
Spain19-21 are jointly financed by the central government 
and regional authorities. Similarly, in the Ivory Coast, the 
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responsibility for raising taxes and financing healthcare 
and education services have been allocated to municipali-
ties22.

Interestingly, however, the literature dealing with eco-
nomic decentralization reveals conflicting approaches on 
different policies and at any rate reflects disagreements 
as to the scope of the concept23-27. Indeed, there is no con-
sensus regarding the pertinent financial responsibilities, 
i.e., pooling and spending7,9,23,26. Nor is there agreement 
on their implications8,24,25,28-30. For instance, some scholars 
claim that economic decentralization means giving local 
authorities more financial control over their services23,26. 
However, they do not clarify whether “financial control” 
means control over pooling, spending, or both7,9. Others 
perceive economic decentralization as local autonomy 
strictly concerning the spending of designated central 
government funds4,7,8. The inconsistencies are also se-
mantic, with scholars using a single term with different 
meanings or different terms with the same meaning27,31.

Economic decentralization remains a vague and poor-
ly understood concept that has affected the assessment of 
the impact of different economic decentralization poli-
cies on healthcare systems5,7,27,32. Most notably, the indi-
cators used to assess these policies often fail to capture 
the scope of the control given to local bodies and might 
lead to biased conclusions27,29. Against this backdrop, the 
need for conceptual clarification is urgent. 

Methods
This study conceptualizes the different types of 

health sector decentralization and provides an informed 
perspective on economic decentralization in healthcare. 
We perform a narrative review of major decentralization 
theories, following the methodological approach outlined 
by Greenhalgh et al33 and widely employed in the recent 
academic literature34,35. Narrative reviews are the most 
appropriate tools to understand, summarize, and provide 
an informed perspective on theoretical issues36. Using a 
narrative -rather than a systematic- approach to literature 
reviews does not compromise a study’s merits. In fact, 
systematic is not a synonym for high quality. It rather 
encloses a set of methodologies characterized by spe-
cific focus, thorough search, high rejection-to-inclusion 
ratio, and attention on technical rather than interpretive 
methods33. On the opposite, narrative reviews’ primary 
focus is to provide an informed perspective, insight, and 
interpretation on a specific topic to advance its theoreti-
cal understanding33,36. For this purpose, narrative reviews 
furnish arguments that are informed by evidence collect-
ed through a definite search strategy, although not neces-
sarily systematic33,37.

Initial literature on decentralization theories was 
identified through a scoping search on PubMed and Web 
of Science. Search terms included: ((“administrative” 
AND OR “political” AND OR “Fiscal”) AND (“decen-
tralisation” OR “decentralization”) AND (“theory” OR 
“theories”)). 

Further material was identified through retrospective 

snowballing technique38. We have included any peer-re-
viewed article, book chapter, and conference proceeding 
in English discussing fundamental conceptual notions on 
political, administrative, and/or economic decentraliza-
tion. We also selected literature published in any year. 
Empirical studies and systematic reviews were excluded 
from the analysis of decentralization theories; however, 
we scoured their reference lists to identify additional 
theoretical material that our search string may have failed 
to capture. We divided theoretical literature according 
to three different types of decentralization: political, ad-
ministrative, and economic. The analysis was built using 
conceptual definitions and perspectives from theoretical 
literature applied to case-country examples drawn from 
the empirical studies we encountered. 

Aspects of decentralization
As suggested above, economic decentralization, 

whatever it means, is not a standalone policy but an as-
pect of decentralization in general8. Thus, the first step 
in clarifying the concept of economic decentralization 
requires that we understand the other aspects of decen-
tralization - political and administrative. The theoretical 
literature on decentralization has not further progressed 
over the last 20 years. However, it furnishes a starting 
point to analyze different aspects of decentralization. 
This will allow us to work out where economic decen-
tralization fits within this wider policy complex. 

Political decentralization concerns the transfer of 
political authority and planning responsibilities from the 
central government to local governments or authorities28. 
It involves three possibly inclusive options: decision-
making decentralization confers formal decision-making 
responsibility regarding one or more policy issues on lo-
cal governments/authorities32. Appointment decentraliza-
tion involves giving local communities the power to elect 
their local representatives. Constitutional decentraliza-
tion grants locally elected representatives and the central 
government joint veto and legislative powers on local 
and national policies28.

Political decentralization can be implemented through 
any of these options or any combination thereof. For ex-
ample, in Spain, each autonomous community has a re-
gional government with a locally elected parliament that 
holds local policy planning responsibilities20,21. At the 
national level, the Inter-Territorial Council of the Spanish 
National Health Service (CISNS) -a body formed by all 
autonomous communities’ health ministries- holds legisla-
tive and veto powers pertaining to national health policies, 
such as pharmaceutical legislation19. This example reflects 
a combination of all political decentralization options.

Administrative decentralization differs from political de-
centralization in that it focuses not on policy but manage-
ment39,40. It is the transfer of specific administrative and 
managerial responsibilities from the central government 
to local bodies39.
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Rondinelli identifies four administrative decentraliza-
tion options: devolution, deconcentration, delegation, and 
privatization. Devolution is a combination of political and 
administrative decentralization. Here, central governmen-
tal bodies transfer administrative and policy powers to 
local authorities (e.g., municipalities)39. European Nordic 
countries (Norway - until 2002, Sweden, and Finland), 
where municipalities provide and administer primary care, 
rehabilitative and preventative services, are examples of 
devolution in healthcare8,12,41,42. A similar structure also ex-
ists in Cuba, where municipal assemblies manage health 
supplies and the training of local physicians11,43. 

Deconcentration involves the transfer of some mana-
gerial aspects to local departments within the govern-
ment8,39. An example is the shift of responsibilities for 
commissioning local hospital activities, community ser-
vices, secondary care, and mental health services from 
the English Department of Health to Clinical Commis-
sioning Groups (CCGs), the latter being National Health 
Service’s  (NHS) bodies subject to NHS England and the 
Secretary of Health13. The 2002 reconcentration reform 
of Norway is another example of deconcentration in 
healthcare12. In the attempt to recentralize functions from 
the overburdened local management system, the reform 
reassigned administrative control over hospitals from 
counties to five independent regional bodies (Regional 
Health Authorities)12,42,44. A shift from devolution to de-
concentration42.

Delegation refers to central government outsourcing of 
partial managerial responsibilities to actors operating 
outside the government structure39. As a case of delega-
tion in healthcare, UK’s Private Finance Initiatives (PFIs) 
legitimize private firms to design, build, and operate hos-
pital facilities. The responsibility to pay the total cost of 
the project, however, remains to the government13,45.

Privatization (in the context of administrative decentral-

ization) means the full transfer of government assets to 
for-profit or not-for-profit organisations39. Note that, with 
the possible exception of devolution, the implementation 
of administrative decentralization is strongly associated 
with privatization of the public service or it embracing a 
business-like culture32.  

Economic decentralization incorporates two distinct 
policy options: fiscal federalism, i.e., the decentralization 
of the authority of spending46, and fiscal decentralization, 
i.e., the decentralization of both the responsibility for 
pooling as well as the authority of spending47 (Figure 1).

Fiscal federalism
Fiscal federalism is the transfer of spending author-

ity of a centrally pooled public health budget to local 
governments or authorities. Under fiscal federalism, the 
national government first raises healthcare financing re-
sources centrally through some form of taxation and dis-
tributes them to local levels using allocation formulas. 
Following that, the local level decides how to spend the 
received budget46,48. 

According to Oates48, fiscal federalism’s social role 
is to diversify public services in accord with local prefer-
ences, thereby maximizing local, and thus also general, 
social welfare. Fiscal federalism is also supposed to help 
the central government control national expenditure, 
thereby promoting technical efficiency (the production 
of the maximum output from the minimum level of in-
put) and allocative efficiency (a state in which the pro-
duction of goods and services represent individual needs 
and demands)46,49. All this is achieved through a rational 
division of labor among entities that are increasingly in-
formed about the people’s needs, the local community 
being at the top of the chain.

Fiscal federalism in healthcare systems: policy impli-
cations

Fiscal federalism can indeed serve as a flexible path 
towards economic decentralization. Nevertheless, its ac-

tual implications for the country’s 
healthcare system depend on the po-
litical and socioeconomic context. 

One area of concern is the is-
sue of cross-regional heterogeneity. 
Healthcare needs are heterogeneous 
by definition, as a huge number of 
factors determines them50. Com-
munity needs in historically more 
impoverished areas may be more 
demanding than those in more de-
veloped regions, requiring further 
governmental support9,48,50. Fiscal 
federalism implemented while ne-
glecting these differences poses the 
risk of weakening healthcare ser-
vices in deprived areas. Typically, 
there are two options for addressing 

Figure 1: Aspects of decentralization and policy options; based on Treisman28, Rondi-
nelli et al.39, Oates48, and Weingast et al47.

Local Pooling 
Local expenditure

Decentralisation Types and Policy Options

Political 
Decentralisation

Decision-Making 
Decentralisation

Central Pooling 
Local expenditure

Providers Level 
(Autonomisation)

Administrative 
Decentralisation

Economic 
Decentralisation

Constitutional 
Decentralisation

Appointment 
Decentralisation

Deconcentration

Devolution

Delegation 

Privatisation

Fiscal Federalism

Fiscal 
Decentralisation

Local 
Authorities/Government 

Level



110 ROTULO A

MILJKOVIĆ S

cross-regional heterogeneity under fiscal federalism. One 
option is to provide a comprehensive package of essential 
services nationwide, as suggested by Oates46. The other 
option is to allocate resources using an equitable formu-
la, thereby adequately responding to local demands and 
avoiding preventable health inequalities9,10. The UK’s 
York Model and the Swedish Stockholm Model are typi-
cal examples of such formulas51,52.

Another area of concern is related to the national 
government’s ability under fiscal federalism to plan and 
regulate the amount of healthcare resources to be spent 
by each local authority. For instance, in Cuba, the gov-
ernment reallocated resources over the last two decades 
from health managers to local policlinics aiming to re-
duce administrative waste in favor of improving access 
to care for local communities11,43. By contrast, there is 
always the risk that in an austere economic environment, 
fiscal federalism can lead preferably to significant cuts at 
the local level in order to contain public expenditure7,46,53.

Finally, there is the issue of community participation. 
Fiscal federalism is presented as a mechanism of high lo-
cal responsiveness through which local communities can 
directly participate in setting up local spending priorities46. 
Between 1996 and 2001, Kerala democratically elected 
councils at the district, block, village, municipal, and ur-
ban levels. These bodies could determine the allocation of 
funding according to their local population’s health and 
healthcare priorities: an example of effective public in-
volvement under fiscal federalism54. Note, then, that active 
community participation requires a special political struc-
ture and culture, which may not always exist48,55. The UK’s 
Manchester Devolution Deal, under which Localities and 
Enterprises Partnerships (LEPs) were made responsible for 
the region’s share of the healthcare budget, manifests the 
opposite effect. Here, the attempt to promote community 
participation under fiscal federalism seems to have trans-
formed into a technocratic process carried out by LEPs 
away from the public eye and excluding local residents56.
 
Fiscal decentralization 

Fiscal decentralization is a more rigid path towards 
economic decentralization. Here, the responsibilities of 
pooling and the authority of spending are shifted from the 
national to local levels. Thus, the pooling responsibility can 
be shifted to local governments or authorities, for example, 
through the introduction of earmarked local taxation47,57.  
Financial responsibilities for pooling and spending equally 
can be transferred at the provider’s level, giving public 
hospitals financial autonomy to generate and reinvest their 
surpluses, for example, by increasing user fees or by ac-
cepting private patients. The latter, a process referred to 
as autonomization, has become common in NHS Eng-
land, where hospitals can apply for foundation trust status, 
which transforms them into financially independent public 
corporations13,58. Similarly, Norwegian hospitals and re-
gional health authorities have been reorganized as health 
enterprises following the 2002 reconcentration reform12,42. 

It is noteworthy that fiscal decentralization typically 

requires prior implementation of some forms of politi-
cal and administrative decentralization, for example, ap-
pointment or constitutional decentralization and devolu-
tion or delegation (in the case of autonomization).

The literature reveals multiple and conflicting defini-
tions of fiscal decentralization (Table 1). This confusion 
is the source of the conceptual disagreements on econom-
ic decentralization highlighted in the current review’s in-
troduction.

Fiscal decentralization theorists criticized fiscal fed-
eralism for the lack of competition and market participa-
tion and proposed fiscal decentralization as a tool to chal-
lenge the monopolistic power of national governments 
in pooling resources and determining regional shares47,57. 
Fiscal decentralization develops in the assumption that 
local services are provided more efficiently if both re-
sponsibility of pooling and authority of spending are lo-
calized; that is if local authorities are financially free of 
any central regulatory restrictions47,59. Such providers can 
compete against each other in an open market environ-
ment, both in terms of taxes/private contributions (fiscal 
package) and the quantity and quality of the services pro-
vided within this “package”60–62.

Fiscal decentralization in healthcare systems: policy 
implications 

Efficiency-focused, policymakers often fail to ac-
knowledge the impact fiscal decentralization can have on 
cross-regional healthcare inequities. Fiscal decentraliza-
tion assists in reorganizing the pooling system from cen-
tral to local, as a necessary step in making local bodies 
accountable for their financial choices and incentivizing 
them to take efficiency-maximizing decisions47,57,59. Such 
restructuring of the pooling system severely affects lo-
cal equity and equality. To be more illustrative, a central 
financing pool guarantees under certain conditions high 
cross-subsidization between high- and low-risk individu-
als and thus functions as an equalization tool; the shifting 
to local, fragmented pools limits this redistributive effect63. 
This characteristic, being intrinsic, renders fiscal decen-
tralization a regressive financing policy option in essence.

The change of pooling structure may further widen 
the socioeconomic and health inequities gap between 
richer and poorer areas. More prosperous areas have a 
large tax base capable of generating high revenues for 
the healthcare system. Conversely, areas with a high pov-
erty rate must rely on a relatively narrow tax base with 
lower financial returns60. Fiscal decentralization theorists 
acknowledge this gap. However, they insist that it incen-
tivizes deprived areas to imitate the fiscal behavior and 
policy choices of their wealthier counterparts57. Inter-
national bodies, notably the World Bank and the World 
Health Organization, comment that securing a minimum 
standard level of care nationwide can further aid in reduc-
ing inequities under fiscal decentralization1. Implement-
ing fiscal decentralization, the government in Italy, for 
example, allocates funds for the provision of some essen-
tial public healthcare activities, while regional authorities 
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finance and run the rest16,64. However, this approach ad-
dresses regional inequities only partly since regions con-
tinue to depend on their local pools largely. 

Notwithstanding the support of national financial 
contributions, qualitative studies from China suggest that 
fiscal decentralization has led to the collapse of village 
health stations and worsening local healthcare provision 
in the country’s most deprived areas14,65. Similarly, evi-
dence from Ivory Coast indicates that municipal revenues 
available for public services are higher in urban than rural 
areas. Thus, urban local governments are more likely to 
increase access to public healthcare services than their 
poorer counterparts22.

Econometric literature highlights the positive corre-
lation between fiscal decentralization and reduction of 
infant mortality rates16,20,21. However, the extent to which 
health outcomes improve is dependent on the level of re-
gional wealth, with more prosperous areas faring better 
than their poorer counterparts21,25,44.

The second area of concern is the variation in the 
quantity and quality of services across areas. Without 
equitable distribution of centrally-pooled resources, 
wealthier areas are free to manage their surpluses, if any, 
ad libitum, while deprived regions suffer from limited 
resources and are therefore forced to find alternative 
ways to meet the needs57. One example is introducing 
cost-containing measures such as patients’ cost-sharing 
(increasing local taxes and/or co-payments) and capping 
services. Such actions expose vulnerable local commu-
nities to the risk of catastrophic health expenditure. In 
Italy, evidence suggests that the initial implementation 
of fiscal decentralization has led to increased healthcare 
deficits, particularly in deprived regions16,17. In response, 
regional authorities were effectively forced by the cen-
tral government to introduce reductions in health services 
and cost-sharing measures16,64. This measure has been in-

terpreted as a move towards recentralization. However, 
it has proved to be a top-down stewardship approach to 
improve budgetary performance without dismantling the 
fiscal decentralization process64. 

Although impoverished regions are typically more 
exposed, wealthy regions are not immune under fiscal 
decentralization to impact austere macro-economic con-
ditions either. Catalonia, one of the wealthiest regions in 
Spain, provides an example. During the economic reces-
sion of 2010, central public revenues declined. The gov-
ernment responded by introducing nationwide austerity 
measures. As Catalonia could not equate its pre-crisis 
levels of local healthcare revenues, it embarked on a 
series of severe regional healthcare cutbacks -including 
cuts in hospital beds, staff, salaries, and emergency care- 
in addition to the national ones19,66.

The final area of concern under fiscal decentraliza-
tion is the issue of cross-regional patients’ mobility. In a 
fiscally decentralized healthcare system, patients are free 
to choose where to be treated according to the best fiscal 
package provided60. According to fiscal decentralization 
theorists, patients’ mobility stimulates competition over 
the quality of care among localities and providers. In 
reality, however, patients from low- and middle-income 
regions typically seek services in wealthier areas where 
quality and care availability is higher. This forces the 
deprived regions to cut quantity and quality of care fur-
ther60,67. In Italy, hosting regions are reimbursed from pa-
tients’ home regions for the services provided, diverting 
funds destined to local healthcare services and creating 
increasingly perpetual regional inequities67. 

Conclusion
Decentralization is not a set of clear-cut steps but a 

continuum of policies ranging from flexible (e.g., deci-
sion-making decentralization, deconcentration, fiscal 

Table 1: Conflicting definitions of fiscal decentralization in the theoretical and empirical literature. 
Source Definition of Fiscal Decentralization

Decentralization of 
funding

Stegarescu, 2004 “The assignment of authority for public functions or finances to lower 
levels of government”

Costa-Font, 2016
(A mechanism to) “decentralize funding to alter the balance between 
political and funding responsibilities, and hence expand fiscal 
accountability”

Decentralization of 
expenditure

Dziobek, 2011 “Also defined as Fiscal Federalism, can be defined as the structure and 
functioning of multi-tiered governments”

Treisman, 2007 “Decision-making decentralization on expenditure issues”

Decentralization of 
pooling

Jimenez-Rubio, 2011 “Tax revenues decentralization: the level of autonomy over taxes by 
local governments relative to the general government”

Soto et al, 2012 “A synonym of Devolution: political reforms that promote fiscal 
autonomy at the municipal level”

Decentralization of
pooling and 
expenditure

Blume and Voigt
“Fiscal independence of lower government tiers. […] Exist when a 
proportion of revenues and expenditure are generated and spent by 
subnational governments”

Akin et al, 2005 “The assumption that local policy-makers control all local resources 
and can determine their allocation”
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federalism) to rigid (e.g., constitutional decentralization, 
delegation, fiscal decentralization), which, in different 
contexts and combinations, entail different outcomes.

Under fiscal federalism, the pooling of healthcare re-
sources occurs at the central level. Funds are then distrib-
uted to localities responsible for setting up their health-
care spending priorities based on the allocated budget. 
Central governments can control their public healthcare 
expenditure and address regional heterogeneity by pro-
viding equitably tailored budgets. Local communities 
may be involved in setting local spending priorities ac-
cording to their preferences and consumption patterns. 
Fiscal federalism is not a magic bullet, however. Its ef-
ficacy is subject to the available resources, the way they 
are allocated, and the decision-making mechanisms at 
local levels. Steadily reducing the budget, failing to take 
into account pre-existing regional differences, and disre-
garding communities’ participation are factors that may 
hinder fiscal federalism’s efficacy.

By contrast, fiscal decentralization consists of trans-
ferring the responsibility for pooling and spending re-
sources from the central to local levels to give localities 
more financial independence from the central govern-
ment. Increased autonomy comes at a price, though: 
creating local pools reduces the cross-subsidization ef-
fect and financial risks protection that a national pool 
guarantees, rendering fiscal decentralization a regressive 
choice. This not only exacerbates cross-regional inequi-
ties but can also be a gateway to rigid healthcare policies: 
with limited availability of public resources, quality of 
services drops, encouraging patients in more impover-
ished regions to seek care elsewhere.

Moreover, in the context of neoliberal austerity, the 
choice between fiscal federalism and fiscal decentraliza-
tion is meaningless, as both options lead to regressive out-
comes, notably the commercialization and privatization of 
the healthcare system16,19. Wittingly or not, then, concep-
tual vagueness and ambiguity might conceal and thereby 
serve such intentions. Conversely, if public resources are 
and remain adequate, allocation follows equitable criteria, 
and local communities are involved in the decision-mak-
ing debate, fiscal federalism can, indeed, improve health-
care services and population’s health nationwide.

Decentralization policies are deemed to have been 
developed to favor dialogue between government and 
communities. Their implementation ought to reflect this 
principle.
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