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Abstract

In this paper an attempt has been made to analyse the impact of economic
reforms on the public health expenditure of 15 major states and the centre
as well as the combined expenditure of both the states and the centre.
Public health expenditure is measured in per capita terms, i.e., as a share of
total expenditure and as a share of gross domestic product (GDP)/net state
domestic product (NSDP). The time period chosen for the analysis is the
30 year-period from 1976-77 to 2005-06, divided into pre-reform period
(1976-77 to 1990-91) and post-reform period (199192 to 2005-06). Health
expenditure has been considered as expenditure on: a) medical and public
health, water supply and sanitation and b) family welfare. For the purpose
of analysis both capital and revenue accounts of plan and non-plan
expenditures have been taken into account.

Findings of the study have shown that economic reforms negatively affected
the public health expenditure of centre and states combined, as well as of
the states. In the case of central government a positive effect has been
observed. In case of the 15 major states public health expenditure as a
share of total expenditure and as a share of NSDP has been found to have
decreased. With respect to growth rates of per capita public health
expenditure, seven out of the 15 states show an increase during the reform

period. The paper suggests enhancement of investments in order to improve
the health situation in the country.

Keywords ¢ economic reform, public health expenditure,
centre, states

JEL Classification : 118, H51
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Economic Reforms and
Expenditure on Health in India

Shiddalingaswami Hanagodimath
1. Introduction

Scientific discussions concerning theory and economics of human capital
began after the 'presidential address by Schultz (1960) to the American
Economic Association on ‘the importance of Human Capital for Economic
Growth’. The human capital theory suggests that people should invest in
themselves in the form of education, health, nutrition and skill training,
which would increase their future incomes. Thereafter, a plethora of studies
were conducted to trace the impact of education and health on economic
development, productivity, returns, cost benefit analysis and financing to
human capital. At the same time it was recognized that people in developing
countries are restricted in their investment on education and health, not
only due to their poor financial condition, but also due to the long gestation
of investment. Hence the governments have a major role to play in the
development of education and health of the people. It has to provide free
education and health services at least at the primary level. As Wang (2000)
argues, ‘the dominant role of the government arises from the characteristics
and the definition of “public goods.” Health and education are generally
considered as public goods, particularly at the basic level since they benefit
a nation’s social and economic growth as a whole’.

Many studies have been conducted in India on the above themes (V.K.R.V.
Rao, 1964 and 1970; Kothari, 1966; Pandif, 1969; Bhagwati, 1973;
Panchamukhi, 1975; Tilak, 1987). All the studies noted the low share of
public expenditure in terms of per capita and as a percentage of GDP on
education as well as health and suggested appropriate policy measures to
enhance them. Public expenditure on education is less than four per cent
and on health, less then two percent of the GDP. Kothari committee
suggested that at least six per cent of GDP should be spent on education
(Kothari, 1966). In the present scenario there are various discussions on

Shiddalingaswami Hanagodimath is an Assistant Professor at the Gujarat Institute of
Development Research, Gota, Ahmedabad, Gujarat.
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public expenditure on social services like health and education due to
curtailing of expenditure after the economic reforms started.

Like many other developing countries India was also facing economic crisés
in the 1980s. The problems in the developing countries arose from three
global crises: the oil crisis, declining agricultural commodity prices and the
international recession in the early 1980s. The developing countries, therefore,
faced unprecedented pressure ‘n their external accounts after these
consecutive international economic crises (Adepoju, 1993). The other reasons
that have contributed to the deterioration of India’s economic scenario
include rapid population growth, adverse weather conditions (such as
drought), mismanagement of economy due to the political instability and
corruption. At the same time India was finding it difficult to find countries
that were willing to finance them, due to the short-term decline in the
economy due to the oil crisis. The only option left was to depend on the
assistance from the International Monetary Fund (IMF) and the World
Bank. ‘In response, the Bretton Woods Institutions came up with a structural
adjustment package comprising of a loan from the World Bank with an
additional clause that the country must implement certain recommended
reforms called the Structural Adjustment Program (SAP) (AFRODAD,
2007).

Structural Adjustment Programmes (SAPs) have been evaluated as having
a negative impact on social sector expenditures (Cornia et al., 1987,
Panchamukhi, 2000; Dev and Mooij, 2002; Tsujita 2005; Hanagodimath,
2008). The reduction of fiscal deficits is normally included in the
conditionality of SAPs and consequently government expenditures also
have to be cut in order to meet the targets for reducing fiscal deficits. There
are a number of studies which have pointed to the declining trend in social
sector expenditures. UNICEF’s Adjustment with a Human Face was the first
major criticism of SAPs and it pointed out the negative impact of it on the
vulnerable (Cornia et al., 1987).

In this paper the impact of economic reform on public expenditure on
health has been considered. As mentioned before there are a handful of
studies which have found a negative impact of economic reforms on health
expenditure. At the same time the time period considered by these studies
is found to be very limited. Further, these studies have mostly restricted to
only revenue expenditure. And only a few look at expenditure by both the
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Centre and States combined, as well as individual expenses incurred by
each. This paper attempts at fulfilling this research gap.

The paper begins with an introduction to data and methodology. This is
followed by detailed discussion on combined public health expenditure.
This is done at four levels - centre and states combined, central government,
all states and 15 major states.

2. Dataand Methodology

The study is based on secondary sources of data. The data has been obtained
from the budget documents, Indian Public Finance Statistics (Ministry of
Finance, Government of India), Reserve Bank of India Bulletin, National Human
Development Report 2002 (Planning Commission, Government of India),
National Accounts Statistics (Central Statistical Organisation) and the Economic
Survey (Government of India). The analysis covers 15 major Indian states
as they cover around 90 per cent of the Indian population. The states
covered in the study are Andhra Pradesh, Assam, Bihar, Gujarat, Haryana,
Karnataka, Kerala, Madhya Pradesh, Maharashtra, Orissa, Punjab, Rajasthan,
Tamil Nadu, Uttar Pradesh and West Bengal.

Public Health expenditure includes expenditure on: a) medical and public
health, water supply and sanitation; and b) family welfare. The time period
considered for analysis of trends of public expenditure on health sector is
from 1976-77 to 2005-06 - 15 years of pre-reform period (1976-77 to 1990-
91) and 15 years of post-reform period (1991-92 to 2005-06). It must be
noted that prior to 1975-76 within the budgetary classification the head
‘health’ had not been properly defined.

In order to negate the impact of price rise, the growth and composition of
public health expenditure has been considered at constant prices with
reference to 1999-00 as the base year. By using the GDP deflator method,
the current expenditure items were converted into constant (1999-00) prices.
The GDP deflator is the ratio of nominal GDP to real GDP. To get a value
at constant prices we divide the value of current prices by GDP deflator,
while in the case of individual states GSDP deflators have been used.

To analyse the pattern of public expenditure in health, the present study
has included plan and non-plan expenditure of revenue and capital accounts,



while loans and advances have been excluded. The study does not analyse
government programmes/schemes relating to health sector development.
Also the allocation of central government expenditure to individual states
has been excluded from the scope of this study. It also ignores intra-state
disparities.

3. Analysis of Public Expenditure on Health

Before going into the analysis of trends and patterns of public health
expenditure, a quick review of private and public expenditure in health
sector across different states is in order. Table 1 shows the per capita public
and private expenditure on health by Indian states during 2001-02. Per
capita public health expenditure at the all India level was Rs. 207 while the
private sector expenditure was Rs. 790. Thus public sector expenditure
formed only 20 per cent of the total health expenditure. One can easily
argue that private expenditure is very important. But the reality is more
complex. People who are rich can afford to spend on health, although
health expenditure has not been considered as luxurious expenditure. For
the poor health spending is the tertiary expenditure after food and cloth.

Table 1 shows considerable inter-state disparity in health expenditure. Private
expenditure has less disparity (CV 28.21 per cent) than that of public (CV
46.23 per cent). At the same time we can observe that there is no significant
relationship between public and private expenditures. Kerala, Punjab,
Haryana, Uttar Pradesh are the highest spending states in private as well as
total health expenditure with them spending more than Rs. 1,100 per person
per year. In the case of public expenditure Punjab, Kerala, Tamil Nadu and
Karnataka are the highest spending states - more than Rs. 200 per person
per year. Also public expenditure is observed to have a negative significant
relationship with poverty (with the correlation coefficient being -0.673),
whereas it is not so in the case of private expenditure. Thus, it is clear that

public health expenditure is mainly for the poor and private health expenditure
for the rich.



Table 1: Per Capita Public and Private Expenditure on Health in
Indian States, 2001-02

States Public Private Total Public Exp.
as %

Total Exp.
Andhra Pradesh 182 858 1,039 15
(6) ) ®) 9
Assam 176 393 569 30.9
(&) (15) (15) ¢))
Bihar 92 687 779 11.8
(14) 8) (10) (13)
Gujarat 147 670 816 18
(11) ® ® ®
Haryana 163 1,408 155 0) 10.4
(10) 2 2 (14)
Karnataka 206 506 712 28.9
©) (12) (12) (3
Kerala 240 1,618 1,858 12.9
2 (€)) (1) (12)
Madhya Pradesh 132 733 864 15.2
(13) ™ @) (11)
Maharashtra 196 815 1,011 19.4
©) 6 6 )
Orissa 134 449 582 23
(12) (13) (14) 6
Punjab 258 1,273 1,530 16.8
(1) 3 3) (10)
Rajasthan 182 415 597 30.4
) (14) (13) )]
Tamil Nadu 202 644 846 239
@ (10) ®) @
Uttar Pradesh 84 1,040 1,124 7.5
(15) @ @ (15)
West Bengal 181 593 775 23.4
® (11) (11) &)
All India # 207 790 997 20.8
CV (%) 28.21 46.23 | 39.91 37.74

Note:  # All India public expenditure includes expenditure by the Ministry of Health
and Family Welfare, Central Ministries and local bodies, while private
expenditure includes health expenditure by NGOs, firms and households.

Source: Economic Survey of Delhi 2005-2006, http://delhiplanning.nic.in/
Economic%20Survey/ES%202005-06/ES2005-06.htm.
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India has a federal government and Indian constitution distributes different
areas of administration in three lists, i.e., the State List, the Central List and
the Concurrent List. Health falls under the state list. But the centre has a
strong influence on state government’s expenditure via its fiscal transfers. For
example, family welfare is financed almost 100 per cent by fiscal transfers
from the central government to the states, although it is in the Concurrent
List. We will examine in the following section the combined shares of centre
and states in public health expenditure.

3.1 Expenditure of Centre and States Combined

Table 2 presents the combined health expenditure of the centre and the
states from 1976-77 to 2005-06. In absolute terms the expenditure increased
significantly about 50 times from Rs. 978 crore to Rs. 47,220 crore. This
impressive growth was offset by an escalation of prices along with a rapid
growth in population. After converting these figures into constant prices of
1999-00, the increase is noted to be less than six times. This growth when
viewed in per capita terms at 1999-00 prices, the picture does not look very
impressive. In per capita terms, expenditure increased only three times. In
sum, increase of public health expenditure has been only three times from
1976-77 to 2005-06 (over 30 years).

Measuring health expenditure as a share of total budgetary expenditure is
one of the other ways to understand the commitment of budget to health
sector. With respect to this, it is observed that the share under the head of
health was less than four per cent until 1981-82. From 1982 onwards it
increased and reached 4.68 per cent in 1984-85. Thereafter, the share has
started declining with an exception of some years, like 1993-94, the year
that recorded the second highest share (4.63 per cent) over the study period.

Measuring health expenditure as a share of GDP is also considered important
in understanding the commitment of the government, especially,
when making comparisons with other nations. Health expenditure as a
percentage of GDP varied between 1.08 per cent and 1.83 per cent during
the period under study. The share rose from 1.08 per cent in 1977-78
to 1.83 per cent in 1987-88, but declined subsequently. The share was
1.44 per cent in 2006-07.

L



Public expenditure on health in all three terms i.e., per capita term, as a
share to total expenditure and percentage of GDP is less in India. In OECD
counties public health expenditure as a share of GDP is more than 6 per
cent. In France it is 10 per cent and in Germany it is more than 11 per cent
(Lalitha and Guennif, 2007). It has also been observed that the share has
shown a declining trend during the period of economic reforms. Growth
rates of public health expenditure in the pre-reform period were high as
compared that of the post-reform period as can be seen from Table 2.

Table 2: Combined (Centre and State Government) Expenditure

on Health
Year Expenditure | Expenditure | Per Capita | % Share % Share
(Rs. crore (Rs. crore (Rs. in Total of GDP
current constant constant Budget
prices) prices) prices)
1976-77 978 6579 102 3.84 1.18
1977-78 1024 6486 98 3.56 1.08
1978-79 1195 7430 109 3.47 1.18
1979-80 1420 7670 111 3.85 1.28
1980-81 1724 8351 118 3.79 1.30
1981-82 2087 9120 126 4.14 1.35
1982-83 2497 10053 136 4.19 1.44
1983-84 3034 11263 149 4.39 1.50
1984-85 3909 13434 174 4.68 1.72
1985-86 4486 14371 182 4.60 1.76
1986-87 5132 15381 191 4.47 1.81
1987-88 5876 16084 196 4.59 1.83
1988-89 6492 16403 196 4.44 1.69
1989-90 6990 16271 190 4.12 1.58
1990-91 8088 17016 195 4.12 1.57
1991-92 9056 16751 188 4.13 1.52
1992-93 10291 17486 192 4.25 131
1993-94 12794 19766 213 4.63 1.62
1994-95 13999 19701 208 4.34 ;51
1995-96 15426 19893 206 4.33 1.42
1996-97 17322 20725 211 4.29 1.37
[Contd...



[Table 2 Contd...

Year Expenditure | Expenditure | Per Capita | % Share % Share
(Rs. crore (Rs. crore (Rs. in Total of GDP
current constant constant Budget
prices) prices) prices)

1997-98 20138 22599 226 4.38 1.44
1998-99 24214 25148 247 4.44 1.50
1999-00 27306 27306 263 4.46 1.53
2000-01 29963 29018 275 4.45 1.56
2001-02 30869 29028 271 4.17 1.47
2002-03 35551 32200 295 4.15 1:57
2003-04 35209 30834 262 4.15 1.39
2004-05 42191 35017 291 4.17 1.47
2005-06 47220 37665 313 4,18 1.44
Pre-reform

period 17-73 8.22 5.95 1.48 3.35
Post-

reform

period 12.23 5.89 3.63 0.27 -0.27
1976-77

to

2005-06 14.57 5.90 371 0.49 0.45
Note: Growth rates are based on continuous data.

Source: Budget documents, Indian Public Finance Statistics and RBI Bulletin (various
issues).

3.2 Central Government Expenditure

As it is already mentioned health is a state subject in India, implying that
the primary responsibility of financing and providing health care rests with
the state governments. The central government’s role has been to fund
centrally sponsored schemes, to develop policies and guidelines and provide
statutory grants or general transfers to the states (Bajpai and Goyal, 2005).
With respect to this connection analysis of the role of central government
on health spending before and after economic reform becomes imperative,
There are a number of studies which have indicated a gradual increase in
public spending by the central government (Prabhu, 1994; Dev and Mooij,
2002; Panchamukhi, 2002; Joshi, 2005).



Table 3 presents the growth of central government expenditure on health
from 1976-77 to 2005-06. As we have seen above, the expenditure looks
impressive in current prices, but not so in terms of constant prices. A point
to be noted hete is that in per capita constant prices the increase is around
five times from Rs. 20 in 1976-77 to Rs. 97 in 2005-06, while it is only
three times in combined (centre and state) expenditure. Moreover, the
combined public expenditure on health in the reform period is less as
compared to that of pre-reform period. In the case of central expenditure
the growth rates are high overall in the reform period. The growth rate in
per capita expenditure was 5.3 per cent per annum, which increased to 8.6
per cent per annum in the post-reform period. Health expenditure as a share
of total expenditure and as a percentage of GDP has increased around two
times in the study period from 1.41 per cent to 2.84 per cent and from 0.23
per cent to 0.45 per cent respectively from 1976-77 to 2005-06. This increase
is mainly due to the implementation of many centrally sponsored health '
and development programmes like Rajiv Gandhi National Drinking Water
Mission, National Rural Health Mission, Jawaharlal National Urban
Renewal Mission (JNNURM) and others.

Table 3: Centre Government Expenditure on Health
Year Total Total Expenditure | % Share
Expenditure | Expenditure | per Capita of Total % Share
(Rs. crore (Rs. crore (Rs. in Expenditure | of GDP
in current in constant constant
prices) prices) prices)
1976-77 192 1291 20 1.41 0.23
1977-78 194 1229 19 1.25 0.21
1978-79 187 1163 17 1.00 0.18
1979-80 197 1064 15 1.04 0.18
1980-81 238 1153 16 1.05 0.18
1981-82 290 1267 18 1.15 0.19
1982-83 386 1554 21 1.25 0.22
1983-84 447 1659 22 1.26 0.22
1984-85 611 2100 27 1.40 0.27
1985-86 685 2194 28 1.30 0.27
1986-87 754 2260 28 1.20 0.27
1987-88 887 2428 30 1.30 0.28
[Contd...




