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The Journal

At the outset we wish to thank our readers for their positive response to our 

efforts to give the journal a research orientation.  The theme of the last 

issue was "Life Insurance in the new millennium". In this issue we have 

sought to continue our research focus and extend it to yet another exciting 

area - New Vistas in Health Insurance.

The Journal in your hand contains thirteen contributions on various 

aspects of health insurance, particularly with reference to what is 

emerging in India today. There is a comprehensive and critical analysis of 

Rashtriya Swasthya Bima Yojana, which is Government of India's major 

foray in the health sector.  We also have a short piece by Dr Devi Shetty, 

the architect of "Yeshasvini", the world's cheapest comprehensive health 

insurance scheme.  Other papers cover areas like technology and health 

insurance fraud.

We are also aware that we have only touched the fringe.  The financing of 

health care is one of the most daunting challenges facing the world today.  

Health Insurance has a long way to go towards effectively and efficiently 

plugging the gaps that exist.  There is need for a great deal of research 

and policy initiatives before a country like India could achieve its millennial 

goals in the health area.

We invite our readers to carry forward the discussion we have tried to 

initiate here.

The theme for next issue of the journal would be "Insurance and Social 

Security". 

E D I T O R I A L
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The concept of micro health insurance is based on the 

fact  that insurance scheme is very easy to implement, 

tamper proof so that hospitals cannot take advantage 

and the patients cannot cheat the system. Through 

these schemes, we wanted to cover only surgical 

procedures, because nobody wants to get the operation 

done even if it is free, and hence nobody can exploit the 

situation. The scar left behind after the surgery is 

evidence that the operation is performed. By covering 

only surgeries, we determined that less than 0.8% of the 

population required operation.

The State of Karnataka has surplus bed capacity due to 

large number of medical college hospitals and large 

number of nursing homes which have been established 

because of medical colleges.  When the hospitals have 

excess capacity they are always willing to reduce the 

price.  It is important to involve the government because 

they are the true reinsurers.  We tried to negotiate with 

some insurance companies in the initial stages but Rs. 

5/- was too small an amount for any insurance company 

to get attracted.  Thanks to our personal contact with 

large number of practicing doctors in Karnataka, we 

managed to convince a few of them to reduce the price 

and provide a package deal for the insured population.  

Initially it was difficult because hospitals refused to 

reduce the price.  However, as the numbers of insured 

started growing, hospitals came forward willingly; as 

things progressed, some of them also tried to influence 

politicians to get their hospital enrolled. Inspired by the 

success of Yeshaswini which enrolled over 1.7 million 

farmers in the first year and soared up to 2.5 million 

Around eight years ago the State of Karnataka was 

going through the problem of drought and farmers had 

lost their capacity to pay for  health care.  My friends 

working in rural Karnataka told me about the rapid 

decline in their practice.  When I was a kid in South 

Canara, Syndicate Bank had a concept of pigmy 

collections, wherein a pigmy collector went to every 

household and collected anything from fifty paisa to one 

rupee on a daily basis from the ladies in the village, 

which was their savings.  It occurred to me that we could 

have an insurance scheme on similar lines, wherein 

villagers contributed a tiny amount of money every 

month for healthcare services. Right at that time 

Karnataka Milk Federation, one of the largest 

cooperative societies in India approached me to 

sponsor low fat milk, one of their new products, which is 

good for the heart.  I agreed to sponsor it provided they 

agreed to offer health insurance to the farmers who sold 

the milk.  Karnataka Milk Federation is a rich 

organization and they gladly agreed.  This is how the 

concept of micro health insurance came into existence 

in India and I am privileged to be working in an institution 

which pioneered it with passion.  We were lucky to have 

a government which agreed to launch this program as 

their scheme.  In our experience, among all the partners 

we have worked with, government has been the best.  

They may be slow, they may be inefficient but they do 

things; in our experience of working in rural India, the 

only organization that villagers trust, is the government.  

So, we utilized the brand image associated with the 

government and launched the health insurance 

scheme, eight years ago.

Micro Health Insurance

Dr. Devi Prasad Shetty

Dr Shetty unfolds the exciting first hand story of how micro health insurance developed
in India and makes a  passionate case for spreading it among the millions of poor and needy.

January-June, 2011
Guest Paper



reducing their price.  This is an economy characterised 

by free market where the unwillingness of one player to 

reduce the price encourages two other players to come 

down on it. unless there is competition, cost of 

healthcare will not go down.  As a result, we observe 

today that most of the health insurance companies are 

turning sick and we need innovations in health 

insurance to take place, so that one day every man, 

woman and child will have health insurance policy.  We 

are privileged to be in a country which produces the 

largest number of doctors, nurses and medical 

technicians in the world.  We have the largest number of 

USFDA approved drug manufacturing units outside 

USA.  We have every ingredient necessary for a 

phenomenal healthcare delivery model.  However, the 

only missing link is the lack of ready cash in the hands of 

the common man. If Indian insurance has to grow, 

insurance companies should come together and take 

an assertive and firm stance. They must make hospitals 

compete with each other for a better price.  This is what 

happed all across the world and India should not remain 

an exception?  If you look at the economy of delivery of 

healthcare, it gives a very disheartening picture.  80% of 

the national expenditure on healthcare is paid out of 

pocket; 47% of the rural and 37% of the urban 

population borrow money or sell assets to pay their 

medical bills.  This is because government spends 1% 

GDP on healthcare; the only other country which 

spends the same amount of money is the Government 

of Pakistan.  Even Sub Sahara Africa spends a higher 

percentage of GDP on health care than India.  

Then who is going to pay the bills - it is the people.  

When the working class and poor people do not have 

the financial resources to buy a car, they can always use 

buses provided by the government and share their 

expenses. But do we have a similar concept in 

healthcare?  Unfortunately no. The health insurance 

which is supposed to bridge the gap, covers less than 

subsequently, the  government in our neighbouring 

state Andhra Pradesh, which was then headed by a 

Chief Minister, who was a medical doctor by training, 

invited us to help them in launching a similar scheme.  

Unfortunately, the policy makers refused to collect 

money from the citizens - this we believe, is a great 

mistake.  Citizens must pay a tiny amount of money 

however small it is since the act of payment makes them 

ask lots of questions, in the process educating them 

about the benefits of the insurance.  Otherwise 

government would have paid a large premium to the 

insurance company and the poor people would remain 

unaware of the benefits. This results in the insurance 

amount going unclaimed - this is what has happened in 

several states in India.  Rajiv Arogyasree was a big 

success for Dr. Reddy and made a huge impact on the 

life of the citizens.  We believe that going forward every 

state government should launch health insurance for its 

citizens, since politicians all across the world do the 

right things for the wrong reason.  

My only apprehension about the growth of health 

insurance in India is that Insurance companies are not 

doing justice to their clients.  My concern and appeal to 

all the insurance companies is that they are not 

negotiating a better price for procedures for their clients.  

They should insist on a lower price for their clients 

compared to the walk -in patients we have at our 

hospitals.  India is perhaps the only country where the 

insured patients pay more for the treatment than the 

non-insured walk-in patients; it has to be other way 

around.  They should have the courage to stop referring 

their clients to institutions which are not willing to 

provide them a lower price.  I have seen these 

insurance companies going back and forth with their 

decision because they feel that if they do not entertain 

certain hospitals as their clients, they will lose out on 

their ongoing business.  However, they must accept 

that unless they are firm, hospitals will not consider 
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trillion dollar industry.  There is a big opportunity for a 

country like ours to invest on healthcare to create 

millions and millions of jobs so that these jobs can result 

in equitable growth.  We believe that the 21 st century 

economy will be driven by healthcare industry.

2% of the country.  This is the way open economy 

works, where competition always reduces the price.  

Take a look at what happened to telecom industry.  We 

must learn from other industries and see how it can 

make a difference.  Healthcare industry is extremely 

important for the development of the country because 

this is one industry which creates millions of jobs.  In the 

last five years the only industry which created jobs in 

USA is the healthcare industry and all the other 

industries stopped recruiting or down sizing their 

workforce.  Global healthcare and wellness industry is a 

4.5 trillion dollar industry.  US healthcare alone is a 2.5 

Dr. Devi Prasad Shetty,

Chairman,

Narayana Hrudayalaya Private Limited,

Bangalore

� � �
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Life is an opportunity, benefit from it.

Life is beauty, admire it.

Life is bliss, taste it. 

Life is a dream, realize it.

Life is a challenge, meet it.

Life is a duty, complete it. 

Life is a game, play it.

Life is a promise, fulfill it. 

Life is a sorrow, overcome it. 

Life is a song, sing it. 

Life is a struggle, accept it. 

Life is a tragedy, confront it. 

Life is an adventure, dare it. 

Life is luck, make it.

Life is too precious, do not destroy it. 

Life is life fight for it. 

- Mother Teresa



all costs. Its constituents claim that such insurance 

leads to over consumption of care, escalating costs, 

shunting away scarce resources from the poor, cream 

skimming, adverse selection, moral hazard and an 

inequitable US Style health care system.  The Other 

camp claims that private insurance coverage provides 

access to care when needed without long waiting lists, 

low quality care and rudeness often suffered by 

households using public services offered by Ministries 

of Health. They also argue that problems of Private 

Health Insurance are similar to that faced in public 

services”.

This paper seeks to present a brief overview of some of 

the key issues involved in the development of Health 

Insurance, placing them in perspective.

The first issue we shall address is simply:  how do we 

know if a market [e.g. health insurance] is developing?  

Standard measures of insurance development are generally  

�Volume of premiums / Sum Insured, which 

Market Development

A critical challenge facing societies today is to get 

resources for financing their health care needs.  The 

problems are even more daunting for developing 

countries.  Of about 3.5 trillion US Dollars [2006] of 

global health spend, the middle and low income 

countries accounted for just about 280 billion or 12% of 

the total.  These countries had about 84% of the global 

population and 90% of the global disease burden [World 

Bank].

The state of health spending can be seen from the table 

below:

What stands out is the high incidence of out of pocket 

expenses in low income countries.  Millions of their 

households live in perpetual fear and uncertainty about 

the severe hardships and possible impoverishment 

they may face in the event of a major illness.  Can 

insurance meet this gap?

Gleanings from the literature on the subject suggest that 

the world of technical experts and policy advisors are 

divided into two camps [1]. “One vilifies private 

[voluntary] health insurance as an evil to be avoided at 

HEALTH INSURANCE IN PERSPECTIVE

Dr. S. Kutty, in his concept paper, covers some of the key issues
in health insurance, placing them in perspective. 
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 GDP Per 
capita  

Per capita 
Health 

expenditure 
PPP terms  

Total 
Health 

expenditure 
[HE] as % to 

GDP 

Public 
Expenditure 

as % of 
total HE 

Out of 
pocket as 
% of total 

HE 

Low income countries 533 79 4.7 23.9 70.0 
Low middle income countries 1681 365 5.4 47.3 42.8 
Upper middle income countries 5193 676 6.6 57.8 30.2 
High income countries  33929 3637 11.2 60.4 14.9 

Source : World Bank 2007



heart disease, both arising from diabetes and excess 

salts in the body].

Each of these morbidity states in turn can occur under a 

set of social conditions that we shall denote by Sj   [ j = 

1,2,3…].   For example,  a serious heart problem can 

arise under a situation like breakdown of family or rise in 

price of diagnostic services and surgical operations.

The combination of M and S [state of nature and social 

conditions] can lead to various types of loss 

consequences denoted by Lij each with a probability Pij 

. The framework can be represented in the form of a 

Matrix as shown below

The cells in the matrix are represented by the loss 

consequences and their respective probabilities. There 

are three types of economic loss consequences that 

can arise as a result of each combination of M and S - 

firstly there is the cost of treatment - it includes 

hospitalization; surgery; medicines; post operative care 

etc.  The second kind of consequence is loss of 

income arising from disability. It is generally covered 

by disability income insurance. Thirdly there is loss 

of income or cost involved in assisting people to 

perform their daily activities at home or in a nursing 

home or some other facility.  This has been financed 

by a product known as Long term Care.  The loss impact 

of a disease can include a combination of all three kinds 

of consequences. 

An individual thus faces a diverse set of possible loss 

indicates size of the market 

�Premiums as a percentage of GDP, which 

measures penetration, or the economic 

significance of insurance

�Premiums per head of population, which 

measures density, or the extent of reach or 

spread

�Percentage of population [or its segments] 

covered by insurance

While the above measures reflect the quantitative state 

of development of the industry, we also need a 

qualitative framework for evaluation.

We would like to suggest a framework that consists of 

three dimensions - Market Completeness; Market 

efficiency and Economic Rationality

The concept of market completeness is derived from 

the works of Arrow and Debreu who were the pioneers 

in this field.

Let us assume that Mi   [ I = 1,2,3…]  represents various 

states of morbidity  (affliction from diseases like cancer, 

cardio vascular disease et..) that individuals or 

households can be exposed to.  Each such state can be 

considered as a State of Nature [contingent] event.  

Some of these states can contain affliction from more 

than one disease [example renal disease along with 
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ensuring that it is sufficient to at least fund the losses 

that might occur, and also make a profit.  Insurance can 

be an effective tool towards addressing various loss 

consequences to the extent that

1. The loss situations [risks] are fortuitous and 

unpredictable at the individual level while being 

predictable at the group or population level - 

they must be clearly not under the control or 

influence of the insured 

2. The loss impact can be defined, is stable and 

predictable.

Morbidity risks pose immense challenges because they 

often do not conform to these conditions.  Much of our 

health concerns today are linked to non communicable 

and chronic / degenerative ailments that are heavily 

influenced by lifestyle and behaviours.   They are not 

fortuitous but already known [as in pre existing 

diseases].  Further the loss impact is rendered 

unpredictable by huge inflation in costs, prompted in 

part by technological innovation and change and also 

the deliberate actions to induce insured patients to pay 

higher priced services.  This has three implications.  At 

the societal level it leads to discrimination against those 

who cannot afford the resultant increase in costs.  

Secondly it raises the loss ratio and enhances the 

possibility of ruin.  Thirdly this also forces insurers to 

restrict the scale of benefits payable as well as services 

covered.  In sum health insurance can be as much a 

part of the problem as it is a solution. 

 Another aspect of completeness is with respect to the 

nature of the benefit package.  Under a scheme like 

Mediclaim [in India] for example, cover has been 

restricted to only certain types of service like those 

related to hospitalization. Other services like outpatient 

care may not be covered.  Again health insurers may 

situations with their respective expectations 

[expectation measured by probability multiplied by 

magnitude].  A market is complete to the extent that 

feasible solutions are available for addressing the loss 

outcomes contained in each of the above cells.

The second concept we have before us is that of Market 

Efficiency. The literature of efficient markets clearly 

postulates a situation of many players acting with 

complete information so that prices come to be in 

tandem with and to reflect the intrinsic worth of the 

products.  In the context of health insurance, the issue 

is about the extent to which the cost of care gets inflated 

relative to the actual worth of service or the quality of 

care gets reduced relative to the price paid.

The third concept is that of Economic Rationality.  A 

rational individual is expected to process information 

and take those decisions that would maximize his or her 

economic welfare.   While an optimal state [as indicated 

by the concept of equilibrium] may be difficult and 

perhaps even utopian, we are concerned with rationality 

in a procedural rather than substantive sense - are 

individuals enabled to allocate their resources such as 

to move towards optimizing their lifetime utility of 

health services consumption.

The framework presented above is abstract but could 

serve as a basis for evaluating the both policy and 

practice.

Insurance can be defined as simply Risk Transfer 

achieved through Risk Pooling.  It involves firstly a 

combining of sufficient number of loss units so that the 

law of large numbers renders them predictable.  

Secondly, it involves setting a rate of contribution [the 

premium or price] to be paid by individual units and 

Market Completeness and Health Insurance

8



premiums are actuarially determined and 

collected by an insurer from members choosing 

voluntarily to participate in the scheme.

5. Out of pocket contributions : made by 

individuals and not financed through any of the 

other means outlined above.

In most high and middle income countries [USA being a 

notable exception] public health services and social 

insurance contribute to meet a substantial portion of 

their population's health care needs.  The role of Private 

Voluntary Health Insurance [PVHI] is not primary.  PVHI 

nevertheless has a demand in these markets where it 

plays a secondary role.  It can be a substitute for cover 

otherwise available through public services, enabling 

Individuals to access a different set of service providers 

[e.g. private super specialty hospitals]; or avail of 

facilities without going through queues or gate keepers 

but can exercise their own choice of services.  PVHI 

also pays for residual costs - co payments for instance - 

or can be used to fund the purchase of costly treatment 

not covered elsewhere In each case the role is 

secondary and the concern can exist whether its 

presence may distort the efficacy of health care 

available under other systems.

In many low income countries, including India, the role 

of both public health services [funded via taxation] and 

social insurance stand limited and constricted due to the 

dominance of their informal sector - only a small 

segment of population can be forced to join a mandatory 

scheme.  Even in the formal sector, there are problems 

like unfamiliarity with health insurance and lack of 

accurate data.   Clearly this leaves a gaping hole in the 

fabric of financing available for health care, leading to 

high out of pocket spending.  A strong potential demand 

for Private Health Insurance can arise for want of an 

alternative.   This may also have a deleterious impact 

restrict the amount of benefit or insist on a certain type of 

service provider as condition for indemnity.  A further 

restriction can be on the type of ailments covered.  In 

reality the cost of health care come from a variety of 

sources - like daily medicines taken on a lifelong basis;   

hyper expensive diagnostic tests for even simple 

ailments and expensive preventive / curative therapies 

and home remedies that one may need to avail.  How 

far can insurance offer solutions for each of these 

situations?

Indeed it is obvious that health insurance alone may not 

be able to generate resources to meet the complete set 

[all cells] of possible loss consequences faced by an 

individual or community.  Typically the move towards 

completeness is achieved through a multiple approach 

framework with regard to health care financing.  Such 

an approach may involve five sources of funds:

1. Public Health Services : as represented for 

example, by the United Kingdom's NHS Model:  

this is financed through taxation and providing 

free or highly subsidized medical services to all

2. Social Health Insurance : [as defined by 

OECD - A system of Health accounts, 2000] in 

which one has to compulsorily participate, either 

through law or as a condition of employment.  

The programme operates on behalf of groups 

and benefits are restricted to group members.

3. Community health Care Financing : where 

members of a community voluntarily decide to 

contribute to a funds pool and pay for their 

members' health care service needs  through 

the same - the cost of care has of course to be 

prepaid.

4. Private Voluntary Health Insurance : where 

9
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equal to the expected value of loss.  In reality, insurers 

typically charge a loading so that the premiums that 

people pay are higher than the fair actuarial value.  The 

economic theory of insurance is based on the premise 

that people are willing to pay this loading amount rather 

than go without insurance - the anxiety about paying 

huge medical expenses out of one's pocket outweighs 

the discomfort one feels while paying the premiums.

The moot question is - how much loading would people 

be willing to bear.   Health insurance markets in many 

countries face a crisis of efficiency because the 

premiums charged, reflect prices that are far beyond 

what consumers perceive to be its worth.  A key concern 

facing the Industry is to identify and address the forces 

that inflate the price.

One of the key problems cited in the literature is that of 

Moral Hazard.  [3].  It refers to situations in which the 

expected loss is affected by the presence and extent of 

insurance.   Pauly  alludes to two  forms that such Moral 

Hazard can assume. The first [Type 1 Moral Hazard] 

arises because the presence of insurance may affect 

individuals' probability of illness.  Thus, if one has 

insurance cover against a disease one does not take 

precaution to prevent the odds of getting it. The more 

serious type of moral hazard is the second one   [type 2] 

where the presence of insurance leads to inflating the 

amount and cost of care, once illness has occurred.   

Moral Hazard of the second type has two sources.  It 

may be driven by individuals who are insured, who 

demand more medical care and also go for more 

expensive types of medical care.  The second source is 

the medical service provider whose actions inflate the 

cost of care and with it the amount of benefit.

Let us cite some of the approaches that have evolved 

for facing the problem.   One approach is to restrict the 

size of the benefits package or exclude certain kinds of 

on health care.

The challenge is to find a combination of interventions 

that establishes what is termed as the Solidarity 

Principle -  each  one  having  access to  the benefits of 

medical care  according to one's need and contributing 

to the same on the basis of ability to pay.

M V  Pauly  [2] speaks about  two alternative 

approaches  to expand insurance coverage through 

insurance based mechanisms.  The first is where health 

insurance is introduced for a small part of the population 

which can afford to pay and premiums can be deducted 

from payroll at source - like civil servants and formal 

sector workers.  The poor and informal sector workers 

are covered through access to subsidized hospitals and 

ambulatory clinics.  The second approach is where 

health insurance is introduced for a broader segment of 

the population by applying a demand driven approach. 

This involves paying for or subsidizing the premiums of 

poor and low income informal sector workers.  Here the 

focus is on placing funds directly in the hands of ultimate 

purchasers of health care rather than  in the hands of 

service providers  [e.g. public hospitals].

The choice is thus between two  courses of action -  a 

government financed  National  Health Service  model 

that is financed through tax and other mandatory 

payments [an example is the UK 's NHS model ] or a 

government subsidized insurance based system 

[India's recent governmental RSBY  initiative is a case 

in point ].  We believe that it may not be right to adopt an 

either - or approach here.  Rather the task at hand is to 

find the right mix of both.

Strictly speaking, the fair actuarial value of health 

insurance would be that premium which was exactly 

Market Efficiency
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between insurer and insured while the service provider 

is paid the charges.  Under managed care systems, the 

sharing of financial risk is now extended to include the 

health service provider as well.

The core of the Managed care process is given by the 

principle of Utilisation Management, in which the insurer 

is able to plan, control and manage the insured's use of 

medical services and ensure that he / she receives care 

which is necessary, appropriate and of high quality 

while being cost effective. Utilisation Management may 

involve a range of interventions.  One is the use of 

primary care physicians as Gatekeepers, who refer the 

insured to, and authorize the services delivered.  

Another activity is that of Utilisation Review, where there 

is continuous evaluation and review of both the quality 

and necessity of the care provided.   Thirdly we have 

the concept of large case management, where the 

insurer intervenes to ensure that cost effective services 

are provided to patients suffering from long term or 

catastrophic illnesses and disabilities, involving very 

expensive treatment.

Managed care may again be organized under various 

organizational frameworks.  The classic example of 

such organisation is the Health Management 

Organisation [HMO]. It provides comprehensive health 

care services for subscribers in a particular 

geographical area, combining both the financing and 

the delivery aspects of health care.   Another form is the 

preferred Provider Organisation [PPO] that negotiates 

health care contracts between health care providers 

and purchasers of health care services.  The latter may 

include insurance companies, employers, third party 

administrators [TPA s] or other associations.

Managed care has much potential as an approach for 

enhancing market efficiency.  However, while it sounds 

good as an idea, it can pose a number of challenges in 

services.  This has sometimes the effect of negating the 

benefits of insurance at a time when one needs them 

most.  Yet another approach has been known as Cream 

Skimming - where stringent selection practices lead to 

selection of only very favourable exposures while 

excluding the rest.   A more attractive approach than the 

above is to usher an element of Cost Sharing.  This 

takes two forms.  The first, termed as Co insurance 

[sharing  of a percentage of the costs of care],  prompts 

individuals to look at the relative cost of different types of 

treatment / diagnosis and also the level of their use.  

The other approach, termed as Co Payment,  involves a 

fixed sum payable for each unit of care.  In this case 

there is incentive to try and keep the costs within the 

benefit limits.

Among the more current approaches that has come to 

dominate some of the developed markets like the US  is  

the institution of "Managed Care". This system became 

popular during the seventies as a potential means of 

cost containment.  Essentially it involves a process of 

vertical integration between the insurer and the service 

providers - hospitals and doctors.  This results in 

agreement to manage the cost without compromising 

on accessibility and quality of health care provision.

Managed care differs significantly from the traditional 

'fee for service' system of individual health insurance as 

was practiced in India [under medi-claim] and other 

markets.  Firstly, under Managed Care, the individual is 

no longer free [doctor or provider] as was the case 

under traditional Mediclaim.  He or she has to avail of 

services from only specified provider network - of 

doctors and hospitals - with whom the insurer has 

negotiated the terms of care.  There is secondly, a 

change in the pattern of cost sharing. Under the fee for 

service approach, financial risk of high costs is shared 

Managed Care and Market Efficiency

11

January-June, 2011



The Journal

kind of pooling mechanism can guarantee access to 

high cost but necessary health care in these later 

twilight years?

A typical one year medical insurance plan typically 

provides cross - sectional pooling across individuals 

and families in a given year.  Given the excessive 

demand [moral hazard] for high cost health services 

paid through insurance, it is difficult to comprehensively 

cover the high costs of treatment of diseases that arise 

in later years.   An alternative to insurance is to rely on 

savings accumulated over time through inter temporal 

allocation.   The problem with a pure savings plan is that 

resources thus accumulated are inadequate to meet 

catastrophic health care costs that may arise unbidden 

in the interim period.

An innovative solution to the above, that have emerged 

in recent years is the Medical Savings Plan.   It typically 

involves contributions to a tax-exempt savings account, 

which is similar to an individual retirement account, 

except that such a fund is dedicated to meet future 

medical expenses.  The fund can accumulate, earning 

interest and capital gains and can be unitized.   Such a 

fund can be linked to a low cost high deductible 

insurance policy that indemnifies only those high interim 

claim costs which are higher than a certain level.  Such 

insurance back up would serve to finance medical 

needs while ensuring the medical savings fund is not 

exhausted. The principle that underlies Medical 

Savings - namely the combination of inter temporal with 

cross sectional pooling - holds great promise.

The second issue is with regard to looking beyond the 

existing paradigms of health and disease.

Life and health insurers have for decades worshipped at 

the altar of allopathic medicine, paying the doctor or 

hospital for treating a disease.  The analogy that may be 

practical implementation.   Firstly there is the issue of 

being able to manage and bring discipline into the 

working of Service providers and intermediaries [like 

the PPO s ].  Secondly the providers must feel 

comfortable with and trust the insurer [the financing 

authority].  Serious problems can arise when the terms 

are not clear and the insurer reneges on payments. A 

third issue can arise when Managed care organizations 

like HMOs operate on a large scale and dominate the 

market.   There is the chance that the HMO may 

become tyrannical and escalate the cost of care.  Is the 

US Health care system a case in point?

The concept of rationality needs to be understood in the 

context of economic life cycle models which postulate 

income and consumption smoothing through the inter - 

temporal allocation of resources [redistribution of 

income and wealth] across one's life time.    Morbidity or 

illness is a major contingency which can adversely 

impact life cycle planning and the resource allocation 

process.  Huge unexpected out of pocket expenses can 

result in a massive outflow of resources and leakage of 

capital. How can health insurance contribute to optimal 

allocation of resources in the face of this contingency?

We shall consider two issues that assume significance 

here:

Firstly, the world of morbidity today is dominated by 

diseases of the non communicable, non acute variety.   

Illnesses that impact on the Cardio Vascular, Renal or 

other bodily systems generally are of a chronic 

degenerative character, typically setting in quite early in 

life and unfolding to have a pronounced impact at later 

ages. Health spending typically gets skewed with costs 

getting heavier during the twilight years of one's life.  

The question is, given this skewed distribution, what 

Economic Rationality
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some of their basic premises about health risks and 

their driving forces.  Should they confine to protection 

against the material consequences of illness or should 

they redefine risk management to encompass a holistic 

approach to health and well being?  At heart lies a most 

fundamental question

Whither Health and health Insurance …
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drawn here is with that of repairing a car.  The hospital is 

like a garage where the mechanic [doctor] repairs the 

machine [the body].  Western   (allopathic) medicine 

has made great strides in this work of repair,  especially 

when it involved fighting microorganisms [antibiotics] or 

surgical procedures to replace or alter body parts or 

facilitating body processes (like blood flow).  It has also 

provided innovative diagnostic tools.  But modern 

allopathic medicine also separated body from mind, 

focusing on the diseased part rather than  the subjective 

reality of the patient.  Its logic has been that cause, 

pathology and cure of disease all lie in the physical 

plane.

The limitations of this paradigm stem from the fact that 

the human body is not a machine but a living organism - 

it is crystallised intelligence.  This limitation has become 

obvious in the face of degenerative diseases that arise 

primarily from stress and trauma - related to 

environmental pollution, robotic lifestyles; loneliness, 

alienation and the breakdown of relationships.  The 

problem stems not so much from the external 

environment itself as from our inability to cope with it - an 

issue that is in turn related to one's perspective and 

guiding philosophy of life.  The conquest of disease may 

call for a different paradigm - which stresses on both 

body and mind.  Remedies go beyond chemicals and 

the surgeons' knife, stressing on the role of positive 

thought and emotion and of heightened awareness as 

tools for awakening the body's inner intelligence.  Such 

an alternative paradigm of health and disease is not 

new. It in fact predates allopathic medicine by several 

centuries.  It is ironic indeed that today it is 'scientific' 

medicine that constitutes the orthodoxy while 

alternative approaches like Ayurveda stand outside.

In an era when consumers the world over are getting 

aware about the limitations of the orthodoxy and are 

looking for alternatives, Insurers may need to question 
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Health Insurance - A Status Report

Health Insurance, Community health schemes as well 

as private health insurance. Experts from the industry 

believe that the key drivers for growth are as indicated 

below :

�Meteoric rise in health care expenditure and out-

of-pocket expenses

�Increasing awareness of the need and benefits 

of health insurance

�Availability of quality healthcare

�Government schemes and community based 

health plans because of their sheer volumes 

�Medical Tourism

�Increase in lifestyle diseases as a result of 

economic growth driven increase in per capita 

income

�Increasing awareness of Preventive care

The product that set the base for marketing of health 

insurance in India, dating back to 1986, was 

"Mediclaim".    It is the one product that has modified or 

rather restricted the definition of health insurance to a 

comprehensive cover for hospitalization in case of 

practically all injuries and illnesses,  subject to a myriad 

of exclusions and waiting periods of 2-4 years for Pre-

existing diseases or specific medical conditions. Over 

Product Evolution :

Health Insurance - Current Scenario

Key Growth Drivers :

Health Insurance is one of the most focused areas of 

India's insurance industry.  This sector has witnessed 

phenomenal growth during the last five years. It is not 

only the most rapidly growing segment in non life 

insurance industry over the last decade but it is also 

emerging as an increasingly significant line of business 

for life insurance industry. All the renowned life 

insurance companies now have products in the health 

insurance space.

Year 2010 has undeniably been a landmark year for the 

health insurance sector. Health Insurance premiums 

surged ahead from Rs.6625.46 crores in 2008-2009 to 

Rs. 8305.18  crores in 2009-2010 registering a growth 

of 20.09% consequently escalating the contribution of 

the health segment in total premium to 21.12%,  from 

20.06%  in year '08-'09.

As on 2010, Health insurance, which is also a part of the 

health care sector,  constituted about  5% of the total 

healthcare market. Thus health insurance industry has 

shown dual growth by not only outpacing the growth 

rate achieved by the non-life insurance industry as a 

whole but also of the health care industry itself, 

averaging a CAGR of 42% from 2003-2004 to 2009-

2010.

The Indian health Insurance industry is a blend of Social 

Dr. Tanvi Ruparel

Dr.  Ruparel has presented a succinct profile of Indian health insurance today, its evolution
and growth drivers and its challenges like achieving universal coverage, cost control and

regulation of the industry, with specific points on the way ahead.
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domestic help. This move is estimated to bring in an 

additional premium of Rs 50 billion. The RSBY is also 

recommended by the Wor ld Bank to the 

underdeveloped countries of Asia and Africa as a good 

model of design and implementation.

The Planning commission has recently set up an expert 

group to develop a blue print and investment plan to 

ensure universal health coverage in the country by 

2010.

The stage is set for the health insurance business to 

expand manifold in the years to come on account of 

increased supply and demand. However, despite this 

impressive growth, there are certain critical issues that 

pose a challenge to the growth of this sector.

Although the premium figures stated earlier are 

noteworthy, they are not really indicative of the 

penetration of health insurance. Surprisingly the overall 

population covered by health insurance is rather low. 

The retail penetration is awfully low - about 3%.  If we 

take into account the social and employer covers as 

well, the total population covered would come to a mere 

10%. Nevertheless, if acted upon prudently, under-

penetration by itself is a huge opportunity for health 

insurance industry to tap the potential uninsured 

population that should be fairly exploited to the fullest.

A WHO release (November 2010, Geneva), has stated 

that governments across the globe are struggling to pay 

for health care. Even in countries with accessible and 

affordable health services, funding mechanisms are 

Challenges :

�Low Penetration :

�Role of the Government:

the years, this standard product has been subjected to a 

number of revisions and modifications.

Asian markets are steadily evolving from a "one-

product-that fits all" to a battery of innovative products 

for different population segments. Private insurance 

space has witnessed the rise of an array of products, 

offering specialized coverage against all kinds of 

conditions and contingencies that were previously 

outside the scope of insurance. For instance, there are 

products offering coverage  for diagnosis of critical 

illnesses, maternity, out-patient expenses and day care 

surgeries. Nonetheless, there is still a multitude of areas 

that need to be given due consideration for being 

included in the scope of coverage.  For instance there 

are numerous critical illnesses that are covered in the 

more developed countries, internal congenital diseases 

and some life saving alternative treatments like stem 

cell therapy.  It is these medical conditions that invite 

expensive treatment modalities, making a wreck of the 

common man's finances.

India's private health insurance sector could also reflect 

on the possibility of covering a number of secondary 

and tertiary preventive measures such as screening for 

cancer or diabetes, and preventive health check-up as 

well as disease management programs for specific 

conditions, which would be beneficial for insured and 

insurers alike.

The landmark universal health insurance scheme, 

Rashtriya Swasthya Bima Yojana, is one of the largest 

health insurance schemes in the world today covering 

around 60 million people of the below poverty line 

category. The coverage has been now extended to 

include segments from the lower strata of the above 

poverty line population, like street vendors and 

Government Health Schemes :

January-June, 2011
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Governments can implement the methods that 

best suit their economies.

2) Making available resources to facilitate 

healthcare distribution:

�Licensing and regulation of facilities and health 

care providers :  This is needed to ensure that all 

providers, public and private, operate 

appropriately and attend to the population's 

needs cost effectively and efficiently.

�Establishment and maintenance of health care 

facilities.

3) Cost Control:

�Negotiating/Setting the price of healthcare 

services.

�Limiting access to healthcare services.

4) Regulation:

�Coverage for treatment in private hospitals

�Coverage for co-payments in social health 

insurance

�Coverage for room upgrades, if required

�Coverage of service not included under social 

health insurance.

Need for Private Health Insurance :

The need for private health insurance 

mainly arises for :

increasingly stretched. National health budgets show 

that government spending in developing Asian 

countries is below 5% of GDP and in some countries 

less than 2 %( recommended 4-5% by WHO and out-of-

pocket expenditure not to exceed 30-40%). 

Governments of these countries need to assess their 

finances and aim for providing universal health 

coverage.

� Accessibility and availability of resources - 

Inability to provide immediate access to every 

technology and intervention to improve health 

and prolong life

� Overreliance on direct payments at the time 

people need care - OTC payments for medicine, 

consultant fees and procedure charges. Even in 

the presence of health insurance, contribution in 

the form of co-payments. Deductibles or co-

insurance is unavoidable

� Inefficient and inequitable use of resources 

1) Financing :

�Redistribution of wealth : Increase efficiency of 

revenue collection via general taxation

�Innovative funding :  This can be achieved by 

means of innovative financing. For e.g.  

increasing taxes on air tickets, foreign exchange 

transactions, taxes on harmful products such as 

tobacco, alcohol,  sugary drinks etc. 

Roadblocks in provision of Universal 

health Coverage:

Role of the Government in Universal 

Coverage :

The Journal
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�Increase in average income: Increase in the per 

capita income is directly proportional to the 

spending. Clearly people can afford to opt for 

better health care even at rising cost thus 

leading to increased cost of health insurance.

�Health business largely is neither written nor 

regulated  as a distinct class of business, and is 

practically managed on the same lines as life or 

general insurance.  This, consequently has 

created certain developmental challenges.

�Markets are not ready for innovations.  

Insurance companies have thus tended to adopt 

a "me too" strategy, which resulted in further 

limiting innovation. Products tend to be 

commoditized with price emerging as the 

primary basis of differentiation. 

�Sometimes markets indicate that pricing is 

dictated by top-line requirements rather than 

bottom line. Affordability objectives may be 

eroded by the fact that business acquisition 

costs represent a substantial portion of 

premium,  thus making the markets sensitive to 

pricing adjustments.

�Insurance industry doesn't contribute 

substantially in designing and execution of 

medical management programmes or to 

manufacture products that support such 

programmes. The capping on annual health 

checks in existing health plans as well is not 

commensurate to the medical inflation. 

�Health insurance is a bleeding portfolio with very 

high claims ratios. The incurred claims ratio 

exhibited an increase to 111.13% in 2009-2010 

Challenges of the emerging market:

Regulation of Private Health Insurance:

Cost Drivers in Health Insurance:

The objective of the regulator with respect to private 

health insurance should be to ensure enhanced 

penetration of health insurance as well as maximum 

utilization of facilities provided to people purchasing the 

same. This can be achieved by providing for:

�Comprehensive guidelines for development of 

product, underwriting and cancellation of 

insurance

�Standardized restrictions on exclusions (pre-

existing condition and policy limits, general 

exclusions)

�Uniformity in pricing of private health insurance

In addition the regulator can also aid in 

controlling government expenditure on health 

care by

�Assisting incentives for private insurance in the 

form of subsidies and tax deductions

�Controlling provider charges and reimbursements

�Population age structure : Historically, most of 

the insurance companies have fixed their prices 

on the basis of age alone. Though this is not the 

most efficient way of pricing, age structure of the 

population is unarguably one of the most 

important aspects of pricing

�Medical Progress/Inflation: Rising medical 

inflation, coupled with advancement in medical 

technology as well as inflated real estate 

contribute to fluctuations in premium rates 

January-June, 2011
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framework for governance of social and private 

health insurance ensuring its penetration.

�Health Insurance needs to be managed as well 

as regulated as an independent line of business 

with its own administration and profitability 

requirements.

�From the pricing as well as claims management 

perspective, companies are building their own 

database and a larger amount of industry data is 

becoming available. Storing, capturing and 

extracting of data in a structured way will surely 

build a robust framework for pricing and claims 

management.

�Monitoring of product performance extends 

beyond collection of structured data. It should 

focus on understanding the behaviours that give 

rise to measurement metrics. Data monitoring 

and analysis should be a regular and structured 

exercise. The focus clearly is on utilizing the 

outcome (especially the medical analysis) for 

revising/fixing pricing as well as building a base 

for more customised products.

�It would appropriate to state that in the emerging 

Indian market, a mixture of product innovation 

as well as robust servicing with sales and 

marketing is fundamental towards gaining 

operational effectiveness and competitive 

advantage in the long run thus aiding in 

inclusion of the untapped population, benefitting 

the existing customer and in turn generating a 

"Healthy health insurance portfolio".

Last but not the least:

to 105.95%. in 2008-2009. In addition market 

acceptance of some particularly effective claims 

management tools is very limited. In a few 

instances regulation doesn't support such 

practices. Effective management of claims 

process is also challenging since systems that 

are not customised for health lack input and 

extraction capabilities.

�The data capture of incoming claims is not 

standardized. Therefore, it is poorly coded and 

unstructured. Absence of good quality and 

detailed data thus poses a serious challenge for 

pricing and in turn product innovation.

�Medical Underwriting is inevitable in a country 

like ours wherein people opt for health 

insurance only when they know they are 

suffering or are likely to suffer from a disease. 

Also a large majority of our population suffers 

from latent medical problems that come to the 

fore only during an insurance medical check up. 

However, it is necessary to adopt an objective, 

scientific approach to medical underwriting as 

well as to the capture and analysis of all medical 

data in order to achieve consistency in decision 

making and pricing for various ailments.

�Penetration and development of health 

insurance largely depends on the framework of 

the healthcare system of any country.

�The role of state financing and funding is crucial 

in reducing the financial burden on the 

population by setting up strategies to achieve 

universal health coverage. The emphasis is 

largely on aiding the development of 

systems/regulations that will provide a staunch 

Way forward :

The Journal
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venturing into the health insurance market. Nobody 

could have foreseen that the situation would change so 

radically that Indian industry would have three stand 

alone health insurers. The health insurance industry, 

which had underwritten premium of over Rs. 8,000 

crore in 2009-10 (Rs. 6,625 crore in 2008-09) is 

expected to expand manifold because this sector is 

increasingly becoming an important line of business not 

only for standalone health insurers but also the existing 

players in the non-life industry. The health segment 

contributed 21.12 per cent of the total premium in 2009-

10 (20.06 per cent in 2008-09). (1).

The history of Health Insurance in India can be 

conveniently divided into two periods (i) Pre-

liberalisation : which is up to the year 2000 and (ii) Post -

liberalisation : the period after opening up of the 

Insurance market.  If we look up the figures for these 

two periods, we see a dramatic increase in Health 

Insurance post liberalisation.

Considering that modern general insurance in India 

took root in late nineteenth century, Health Insurance is 

a relatively recent development, with 1986 as a prime 

year, in its inception. Even though there was a Medical 

Expenses & Hospitalisation (MEH) policy before 1986, 

hardly any policies were sold, because of various 

reasons like product complexity, lack of awareness, and 

a lack of knowledge about the product's operation 

among the insurers. However with the introduction of 

the Mediclaim policy in 1986, the situation began 

changing, albeit very slowly. This was a much simpler 

product. The business volumes still remained 

inconsequential and it was usually a very negligible part 

of PSU insurers' miscellaneous portfolio. The policy 

was simplified in 1996 and emerged as the base 

template for hospitalisation products that are in 

existence in the market even today. However, only in the 

last couple of years has health insurance emerged as 

one of the most promising growth segments with 

increase not only in the number and variety of products 

but also in the number of insurance companies 

Rashi Yadav

NEW VISTAS IN HEALTH INSURANCE

HEALTH INSURANCE PREMIUM 2005-2010

January-June, 2011

Mr Yadav traces the developments in the health insurance and various challenges that are emerging
with regard to areas like health environment; sustainability; innovation and customer service. 

Non-Life Private Insurers
(Health Premium)

Non-Life Public Insurers
(Health Premium)

Standalone Health Insurers

Total health Premium

Growth Rate health
Premium 

Total Industry Premium 

Industry Growth Rate

Health Premium % of
Industry Premium

2349.84

4883.26

1072.08

8305.18

25.35%

34620

14.07%

23.99

2266.33

3824.04

535.09

6625.46

29.28%

30351

9.09%

21.83

1832.51

3136.51

155.94

5124.95

59.72%

27823

11.72%

18.42 12.88

22.34%

24905

44.40%

3208.73

11.16

1973.57

1223.99 539.59

1682.51

2222.09

20358

33.06%

16.46%

10.92 9.55

17480

-----

-----

-----

1670

1366

304

Years 2009-10 2008-09 2007-08 2006-07 2005-06 2004-05

Table - 1
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management platforms. These products are primarily 

targeted at persons who may be already suffering from 

chronic diseases like Diabetes. Such products include 

cover for medicines and laboratory tests on OPD basis, 

in addition to other covers under the product. This 

category of products may develop further in the days to 

come as a useful supplement to the hospitalisation 

indemnity coverage for a person who is affected with 

such a chronic ailment. There are also riders now 

available that, for a fixed upfront premium, allow free 

dental or OPD consultations from the provider network 

of the insurance company and thus cover dental 

treatment or OPD treatment in a limited way. Although 

no medicines or investigations are covered in this rider, 

it is one step towards coverage of OPD costs (2). This 

shows an explosion in the product offerings.

New entities have also come up, like Stand-Alone 

Health Insurance Companies.   Star Health, Max Bupa 

and Apollo-DKV are examples of such Stand alone 

Health Insurers. IRDA is presently considering one 

more application for a standalone health insurance 

company. Life Insurance Companies are also now 

offering Health insurance covers. Third Party 

Administrators, who provide Cashless Service to 

claimants have now become the industry standard for 

claims service. They have developed new management 

practices like Preferred Providers Networks (PPN), IT 

solutions etc. Trade bodies like CII and FICCI have also 

been doing commendable work in health insurance 

arena like standardising policy terms, processes, 

documentation etc and are proving to be useful in 

bringing all stakeholders at common forums. They have 

also been effective in securing participation of 

healthcare providers, the most key element in this 

business. So the business has spawned a whole new 

ecosystem and become an exemplar in how diverse 

New institutions

As per General Insurance Council figures, up to 

February 2011, the industry's  health premium was Rs. 

10058 crores as against Rs. 7432 crores during the 

previous year ( this does not include National Insurance 

premium figures) showing a growth rate of 35% ( Private 

companies - 39% and PSU Companies - 33% ). This is 

the highest growth rate among all the portfolios.  The 

next highest growth rate has been in Personal Accident 

segment at 29% followed by Motor OD at 23%. The 

industry overall grew at 23%. Its share in the total 

premium portfolio was 24% as against 22% in the 

previous year.

Motor Insurance has been an integral part of general 

insurance in India since  inception, whereas Health 

Insurance took birth only in 1986. In the two decades 

since, Health Insurance has now reached 23% of the 

industry premium whereas the Motor OD premium 

share up to February has been 25% with Motor TP at 

14%. In a year or so health insurance may emerge as 

the No.1 line of business in the industry. This speaks 

much for the major role that Health Insurance is playing 

in the general insurance industry and would continue to 

play in the coming years.

When we look at the products range in this portfolio, we 

find that in 1986, only Mediclaim and Cancer Policy 

existed. Today, we have myriad products in the market, 

like Critical illness Cover, Daily Hospital Cash benefit, 

Top-Up cover, Senior Citizen cover, Long-term Policies, 

etc. There are many products based on disease 

Heath insurance products

For industry For Health

Compounded
Annual growth of
premium

14.65 37.82
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each of the total persons insured. Thus the big news has 

been the development of mass insurance or the 

community based Health Insurance (CBHI).

In the recent past IRDA has released numerous 

instructions exposure drafts on issues such as 

standardisation of policy terms specially the pre-

existing conditions, insurance of senior citizens, 

definition of groups, group insurances, norms for 

insurers for giving quotations on mass insurance, 

renewability, portability, solvency norms etc. There may 

not be any other line of business where IRDA has 

intervened so much. IRDA needs to be complimented 

for making stellar efforts to protect the interests of retail 

customers. 

The sector has become so significant that IRDA is now 

actively considering creating a Health Insurance 

Council on the lines of General Insurance Council. 

All these details do indicate that while there has been 

substantial progress,  there also exist some serious 

challenges facing the health Insurance Industry. 

Despite the strong growth in health insurance 

premiums, the number of persons covered under  

commercial health insurance is still well below 5% of the 

population. The population remains largely 

underpenetrated because of various shortcomings that 

need to be addressed. Some critical shortcomings 

include low awareness, non development of new 

models of health insurance, non-coverage of out-

patient care and existing diseases, inefficient cost 

management, product reach in rural areas, and weak 

retail distribution model. How the industry addresses 

Regulatory Developments

New developments

entities with divergent interests can engage and 

collaborate.

The number of persons covered under health insurance 

has also seen a steady increase over the years.  

However it is small when compared to the potential. In 

the absence of specific financial protection against high 

medical expenses, the f inancial impact of 

hospitalization is more pronounced, and is one of the 

leading causes for impoverishment in the country. 

There are three sub segments in the health portfolio. 

The first is comprised of individuals/families covered 

under individual policies constituting the retail segment. 

The second consists typically of employees, under 

policies taken by corporates. These are referred to as 

group covers/policies. The third is people in 

villages/engaged in marginal occupations/Below 

Poverty Line (BPL) families covered under mass/social 

insurances. The Central and state governments have 

recently initiated large scale health insurance 

programmes in association with insurance companies 

to protect some of these vulnerable groups. Prominent 

amongst the government sponsored insurance 

schemes are the Rajiv Aarogyasri scheme of AP, the 

Kalaignar scheme of Tamilnadu and the centrally-

sponsored Rashtriya Swasthya Bima Yojana. In a 

General Insurance Council (GIC) compilation of 

breakup of health premium figures for some insurers for 

6 months in 2010, it was noticed that roughly 30% of 

premium came from mass insurance schemes e.g 

RSBY while 40% of premium came from Group 

Insurances of corporates and balance 30% came from 

retail/individual insurances. In terms of numbers of 

people covered, the first category of mass insurance 

covered 94% of total numbers of total persons insured 

whereas the remaining two categories covered 3% 

Customer Profile
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(iv) Traditionally the Indian health care system has 

been more focused on curative rather than 

preventive aspects of medicine.

(v) India is witnessing a shift in disease patterns 

from communicable diseases to the high 

incidence of non-communicable and lifestyle-

related diseases, which is driving the need for 

tertiary-and quaternary-care hospitals and 

clinics. The shift in disease profiles from 

infectious to lifestyle-related diseases is 

expected to raise expenditures per treatment.  

Lifestyle-related diseases are typically more 

expensive to treat than infectious ones. 

Diseases like cardiovascular, asthma and 

cancer have become the most important 

segments. Urban sedentary lifestyle, changes 

in dietary habits and stress have all contributed 

to an increase in prevalence of chronic diseases 

such as coronary heart disease, obesity, stroke 

and diabetes. 

(vi) India has one of the highest rates of spending by 

the private sector in the world, accounting for 

close to 81% of the total health care spending. 

The share of government spending was close to 

19%. The public health expenditure was close to 

0.9% of the GDP, well below the average of 

2.8% for low- and middle-income countries, and 

the global average of 5.5% (NRHM, 2007).The 

National Rural Health Mission (NRHM) 

launched in 2005 shows the commitment of the 

Indian government to increase the health care 

spending from 0.9% to 2-3% of the GDP. 

(vii) A skewed distribution of medical facilities, 

between Urban and Rural India, has resulted in 

little access to "good quality and specialized" 

medical care services, for the rural population.

these challenges will determine the future development 

of Health Insurance in India and also lay new vistas for 

the vibrant progress of Health Insurance in the country.

Health insurance operates in the context of healthcare 

industry. It is therefore important to assess and review 

some structural aspects of healthcare industry and its 

likely effect on health insurance. Some of these aspects 

are; 

(I) The country has 0.75 million doctors, 0.9 million 

nurses and around 1.37 million beds. This is 

grossly deficient for meeting healthcare needs 

of India's huge population. Thus it is clear that 

the demand for healthcare hugely outstrips 

supply. 

(ii) Total national healthcare spending reached 

5.2% of GDP, or US $34.9 billion in 2004 and 

was expected to rise to 5.5% of GDP, or US 

$60.9 billion by 2009. According to a recent 

study, the industry will account for 6.1 percent of 

GDP by 2012 and is projected to provide 

employment to around 9 million people.(3). In 

most of the OECD countries, healthcare 

spending is evaluated at 7-9% of the GDP. The 

United-States is an exception with nearly 14% of 

the GDP. In addition, most of this spending is 

funded through public money; about 75% of the 

total spending in healthcare is accounted 

through public expenses.

(iii) Roughly 20% of this expenditure is incurred by 

the government which is among the lowest in 

the world. 

These challenges are :

A. Health Environment
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It is not clear to what extent insurers are 

factoring in the above issues in their business 

strategies. This supply demand mismatch is to 

some extent responsible for providers' being in a 

stronger position vis-a-vis insurers and also 

fuelling demand for health insurance. It is also 

raises certain questions like : 

(i) How much of the growth in health insurance is 

driven by insurers or by the populations' own 

unmet healthcare needs.

(ii) Whether the product strategies are driven by 

demographic and health status changes

(iii) How these developments can, over a period of 

time, sow seeds of high incurred claims and 

what steps can be taken today to prevent that 

situation

It is by considering these issues, that health 

insurers can truly establish an industry which is 

rooted in reality, meets peoples' needs and is 

sustainable in the long term.

In most of the years health Loss Ratio is the highest 

among all the portfolios. Surely it is not a good sign for 

the most promising segment. Hence it is extremely 

important to examine why this is happening and how the 

industry can make it sustainable. If the business is not 

sustainable,  it is not entirely inconceivable that at some 

point in the future, some Insurance Companies may 

walk out of health insurance. This will only harm the 

insuring public at large, in terms of sudden exposure to 

health financing risk. It could even kill a nascent 

business segment.

Reasons for these low levels of sustainability 

development may be many.  It  could be due to increase 

in treatment costs, poor claims management, leakages 

etc. It may be erroneous to hold the claims function or 

the TPA entirely responsible for the high incurred claims 

ratio (ICR). The manner of risk evaluation, risk 

selection, premium growth/market share objectives, 

coverage modification practices, adequacy of premium 

rates etc may also be responsible for high ICR. It is not 

clear that insurers have developed the maturity to 

isolate the effects of all these factors on the ICR. There 

is also a mistaken impression that rapid expansion of 

business through increase in numbers of insured 

people may make help reduce the volatility of claims 

ratios through application of law of large numbers.

January-June, 2011

B. Sustainability

A quick look at Loss Ratios of Health Insurance business reveals the following:
Table : Loss Ratio of Health Insurance : 

2009-10 119.85 92.22 111.13 86.30

2008-09 116.6 85.33 105.95 86.3

2007-08 94.84 112.36 107.00 84.88

2006-07 157.79 103.42 155 83

2005-06 153.89 94.63 151 87.94

Public SectorYear Pvt Sector Health total Industry all
LOB
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but these studies have been very localised. Experts 

indicate that similar trend is afoot in India but the specific 

extent of medical inflation in India is not known. IRDA 

has published a report titled 'Report on Medical Inflation 

trend over the years' (4) in 2009-10 and compared 

treatment costs inflation incurred in 2007-08 and 2009-

10. It revealed 

(I) An overall 27.09 % increase in claim severity for 

the year 2009 - 10 compared to 2007-08. The 

increase is very high for Circulatory disease at  

56.99 %.

(ii) The Claim Severity percentages for all the 

diseases show an increasing trend.

(iii) Among all diseases K80 - Cholelithiasis is the 

highest increase (12.94%) in Severities 

percentages. Whereas H26 - Senile cataract is 

the lowest increase (0.34 %) in Severities 

percentages.

A report in a prominent national publication pointed to a 

statement by a senior doctor at the All India Institute of 

Medical Sciences (AIIMS),  that the high charges of 

private hospitals, especially for those having a health 

insurance cover, has also contributed to the adverse 

claims ratio of insurance companies and the 

consequent increase in premiums.  The Comptroller 

and Auditor General of India (CAG) had also pointed out 

in a recent report that private hospitals were charging 

higher rates from patients with mediclaim policies 

compared with those who did not have any health 

insurance cover for the same treatment.(5)

This clearly points to a high level of medical inflation. To 

overcome this, Insurance Companies need to develop a 

robust strategy to manage premium increases. By the 

time an insurer analyses data, develops tentative 

premium rates and receives IRDA approval, 

C. Nature, extent and impact of Medical

Inflation

 Knee injuries

Cancer 

Normally medical inflation refers to the increase in the 

average cost of medical care for an insured life, where 

this could be an increase in treatment costs. Sometimes 

it also could refer to an increase in the incidence of 

treatment. Most often the reason for medical inflation is 

increasing specialisation in medicine and use of new 

technologies. Several recent international studies have 

concluded that a significant number of tests ordered in 

hospitals were inappropriate, redundant with other 

tests, or unnecessary in adding information to make a 

diagnosis or to improving treatment. Further, the 

incentives in the medical system have not been oriented 

to cost savings. Individuals are charged a fee for each 

service, hence an incentive to increase services. Below 

are some specific examples of common medical 

conditions and treatments which have seen continued 

advances and rising claims costs:

In the past, where an examination and maybe an x-ray 

was used to diagnose and prescribe treatment for a 

knee injury, now an MRI scan and/or arthroscopy are 

more common ways to investigate this condition.

The cost of chemotherapy continues to change 

dramatically with the development of new, and often 

expensive drugs. Drugs are used for longer periods of 

time and often in combination with other drugs. 

Reportedly the medical inflation rate in developed 

countries is more than the general inflation rate. There 

are a few studies in India that explored this trend in India 
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concerned about cost. Thus cost constraints are being 

introduced. This situation is likely to get replayed in 

India as well.

The most notable market-oriented reform was instituted 

by the US Government regarding Medicare (federal 

healthcare programme) hospitalizations. Beginning in 

1983 Medicare started paying a flat fee to hospitals for 

treatment of Medicare eligible patients based upon the 

illness for which they were admitted. The fee is tied to 

the average cost of treating each illness, classified into 

Diagnostic Related Groups (DRG). Prospective 

Payment Plan, as this reform is known, was intended to 

change hospital incentives for cost containment. 

Results to date show a dramatic impact as the average 

number of days in a hospital fell significantly, the 

number of outpatient procedures rose greatly and the 

hospital occupancy rate declined. Charges that patients 

have been released from the hospital earlier than 

medically appropriate have been made by patients and 

some physicians.

Foreign countries have attempted to control costs by 

using standard treatment guides. In India, AFMC Pune 

has done some research on standardisation of costs of 

certain Medical treatments and procedures. This is a 

promising area and needs to be explored further.

In India, Health care industry is not regulated. To bring in 

some kind of order and regulation to the Health care 

industry, Clinical Establishment Bill, 2010 was passed 

by Parliament on May 3 2010. The Act makes it 

mandatory for all clinical establishments belonging to 

any recognized systems of medicine, as well as single 

doctor establishments with or without beds, to register 

themselves with the National Council, which will 

maintain a National Register for the purpose.  It has 

been entrusted with the task of evolving and enforcing a 

proper grading system to govern the clinical 

considerable time may have passed, rendering the 

premium rates unviable. One way to approach this 

issue is to file products with IRDA that have Escalation 

Clause. However there will have to be full and 

transparent disclosure of these premium changes. 

Recently, it has been reported in newspapers and  

magazines that policyholders, on renewal, received 

high escalation in premium. The surprise increase 

erodes the faith of the policy holder. So, Insurers need to 

have transparent products, where increase in premium 

is clearly shown. However it would not be feasible to 

pass all the costs to policyholders.

Research in advanced markets has shown that 

penetration of indemnity type Health Insurance also 

contributes to a rise in healthcare costs. One reason for 

this could be the effect of Third Party payers. It is against 

this type of rise in healthcare costs that the concept of 

managed Care took place. In indemnity style Health 

Insurance, the delivery and financing of health care are 

divided. In Managed care, Healthcare delivery and 

financing are integrated. This enables Managed care to 

have lower costs of healthcare. Currently the bulk of US 

Healthcare Insurance is based on managed Care 

concept. The use of Health Maintenance Organizations 

(HMOs) as managed care was considered to be a 

leading market oriented reform, based on the notion 

that HMOs would compete for patients, charge a yearly 

fee, and change the providers incentives from 

maximizing of services under fee-for-service to cost 

containment. HMOs do save money, especially on 

reduced hospitalizations, but some are criticized as 

providing insufficient care. Preferred Provider Plans are 

fee-for-service based, and often give a discount to 

organization selecting them.

In most of the developed countries the era of physicians 

making decisions unencumbered by external concerns 

is coming to an end. The consumer, his insurance 

company, his employer, and the government are all 

January-June, 2011
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D. Product

E. Innovation

Even today after so many years of Health Insurance, 

more than 90% of of sales are made by Mediclaim 

policies which cover hospitalisation. This is the most 

successful policy. Other products like OPD cover, 

Senior Citizen Policy, Critical Illness, Health and Saving 

Product (by LIC & Reliance) have not been successful. 

The failure of these products to impress the market can 

be attributed to factors like 

�Little pre-launch survey to get the market pulse

�Inadequate market research

�Poor data analysis

�More hype less substance

�Inappropriate pricing

However some new product features like floater covers 

have become very common. However due to relative 

unavailability of data their pricing is a very big issue of 

concern. Insurers need to ask themselves whether they 

are pursuing product innovation in the right direction, 

given the healthcare needs of the population

Insurers usually think of introduction of new products as 

synonymous with innovation. However there is much 

greater scope for process innovation whether it be in 

underwriting or claims management or distribution. 

These aspects seem to be neglected, as insurers often 

rush to introduce new products which are near copies of 

each other's products. There is also a great deal of 

synergy between these processes and a lot of hard 

establishments which will also be bound to adhere to a 

scheme of standards and safeguards aimed at 

guaranteeing prompt service of optimum quality.

It is proposed to vest the Council with the powers of a 

regulatory body overseeing the functioning of clinical 

establishments throughout the country so as to ensure 

uniformity in health-care delivery and total transparency 

in all their transactions.

The regulation should cover Facilities, Infrastructure as 

well as costs of treatment. There's a need for 

Standardisation of Costs. Today costs vary across 

hospitals. Top-end hospitals have such exorbitant 

costs. In the absence of any regulation, the four Public 

Sector Insurance Cos joined hands and with the help of 

TPA made a concerted effort to check these 

unreasonable costs. As a result, the Preferred Provider 

Network or PPN as it is known, came into existence 

w.e.f 1st July 2010. Insurers came up with a list of 

preferred provider network (PPN) hospitals who agreed 

to their rates. They identified 40-odd procedures and 

tried to limit outgo on these procedures. Rates vary 

according to type of facility and so super-speciality 

hospitals will have higher rates. The PPN will be 

extended to other metros in due course. If a particular 

hospital is not a part of the PPN and if a person insured 

goes there, no cashless facility is provided.

In India, the traditional Indemnity style Health Insurance 

will tend to drive up Health care costs and make 

healthcare unaffordable to the vast majority of Indians. 

So, there's a paradoxical situation where there's 

expansion of Healthcare but a vast number of Indians 

will simply be unable to afford it. Introduction of 

Managed Care in India is thus a very good opportunity 

to keep costs under control and improve access to 

healthcare.
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H. Pricing in Group Insurance Cover

I. Functioning of TPAs

J. Role of hospitals

There's a mad scramble for business and unviable 

premiums are quoted for high loss products. Rich 

coverages are granted. Group health (insurance) 

claims has always been on the higher side. Earlier, 

group health insurance used to get subsidised by fire 

insurance. But from 2007, rates were de-tariffed and as 

a result, premium rates for fire insurance came down. 

So there is not much margin left in fire insurance to 

subsidise any other portfolio and in the years ahead, 

health insurance will have to stand on its own feet.  

Lately though, some improvement has come, but there 

is still a long way to go.

Ever since the introduction of TPAs in 2002, insurers 

have had a mixed experience of dealing with them. 

TPAs were introduced with the primary aim of better 

service through cashless provision. Many insurers 

claim that TPAs are responsible for sharp increase in 

claim ratios. TPAs complain of inadequate support from 

insurers and inadequate compensation. As a result 

some insurers have moved claims in house. IRDA has 

also looked into the functioning of TPAs and suggested 

remedial measures. PSU insurers are also looking at 

forming a joint venture to start a TPA which will be a 

separate company. PSU insurers intend this firm to 

process their own claims and deal with the hospitals so 

that they have some kind of a control over costs. For 

long term survival, TPAs need to clearly identify the 

value they bring to the insurers.

Hospitals play a key role in delivery of healthcare and 

are an active participant in health insurance process. 

work is needed to achieve a good balance between 

these processes. There is a tendency to look at these 

processes in an isolated manner. Designed in the right 

manner, it may be possible to realise significant cost 

savings.

Bulk of the cases in Consumer Forums & Ombudsmen 

pertain to Health Insurance. The cases are widely 

reported in news dailies and tend to diminish peoples'  

trust in insurance companies, thus affecting 

development of Health Insurance. A responsive and 

trustworthy claims service can be a great differentiating 

tool for insurers. However generally insurers see claims 

management as a cash outgo and focus more on cost 

minimisation.

People are also not aware about the coverages, so a 

great amount of diffidence is there on the utility of buying 

health insurance. Insurers need to invest in these areas, 

which would motivate the customers to buy the 

products.

Health insurance business viability is highly dependent 

on data. This is necessary for new product development 

and sound pricing. Availability of quality data is a major 

problem. Now IRDA has created Insurance Information 

Bureau (IIB), which provides detailed analyses like 

disease-wise, city-wise, age-wise, etc. Data is 

important for long term sustainability of Health 

Insurance. Key to effective data collection is 

standardisation of data requirements in the 

underwriting and claims processes.

F. Customer service issues

G. DATA

January-June, 2011
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access, affordability, efficiency, quality and 

effectiveness of health services have remained the 

same. There have been numerous instances of poor 

care, inadequate facilities, unnecessary interventions 

and insufficient information that have called for a closer 

look at healthcare delivery system. As a result there is a 

growing demand from consumers for better healthcare 

as the lack of quality assurance mechanisms limits their 

demand for appropriate health services.

The attempts to evolve a voluntary accreditation system 

began in late 1980s with the Bureau of Indian Standards 

putting down standards for 30, 100 and 250 bed 

hospitals. Accreditation is one of the mechanisms 

identified in the WTO agreement as a means to promote 

universal acceptance of conformity assessment results.  

National Accreditation Board for Hospitals and 

Healthcare Providers (NABH) has been set-up under 

the national accreditation structure to establish and 

operate accreditation programme for healthcare 

organisations.  Among countries outside the US, India 

has one of the largest numbers of Joint Commission 

International (JCI)-approved hospitals.

Insurers need to play a more active role in engaging with 

providers rather than leaving it to TPAs. Since the claim 

payouts is directly controlled by providers, it will be very 

useful to collaborate with providers. They need to be 

more supportive of the accreditation process and in the 

long run be beneficial to them.

The prime mechanism for selling retail health insurance 

is through agents. However customers' interaction with 

agents is not that productive. Agents are not able to 

communicate to the client and explain the coverage in 

all its breadth properly. Insurers need to invest a lot in 

the education of Agents so that they can get a clear 

K. Distribution channels

However the relations between healthcare providers 

and insurers have not been to the desired level. 

Relations have been more adversarial than 

collaborative.

The average size of Indian private hospitals / nursing 

homes is 22 beds, which is low compared to other 

countries.

Size breakup of hospitals in India.

84 percent of private hospitals <30 beds

10 Percent 30 -100 beds

5 percent 100-200 beds

1 percent >200 beds

While it is highly capital intensive, there is tremendous 

demand for healthcare. So the providers should try to 

build high volumes and low margin business so that 

their work has social relevance and is not just a profit 

making enterprise.

Worldwide, the Standardization of Healthcare Delivery 

System has become the focus. In India health care 

delivery system has remained largely fragmented and 

uncontrolled. The focus of accreditation is on 

continuous improvement in the organizational and 

clinical performance of health services, not just the 

achievement of a certificate or award or merely assuring 

compliance with minimum acceptable standards. Until a 

few years ago, most people in healthcare were 

convinced that higher quality meant higher costs. If 

people wanted better healthcare, they would have to be 

willing to spend more. Better quality meant new 

technologies, new medicines and more staff. While all 

this was evidently being worked upon, paucities in 
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schemes will cover millions of BPL patients in the years 

to come. The government will save billions on the capital 

costs and HR costs by having the private players invest 

in the same.

A big challenge for insurers is to manage costs and 

organise data collection. The problem with rural 

insurance is its delivery and cost is a primary issue 

there. Insurers cannot rely on traditional systems  like 

branch network. Insurers are tying up with NGOs and 

self help groups to reach the last mile.

Most of the products and services in the market are very 

similar and the customers don't have an understanding 

about how products of a company like say IFFCO 

TOKIO are different from that of another like TATA AIG.  

So insurers have to engage in a lot of effort to create a 

unique impression in the minds of customers and 

distinguish themselves distinct from other Insurers.

�Generating awareness

�Having very high standards of customer service

�Being more transparent about their operations 

and practices

�By extensive Brand building

�Having simple and easily understandable 

products

�Having a motivated and well trained sales force

N. Positioning of insurers

Companies can achieve differentiation

by :

understanding of the product. This itself can create a 

major impact on customer perception of insurers. In 

group insurance, brokers are driving business. From 

market feedback, it appears their primary focus is on 

price shopping for their customers.

These Companies have to survive with Health 

Insurance business alone. They can be expected to be 

more underwriting focussed with more accurate pricing. 

They will tend to pick up better risks and also be much 

more proactive on claims management. This can have 

an adverse impact on other Insurance Companies. 

Insurers who don't have sound underwriting practices 

will thus get selected against and suffer higher losses. 

So, every insurer should now strive to have more 

effective underwriting and claims management.

Health insurance for the poor is gaining importance in 

India from the demand as well as supply side. From the 

demand point of view it is because of the development 

of micro credit organizations that introduce it for their 

clients who take loans. On the supply side it is because 

IRDA makes it mandatory for all insurance companies 

to extend their activities to rural and vulnerable social 

sectors of the economy.

Alongside, government policies are seen to be 

changing and their role in healthcare is seen as shifting 

from healthcare delivery to financing the delivery of 

care. The launch of health insurance schemes like 

Rashtriya Swasthya Bima Yojna(RSBY), Aroygashree 

and other similar schemes has tremendously improved 

healthcare delivery through private players.  These 

L. Effect of presence of stand-alone

health insurance companies.

M.Mass insurances

January-June, 2011
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sustainability of business rather than being dazzled by 

short term rapid growth of business. This is a marathon,  

not a sprint.

(1)(2) IRDA  Annual Report 2009-10

(3) www.ibef.org

(4) IRDA Report on Medical Inflation over the years

(5) Medical bills rising faster than inflation by SPS 

Pannu dated 3 March 2011 on 

http://indiatoday.intoday.in/site/story/inflation-

medical-bills-rising-faster-than-inflation / 1 / 

131317.html accessed on 21 April 2011-04-23
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Only through differentiated offering is it possible to build 

an attractive position in the market so that the insurer 

can charge appropriate prices and generate sufficient 

revenues.

Conclusion:  All these aspects provide many vistas in 

which Insurers can intervene now and in future. This will 

provide for multi-dimensional development of health 

business.

Health portfolio is a high opportunity business. The 

highly underpenetrated nature of the market will provide 

for good growth of business for many years to come.

However the industry has a long way to go before it can 

truly understand the dynamics of health insurance 

business. Even though the health insurance contract is 

generally for one year, due to recent changes made by 

IRDA on renewability, it has acquired the character of a 

long term contract. Portability of health insurance policy 

is also going to complicate matters. Given the 

unregulated nature of healthcare business, there will 

always be a pressure on costs. Further there are 

significant imbalances in cost, quality and access to 

healthcare. The deteriorating health status profile of the 

population will also impact claims. There is also the 

aspect of commoditization of the insurance product 

which will adversely impact premium realisation. 

Access to much better quality underwriting and claims 

data will also be critical to the health insurance industry. 

The impact of indemnity type of health insurance on 

costs is an area that needs further study. As pointed 

earlier this could impact costs adversely and make 

healthcare more expensive and thus unaffordable. This 

outcome will surely be unacceptable to policymakers. 

These are only some of the many well known factors 

which tend to complicate the business.

Insurers would be well advised to focus on long term 

Rashi Yadav, 
A. O., 

Health Insurance Department, HO 

The Oriental Insurance Co, 

New Delhi.

Email : rashiyadav@orientalinsurance.co.in

Everything happens for a reason, people 

change so that you can learn to let go,

things go wrong so you can appreciate them 

when they’re right, and sometimes good 

things fall apart so better  things

- Marilyn Monroe
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Statistics of Health in India :

Burden of disease (%) :  21% of global disease burden

Population : 16% of world population

Urban-Rural : 28:72

Survey data # indicates that about 60% people use 

private health providers for outpatient treatment. The 

average expenditure for health care is 2-5 times more in 

private sector than in public sector. India spends about 

6% of GDP on health expenditure. Private health care 

expenditure is 4.25% of GDP (about 75% of total health 

expenditure) and the rest (1.75%) is government 

funding. At present, the insurance coverage is 

negligible.

Over the period the private health care expenditure has 

grown at the rate of 12.84% per annum and for each one 

percent increase in per capita income, the private health 

care expenditure has increased by 1.47%. Number of 

Private Doctors and private clinical facilities are also 

expanding exponentially. 

Indian health financing scene raises a number of 

challenges, like :

The Industry :

With proliferation of various health care technologies 

and general price rise, the cost of care has also become 

very expensive. People have started exploring various 

health financing options to manage problems arising 

out of increasing cost of care. Health insurance, which 

remained highly underdeveloped and a less significant 

segment of the product portfolios of the nationalized 

insurance companies in India, is now poised for a 

fundamental change in its approach and management.

The capacity and credibility of the government health 

care system to deliver good quality care over the years 

deteriorated as a consequence of controlled fiscal 

deficits.  Given the increasing salaries, more people are 

now turning to the private sector health providers for 

good quality services and thus the private sector 

healthcare has expanded. Over the past 50 years, India 

has made considerable progress in improving its health 

status. 

During the last 50 years, India has developed a large 

government health infrastructure with more than 150 

medical colleges, 450 district hospitals, 3000 

Community Health Centers, 20,000 Primary Health 

Care centers and 130,000 Sub-Health Centers. On top 

of this there are large number of private and NGO health 

facilities and practitioners scattered through out the 

country.

Health Insurance in India - Challenges ahead

K. Naga Nalini

K.  Naga  Nalini  highlights some of the challenges facing  health insurers like data 
availability, distribution channels, supply chain management, policy portability 

and innovations in policies, with suggestions for moving ahead

January-June, 2011

Year 1951 1981 2000

Life expectancy  36.7 54 64.6

Demographic changes 
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The growing health financing and demand scenario has 

opened up new vistas for health insurance in India. 

However, it requires careful and significant effort to tap 

Indian health insurance market with proper 

understanding and analysis. 

The penetration of health insurance products is very low 

offering huge market opportunity.  The need for 

individual health insurance in India has exploded due to 

various factors. These include (i) Increase in disposable 

incomes and consequent increase in household 

expenditure on health care, (ii) Increased Government 

Spending on Healthcare leading to improvement in 

early diagnosis and access to health care, (iii) Increase 

of Private Healthcare in Urban areas, (iv) Changes in 

disease patterns due to change in life styles, (v) 

Increased medical costs resulting in increased demand 

for Insurance, (vi) Increase in Insurance awareness, 

and (vii) enhanced tax incentives on health Insurance.

There is always a risk of wrong selection leading to 

adverse claim experience and consequent inflation in 

costs due to unviable risk pools. The non-availability of 

reliable data pan-India regarding the morbidity rates 

based on actual experience coupled with the low 

penetration level of health insurance leading to unviable 

Market Opportunities :

Availability of data -Unviable risk pool

� Increasing health care costs,

� High financial burden on the poor, eroding their 

incomes,

� Increasing burden of new diseases and health 

risks, and

� Neglect of preventive and primary care and 

public health functions due to under funding of 

the government health care.

Given the above scenario, exploring health-financing 

options has become critical. The existing mandatory 

Social Health Insurance schemes like CGHS and ESI 

are restricted to employed population covering only 

minor section of the society. The passing of the IRDA Act 

in December 1999 by Parliament opened a new era for 

health insurance in India.  The Act allows for the entry of 

private sector entities in the Indian insurance sector, 

including health insurance, and envisages the creation 

of a regulatory Authority. The IRDA was formed to 

protect the interests of the policyholders, promote 

efficiency in the conduct of insurance, regulate the rates 

and terms and conditions of the policies offered by 

insurers and direct the maintenance of solvency 

margins.

It is estimated# that the Indian health care industry is 

now worth Rs. 96,000 crore and expected to surge by 

10,000 crore annually. The share of insurance market in 

above figure is insignificant. Out of one billion 

population of India 315 million people are estimated to 

be insurable and have the capacity to spend Rs. 1000 

as premium per annum.

The Age-wise demographics are also favourable with 

the median age of Indians being 25.1 years.

Population Projections (in millions)

Year Under 15 15 - 64 65 + Total

2000 361 604 45 1010

2005 368 673 51 1093

2010 370 747 58 1175

2015 372 819 65 1256

2020 373 882 76 1331

The Journal
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administrative fee being low and the idea of bonus not 

operationalized, there is really no incentive for the TPAs 

to reduce the claim ratios.

The data published by the Tariff Advisory Committee 

(TAC) based on the three major data sets - Proposals, 

Members and claims captured information as received 

from the Third Party Administrators (TPAs) for the 

period 2007 - 2008 shows that the ratio of claims paid to 

premium received has shown an increase to 105% as 

compared to 83% during the year 2003-04.  Thus, the 

system of TPAs has yet to show evidence of having 

been able to control cost or provide appropriate care 

and clear various apprehensions related to increase in 

administrative costs, possibility of collusion, etc. Overall 

international literature does show that the TPA system is 

expensive even when their role is confined to payment 

of benefits and management of claims; the 

administrative costs run up to 20%-30%.  If they are 

assigned the role of identifying providers, then the 

amount can go even higher to 45%, making insurance 

products very unaffordable.

As such, the Insurance companies, at least the leading 

players may experiment an alternate model of going for 

backward integration by establishing a subsidiary for 

Third Party Administration. This subsidiary can provide 

services to other small players also. As per the existing 

regulations, TPAs are restricted to servicing of Policies 

and are prohibited from marketing the health insurance 

products. The product development, marketing and 

underwriting functions may be dealt by Parent Insurer 

and the subsequent administration by their subsidiary.

The role of distribution channel is equally crucial in the 

health insurance market as there is a scope for adverse 

selection, moral hazard, and information gap if the 

Distribution channel

risk pool poses a major challenge in formulating the 

premium tariffs.

The Insurance Regulatory and Development Authority 

(IRDA) has designated the Tariff Advisory Committee 

(TAC) as the insurance data repository in all lines of 

non-life insurance business. In the health insurance 

segment data collection was initiated on three major 

data sets - Proposals, Members and Claims.

It is suggested that there should be a centralized data 

collection centre connecting all medical providers to 

maintain the medical history of the individuals which can 

form the basic Tariff for all Health Insurers. The issuance 

of "Aadhar Cards" providing unique identity to all 

citizens of India facilitates such data collection with 

IRDA/TAC playing the role of data repository. This helps 

the insurer to provide the medical history of the 

individual to rule out the moral hazard and also gives 

access of health insurance to all sections of the society 

in equitable manner without the danger of cross 

subsidization. For this, IRDA may take up with the 

Government of India to explore the required regulation 

in conjunction with "The Unique Identification Authority 

of India (UIDAI) ".

The role of Third Party Administrators is crucial in 

administering the Health Insurance policies. The 

original role of a TPA was to provide the back-office 

administrative set-up to insurance companies-issuing 

ID cards to subscribers, scrutinizing claims, processing 

claims, making payments, etc. For all these services, 

the insurance companies pay 5.5% of the total amount 

of premium collected under the policy. In addition, TPAs 

were also to be given a bonus from insurance 

companies for reduced claim ratios. However, with the 
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                                                                     Association / linkage Total

No Public Private Both

1 Count 5 1 1 1 8

% within v3 12.8% 4.0% 3.0% 33.3% 8.0%

2 Count 14 20 5 1 40

% within v3  35.9% 80.0% 15.2% 33.3% 40.0%

3  Count 14 4 23 1 42

% within v3 35.9% 16.0% 69.7% 33.3% 42.0%

4 Count 6 0 4 0 10

% within v3 15.4% .0% 12.1% .0% 10.0%

Count 39 25 33 3 100

% within v3 100.0% 100.0% 100.0% 100.0% 100.0%

Scope
of

services 

Total

Total



Total



















Source: Records kept at Sivakasi branch office of the four Public



Source of Sum of Degrees of Mean F
Variation Squares freedom Square

Between groups 425 3 141.67

Within groups 474 16 29.63

Total 899 19

______ = 4.78
29.63

141.67

Source: Computed data 



Source: Primary Data and Computed Data 




















































































































































































