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Executive Summary

This paper presents a detailed review and analysis of
India’s health insurance landscape, with a focus on
voluntary health insurance (VHI). This review aims
to provide various stakeholders (especially providers,
employers, insurance companies, pharmaceutical
firms, and government and non-government policy
thinkers) an assessment of all the factors to be con-
sidered when envisioning expansion of health care
coverage for the population by enhancing financial
protection through insurance. In the quest towards
attaining universal health coverage (UHC), insur-
ance has become a dominant financing model glob-
ally. Most high-income countries have a national
insurance scheme as in Germany and Canada, or a
national health service funded through general tax-
ation as in the United Kingdom (UK). In low- and
middle-income countries (LMICs), due to the low
priority accorded to health as well as budget con-
straints, health financing is fragmented. Financing
includes a mix of mandatory insurance schemes
for the formal sector, voluntary insurance schemes
(mostly commercial and privately managed, but
could be managed by the public sector as well) for
those not covered by a mandatory insurance, targeted
insurance schemes for the poor, and a high propor-
tion of out-of-pocket (OOP) spending. Voluntary
Health Insurance is therefore, one of the insurance
schemes covering the population.

The health insurance experiences of various coun-
tries reveal that VHI, in its commercial form, plays a
supplementary, complementary or substitutive role.
Overall, on an average, 10% of a country’s population
is covered by VHI (mostly in its substitutive form).
Voluntary health insurance that is subsidised by the
government can play a role in increasing demand
for insurance, providing coverage to the “missing
middle” or the informal sector, especially in LMICs.
Country experiences on coverage of the missing mid-
dle demonstrate that government subsidies as pre-
payments are key to creating demand and achieving
universal coverage of this section, as seen in China
and Thailand. This section concludes that VHI is
unlikely to play a dominant role in the path to UHC
and needs to be well regulated by the government in
order to be integrated with the overall health insur-
ance landscape.

In the section on India’s health insurance landscape,
we observe that India has diverse revenue sources for
financing health. Health care in India suffers from

deep fragmentation, including the fragmentation of
financing pools, payers, providers, and governing
structures. The system is also cost inefficient, resulting
in high out-of-pocket expenditure (OOPE) and health
inequities in terms of access and outcomes. Given
that in the quest towards UHC, insurance is set to
become the dominant form of financing, this section
describes and analyses India’s health insurance land-
scape in detail, and more importantly, the role of VHI
in this scenario. We construct this landscape based
on various available data sources and find that 46% of
the population is covered by some scheme of medical
insurance which is mostly indemnity-type plans for
in-patient services, and hence shallow. These schemes
broadly include: social health insurance, involving
employee—employer based pooling, provided by the
public sector (CGHS, ESIS, ECHS and so on); vol-
untary health insurance (VHI) which is commercial
insurance purchased by individuals and private sector
employers (group insurance) and; government (cen-
tre and state)-sponsored targeted insurance schemes
for the poor (Pradhan Mantri Jan Arogya Yojana cur-
rently being the main central programme).

The health insurance market in India has expanded
in the last two decades and has introduced many
private insurers. India now has 36 general insurance,
24 life insurance, and 7 standalone health insurance
companies that provide health insurance. There are
only five public insurance companies (four gen-
eral insurance and one life insurance company).
While health insurance penetration and density has
increased over time, the breadth and depth of cover-
age remains low and shallow. Furthermore, despite
the numerous health insurance schemes available
across the country, the health insurance market has
still not matured enough. There are too many play-
ers with weak regulation in place. At present, 46% of
the population is covered under insurance schemes,
with varying depths of coverage. Those in the for-
mal sector (government and private) enjoy better
health insurance coverage than those covered by
government sponsored/subsidised schemes (PMJAY
and state-sponsored schemes) and individual VHI
schemes. Data shows that government-sponsored
schemes are poorly funded while attempting to
cover a large proportion of the population, result-
ing in shallow coverage. In contrast, formal sector
employees have greater depth of coverage with more
robust funding. This indicates the regressive nature
of financing and inequities in coverage.



All types of health insurance schemes face regula-
tory and governance challenges, but these need to be
strengthened in order to minimise insurance-related
market failures. The space for commercial VHI has
expanded over the last few decades with the expan-
sion of the insurance market, but VHI financing is
regressive and faces considerable market failures in
India. The country’s regulatory mechanisms in health
insurance are not robust. Several gaps and challenges
in the regulation of commercial insurance schemes
continue to exist, along with weak regulation in
pricing of premiums as well as costs levied by pri-
vate providers. As such, there is a growing need for
a separate vertical monitoring only health insurance
within the Insurance Regulatory Authority of India
(IRDAI). Administrative and commission costs for
insurance companies and agents exceed 40% which
is very high and impacts insurance claims. The pub-
lic/consumers are ill-informed and lack knowledge
about insurance policies; grievance redressal is mostly
limited to claim rejections. There is no standardised
benefit package. Indias health insurance landscape
is therefore fraught with adverse selection and moral
hazards, and high costs and inequities across class and
region. This defeats the purpose of universal accessi-
bility and equity. These challenges need to be under-
scored before coverage is expanded with the objective
of financial protection through insurance.

Given the consistently low levels of government
investment, and that only 46% of India’s population
is covered by some form of health insurance, alter-
native forms of health financing to expand coverage
to the missing middle class need to be strategically
thought out in order to improve financial protection.
India could explore the potential of expanding VHI,
making it more accessible, provided that is well regu-
lated and supervised. At present, other country expe-
riences show that VHI (funded either by public and
private funds or both) plays a marginal role in total
health expenditure, but can be used to bridge the gap
in coverage.

A Report on Voluntary Health Insurance in India:
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The paper concludes that only substantive tax-based
tinancing, consolidated risk pools, strong regulation
of insurers and providers to minimise market fail-
ures, and restructured service delivery, can enable
mandatory universal coverage. However, thought-
fully expanded and government-managed VHI could
serve as an interim stepping stone towards more
comprehensive publicly-financed universal coverage
in the long run.

The key takeaways from this paper are -

e In India, around 46% of the population is cov-
ered by some form of health insurance. This
includes social health insurance schemes, gov-
ernment-sponsored insurance for the poor,
employer-provided insurance, and commercial
VHI. However, the coverage is highly fragmented
and inequitable.

e Globally, VHI plays a marginal role in total
health expenditure, but can help bridge coverage
gaps. It is unlikely that UHC can be achieved
through VHI alone, due to challenges like
adverse selection, high administrative costs, and
inequitable access.

e India could strategically expand regulated VHI
on an interim basis to extend coverage to the
“missing middle” that is not covered by govern-
ment insurance or employer schemes. The gov-
ernment needs to substantially increase public
financing, merge insurance pools, strengthen
regulation, and restructure health care delivery
and other supply-side issues. The reforms have to
be systemic.

e The paper argues that India can expand regulated
VHI to bridge coverage gaps in the short-term,
but universal mandatory insurance, financed
more through taxation and consolidated pools,
is needed for equitable universal coverage in the
long run.
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1. Introduction: Universal Health
Coverage and health insurance

Governments across the world are restructuring their
health systems towards attaining universal access in
health coverage, in order to reduce citizens’ financial
burden. Different pathways have been adopted by
countries to attain universal health coverage (UHC),
determined by varying contexts- socio-political,
economic, demographic and epidemiological. The
road to UHC has been a gradual process in some
instances, while in other cases the shifts have been
transformative. In low- and middle income coun-
tries (LMICs) with high out-of-pocket expenditures
(OOPEs), progress towards attaining the UHC goals
of financial protection as well as universal access to
comprehensive, equitable services has been gradual.
Therefore, the path taken towards UHC is important.

Another important component of UHC is financing
health services. The World Health Organization
(WHO) has identified three stages of financing health
care: generating funds or revenue; pooling funds;
and purchasing health services. Broader tax-based
financing is considered the most progressive form of
mobilising and generating funds in health financing,
as it takes equity into consideration. However, in
low-resource settings where the tax base is low,
financing health services is a challenge. The way
health services are financed is also determined by the
government’s priorities and political motives linked
to the same. In light of the global endorsement of
UHC, many countries have expanded health coverage
by introducing various health insurance schemes,
including universal mandated schemes, targeted
schemes, and voluntary schemes. Through these
mechanisms, financial protection has increased for a
proportion of the population. Who the beneficiaries
are and the extent of coverage depends not only on the
scheme’s financing design and benefits provided, but
also the larger contexts within which such decisions
are made.

Health insurance is a financing system that involves
prepayment and pooling of funds for risk-sharing,
transferring financial risk from an individual to a
pooled group through a contract. It has two basic
functions. These are, first, to secure financial access
to health care for individuals for primarily curative
treatment in an event of a disease or injury. Sec-
ond, health insurance protects against the potential
adverse economic impact of seeking services for
treatment of diseases or illnesses (El-Sayed et al,

2018). Public or social health insurance enforced
by the government is financed through taxes and/
or employer and employee contributions. Further,
for VHI, the decision to obtain coverage is made
privately by individuals, households, or private com-
panies (Mathauer & Kutzin, 2018). For instance, in
private health insurance, individuals or a group of
individuals are willing to pay a fee called “premium”
as a pre-payment to an insurance company pooling
similar risks, and insuring them for health-related
expenses (Anita, 2008). However, VHI is not always
privately provided. Some governments also provide
insurance coverage by allowing a particular section
of people (mostly those who are self-employed) to
join voluntarily. This is done either by directly col-
lecting premiums (for instance, Indonesia’s national
health insurance scheme), or indirectly granting tax
allowances to purchase VHI.

Health insurance schemes offer a shift from the tra-
ditional focus on supply-side financing (funding for
line-item budgets for public health services, health
programmes, staff training and improving supply
chains) to that of the demand-side. In recent years,
demand-side financing has gained precedence as it
responds to the needs of the population, which is
critical to universal access to health. The Thai expe-
rience demonstrates that a transition from supply
side to demand side budgeting reduced the practice
of allocating funds by discretion and enhanced the
transparency and accountability to its citizens. Fur-
ther, a comprehensive benefit package improved
financial protection for the population and reduced
OOPE (Tangcharoensathien et al, 2020a). The aim of
UHC is to create a larger pool for cross-subsidisation,
leading to equitable distribution of resources. A larger
pool is possible when health insurance is universal
and mandatory. However, health insurance, in many
instances, can create fragmented pools with varied
levels of benefits across these pools. In India, several
insurance schemes with different designs and varied
benefits cater to different segments of the population.

In this paper, we first conceptualise VHI and its
scope. Next, we examine VHI in the context of other
countries, to understand when it developed into a
major scheme, or whether it was abandoned. We then
outline and analyse India’s health insurance land-
scape using data from National Health Accounts, the
National Family Health Survey, government scheme
websites, and the latest Insurance Regulatory and
Development Authority of India (IRDAI) annual
report on insurance penetration and commercial



insurance spread. We discuss key issues and chal-
lenges regarding insurance regulation in India, and
conclude with an examination of the potential and
limits of expanding VHI in India. The findings
and analysis in this paper aim to provide various
stakeholders within the industry, as well as policy
makers, an assessment of all the factors to be consid-
ered when conceptualising and envisioning expan-
sion of health coverage for the population through
insurance in India.

2. Voluntary health insurance and its
scope in the context of UHC

As illustrated in Figure 1, the three dimensions to be
considered for UHC are: breadth of coverage (popu-
lation covered); depth of coverage (benefits and ser-
vices provided) and height of coverage (proportion
of costs covered) (WHO, 2010a). Health insurance
is one of the financing mechanisms through which
these dimensions can be addressed.

Most developed countries have UHC in some
form, for instance, the United Kingdoms (UK’)
National Health Service (NHS) that covers the entire
population through general taxation, national health
insurance that is managed by several private sickness
funds in Germany and funded through mandatory
employee-employer contributions.

Figure 1: Three dimensions of UHC

A

Reduce i
H ) proportion
i ost sharing of tﬁe costs
iand fees covered

Extend to

Current pooled funds
non-covered

Services:
which services
are covered?

Population: who is covered?

Source: WHO 2010a.

In many high-income and upper-middle income
countries, mandated health insurance schemes are
managed and operationalised by a single-payer
national health insurance (NHI) system. With a
larger proportion of the population engaged in for-
mal employment, these funds are generated through

Direct costs:
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mandatory employer-employee contributions (social
health insurance) and government subsidies or tax
funds for the poor population. Services not cov-
ered by the NHI (mostly specialised) may be sup-
plemented by voluntary private insurance schemes
accessible to the upper classes who can afford them,
as seen in Canada and South Korea.

In LMICs where the proportion of informal labour
is high, provision of universal coverage is difficult
due to the low tax base. The challenge here is to
provide coverage to the informal sector and their
dependents—what has come to be known as the
“missing middle”—assuming that those below the
povertyline and those in the formal sector are covered
by targeted welfare schemes and employer-employee
insurance schemes, respectively. Therefore, these
countries have more fragmented systems of financing,
that is, different insurance schemes managed by
different actors or a single agency managing multiple
pools, with varied benefits and depth of coverage.
These may or may not be universally accessible and
equitable. Depending on the countries’ capacity,
motives and priorities, health insurance could be
either mandatory or voluntary. Typically, the poor
have free access to health services and are covered by
government financed non-contributory' insurance
schemes, as seen in the case of India’s Pradhan Mantri
Jan Arogya Yojana (PMJAY)—literally translated to
Prime Minister’s Public Health Insurance Scheme—
that seeks to provide financial protection to 500
million people below the poverty line. This kind of
coverage can be classified as mandatory considering
that all those who are eligible (identified as “poor”)
are included by default.

Globally, for-profit private/commercial health insur-
ance has been synonymous with VHI. The expansion
of commercial for-profit health insurance across
countries has been seen in the post-liberalisation
era of the 1990s. In LMICs, this coincided with the
rise of the middle classes, which created the space
and demand for VHI, in the absence of universal
health services and due to high OOPE. The demand
now mostly stems from the self-employed or those
in the private sector without coverage; some private
sector companies do purchase insurance policies for
their employees, which also falls under VHI. Thus,
such gaps in demand are filled by the private insur-
ance market.

! Government-sponsored non-contributory health schemes are also categorised as health insurance schemes.
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Apart from commercial forms of VHI, governments
that do not possess adequate funds or do not prior-
itise health, could introduce newer forms of volun-
tary public insurance schemes. These are in the form
of premium contributions by individuals willing to
purchase insurance that may or may not be supple-
mented by government subsidies. This is introduced
for the “missing middle” who are not covered by any
statutory insurance scheme. However, the scheme
is administered by the government or a third-party
private entity, and tax allowances may be granted for
participation in the insurance scheme. Thus, VHI
can be funded and administered by both private and
public sources.

There are also voluntary community-based health
insurance (CBHI) schemes seen in LMICs where the
poor lack coverage under any health scheme. These are
micro-insurance schemes, aimed towards the poor and
vulnerable population, which are managed by non-
profit organisations and involve community participa-
tion. However, such schemes are far and few between.

The key features of VHI are listed below in Table 1.

2.1 Demand for Voluntary Health Insurance

The success of VHI depends on a considerable
demand for participating in the scheme. A larger
number of people enrolled would mean that a larger
pool of resources is generated. This would ensure suc-
cess of a VHI, which is dependent on a greater uptake
of the scheme, patient satisfaction and profit mar-
gins for the insurance companies. Voluntary health
insurance centres around risk perception; if risk per-
ception is higher, the demand for health insurance
will also be higher. However, the value of voluntary
insurance depends not only on risk perception but
also on the availability of funds to purchase insur-
ance, especially if the premium amount is paid by the
individual, with no government subsidies. Most of
the literature on what constitutes demand for health
insurance borrows from consumer behaviour theory
in a market setting, where consumers maximise their
utility which is dependent on price, income and pret-
erence. However, health insurance decisions are not
entirely based on utility alone, due to future uncer-
tainty (Schneider, 2004). Individuals will voluntarily
opt for health insurance if it is offered at a premium
less than the expected expenses (Schneider, 2004;
Pauly et al, 2008). This is the expected utility theory.

An alternative to expected utility theory is pros-
pect theory (Kahneman & Tversky, 1979), which

10

describes how an individual or households deci-
sions are influenced by their current status when
approaching a specific decision. In the context of
health insurance, the theory suggests that people opt
for insurance based on their future gain or loss per-
spective, and not because of uncertainty. Those with-
out coverage decide whether to buy health insurance
or remain uninsured, whereas those with insurance
decide whether to renew their health insurance,
change the amount of coverage or cancel a policy
(Kunreuther et al, 2013). Hence, given a premium
level, individuals will first assess their health risk at
the current status quo level, and eventually deviate
from it. They may or may not decide to buy health
insurance, depending on their gain or loss prospects
(Schneider, 2004; Panda et al, 2016; Ashraf & Nam-
biar 2021). An extension of prospect theory suggests
that individuals or households give different weight
to the probability of falling ill or any health event. A
younger population might not see the value in health
insurance when compared to older people who might
be suffering from chronic conditions and perceive
the risk of illness and hospitalisation in the future.
Commercial insurance companies keeps premiums
high or bars older people who are high-risk category
from purchasing insurance, and keeps premiums low
for those at low-risk, mostly the younger population.
While this is regressive, individuals might also decide
to purchase insurance at a younger age, in order to
maintain continuity in their enrolment as they prog-
ress to the high-risk category.

Demand is determined by demand-side factors such
as socioeconomic status, culture, household size,
gender, health status, knowledge of and information
on health insurance, and trust, as well as supply-side
factors like benefit design, enrolment procedures,
and access to and availability of health services.
Overall, a population needs to be informed of the
advantages of ensuring financial protection by being
insured. Government participation and subsidies,
tax exemptions along with educational campaigns
have been used to increase enrolment in VHI. While
subsidies and tax benefits have been generally effec-
tive in raising enrolment, studies have observed
these are neither always feasible nor can be con-
sidered long-term sustainable solutions, especially
in LMICs (Thomas, 1994; James & Acharya, 2022).
Furthermore, knowledge and educational campaigns
interventions may be needed to be increased on a
larger scale. However, given the poor understanding
of health insurance principles in LMICs, these alone
may not sufficiently increase



Table 1: Key features of Voluntary Health Insurance

Health system
| SY Key Features

financing

Revenue Prepayment in the form of premiums.

collection Premiums are not related to income,
generally based on individual risk rating
as perceived by the insurer and hence
regressive.
Government may or may not subsidise.

Pooling Small and fragmented pools and limited
redistributive capacity.
Adverse selection in pooling where
people with higher health risks will be
more inclined to purchase voluntarily.
At the same time, private insurers tend
to cover those with minimum risks.

Purchasing Purchasing power is limited due to

of health care  small pool size and there is a limited set

/ medical of medical services covered.

services

VHI has its own management,
purchasing and contractual

arrangements with providers. This will

differ from scheme to scheme.

Benefits and

service use through private providers.

Source: Adapted from Thomson (2010) and Mathauer and Kutzin (2018).

enrolment in insurance programmes. Thus, inter-
ventions should use a combination of approaches to
address the financial barriers faced by individuals
and households when enrolling in health insurance
(James & Acharya, 2022).

2.2 Challenges and successes in VHI:
Country experiences

According to literature, VHI can be classified based
on the different characteristics of the public health
system, particularly the extent of public coverage and
statutory policies. Voluntary health insurance has

VHI mostly focuses on curative services
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Challenges to UHC and policy issues for
alignment

Who sells insurance and at what price?
Do tax incentives affect the price and uptake?

Premiums are regressive and dependent on
ability to pay. How can premiums be made
progressive in VHI? Could they be linked to
income rather than individual risks?

What proportion of the population is covered
by VHI and how are premiums set?

What exclusions do insurers make?

Can the government contribute to the VHI
pool by subsidising for the missing middle, in
order to create demand and expand the pool?

Who purchases health/medical services and
what are the purchasing mechanisms? What
benefits does VHI provide and at what cost?

How do insurers ensure efficiency (including
quality) by providers, in administration and
delivery of health services? Regulation and
pricing is important especially when the private
sector is involved.

How does the system ensure that overdiagnosis
and overtreatment does not occur (supplier-
induced demand) especially when the system is
dependent on private provisioning.

How transparent are the provider payment
systems?

How does one make VHI comprehensive and
equitable in terms of coverage and access?

various classifications: substitutive, complementary,
supplementary and duplicative (Table 2) (Mathauer
& Kutzin, 2018; ILO 2019; Thomson & Mossialos,
2004).

There is very little information on the proportion
of population that VHI is able to cover globally.
However, in its substitutive role, VHI coverage
is generally below 10% in LMICs (Mathauer and
Kutzin 2018). While VHI plays a marginal role in
most countries, its proportion to the total health
expenditure is increasing gradually. This growth can
be seen in LMICs where there is an increase in the

11
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middle classes willing to pay premiums in anticipation
of illness-related risks. They are also more informed
on the availability of private insurance companies
and are able to purchase insurance. In higher income
countries with government-administered UHC, VHI
is mostly complementary or supplementary; the case
of the United States (US) is an exception.

Determining premium pricing for VHI is particu-
larly difficult because of the absence of competing
objectives related to affordability, equity, adverse
selection, and moral hazard. The premium amount
is determined by actuarial analysis and is based on
data on the extent of the benefits package, cost of
each unit of this package, probability of an event,
and the administrative cost in implementing the pro-
gramme. Usually the premium amount is risk rated,
which can be regressive since poor and aged popu-
lations face higher illness risk and must pay higher
premiums, making it inequitable. These are generally
used for individual health plans. Income-rated pre-
miums are less regressive, as the higher the income,
the higher the premium. If the group is big and the
insurance design permits, there could be some scope
for cross-subsidisation. In community-rated premi-
ums, the amount is a flat rate for all members in a
particular geographical area. When there are a large
number of enrolments, income and community rat-
ings are more appropriate mechanisms to determine
the premium amount (MOHFW, n.d.).

The literature on insurance, especially VHI, lists out
several challenges. Adverse selection in VHI is a com-
mon phenomenon wherein more high-risk individu-
als purchase insurance. Insurance companies counter
this by introducing age-capping, such that older per-
sons, who are high-risk, are either excluded or made
to pay high premiums, and/or people with pre-ex-
isting illnesses are not covered for services directly
linked to their medical conditions. Commercial
insurance companies benefit from enrolling low-risk
individuals. Therefore, VHI, might keep many indi-
viduals away from joining the scheme, that is, those
who are high-risk or unable to pay high premiums.
At the medical service provider end, there is a sup-
ply-induced demand where the provider behaviour
(especially the for-profit provider) involves supplying
more services than required, with insured individuals
also seeking more services than if they were unin-
sured. Here too, disincentives like co-payments are
introduced by insurance companies in order to create
some financial barriers and offset the moral hazard
problem (Mathauer & Kutzin, 2018). Among other
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challenges, VHI encounters higher administrative
costs than statutory health insurance schemes, due
to the costs associated with underwriting and other
bureaucratic tasks to assess risks, premium rates, and
review claims (Mathauer & Kutzin, 2018).

These phenomena also play out in several countries
with government-initiated VHI. For instance, Indo-
nesia has a single-payer system that administers the
national health insurance. The poor are covered
through government subsidies, and those engaged
in formal employment are covered by employer-
employee contributions. The government encourages
the “missing middle” (those in the informal sector)
to purchase insurance by paying premiums into the
national health insurance pool. While the insur-
ance scheme is mandatory for the poor and formally
employed, it is voluntary for the informal sector, with
high premium rates for this group. The challenge
lies in persuading individuals and families to avail
insurance by paying the premium. Adverse selection
occurs and many individuals do not purchase premi-
ums annually. This has led to individuals joining the
scheme when they face a health issue, thus leading to
deficits (Nundy & Bhatt, 2022a).

The experiences of China, Turkey, and Thailand
clearly demonstrate the importance of equity and
need for governments to allocate funding for health
care financing. China introduced a multi-payer sys-
tem, and covers its population via three insurance
schemes: a medical assistance scheme for the very
poor; urban employee insurance scheme for the
formally employed and; urban-rural resident insur-
ance scheme for the self-employed, unemployed
and those in the informal sector. While on paper,
the resident insurance scheme is voluntary, its cov-
erage for this population is almost universal due to
the over 80% government subsidy, with only a small
proportion of premium paid by individuals. Door-to-
door campaigns are carried out at the local level to
enrol people into the programme. Furthermore, the
substantive government subsidies also encourages
citizens to enrol themselves in the scheme. The gov-
ernment must have the fiscal capacity to sustain the
insurance, since it contributes a higher proportion of
the premium amount as subsidy. The first step was
to include entire population, even if coverage was
shallow and then increase the depth of coverage as
funding were made available. China implicitly stated
that the government would be responsible for basic
healthcare, while non-basic services or rare diseases
could be left to private insurance coverage. This is



Table 2: Classification of VHI

VHI Role

Substitutive

Complementary

Supplementary

Duplicate

Key Features

This covers the
population that is
either not covered

by publicly financed
schemes or is allowed
to take their mandatory
contributions out of the
compulsory insurance
system.

This pays for some
services that are
covered by the
mandatory system,
like co-payments or
those excluded from
the statutory insurance
benefits.

Offers enhanced
access (for instance

by bypassing queues/
waiting lines), high
quality inpatient
amenities, or more
freedom to choose
healthcare providers in
comparison to those
covered by the statutory
system.

Provides coverage to
additional services

or providers already
covered under the
publicly financed health
insurance. However,
does not allow an
exemption to enrolees
from contributing to
publicly financed health

insurance.

Advantages

Reduces
burden on
government
health
budgets.

Access to
services

not covered
under social
or statutory
health
insurance
schemes.

Better choice
of health
services and
providers.
Faster access.

Better choice
of health
services and
providers.
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Challenges

Restriction in choice
of insurance coverage
for some population
groups that are not part
of a public or social
insurance scheme;

or they are given the
choice to opt out

of public insurance
scheme and enrol in
a private voluntary
scheme.

May create a financial
obstacle for individuals,
especially those whose
income is just above
the threshold for any
exemptions from user
charges, restricting
their access.

May increase
inequalities in access
where it enables people
to bypass waiting lists
in the public sector or
better access to health
services or providers.

Duplicate coverage
from two different
insurance schemes
i.e. excess coverage/
policies that cover the
same risk.

Sources: Thomson and Mossialos (2004), Mathauer and Kutzin (2018), and ILO (2019).

Country example

Chile, Egypt,
Germany, United
States, Indonesia,
India.

Canada,
Germany;, Israel,
Netherlands,
Switzerland,
France, Ghana.

Australia, Brazil,
Egypt, India,
Ireland, Israel,
Japan, Kenya,
the Republic

of Korea,

South Africa,
Switzerland,
Taiwan, China,
Mexico, Malaysia,
Ghana.

Mexico, and
Ghana.
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promoted by the government, therefore lending
credibility to some private insurance companies that
people can trust. The government provides citizens
with credible information on schemes and encour-
ages them to voluntarily enrol themselves, in order
to supplement their public insurance coverage. This
principle is similar to that followed by a number of
European countries, wherein a uniform package is
provided under the public insurance programme,
leaving room for private insurance to supplement the
same (Nundy & Venkateswaran, 2022).

Therefore, country experiences with the missing
middle demonstrate that government subsidies as
prepayments are critical to achieve universal cov-
erage of this group; this is difficult when premium
collection relies on individuals in the informal
sector. As seen above, government subsidies play a
significant role in China and Thailand (Nundy &
Venkateswaran, 2022; Nundy & Bhatt, 2022b). Indo-
nesia, Philippines and Vietnam target the poor, near
poor and vulnerable by providing free services, and
cover the formal sector through social insurance
schemes, while the rest of the population is required
to contribute voluntarily to enroll in the national
health insurance scheme. This leads to challenges
in achieving universal coverage (Yip 2019). Brazil,
Mexico and Thailand had thus, abandoned VHI for
the population employed in the informal sector and
realised the value of attaining universal coverage
through general taxation (Tandon, n.d.).

Voluntary health insurance can eventually be made
mandatory. For instance, in Chile, the entire popula-
tion is required to choose between public and private
coverage, and must contribute to the same, regardless
of the option selected. Likewise in Germany, substi-
tutive private health insurance is classified as com-
pulsory pre-payment. Anyone who opts out of social
insurance has to enrol in a private insurance scheme.
Further, since 1994, the population covered under
substitutive private health insurance cannot revert
back to public coverage after the age of 55 (Thomson
& Mossialos, 2019). Netherlands’s dual system of pub-
lic and voluntary private insurance was replaced with
a single compulsory health insurance scheme. Now,
private insurers are mandated to accept every resident
and provide basic government-designed health insur-
ance packages (Blumenthal & Hsiao, 2015).

Depending on the role of VHI, it could pose oppor-
tunities and risks for equitable progress towards
UHC. When privately run and managed, VHI can be
skewed towards providing access only to a section of
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population that is able to afford the premiums with
low risks. This creates issues regarding equity in
access, as well as class segregation where the lower-in-
come group is unable to purchase premiums unless
subsidised by the government, while high-income
groups can afford the same. It also has an impact on
the increase in utilisation of services by a particular
section of society. Another challenge with voluntary
private insurance schemes is that they are weakly reg-
ulated, especially in LMICs, and usually do not fall
within the purview of the Ministry of Health. This is
usually undertaken by a general insurance regulatory
body that does not have health-specific knowledge
and may not be in sync with the country’s health
sector policies and UHC objectives. Voluntary health
insurance that is dominated by the private insurance
market can be successful only if there is a substantial
middle class, and capacity for regulation by the gov-
ernment (Thomson, 2010).

The literature suggests that while VHI is unlikely to
play a dominant role in the progress towards UHC,
it can play a complementary role alongside other
statutory insurance schemes. For it to be equita-
ble, it needs to be integrated with other schemes to
provide a similar depth of coverage. If governments
design VHI equitably and bring it into a common
pool, cross-subsidisation may be possible, especially
if premiums vary by income group. Cross-subsidisa-
tion would also be possible if the pool is larger with a
greater uptake in VHI enrolment, and a single agency
combining and administering the insurance schemes.
(Thomson, 2010).

3. Health insurance landscape in
India

This section attempts to understand India’s health
insurance landscape: its spread and coverage, the
insurance schemes by the central and state govern-
ments, expansion of health insurance, depth of the
schemes, and issue of regulation. This gives us a sense
of the context within which expansion of VHI has
occurred.

3.1 Overall expenditure and coverage
through health insurance schemes

India has diverse revenue sources for financing
health. In this context, the different sources of
revenue and schemes in Indias current health
insurance landscape are considered. We also look at
where we are headed in terms of insurance coverage,
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Table 3: Current Health Expenditure (2018-19 & 2019-20) by Health Care Financing Schemes

S.No Financing Schemes

Union Government (Non-Employee)
Union Government (Employee)*
State Government (Non-Employee)
State Government (Employee)**
Urban Local Bodies

Rural Local Bodies

Social Health Insurance Schemes***

[*-JNEN I NN O B RV S

Government Financed Health Insurance***

Employer-based Insurance
(Private Group Health Insurance)

o

10  Private Individual Health Insurance

11 Community-Based Insurance

12 Non-Profit Institutions Serving Households
13 Resident Foreign Agencies Schemes

14 Enterprises

15  All Household Out-of-Pocket Payment

16 Total

Source: National Health Accounts, 2018-19; 2019-20.

2018-19 2019-20
In Rs crores In % In Rs crores In %
43,540 8 54,717 9.2
17,479 3.2 14,969 2.5
71,774 13.3 79,136 13.3
5,272 1 7,056 1.2
8,076 1.5 8,667 1.5
7,273 1.4 7,293 1.2
19,944 3.7 23,957 4
12,680 2.4 13,809 2.3
21,676 4 25,881 4.4
17,525 3.2 19,957 34
13 0 39 0
9,367 1.7 10,231 1.7
1,098 0.2 1,023 0.2
16,956 3.1 18,197 3.1
2,87,573 53.2 3,08,727 52
5,40,246 100 5,93,659 100

"Current expenditures on Defence Medical Services (Rs 14,685 crores), Railway Health Services (Rs 5,043 crores) and the rest is any reimbursements
made by union government departments through central services (medical attendance) (for 2019-20).

“Incl. expenditures on employees through medical allowance/reimbursements by state government departments.

“Incl. Central Government Health Scheme (CGHS), Ex-servicemen Contributory Health Scheme (ECHS) and Employee State Insurance Scheme

(ESIS).

"Incl. expenditures on PMJAY, RSBY and state-specific health insurance schemes.

as well as the implications for universal access and
coverage. Finally, we attempt to understand more fea-
sible models of insurance to attain universal coverage,
and the role of VHI in this process.

Per the National Health Accounts, financing through
insurance, as a percentage of current health expen-
diture, was 13.3% in 2018-19, increasing to 14.1% in
2019-20. Meanwhile, OOPE remained high at 52% of
total health expenditure (Table 3). Compared to some
other LMICs, India lags behind in terms of coverage
through insurance.

According to the Centre for Monitoring Indian
Economy (CMIE), the percentage of Indian households
with atleast one insured member increased from 10% in
2014 to 34% in 2020, based on the Consumer Pyramids

Household Survey, Aspirational India Survey, and
Household Income Survey (Agrawal & Ganesan, 2022).

A comparison of state-level data between the National
Family Health Survey 2015-16 (NFHS-4) and NFHS-5
(2019-21) shows an increase, over four years, in
households with at least one member insured under any
health insurance scheme, from 28.5% to 32% (Table 4).
Regional variations in coverage are also present; Andhra
Pradesh, Rajasthan and Chhattisgarh appear to have
more number of households covered.

The NFHS-5 (2019-21) data reveals that 40% of urban
households had some health insurance coverage, while
penetration had increased to 30% of rural households
by 2020.
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3.2 Expansion of Health insurance in India:
State, markets and VHI

To understand VHI expansion in India, we first need
to examine the context in which it has occurred.
For this, we review the existing health insurance
schemes (central, state and voluntary), and examine
data from insurers (public and private) aggregated
by the IRDAI. This data examines the penetration
of insurance, classification of insurers by sector and
business, and claims ratio showing profit margins.

Health insurance schemes in India (central
and state government)

Since before Independence, insurance schemes have
existed in India in a limited capacity for workers. The
debates around social insurance took shape in 1943
when the government appointed a committee headed
by Professor B.P. Adarkar to frame a health insurance
scheme for industrial workers in India. During the
course of his report, Professor Adarkar examined the

working of the Indian Workmen’s Compensation Act
and Maternity Benefits Acts, and made a strong case
for merging them into a unified and integrated health,
maternity and employment injuries insurance scheme.
This scheme covered only factory labour: textile, engi-
neering and all mineral and metals. It formed the basis
of the Employee State Insurance (ESI) Act of 1948 and
was constituted by the Ministry of Labour. Follow-
ing independence, all central government employees
were covered under the Central Government Health
Scheme (CGHS) constituted by the Ministry of Health.
Similarly, state government employees received health
coverage in their respective states. The rest of the
population, which comprised the majority, had no
financial protection. The public health services were
supposed to be free at the point of delivery but were
severely underfunded, giving space for the growth
of an unregulated heterogenous private sector. Over
time, private health services became the first point of
contact for many, including the poor, leading OOPE
to reach as high as 80% of total health expenditure in
the 1990s.

Table 4: State-wise number of households with one insured member

States 2015-16
Jammu & Kashmir 4
Himachal Pradesh 26
Punjab 21
Chandigarh 21
Uttarakhand 20
Haryana 12
Delhi 16
Rajasthan 19
Uttar Pradesh 6
Bihar 12
Sikkim 30
Arunachal Pradesh 59
Nagaland 6
Manipur

Mizoram 47
Tripura 58
Meghalaya 35
Assam 10
West Bengal 34
Jharkhand 13
Odisha 48
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NFHS-4 (% of households)

NFHS-5 (% of households)
2019-21

14
39
25
33
63
26
25
88
16
17
28
29
22
16
51
37
69
67
34
51
48



States

2015-16
Chhattisgarh 69
Madhya Pradesh 18
Gujarat 23
Dadra & Nagar haveli 31
Maharashtra 15
Andhra Pradesh 75
Karnataka 28
Goa 16
Lakshadweep 3
Kerala 48
Tamil Nadu 64
Puducherry 33
Andaman & Nicobar 6
Telangana 66
All India Average 28

Source: NFHS-4 (2015-16) and NFHS-5 (2019-21).

In the past two decades, India has seen a proliferation
of central and state government-sponsored health
insurance schemes. In 2003, the central government
implemented the Universal Health Insurance Scheme
(UHIS), offering financial risk protection to below
the poverty line (BPL) population at a subsidised pre-
mium rate. The coverage for hospitalisation was Rs
30,000 with the government subsidising two-thirds
of the premium amount, which varied depending on
the family size. It is still available to BPL and non-BPL
families, with the premium amount varying from Rs
100 to Rs 200 for a family, and the government subsi-
dising Rs 200-400, depending on the family size. The
uptake of the scheme was negligible, covering only
3.7 million individuals by 2008-09. This was mainly
due to a lack of awareness about insurance, as well as
a lack of government effort to increase enrolment fol-
lowing its launch. However, this scheme laid a strong
foundation for several government-funded insur-
ance schemes launched by states, and the Rashtriya
Swasthya Bima Yojana (National Health Insurance
Scheme) (RSBY) launched by the central government
(Hooda, 2020).

Health is a state subject in India and several states
experimented with insurance schemes at the turn of
the 21* century. In 2003, Karnataka launched its first
government-funded scheme called Yeshasvini Coop-
erative Farmers Health Care Insurance. The scheme
provided comprehensive and affordable medical ser-

NFHS-4 (% of households)
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NFHS-5 (% of households)
2019-21

72
38
45
57
23
80
32
73
68
58
67
30

2
69
32

vices to farmers and members of cooperative soci-
eties in rural Karnataka, and was implemented by a
trust constituted by the state government. A small
contribution was made by the cooperatives, and they
were able to negotiate packaged hospital services at
reasonable rates. However, the scheme suffered from
a stagnating member base and shallow benefits pack-
age design (La Forgia & Nagpal, 2012). Following
this, in 2007, Andhra Pradesh launched the pro-poor
Rajiv Aarogyasri Health Insurance Scheme, which
was designed to provide secondary and tertiary
health benefits to BPL households. While the scheme
successfully covered a large number of targeted bene-
ficiaries and reduced catastrophic expenditure, it was
unsuccessful in providing free health care. The depth
of services was shallow, and people continued to pay
out-of-pocket (Hooda, 2020).

In 2008, the central government launched the RSBY,
which was one of India’s largest government-financed
health insurance schemes. The RSBY provided
financial security and access to medical services to
BPL families and other vulnerable population. The
scheme covered a maximum of five members of
a family, with a small contribution of Rs 30 from
individuals and a government subsidy in the range
of Rs 400 to Rs 600. It covered hospitalisation, day-
care services, and maternity coverage up to a limit of
Rs 30,000 per annum. However, many studies have
highlighted implementation and operational chal-
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lenges affecting the scheme. While hospitalisation
rates had increased, people were still incurring high
OOPE especially in empanelled private hospitals. A
rise in unnecessary hospitalisation was reported in
several states. There was absence of robust regulatory
mechanisms especially for accreditation of hospitals
and grievance redressal for beneficiaries (Selvaraj &
Karan, 2009; Das & Leino, 2011; Rajasekhar et al,
2011; Nandi et al, 2012; Devadasan et al, 2013; Rent
& Ghosh, 2015; Karan et al, 2017). Several states
introduced the RSBY, and some launched their own
versions of the scheme. Overall by 2017, there were
around 33 government-funded health insurance
schemes in various states that were largely meant for
poor households and the informal sector to some
extent (Hooda, 2020).

As targeted schemes, they faced impediments in
means-testing to identify eligible members. Studies
on the RSBY have identified enrolment as one of the
biggest bottlenecks in its effective implementation.
Further, there was substantial variation in enrolment
across states, districts and villages (varying from
28% to 46% of eligible households) (Rajasekhar et al,
2011; Dror & Vellakkal, 2012; Jain, 2011; Palacios et
al, 2011; Grover & Palacios, 2011). Limited awareness
and understanding due to lack of detailed information
by the government about these schemes was another
fundamental impediment (Nandi et al, 2012; Patel et
al, 2013; Narasimhan et al, 2014; Patel & Unadkat,
2018). Often, beneficiaries of the scheme had limited
awareness about their eligibility and enrolment status,
entitlements, and information about health facilities
empanelled under the scheme. Households that had
experienced health shocks were also more likely to
enrol (Dasgupta et al, 2013).

In 2018, the central government launched the Prad-
han Mantri Jan Aarogya Yojana (PMJAY)* under
Ayushman Bharat® for socio-economically poor rural
households and some selected occupational cate-
gory of the urban population. It was administered by
an autonomous government agency- the National
Health Authority (NHA). The scheme is targeted
towards the bottom 40% of India’s population (the
poorest and most vulnerable), or about 500 million
people. It subsumed the previous RSBY scheme and
other state health insurance schemes, except in West

Bengal, Odisha, Telangana and Delhi, which had
opted out of the central scheme. The scheme pro-
vides coverage for cashless treatment up to Rs 5 lakh
for each family member on a family-floater* basis. It
covers around 1,573 medical procedures across 23
specialties at the secondary and tertiary care level and
allows beneficiaries to avail services from all public
or empanelled private hospitals (Prinja et al, 2023).
The Economic Survey of 2021 revealed that although
a short time had elapsed since the launch of PMJAY,
there were some positive outcomes such as “‘greater
penetration of health insurance, reduction in infant
and child mortality rates, improved access and utilisa-
tion of family planning services, and greater awareness
about HIV/AIDS” (Ministry of Finance, 2021).

As with the RSBY, even under the PMJAY, bene-
ficiaries in Bihar and Haryana, for example, had
inadequate information about the scheme’s coverage,
benefits and cashless nature (Dash & Muraleedha-
ran, 2019). Several studies on the PMJAY’s prede-
cessor schemes have highlighted the drawbacks in
their effective implementation, despite substantial
investment from states and the national government;
however, few lessons have been learned from them.
For instance, ineffective enrolment processes, lack
of awareness and understanding about the schemes
and their correct administration processes are some
common bottlenecks present in the implementation
of several health insurance schemes in India (Bauhoff
& Sudharsanan, 2021). Most of these schemes cover
only in-patient services. Factors like access to hospi-
tals, waiting times, and quality of care also have an
impact on their effective functioning. Analyses of the
RSBY, state level schemes and even the PMJAY indi-
cate that over half of the empanelled hospitals under
various schemes are located mostly in urban areas.
The concentration of hospital facilities places serious
limitations on accessibility to services and reveals
inequities in insurance benefits (Hooda, 2020).
Finally, the correct administration of a scheme,
ensuring the provision of appropriate services and
covering other costs associated with hospitalisation,
also determines its effective functioning and impact.
Often, private hospitals charge beneficiaries for cov-
ered benefits, in order to extract higher payments
from them. For instance, several studies of state

2 PMJAY - Prime Minister’s National Public Health Insurance Scheme

* Ayushman Bharat literally translates to “Bless India with a long life” Under the aegis of the National Health Authority (NHA), Ayushman
Bharat consists of the following centrally driven programmes: PMJAY, development of health and wellness centres (HWCs) and the

National Digital Health Mission (NDHM).

* Family-floater health insurance could cover all members in the family under a single plan. The sum insured applies to all family members.
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health insurance schemes have indicated incidents
of overcharging and underprovision of services by
empanelled hospitals, or instances of beneficiaries
incurring expenditure on medicines and diagnostics
that should have been provided under the scheme
(Jain 2019). The administration of the PMJAY also
varies across states. It is often implemented in the
form of two alternative institutional arrangements,
namely: a trust-based model and insurance based
model. Per the trust-based model, the autonomous
State Health Agency (SHA) purchases services
directly from the empanelled providers. For the
insurance-based model, the SHA enters into a con-
tract with an insurance company to insure beneficia-
ries and pay providers based on a pre-defined list of
services (Furtado et al, 2022).

Apart from the central and state sponsored health
insurance schemes for the poor, the India’s current
health insurance system also has employer-mandated
social health insurance (SHI) schemes. These include
the Central Government Health Scheme (CGHS),
Retired Employees Liberalized Health Scheme
(RELHS), Railway Health Service (RHS), Ex-Ser-
vicemen Contributory Health Scheme (ECHS) for
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retired armed forces personnel, and Employees’ State
Insurance Scheme (ESIS) for workers and their fami-
lies in the organised sector with an annual income of
Rs 1,80,000 or less (Sarwal, 2015). Other government
institutions, like the Reserve Bank of India (RBI)
and public-sector undertaking companies and banks
have their own mandatory insurance coverage for all
employees and retired employees. Some of these use
the public insurance companies to pool resources.
Taken together, these schemes cover around 10% of
the population, with ESIS providing the larger share
of coverage. While providing more comprehensive
coverage for both outpatient and inpatient services,
the ESIS and CGHS schemes have been marred by
decades of mismanagement, poor infrastructure,
doctor shortages, and weak governance, thus limit-
ing their impact. This fragmentation demonstrates
the inefficient nature of insurance coverage. These
social insurance schemes are each administered by
their respective ministries.

Table 5 summarises the design and other features of
government-sponsored and social health insurance
schemes.
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Table 5: Government Health Insurance Schemes in India - Features and design

No.

1
1.1

20

Schemes

Number of
Beneficiaries

Total pool
(in Rs)

Central Government financed health insurance scheme

PMJAY

Proposed to cover 500
million individuals (100
million households)
below poverty line
(40% of the total Indian
population) based on
socio-economic caste
census (SECC) data of
2011.

As of May 2023, 233
million individual health
cards were issued to
scheme beneficiaries
from 33 states/UTs
implementing the
scheme. 50% AB-PMJAY
card recipients are
women.

About 50 million cards
were issued to scheme
beneficiaries through
states’ own IT systems.

Rs 7,200 crores
(as per 2023
budget).

Cost per
person

Approx.

Rs 144 per
person,
assuming
PMJAY aims
to cover

500 million
individuals.

No. of
hospitals
empanelled

More than
29,000
hospitals:
14,781 public
hospitals and,
14,501 private
hospitals.

Benefits

Cashless cover of up to
Rs 5 lakks for inpatient
services at secondary and
tertiary care hospitals
per household per year,
including pre- and post-
hospitalisation services
up to 15 days.

Achievements and
challenges

Achievements

Since its inception in 2018 till May
2023, about 49 million hospital
admissions were authorised, with
expenditure exceeding Rs 53,000
crores. Of the total empanelled
hospitals, almost 50% are private
hospitals.

Challenges

Reluctance among private hospitals
to join PMJAY due to low treatment
package rates; huge variation

across states in both awareness and
enrolment. States with a long track
records of implementing insurance
programmes are performing
relatively well, while large backward
states are lagging.

Purchase of services ~ Financing
Health care Tax-based
providers are budgetary
contracted at a pre-  allocation

decided lumpsum
price. Providers are
also incentivised
through additional
payment if they

are certified, by
accreditation
authorities, as
having an improved
quality of services.
The states have

the freedom to fix
rates and decide

on payment
mechanism and use
of generated revenue
of public hospitals
empanelled under
the scheme.

(no premium

contribution).
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Benefit package

A total of 1,949
medical procedures
are available under
PMJAY. States can
also retain certain
health benefits
packages under the
scheme for public
hospitals and offer
additional services.

The National

Health Authority
has introduced
differential pricing
based on the type of
city and level of care.

High end drugs
diagnostic
procedures like MRI,
CT scans have been
removed from the
benefit package to
ensure their cost is
not included in the
primary treatment
package. These are
provided separately.

Regulating body

National Health
Authority (NHA) is the
apex body responsible
for implementing
PMJAY, and has been
entrusted with the

role of designing
strategy, and building
technological
infrastructure.

There are two models
of implementation
under PMJAY- Trust
Model and Insurance
Model.

In the Trust model,
state health agencies
(SHAS) in the form

of a society/trust

have been set up by
respective states. SHAs
have full operational
autonomy over the
implementation of the
scheme in the state,
including extending
the coverage to non-
beneficiaries.

Under the insurance
model, the states use
the public/private
sector health insurance
companies to pool
funds. The insurance
company is responsible
for empanelling
hospitals, processing
claims, and managing
the funds allocated for
the scheme.
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No. Schemes

State Government financed health insurance scheme - State ( Not affiliated to PMJAY)

2.1 Yeshasvini
Health
Insurance
Karnataka
(this is
apart from
PMJAY
scheme
for BPL in
Karnataka)
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Number of
Beneficiaries

3.3 million individuals
have registered for the
scheme. It is for farmers
in Karnataka who are
members of co-operative
societies registered

with the Department

of co-operatives. (This
covers over 19% of
Karnataka’s population).

Total pool Cost per No.‘ of
(in Rs) person LCEEE
empanelled
Rs 300 Crores  Approx. Over 900
(budgetasof ~ Rs900 per  empanelled
2022). person. hospitals out
of which 460
are private
hospitals.

Benefits

The scheme provides
cashless inpatient
treatment for 1,650
procedures.

Beneficiaries can avail
a maximum of Rs 5
lakh per annum in any
empanelled hospitals.

Achievements and
challenges

Achievements

Since 2003-04 to 2014-15, around
1.5 million beneficiaries had availed
OPD services and 0.7 million
beneficiaries had undergone
surgeries.

The scheme was relaunched in
November 2022.

Challenges

Reluctance among major private
hospitals because rates fixed

for different treatments are

very low, and inconsistencies

in reimbursements by state
government.

Purchase of services

Network hospitals
enter into contract
at pre-determined
tariff rates for each
service.
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Financing Benefit package
Members The scheme offers
of rural coverage for 1,650
cooperative medical conditions.
societies or
SHGs will

pay an annual
premium of Rs
500 for a family
of maximum
four members.
Members of
cooperative
societies in
urban areas will
pay a premium
amount of Rs
1,000 for a
family unit of

a maximum
number of four
persons. The
government
will bear the
premium
amounts for SC/
ST families.

Regulating body

The scheme is a
partnership between
the Department

of Cooperatives,
Government of
Karnataka.
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No.

2.2
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Schemes

Biju
Swasthya
Kalyan
Yojana
(BSKY),
Odisha

(Biju Health
Insurance
Scheme)

Number of Total pool Cost per
Beneficiaries (in Rs) person
47.9 million beneficiaries = Rs 1,350 crores = Approx. Rs
(11.95 million (budgetasof  309.5 per
households). 2023). person.

Converged the existing
schemes like Rashtriya
Swasthya Bima Yojana
(RSBY), Biju Krushak
Kalyan Yojana (BKKY- I,
II) and Odisha State
treatment fund (OSTF).

No. of
hospitals
empanelled

Total number
of hospitals
empanelled
are 9,273, of
which 8,530
are public
hospitals

and 743 are
private.

Benefits

Free and cashless
treatment in all state
government health
facilities and empanelled
private hospitals provided
under BSKY to families
with BKSY card, BPL
Card, Antodaya Anna
Yojana Card or an annual
income of up to Rs 50,000
in rural areas and Rs
60,000 in urban areas.

Free health care is
provided in empanelled
hospitals through annual
health coverage of Rs

5 lakh per family per
annum, and for women
the coverage can go up to
Rs.10 lakh.

Beneficiaries can avail
services in both the
government (outpatient
and hospitalisation

cover) and empanelled
private health institutions
for inpatient, after referral
from public hospital.

Achievements and
challenges

Achievements

As of 2023, around 35.6 million
cards were issued.

In 2022, total number of treatment
done were around 66 million, of
which 65.4 million were conducted
in public hospitals and rest in private
hospitals.

Challenges

Implementation of the scheme is
encountering issues such as pending
claims of private hospitals, and

the cost of treatment fixed by the
government is considered low and
unworkable for private hospitals.

Purchase of services ~ Financing
The empanelled Tax-based
private hospitals budgetary

are paid for allocation
services through by state
package rates, government (no
while, government  contribution).

hospitals receive
bulk payments.
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Benefit package

The BSKY provides
financial support
for around 4,036
medical treatments
and compensates for
approx. 255 surgical
procedures.

Regulating body

The State Health
Assurance Society
(SHAS), Department
Of Health and Family
Welfare, is the nodal
agency responsible
for implementing the
scheme.

Under the scheme,
regular weekly/
monthly reviews of
claims and medical
audit by both TPAs
and SHAS has helped
identify duplication
issues, and provide
feedback to hospitals
about discrepancies
and changing provider
behaviour.
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No.

2.3.
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Schemes

Swasthya
Sathi
Scheme,
West Bengal

Number of
Beneficiaries

Over 75 million
beneficiaries (24 million
families) are covered
(with no cap on the
number of family
members).

Total pool Cost per
(in Rs) person

As of 2022, Approx. Rs
the budget 2,343 per
allocated for person.
the scheme
was around Rs
17,576.9 crore.

No. of
hospitals
empanelled

Over 2,400
hospitals are
empanelled
across private
and public
institutions.

Benefits

The scheme provides
comprehensive and free
family-floater health
cover (covers entire
family under a single
plan) for secondary and
tertiary medical care up
to Rs 5 lakh per annum.
The treatment must entail
hospitalisation.

Achievements and
challenges

Achievements

Over 5 million hospitalisations have
been registered till the end of April
2023.

Challenges

Delays in private hospitals
receiving reimbursement from

the government after providing
treatment to card holders. As a
result, private hospitals are refusing
patients. Further, many hospitals
are refusing patients because the
packages are not “attractive” for the
private hospitals.

Concerns over sustainability of

the scheme as the number of
beneficiaries under the scheme is
too comprehensive and government
is facing fiscal constraints with
regard to payment for treatments to
all citizens of the state.

Purchase of services

Govt. pays
empanelled
hospitals at the pre-
determined package
rates.

Financing

The entire
premium

is borne by
the state
government
with no
contribution
from the
beneficiary.
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Benefit package

A smartcard is
issued, in the name
of a female member
in the family, which
allows for cashless
treatment, paid for
by the government.
Private hospitals are
required to charge
subsidised rates for
treatment under the
scheme.

Regulating body

Swasthya Sathi

Samiti, is the State
Nodal Agency for
implementation of the
Swasthya Sathi scheme,
for providing related
services.

Public insurance
companies are selected
as insurance partners-
National Insurance
Company is selected
as the Insurance
Partner in 6 Districts
(Cluster-I), Oriental
Insurance Company in
9 Districts (Cluster-II),
and United India
Insurance Company in
8 Districts (Cluster-IIT).
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No. Schemes Num'b?r (.)f To?al pool Cost per
Beneficiaries (in Rs) person
Employer provided public insurance schemes in India
3.1 CGHS 4.26 million beneficiaries = Rs. 4,640 crore  Approx.
across India. (revised budget  Rs.10,892
2022-23). per person.
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No. of
hospitals
empanelled

CGHS has

its own 334
allopathic
wellness centres
and 97 AYUSH
centres /units.

CGHS has
empanelled
1,622 private
hospitals and
240 diagnostic
centres in
different cities
to provide
indoor
treatment
facilities and
carrying out
investigations..

Benefits

Achievements and
challenges

Cashless facility treatment ~ Achievements

in empanelled hospitals

and diagnostic centres
outpatient treatment,
including issuance of
medicine.

As of 2022, CGHS as an
organisation, has widened its
network and is now functional in 75
cities across the country.

Challenges

CGHS dispensaries provide
out-patient services but health
education, screening and other
preventive and promotive services
are not offered as a routine.

The scheme exhibits demand-side
moral hazard with over 83% of
hospitalised patients reported to

be self-referred and most patients
prefer to bypass the dispensaries and
directly avail private

specialist services. There is no
gatekeeping.

Purchase of services

Private facilities

are paid based on
fixed package rates,
which are finalised
through an open
bidding process, for
each service.

Empanelled
hospitals, in turn,
are reimbursed by
the MOHFW.

Financing

CGHS facilities
are funded

by budgetary

support from
MoHFW,
mandatory
contributions
by serving
employees from
their salaries
and, voluntary
contribution
from
pensioners. The
contributions

from pensioners

who wish to

join the scheme

could be one
time in ten
years or on an
annual basis,
depending on
pay grade.

Contributions
from salaried

employees range

from Rs 250
to Rs 450 per
month.
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Benefit package

The CGHS benefit
package is very
comprehensive,
without any
exclusions,
co-payments,
deductibles or
annual limits

of cover.

Entitlement is the
same irrespective
of contribution,
though eligibility to
hospitality-linked
inpatient facilities is
pay-related. Services
include outpatient
consultations

and medicines,
diagnostic tests and
inpatient services.

Since 2003, CGHS
has permitted
dispensaries to
directly purchase
medicines from the
open market. Local
purchase is done at
retail

prices.

Regulating body

The CGHS operates
under the leadership
of the MoOHFW
through Directorate
General (DG). The
hierarchical structure
of the CGHS from
DG to the dispensary
level, involves zonal

/ regional directors,
sourced from the
central health
services. However,
CGHS regulations
are highly centralised
with limited financial
and administrative
autonomy.
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No. Schemes Num'b ?r (.)f
Beneficiaries
3.2 ESIC 131.6 million

beneficiaries.
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Total pool Cost per No.‘ of
(in Rs) person RS
empanelled
Rs 13,763 crores Rs 1,046 per Over 159 ESI
(Expenditure  person. hospitals,
for 2020-21 1,502 ESI
includes cash dispensaries,
benefits, 308 ISM units,
medical 1,287 private
expenditure and outpatient
administrative care providers,
costs). diagnostic
centres,
and other
recognised
institutions.

Benefits

The scheme covers
workers with monthly
income not exceeding
321,000 (no wage

ceiling for workers with
disabilities). Medical care
is also provided to retired
and permanently disabled
insured persons and their
spouses.

Achievements and
challenges

Achievements

Infrastructure under ESIC scheme
is rapidly expanding, with over 23
new 100-bed hospitals across India.
Further, beneficiaries under ESIC
scheme can also avail treatment
under AB-PMJAY.

Challenges

ESIC does not have enough medical
facilities to support the large,
enrolled population.

It has legacy systems and lacks
modern facilities and risk
management architecture.

Purchase of services

Network hospitals
enter into contracts
at pre-determined

package rates for
each services.

Financing

ESICisa
contributory
scheme and

is constituted
by employers
paying 3.25%
of wages and
employees
contributing
0.75% of wages.
The state
governments
contribute
1/8th of the
expenditure of
medical benefit
within a per
capita ceiling of
Rs.1,500/- per
insured person
per annum.
Any additional
expenditure
incurred

by the state
government,
over and above
the ceiling

and not falling
within the
shareable pool,
is borne by the
them.
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Benefit package Regulating body
ESIC provides ESIS is regulated
outpatient treatment, by ESI corporation
domiciliary under the Union
treatment through ~ Ministry of Labour and
residential Employment.
visits, specialists

consultation,

inpatient treatment

(hospitalisation),

free supply of drugs.

dressings and

artificial

limbs, aids, and

appliances, imaging

and laboratory

services, integrated

family welfare,

immunisation, RCH

& other national

health programmes,

ambulance service

or reimbursement of

conveyance charges,

medical certification

and special

provisions.
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No. Schemes Numbfar (.)f
Beneficiaries
3.3 ECHS Over 5.5 million

beneficiaries (as of 2022).

Total pool
(in Rs)

Rs 4,897.64
crores
(expenditure
for 2022-23).

No. of
(i)(:itsgzr hospitals
empanelled

Rs 8,904 per ECHS has
person. its own

polyclinics

designed

to provide

out-patient
services and
provides
referrals to
secondary
and tertiary

facilities either
in the defence

hospitals or
empanelled
private
hospitals.
Around
3,158 private
empanelled
medical
facilities.

Benefits

The Scheme provides
allopathic and AYUSH
services to ex-servicemen
pensioners and their
dependents through a
network of ECHS hospital
facilities.

Source: Press Information Bureau (https://pib.gov.in/); BSKY Dashboard (https://bskydashboard.odisha.gov.in); TNN (2022); ESIC Financial
Estimates and Performance Budget 2021-2022 (https://www.esic.nic.in/attachments/publicationfile/49061dd4eb03d051634a6¢2dfc2859aa.pdf);
Central Government Health Scheme (https://www.cghs.nic.in/); Committee on Estimates, Seventeenth Lok Sabha. (2023); Ex-Servicemen

Contributory Health Scheme (www.echs.gov.in).
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Achievements and
challenges

Purchase of services

Network hospitals
enter into contracts
at pre-determined
package rates for
each services.

Financing

The one-time
contribution
amount for
ECHS member
varies from

Rs 30,000 for
recruits to

Rs 1,20,000
for officers.
Ex-servicemen
who have
retired prior

to 1st January
1996, war
widows and
war disabled,
including
those disabled
in internal
security duties,
are exempted
from payment
of ECHS
contribution.

The government

contributes the
rest.
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Benefit package

Outpatient and
inpatient services
across ECHS
institutions and
inpatient services
in empanelled
hospitals.

Regulating body

The ECHS Central
Organisation is located
at Delhi and functions
under the Chief of Staff
Committee (COSC),
Ministry of Defence.
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Health Insurance Markets - VHI and
its expansion

In 1999, as part of the wider economic reforms, the
Insurance Regulatory and Development Authority
of India (IRDAI) Act was passed, permitting private
sector and limited foreign participation in the private
health insurance market, and establishing the stat-
utory regulatory body, the IRDAI, in 2000. Prior to
2000, the government had monopoly over all forms
of insurance. Now, several private companies as well
as public sector companies offer commercial health
insurance. The coverage mostly includes hospitalisa-
tion-based indemnity contracts (compensation made
on losses) as primary products (Ashraf et al, 2022).
Over the past two decades, the insurance market has
evolved with increasing demand for insurance from
the growing middle class.

With an aim to boost the growth of the private insur-
ance market, the IRDAI liberalised the tariff> rates for
general insurance in 2007 (PricewaterhouseCoopers,
2007; North 2020). This gave insurers autonomy over
pricing of their products, leading to an increase in the
number of players in the health insurance industry.
From only four public general insurance companies
and one life insurance company in 1999, India now
has 36 general insurance companies, 24 life insurance
companies, and 7 standalone health insurance com-
panies (IRDAI 2022).

A variety of VHI policy types are available today:
individual health insurance, which covers hospital-
isation costs of only one person, and family floater
plans for any family member, including parents,
spouse, and children; senior citizen insurance, spe-
cifically for citizens above the age of 60 years; criti-
cal illness insurance, wherein a lumpsum amount is
granted to an individual in case they are diagnosed
with a critical illness from a pre-set illness list; and
group health insurance, which provides coverage to a
group of people under the same plan- mostly employ-
ees engaged in private or quasi-private employment
(Bakshi, 2021).

The following section provides an analysis of the
latest IRDAI data. The IRDAI data aggregates indi-
viduals covered under state and centrally sponsored

insurance schemes, PSUs that use the public and
private insurers to administer its schemes, and indi-
viduals/groups purchasing VHI schemes. It does not
include ESIS, CGHS, ECHS, RELHS and RHS data,
as these schemes are administered through separate
agencies under their respective ministries.

Penetration of health insurance in India

According to the 2021-22 IRDAI data, 520.4 million
lives were covered under 22.6 million health insur-
ance policies, which was approximately 36% of the
population. The extent of insurance penetration and
density are often used to gauge the level of develop-
ment of the insurance sector in a country (Figure 2
and 3).° Both metrics have consistently improved
for India, with health insurance penetration almost
doubling from 0.16% to 0.31% over the last seven
years and the health insurance density more than tri-
pling from Rs 153 to Rs 516 in the same time period
(IRDAI 2022).

The total health insurance premium collected by
insurers during 2021-22 was around Rs 73,000 crores,
and has grown by 25% compared to that of 2020-21
(IRDAI 2022). The overall premium collections have
increased more than 3.5 times since 2014-15 (IRDAI
Annual Reports).

Classification of insurer by sector

Health insurers are classified based on three sectors:
public sector insurers which include government-
owned health and general insurers; private sector
insurers, which are for-profit private entities that
offer health and general insurance services and;
standalone health insurers, which are companies that
only offer health insurance services.

A strong growth in the overall health insurance pre-
miums underwritten was witnessed in all the three
sectors, however private sector insurers—general and
standalone-grew at a much faster pace in compari-
son to public sector insurers. As seen in Figure 4, all
insurance sectors have experienced growth, but the
market share of public sector insurers has reduced
from 73.2% to 47% over the last seven years (IRDAI
Annual Reports). This market share loss of public

* Liberalisation of the tariff involves eliminating the tariff structure or allowing flexibility in the fixed premium rates so that insurance
companies are able to set premium rates that commensurate or correspond to the consumers’ risk behaviour.

¢ According to the IRDAI Annual Report, 2021-22: “Insurance penetration is measured as the percentage of insurance premium to GDE,
insurance density is calculated as the ratio of premium to population (per capita premium)” .
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sector insurers was captured by standalone health
insurers.

Figure 2: Health insurance penetration
(% insurance premium to GDP)
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Source: IRDAI Annual Report, 2022.

Figure 3: Health insurance density (In rupees)
- ratio of premium to population (per capita
premium)
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Source: IRDAI Annual Reports (various years).

Figure 4: Market share in premiums underwritten
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Classification by business

The IRDAI classifies commercial health insurance
into three business categories: government-spon-
sored policies covering beneficiaries under schemes
like state insurance and the PMJAY; group policies
purchased by employers for employees; and individ-
ual policies bought directly by individuals. Group
insurance and individual insurance premiums form
a larger share of overall premiums collected, and fall
within the realm of VHI.

Figure 5 shows that a large number of individuals are
covered under government schemes, but with lower
premiums collected, compared to group or individual
insurance schemes. The number of individuals cov-
ered by government-sponsored insurance was more
than 300 million in 2020-21 (21%), with those in the
group business category at around 160 million (a mix
of mandatory and voluntary insurance) (11%). The
individual business category, which is completely
voluntary insurance, covers 51 million lives, repre-
senting only about 3.6% of India’s population (IRDAI
2022). The total number of lives covered across all
three business categories represents about 36% of the
population.

The gross premium split across these three business
categories indicates that only 8% of the overall pie
accounts for government-sponsored businesses,
where as they include almost 59% of the individuals
covered by any form of insurance. This reveals the
low depth in coverage for government-sponsored
insurance compared to commercial health insurance.
Group businesses on the other hand account for 51%
of the total pie in terms of gross premium and 31% of
the total lives covered. Individual insurance schemes,
account for a 41% of the total gross premium, while
accounting only for 10% of the total lives covered
(Figure 5).

The growth in the total premiums collected was
accompanied by an associated rise in the total num-
ber of people covered under health insurance poli-
cies. The total number of individuals covered has
increased from 288 million in 2014-15 to 520 million
in 2021-22. The last few years have witnessed a pla-
teauing of the growth in the number of people cov-
ered after a significant growth period from 2014-15
to 2017-18 (IRDAI Annual Reports) (Figure 6).

35



A Report on Voluntary Health Insurance in India:
A Bridge Towards Universal Coverage?

Figure 5: Percentage share in premium (of total Rs.73,000 crores) and number of lives covered by

business (percentage of total)
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Source: IRDAI Annual Report, 2021-22.
Figure 6: Gross premium growth (in millions) vs. number of lives covered (in millions)
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Source: IRDAI Annual Reports.
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Five states—Maharashtra, Karnataka, Tamil Nadu,
Gujarat and Delhi—contributed to 66% of the total
health insurance premium in 2021-22, while the rest
contributed to the remaining 34% (IRDA Annual
Report 2021-22), indicating that the coverage is
unequal across India. This finding is different from
the NFHS data on insured households. This could be
because data from states administering government-
sponsored insurance through a trust model is not
available.

Profitability and efficiency of
commercial VHI

As per Kumar et al, “the incurred claim ratio is equal
to the value of all the claims paid by the company,
divided by the total premium collected during the same
period. Claim settlement ratio is the total settled claims
divided by the total claims filed.” The incurred claim
ratios for public sector insurers have remained above
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100% for the past several years indicating a deficit
(Kumar et al, 2011).

However, private and individual health insurers have
typically incurred claim ratios less than 100%, leav-
ing out margins for profits and other expenses. A low
claim ratio could indicate that the insurer is either
charging the customer higher premiums or settling
fewer claims, which could be sub-optimal from the
insured/patient point of view. In 2021-22, a sudden
increase in the net claim ratio of health insurers
across sectors—public, private, and standalone—was
also observed, coinciding with the timeline of the
second Covid-19 wave in India. Public sector insur-
ers with a claim ratio of over 100% have consistently
incurred losses in the last decade; the four public sec-
tor insurers incurred a cumulative of around Rs 5,830
crores in 2020-21, and have been facing consistent
losses over the last five years (Figure 8).

Figure 7: Net Incurred Claim Ratio of Health Insurers - sector wise
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Figure 8: Public sector health Insurers - Gross Premiums and Profit & Loss (In Rs. Crore)
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Figure 9: Public sector insurers - Profit and Loss in Health Insurance vs General Insurance (Rs. Crore)
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Excluding health insurance, public sector insurers
have a profitable general insurance business. They
have been profitable in three of the last five years,
sustaining marginal losses in two. The profits from
their general insurance business helps cross-subsi-
dise the losses incurred in the health insurance busi-
ness. Figure 9 presents the profits and losses incurred
in the general and health insurance arms of public
sector insurers over the last five years.

The business-wise split of claim ratio (Figure 10)
suggests that most of the losses incurred in the
health insurance industry are contributed by govern-

Figure 10: Claim ratio - Business wise split
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ment-sponsored and group businesses, which typi-
cally tend to have a claim ratio over 100%. However,
this does not indicate that those covered are receiving
full reimbursements of their claims. Rather, this is an
issue of a greater number of lives covered by lower
premiums or risk pools; hence, the loss incurred is
more for government-sponsored schemes. Con-
versely, individual businesses have lower claim ratios,
and are hence a profit source for the insurers. The
claim ratios across the business categories have
increased post the COVID-19 pandemic.
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Individual Business
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Table 6 - Health insurance schemes by sector

No.

Schemes

Number of
Beneficiaries

Total pool
(in Rs)

Cost per
person

No. of hospitals
empanelled

Health insurance schemes by sector and community based insurance scheme

1.1

1.2

40

Public sector
commercial
health
insurance

Private sector
general
insurance
companies
providing
health
insurance
(group or
individual)

372 million lives
covered (as of
2020-21).

(Overlaps with
some who are
covered under
PMJAY/state
health insurance
schemes etc.).

95.2 million lives

covered.

Rs 27,230 crore
gross premium
for 2020-21.

Commission
expenditure: Rs
1,890 crore;

operating cost:
Rs 14,150 crore;

underwriting
loss: Rs 20,443
crore

(As 0f 2022).

Rs 15,880
crore premium
collected for
2021-22.

Commission
expenditure: Rs
2,117 crore;

operating
expenditure: Rs
21,690 crore;

underwriting
loss: Rs 8,158
crore.

Approx.
Rs. 731
per capita.

Rs 1,668
per capita.

4 public or
government
health insurance
companies with
network of
hospitals.

25 private or
group health
insurance
companies with
network of
hospitals.

Benefits

Lifelong renewable
plans. Depending on
the plan purchased,
coverage for
hospitalisation will be
provided.

Private or group
health insurance
companies provides
cashless coverage to
a group of people,
also extended to the
family members in
some cases.

Prices of the premium
are comparatively less
than independent

or standalone health
insurance.

Covers hospitalisation
services (some
companies fix
maximum claim limit
over OPD treatment).

Achievements and challenges

Challenges

Steady decline in the market monopoly of
India’s public or government health insurers.
Public sector insurers’ market share reduced
from 63% in 2016 to 42.23% in 2021, and
finally to 37.85% in 2022.

Among the public health insurance companies,
only New India Assurance incurred profit. The
other three, United India Insurance, National
Insurance Company, and Oriental Insurance
Company, suffered losses of Rs 6,926 crore in

FY22.

Challenges

Among the 20 private general insurers studied
by CAG, 13 reported net profit and the rest

incurred losses.

Out of the five stand-alone health insurers,
studied by CAG, only one reported net profit
while others incurred losses.

Financing

Policyholders’
monthly/annual
premiums fund
commercial
policies.

Policyholders’

monthly premiums
fund commercial

policies.

Over Rs 20,107
crore premium

underwritten
(as 0f 2022)
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Benefit package

Benefit package will vary
according to the plan and
the company.

Oriental Insurance Company
also offers daycare, and
maternity and childcare
coverage, free health care
check-ups (after the lapse of
some fixed claim free years),
coverage for Homeopathic
and Ayurvedic treatment
(National Insurance
Company), coverage for pre
and post-hospitalisation
services

Benefit packages vary
according to plan and
coverage. Covers most
chronic conditions that
require hospitalisation but
might not cover pre-existing
conditions.

Regulating
body

IRDAI;

public sector
insurers
have their
own internal
auditors to
look at the
functioning.

IRDAI
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No. Schemes Num'b?r (')f To?al pool Cost per
Beneficiaries (in Rs) person

1.3 Standalone  47.7 million lives Rs 15,135 crore  Rs 3,172
private health covered (2020-  (2020-21). per capita
insurers 21). o
(group or Commission
individual) expenditure: Rs

3,263 crore;
Operating cost:
Rs 4,925 crore;
underwriting
loss: Rs 2,758
crore.

1.4 Community- 13 million There are
based health  (as of 2018). more than
insurance 50 CBHI
(CBHI) schemes
scheme in India

Source: IRDAI Annual Reports various years.
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No. of hospitals
empanelled

7 standalone
insurance
companies

Provides
coverage

for mostly
inpatient or
hospitalisation
services.
Provide
coverage only
to a pre-defined
limit (or cap/
ceiling)

Benefits

Since insurers just
deal with health,
there is scope for
variations in coverage
especially for critical
illnesses and chronic
conditions that
require long-term
care.

CBHI schemes
provide limited
financial protection,
with low premium
rates. Given their
non-profit status they
are often provided on
a subsidised basis by
public commercial

Insurers.

Achievements and challenges

Challenges

Out of the five stand-alone health insurers,
studied by CAG, only one reported net profit
while others incurred losses.

Challenges

Pool of people insured is not big, benefit
package is not comprehensive.

Financing

Policyholders’

monthly premiums

fund commercial
policies.

Over Rs 20,001
crore premium

underwritten (as of

2022)

There are different

financing models
of community-
based schemes in
India.

In some, members

of self-help

groups (SHG) pay

enrolment fees
and/or nominal
premiums.

A Report on Voluntary Health Insurance in India:
A Bridge Towards Universal Coverage?

Benefit package

Benefit packages vary
according to plan and

coverage. Covers most
chronic conditions that
require hospitalisation but
might not cover pre-existing

conditions.

Package will vary as

negotiated by the NGOs

managing the scheme.

Regulating
body
IRDAI

Usually self-
regulated.

IRDAT’s
microinsurance
regulations
allows NGOs,
SHGs, MFIs,
and cooperative
societies to
distribute
microinsurance
products as
agents of
commercial
insurers
(IRDALI, 2015).

However,
IRDAT’s report
observes that
the share of
microinsurance
business
distributed in
this manner

to the total
insurance
business
continues

to remain
extremely low.
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3.3 Depth of coverage and benefits under
health insurance in India

As shown in Tables 5 and 6, benefit packages mostly
centre around inpatient services, but vary across
schemes. The three mandatory social insurance
schemes—the ESIS, CGHS, and ECHS that cover
about 140 million people (with the former covering
130 million)-managed by the respective ministries
are more comprehensive than the government-spon-
sored PMJAY and state health insurance schemes.
The three schemes provide curative services, both
outpatient and inpatient, and have their own network
of health centres and hospitals, as well as private sec-
tor diagnostic centres and hospitals empanelled for
provision of services. Among the three, the CGHS
and ECHS seem more comprehensive with lower
co-payments by patients, while those insured under
the ESIS appear to make more co-payments. The
CGHS and ECHS are also inefficient and inequita-
ble in terms of costs, thus keeping expenditure very
high. The number of people covered are low, while
the total pool of funds is higher than that of any other
insurance scheme. The ESIS, however, has much less
funding but covers a greater number of people. The
CGHS, which has a coverage of only 4.2 million, has a
funding Rs 4640 crore (Table 4). The share of pooled
revenue in government-sponsored insurance schemes
for the poor—like the PMJAY and state insurance
schemes—is very low compared to the sheer number
of lives they attempt to cover, whereas individual and
group VHI schemes have a higher amount of premi-
ums for lesser number of lives covered, as discussed in
the previous section. The financing is clearly regres-
sive, raising concerns about the financial protection
of the poor and equitable resource distribution across
income levels. These get further exacerbated by weak
regulation, as discussed in the next section.

Government-sponsored insurance schemes vary at
the state-level. There have been innovations in states
to broaden the coverage beyond the BPL category,
to the informal sector as well. States like Karnataka,
Andhra Pradesh, Kerala, Goa, Maharashtra, Punjab,
Madhya Pradesh and Chhattisgarh have attempted to
extend coverage to some section of the population in
the unorganised sector who might not be BPL but are
from a low-income category in the informal sector
(Kumar & Sarwal, 2021). Several state governments,
like those of Meghalaya, Odisha, West Bengal, Tamil
Nadu, Karnataka, Gujarat and more recently Ker-
ala, have attempted to implement universal health
insurance schemes, but their coverage varies. Due to
this immense variation, no recent evaluations of the
success of these schemes have been conducted. Most
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of the schemes focus on inpatient services requiring
hospitalisation. Poorer states like Bihar, Jharkhand,
Rajasthan, and Assam have limited their schemes
to the BPL population under the PMJAY, and have
not yet attempted to expand their scope to the pop-
ulation above the poverty line (APL). Covering the
“missing middle” has been a challenge in most states.
For instance, in Andhra Pradesh, the Arogya Raksha
Health Scheme attempted to cover hospitalisation
expenses up to Rs 2 lakh per individual for 3.2 mil-
lion APL families each year, with an annual premium
of Rs 1,200 per person for those not covered by any
other scheme. If the individual wished to cover their
family (including spouse, parents and two children),
then the premium amounted to Rs 7,200. This was
a voluntary scheme that had very few takers due to
the high premiums, and was unable to retain the few
individuals who enrolled (Mannuru, 2019).

Within India’s commercial VHI, two main types of
plans are offered: indemnity plans and fixed-benefit
plans. Indemnity plans provide coverage for hospi-
talisation expenses up to the maximum sum assured.
In fixed benefit plans, the policyholder is compen-
sated for a lumpsum amount upon detection of the
illness (Dubey, 2021). India’s health insurance mar-
ket is dominated by hospitalisation-based indemnity
polices. The market is further segmented based on
coverage type, age group, duration, and so on. Most
health insurance businesses set their own parameters
for evaluation and underwriting, based on which
they fix the quotation rate.

Recently, the Indian health insurance business has
seen a flurry of pro-consumer product innovation.
Several health insurance companies are now offering
cashless outpatient treatment, and covering preven-
tive care services, which is rare. In 2016, the IRDAI
released a “Guideline on wellness features/bene-
fits,” which governed the provision of wellness and
preventive health services under health insurance
policies. The guidelines incentivised policyholders
to inculcate preventive and wellness habits in their
lifestyles, in order to receive additional benefits from
their health insurance policies (Jenkins et al, 2020).

However, outpatient and preventive care are still not
part of basic health insurance coverage. Most compa-
nies extend outpatient cover under a cashless scheme
by payment of some additional premiums or only as
discounts on outpatient treatments (Gambhir et al,
2019). Experts argue that claim management would
become more difficult if outpatient care was covered
fully, since doctor visits are more frequent than hos-
pitalisations. Further, issues like fraud pertaining to



billing and uniformity in outpatient services for claim
assessment and payment are additional impediments
in standardising outpatient cover in health insurance
policies (Gambhir et al 2019).

Group health insurance offers more coverage, extra
benefits, and lower premiums compared to individ-
ual plans. However, individual health insurance com-
panies have distinguished themselves in the market
by incorporating innovative products, flexible benefit
plans, specific disease plans, newer health technolo-
gies and simplified operational processes (Kulkarni,
2018; Nayak et al, 2019; 2022). However, public sector
health insurance plans are often preferred for their
greater long-term stability and dependability, despite
often lagging behind private group and standalone
health insurance in terms of adopting and offering
innovative or newer products.

3.4 Regulatory frameworks for health
insurance in India: Gaps and challenges

If India pursues expanding health insurance, espe-
cially VHI, it must minimise market failures and
establish robust regulatory frameworks. Regulation
of health insurance in India has been the weakest link
in the health insurance ecosystem and its governance.

Regulatory intervention in health insurance is based
on the rationale of mitigating the adverse impact
of its specific market failures, namely, information
asymmetry, moral hazard, and adverse selection.
Regulations are generally of two types: economic and
social. The former is concerned with the regulation
of competition and monopolies, while the latter is
directed towards promoting the social objectives of
fairness, redistribution and equity in health services
(De Wolf & Toebes, 2016). Regulatory measures must
balance economic efficiency in the insurance market
with equity, affordability, and access.

The scope of health insurance regulation depends
on the role of VHI in the market (as a primary or
alternative financing source) and its autonomy in
health financing. Experiences emerging from various
countries suggest that VHI is not the means to achieve
UHG, rather it serves as an auxiliary instrument. The
economic regulations are given below.
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Institutional and procedural elements of
insurance regulation

Institutional and procedural elements of regulation
are constituted by regulatory bodies to control and
monitor the activities of insurance actors and alter
their conduct. A few countries have created an alto-
gether standalone, or independent health insurance
agency. For instance, in Chile, the Superintendence
of Health supervises and regulates private and pub-
lic insurers (the National Health Fund), as well as
public and private health providers. While Mexico’s
Ministry of Health promulgates regulations, the gov-
ernment has constituted a bifurcated oversight sys-
tem that breaks down the supervisory and regulatory
responsibilities into two components. The National
Insurance and Surety Commission, which supervises
Mexican insurance providers, regulates the health
insurance entities. The Secretariat of Health super-
vises the services and products offered by these health
insurance entities and monitors their compliance
with health standards (Brunner et al, 2012). Similarly,
China, Thailand and Indonesia have established a
single autonomous government agency that monitors
and regulates multiple health insurance schemes and
acts as the purchaser of medical services.

In India, the IRDALI is responsible for the general
oversight and supervision of the insurance sector,
of which the health insurance segment is also a part.
However, there is a growing case for creating a sep-
arate vertical for health insurance. The rationale
behind this is that health insurance is an area of spe-
cialised expertise and complex operations, requiring
knowledge of clinical management and health care
operations. This was echoed by an expert committee
on health insurance in 2015, which stated:

‘A focused regulatory oversight and control is
necessary as health insurance business is being
carried out by all insurers—life, non-life, and
standalone health insurers. The Committee
suggests that the Authority consider forming
an exclusive vertical or department for Health
insurance and bring all Health insurance
issues — Life, Non-life Insurance, and Health
Insurance companies. Only then a level playing
field and a consistent approach to regulatory
aspects for the development of health insurance
can be facilitated.” (Bhaskaran, 2021)
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Here too, there are fragmented actors monitoring and
regulating individual schemes- the National Health
Authority for the PMJAY, and the ministries of health
and labour for the CGHS and ESIS respectively.

Licensing and reporting requirements

Health insurance regulations should also ensure that
only appropriate players or insurance institutions
get involved in the sector. Licensing and reporting
requirements are necessary to protect consumers’
interests, and are generally used to determine who
is allowed to engage in private insurance operations.
Through licensing, insurance regulatory bodies
gather information on institutions’ financial sound-
ness and management competencies. This includes
information on adequate start-up capital of a finan-
cial institution, whether it has an appropriate risk
management system in place, presence of appropri-
ate reporting and governance structure, and appro-
priate control systems, including actuaries, auditors,
etc, and financial information like solvency ratio,
loss ratio, profitability, etc. (Brunner et al, 2012).
Some countries also have additional health insur-
ance-specific requirements as well. For instance, in
Ghana, health insurers are required to submit “the
proposed health providers and facilities, the health
insurance benefits available under the scheme, and
the proposed minimum premium contributions”
(Brunner et al 2012).

A key reason for low health insurance penetration
in India is the minimum capital requirement of Rs
100 crore, which is very high compared to global
standards. This requirement does not leave room for
the entry of multiple players into the market, such as
micro health insurance companies (Business Stan-
dard, 2022). Off late, the IRDAI has sought to reduce
the minimum capital requirement norms, especially
for standalone health insurance companies (Sinha,
2015).

Regulation of premiums

Premium standard regulation involves assessing
whether premiums are fair, non-discriminatory, and
that the way they are set does not violate any legal
standards. Some countries like Australia, Germany,
and Ireland require insurance companies to disclose
information on the premium level. Some US states
also require insurers to file information on premiums
for prior approval (Brunner et al, 2012).
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In India, the price of individual health insurance
is based on age-band pricing, that is, policyhold-
ers belonging to the 26-30 or so age group pay an
identical premium amount. As they move from one
age band to another, the premium amount increases
substantially (Bhaskaran, 2021). This causes insur-
ance companies to revise the premium amount in
blocks of two to four years. The spike in the premium
amount is further compounded by high medical
inflation. According to a paper by the actuarial and
consultancy firm Milliman, medical inflation along
with age-band pricing can inflate premium amounts
by 50% on renewal (Aggarwal & Buckle, 2020).

Often, retail health insurers engage in the practice of
predatory pricing, wherein the premiums are initially
kept low to attract more policyholders. However, age-
band pricing forces them to increase the premium
amount sharply. This may lead to selective termi-
nation, where young and healthy policyholders opt
out of the scheme, while the less healthy continue. To
address instances of predatory pricing, the IRDAL in
its 2013 regulations on health insurance, mandated a
lock-in period for premium prices for the first three
years of a new policy’s launch, with an annual revi-
sion permitted thereafter (Business Standard, 2016).
However, this regulation has not been an effective
long-term measure because as claims pick up even-
tually, insurers are forced to induce price-corrective
measures. Some insurers also try to conceal huge pre-
mium hikes through relaunches, wherein they with-
draw an existing product and, in its place, launch a
new one equipped with additional benefits but with
the premium price revised. This causes existing cus-
tomers to either opt out of the policy or continue
with the existing product (Bhaskaran, 2021).

Currently, the IRDAI lacks effective regulatory mea-
sures to combat such prohibitive pricing tactics that
compel vulnerable and old people to opt out of health
insurance coverage. In 2015, a health insurance com-
mittee was set up to examine the health insurance
framework, and recommended that “premium hikes
be pegged to an inflation benchmark with Consumer
Price Index plus 3% being the cap. This would allow
for an automatic increase in premiums to take care of
medical inflation year on year. Anything beyond this
would require IRDAI approval” (Bhaskaran, 2021).
However, this recommendation was not imple-
mented. Further, this also suggests that the IRDAI
lacks an appropriate data-gathering mechanism to
capture more accurate pricing of health insurance



policies. The committee also suggested that the
IRDAI implement an entry-based pricing, where risk
is assessed at the age of entry into the risk pool. This
would incentivise younger population to join the risk
pool. However, this practice has not yet been adopted
due to the dearth of data with the insurers (Bhas-
karan, 2021).

Administrative management and commission
expenses in commercial VHI

Aside from claim payment, the administrative man-
agement costs and commission costs are other key
expense areas for insurance companies. Adminis-
trative expenses include costs related to “salaries,
training, buildings, equipment, IT soft and hardware,
maintenance, utility charges and other operational
costs (e.g., paper, printing material)” (WHO, 2010b).
Another way of classifying administrative expenses is
to group them as “transaction-related costs (premium
collection, claims to process), benefits management
(plan design, quality assurance, performance assess-
ments), selling/marketing costs (underwriting, adver-
tising, sales commissions), and regulatory/compliance
costs (taxes, reserve requirements)” (WHO, 2010b).

While commercial health insurance companies
employ various cost-containment mechanisms,
potential cost savings through efficient management
of administrative costs are often overlooked. High
administrative costs are indicators of inefficiencies
in the insurance business. They indicate that a large
portion of the premiums collected goes into adminis-
trative expenses rather than the pool to settle claims,
which is the core functionality of insurance; this
often results in higher premiums than necessary.
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Another key source of expenditure for insurance
companies is commission expenses for agents. Com-
mission expenses refer to the fees, as a percentage
of the premium, that an insurance company pays to
an insurance agent or broker in exchange for selling
insurance policies. Commission fees are part of the
insurance companies’ distribution costs, which are
expenses that a company incurs on the marketing
and sale of its products or services. Commission costs
in the health insurance sector are generally very high
in India, and can go up to 40% of the premiums col-
lected. These are recurring costs incurred annually
and places huge pressure on health insurance pricing.
Therefore, administrative management and commis-
sion expenses together with claim incurred expenses
that are more than the net health insurance premium
earned, lead to underwriting losses for health insur-
ance companies.

An underwriting loss for an insurance company
indicates losses incurred on claim payouts and
other accounted expenses (ET Bureau, 2021). It is
calculated as follows: “Underwriting profit/loss =
net premium earned - (claim settled + commission
and management expenses incurred)” (Dutta, 2020).
Incessant underwriting losses are detrimental to an
insurance company’s sustainability. Figure 11 indi-
cates that India’s commercial health insurance sector
has witnessed a consistent rise in premiums col-
lected over the years. However, expenses on claims
payments, as well as commission and management
expenses have also grown equally, resulting in under-
writing the losses that the health insurance sector is
consistently incurring (Dutta, 2020). This makes the
system inefficient.
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Figure 11: Performance of the commercial health insurance sector in India (2006 - 2019)
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As a means to bring down the cost of insurance and
make insurance products more affordable to cus-
tomers, the IRDAI has proposed regulations on the
expense of management (EoM) and commission.
The regulator has proposed a limit of “30% of gross
written premium in that financial year as EoM limit
for general insurers and 35% in case of standalone
health insurers” (Panda, 2022). However, even this is
considered high, according to some experts.

Product development and benefit standards

Regulatory interventions are necessary to ensure
transparency and thereby facilitate “informed choices,
effective price competition, and the efficient allocation
of resources (ill-informed markets do not generally pro-
duce optimal outcomes)” (Brunner et al, 2012).

For insurance policies, this translates into a question
of whether regulations should design benefit packages
or mandate the inclusion of certain benefits. Alterna-
tively, regulations can also require a standardisation of
benefit packages, in order to ensure easy comparisons
and reduce insurance companies’ ability to risk-select.
Further, defining the scope of the benefits package
helps attract low-risk populations as well as discour-
age enrolment of high-risk individuals, by excluding
certain services. For instance, South Africa requires
insurance companies to offer a minimum benefits
package, covering a comprehensive range of diag-
nostics and treatment services, including treatment
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of HIV /AIDS, but has limitations on some interven-
tions like chemotherapy (Brunner et al, 2012). Like-
wise, many US states also mandate all policies to offer
one of several standardised benefit packages.

In the IRDATSs early years, regulation of health insur-
ance products saw few reforms, and health insurance
was provided largely in the form of group insurance.
In 2004, the first retail health insurance indemnity
product was approved by the IRDAI. However, it
did not differ much from the standard government
policies. This was due to the absence of a robust
regulatory ecosystem for health care. According to
Bhaskaran (2021), “hospitals were unregulated, there
were no coding standards or protocols in place. Data
was [not] readily available to effectively underwrite
policies.” More focus was also placed on other lines of
insurance such as fire, marine, and motor insurance,
as these were tariffed and prices were dictated by the
regulator, making these portfolios more profitable
(Bhaskaran, 2021).

In 2013, the IRDAI developed the first set of guide-
lines on health insurance, introducing the standardi-
sation of health insurance terms, and notable changes
such as “making lifetime renewability of health insur-
ance compulsory, making entry age compulsory till
65 years and also prohibiting claims-based individual
loading” (Bhaskaran, 2021). With basic standardi-
sation rules in place, the health insurance segment
witnessed a growth in the proliferation of standalone
health insurers, with greater customisation of policies.



Health insurance policies began to include additional
features like maternity coverage, coverage of interna-
tional hospitalisation, and so on. However, many of
the recent reforms in health insurance products were
the result of external factors, by way of court inter-
ventions, customer complaints, and reforms in public
health financing schemes. For instance, the compre-
hensive coverage provided by the PMJAY along with
the 2018 Delhi high court judgment on the removal
of ambiguities surrounding exclusions in insurance,
nudged the IRDAI to constitute a working group to
look at exclusions in health insurance. The result was
the 2020 IRDAI guidelines on rationalisation and
standardisation of general terms and clauses in health
insurance policies. The guidelines stating that stan-
dard individual health insurance provided by health
insurance companies should cater to the basic health
needs of its customers, providing coverage rang-
ing from a minimum 1 lakh up to a maximum sum
insured of Rs 5 lakh. This product was to be named as
Arogya Sanjeevani Policy (IRDAI, 2020). This product
was to be named as Arogya Sanjeevani Policy (IRDAI,
2020). However, the policy contains exclusions akin to
those of a retail indemnity health insurance product.
Further, it also allows insurers to include sub-limits
on room rents and co-payment clauses, in order to
control pricing and keep a check on adverse selection.
According to insurance experts, given the medical
inflation, a minimum insurance sum of Rs 10 lakh has
become necessary (Bhaskaran, 2021).

Disclosures, consumer complaints,
and appeals

Disclosures in the insurance sector are necessary to
promote consumer awareness of risks, quality, and
relative prices of health insurance policies. In most
countries with VHI, insurers are required to comply
with disclosure requirements, and in some cases,
governments also distribute health insurance infor-
mation, such as specific information on a benefits
package, premium rates, consumer rights, etc.

The IRDAI publishes annual reports, along with
the handbook of statistics that carries industry data
including the health portfolio. Further, it displays
consumer-centric information like salient features
and exclusions. However, there is scope to further
segment and standardise the manner in which
insurers share data. For instance, health insurance
data is currently not segregated based on age bands.
Likewise, current data on claims settlements looks at
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the percentage of claims settled, and not the amounts
involved (Bhaskaran, 2021).

The consumer complaint rate is often used as a met-
ric to measure the quality of products and services
offered under any health insurance scheme. While
India has one of the highest complaint rates, this is
in comparison to high-income countries where the
insurance market has matured (Malhotra et al, 2018).
Consumer complaints on health insurance are often
due to the rejection of legitimate claims; of the 4,890
total complaints handled by the insurance ombuds-
man in 2021-22, the majority related to health
insurance claim rejections (Kulkarni, 2022). Weak
regulations governing claims and consumer griev-
ances are a common cause of high consumer com-
plaint. For instance, the current IRDAI regulations
on claim settlement only stipulate the period within
which health insurance claims are to be settled and
the manner in which documents are to be submitted
(Malhotra et al, 2018).

Furthermore, consumers tend to lack information
about the insurance policy. Companies often do not
share complete policy documents with the consumer,
often leaving out crucial information from the pol-
icy document. For instance, the FY 2019-20 annual
reports of the insurance ombudsman indicate that
unclear terms and conditions under health insurance
policies give rise to complaints (Bhaskaran, 2021).
To ensure that the health insurance sector is more
customer-friendly and reduce the occurrence of ille-
gitimate claim rejections, the IRDATI 2020 guidelines
prohibit health insurance companies from rejecting
claims if the policy has been renewed for eight years
continuously. Further, insurance companies cannot
reject claims based on non-disclosure or misrepre-
sentation (Saxena, 2022). Dispute resolution is also
a lengthy process due to a lack of insurance ombuds-
men to facilitate the quick disposal of consumer
grievances. There are only 17 ombudsman offices
across India with weak powers. Major insurance
companies can exercise much influence on the dis-
pute resolution process, and often overlook or ignore
the ombudsmen’s judgments (IRDAI, 2022).

Hospital and provider payment regulation

Some would argue that hospital and provider-
payment regulations do not fall within the ambit of
health insurance regulation. However, regulation of
hospitals, doctors and provider payments has proven
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to be the biggest impediment in this regard. Passive
insurance arrangements with hospitals contribute
towards substantial cost escalation. Patients and
health insurance companies have often complained
about instances of overcharging by hospitals.
Provider-charging practices also impact the amount
offered through insurance. Studies have indicated
that insurance can lead to an increase in payment
when providers charge or raise their prices (Gertler
& Solon, 2002).

Many developed countries have policies and reg-
ulations in place to govern provider fees, payment
amounts, and care delivery. For instance, the Nether-
lands has constituted a single provider network that
serves both public and privately funded citizens. Pri-
vate providers are mandated to negotiate fee sched-
ules set by the government (Gress et al, 2002). In
several US states, under managed care plans, insur-
ance companies selectively contract with providers,
requiring the latter to bill the insurance companies
rather than patients. These managed care contracts
with providers stipulate the provider fees, billing
requirements, and timeliness of billing, thus reduces
financial uncertainty (Sekhri & Savedoft, 2006).

The IRDAI has been motivated to intervene in
private hospital regulation to address issues such as
price inflation and unnecessary treatments. In 2022,
it issued a new order that mandated health insurance
and general insurance companies to access a national
list of doctors being developed under the aegis of the
National Digital Health Mission. This allows health
insurers to deal with doctors directly to settle claims,
and also leverages the health professional registry to
build the network of doctors providing outpatient
and other services (Bhattacharjee, 2022). The IRDAI
has also empowered insurance companies, through
its advisory to the Board of Insurers, to consider the
minimum resources and infrastructure benchmark
criteria before empanelling network hospitals.

However, private and public insurance companies
have established their practices to develop standard-
isation of treatment protocols, based on various cat-
egories of health conditions. This enables them to
decide a standard negotiated cost for packages based
on health conditions. The medical care provided
is usually documented and audited by third-party
administrators (TPA) who determine the amount to
be provided by the insurer and OOPE to be borne
by the user. These agencies also attempt to negoti-
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ate and reduce the reimbursements to hospitals, and
have thus often been criticised by the hospitals as well
(Bhasin, 2015; Hunter et al, 2022).

Social regulations are essential to ensure that the
overall policy objectives of equity, affordability, and
access to health services are met. In the retail health
insurance sector, insurers often engage in the medical
underwriting process, which examines a policyhold-
er’s health and claim history before accepting, and
adjusting the premium decisions according to this
information. Such screening procedures are essen-
tial to combat market failures arising from adverse
selection. To promote insurance coverage, especially
among those with a higher risk than average, coun-
tries use various mechanisms to maximise access
to VHL

Equivalence of Premiums and Risks

Competitive markets tend to equalise the premium
amount and an insurer’s expected costs for each
insurance contract. Equivalence of premiums and
risks means that “the insurer’s expected costs of a health
insurance contract are equal to the expected medical
claims plus the loading fee, which covers the expected
costs of matters such as the administration of contracts
and claims, health care purchasing, building up
solvency reserves and a compensation for risk-bearing”
(van de Ven et al, 2023). An insurer generally uses the
following strategies to equalise the premium amount
and expected costs for each contract:

Risk Rating: Under the risk rating mechanism, pre-
miums are differentiated by adjusting the premium
per insurance product, that is, different premiums for
the same insurance product. Risk rating could lead
to wide variations in the premium amount for dif-
ferent individuals, as their expected health costs also
vary tremendously. For instance, in adjusting risks
for age, the highest premium amount would be sub-
stantially high. This may result in healthier custom-
ers opting out of buying health insurance, as the cost
will be higher than the potential benefit, while sick
or vulnerable individuals may still continue to buy
insurance, leading to higher levels of risk in the pool.
Community-rated risk is redistributive and tends to
promote equity among individuals with higher and
lower health risks, but may further exacerbate this
problem, leading to greater adverse selection (Sekhri
& Savedoff, 2006; Preker et al, 2013; van de Ven et
al, 2023).



Risk segmentation and Risk selection: These are the
other two strategies to equalise the premium amount
and expected costs. In risk segmentation, insurance
products are adjusted based on their coverage and
benefits package to attract individuals from differ-
ent risk groups, with different premium amounts
accordingly. Risk selection involves adjusting risks to
the premium amount of a given product by excluding
pre-existing conditions from coverage. Risk selection
is undesirable as it incentivises the insurers to prefer
lower-risk consumers, while risk segmentation may
lead to further segregation in the market, with high
and low-risk consumers choosing different health
insurance products with different premiums (van de
Ven et al, 2023).

Mitigation strategies

As a result of the risk rating, risk segmentation and
risk selection strategies, coverage in the competitive
health insurance market may become unaffordable,
defeating the goal of accessibility. Hence, countries
have adopted various strategies to mitigate risk,
namely, risk equalisation measures and late-joiner
penalties (Brunner et al, 2012). Under the risk equali-
sation mechanism, “insurers with higher-risk profiles
receive a transfer of funds from insurers with low-
er-risk profiles” (Brunner et al, 2012). The equalisa-
tion method is based on certain characteristics of the
population, namely, age, gender, health status, and
community. This type of mechanism is found in many
developed countries with private insurance markets,
such as Germany, Ireland, Australia, Netherlands,
and the US. Some countries allow higher premiums
to be charged as penalties to individuals who delay
purchasing health insurance until they are sick. For
instance, in Australia, a lifetime community rating
plan was introduced, wherein those above 30 years
of age were mandated to pay a premium amount over
the base rate, for each year that they remained unin-
sured (Colombo & Tapay , 2003).

Subsidisation

Subsidising health insurance premiums can have
complex economic and fiscal implications, both neg-
ative and positive. Depending upon the objectives
and prevailing socioeconomic circumstances, subsi-
dised health insurance coverage may reduce the risk
of poor patients accruing substantial OOPE. Intro-
ducing health insurance subsidies can also reduce the
impact of adverse selection, as it increases the pool of
insured individuals. Subsidised VHI can also create
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a positive fiscal externality, as it reduces the burden
on the public health system and other public health
resources. It may benefit health care providers too, as
with increased coverage, medical spending also rises,
leading to an increase in revenue (Kaiser Foundation,
2020). Further, subsidised health insurance can help
the government offset the cost of providing medical
care to uninsured persons. (Blavin, 2017). Several
studies have suggested that subsidising premiums
for a specific population, such as informal workers,
has effectively reduced expected costs and increased
enrolment (Asuming, Hyuncheol, & Armand, 2020;
Banerjee et al 2021; Levin, Polimeni, & Ramage,
2016; Thornton et al, 2010). It also induces a positive
behavioural response towards future enrolment deci-
sions (J-PAL 2021).

However, an inefficiency arising from the provision
of subsidised health insurance is the risk of increased
moral hazard. The insured population may purchase
excessive health care because they do not have to bear
the full cost. The excessive demand for healthcare
due to moral hazard can further increase healthcare
prices, leading to high government expenditure. To
counter this, the government limits reimbursements
to health care providers or allocates care directly.
Health care providers could respond by engaging in
creative accounting strategies and other non-produc-
tive behaviour to raise revenues (Miron, 2017).

Hence, a health insurance subsidy policy can become
more expensive, although its positive externalities are
significant. As such, interventions in the form of well-
designed and implemented cost control measures,
such as limited benefits package, insurance with fixed
parameters, and healthcare facilities with fixed fees
are required, along with mechanisms to detect and
prevent fraud and leakages.

4. Conclusions: Proposed pathways
towards UHC

Over the last two decades, there have been several
debates on the provision of UHC in India. These
debates have, as in the global context, ranged from
universal access through general taxation to univer-
sal coverage through insurance schemes, with a focus
on finding ways to include the informal workforce in
LMICs, which constitutes the “missing middle”

As seen in the preceding sections on health financing
in India, it is marked by severe fragmentation, lead-
ing to inefficiencies and inequities in access to health
services. Fragmentation is seen in terms of: sources of
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revenue generation and risk pools; provisioning, with
immense variation in quality of services and; the pres-
ence of multiple actors and institutions that results in
fragmentation in governance. Fragmentation affects
continuity in care, and has created an iniquitous sys-
tem. India has notionally a three-tier public health
service system that should be available and accessi-
ble to the entire population for free. However, given
the continuous low government investment in health
over the decades, the public health service systems
lack infrastructure, resources (financial and human)
to serve the entire population, and is not always free
at the point of delivery. The upper-income quintiles
have opted out of the public sector. However, a large
proportion of the population without the means to
purchase private healthcare are still dependent on the
public health service system, but are driven to spend
on private health services in the absence of adequate
public health facilities in their vicinity. This has
clearly created a two-tier system of delivery, which is
inequitable. Given that OOPE has been high for sev-
eral decades and is gradually lowering, insurance, as a
demand-side health financing mechanism, is seen as
a dominant form of revenue generation and also pro-
vides financial protection against catastrophic health
expenditure. However, one needs to rethink the design
of existing health insurance schemes, especially in the
context of UHC, with a shift towards greater equity
through better financial protection, and increase in
breadth and depth of coverage.

As seen in the preceding sections, health financing in
India is highly fragmented, resulting in inefficiencies
and inequitable access to health services. It can be
classified as follows:

i. Centre- and state-run social insurance schemes
for formal sector employees in government,
and low-income workers in formal employment
(Compulsory and contributory- CGHS, ESIS,
ECHS, and for state government employees). This
covers 10% of the population;

ii. Centre- and state-sponsored targeted insurance
schemes for those below the poverty line, and in
some cases, those above the poverty line or near-
poor, to accommodate proportion of the “missing
middle” (Mandatory - PMJAY and other state
health insurance schemes). This should cover over
40% of the population but as of now covers 21%;

iii. Employer-managed group health insurance for
private sector employees/PSUs by public or private
commercial insurers (could be mandated but in
essence voluntary).” This covers 11% of the popu-
lation;

iv. Public and private sector insurance companies
providing commercial health insurance schemes
for individuals (voluntary), covering around 4%
of the population;

v. Community/co-operative-based health financing
scheme by non-profits/SHGs/micro-credit groups
for the vulnerable population in informal labour
(voluntary); coverage is negligible.

36% of the population but with varying depth of cov-
erage. This means if we include (i), almost 46% of the
population is covered by some form of health insur-
ance. Some overlaps and exclusions are to be expected,
as some people with formal insurance might also opt
for VHI as a supplement, but such cases would be few.
State insurance schemes administered by trust mod-
els are not covered in any of the databases, therefore,
percentage covered under that do not figure here. We
can say that VHI contributes to coverage of a small
proportion of the population (includes those covered
by individual and group insurance). There is huge
variation in the depth of coverage, which is mostly
shallow, but more so for the government-sponsored
schemes. This brings forth the inequities in the insur-
ance schemes that favour people in higher-income
groups. There are also inefficiencies in the system,
which have raised the cost of health care and have
kept OOPE high. Figure 12 attempts to bring out the
complexity of the structure of the insurance landscape
in India and the multiple actors involved.

4.1 VHI as a component and interim
measure towards UHC

Given the governments low commitment towards
health spending over the past decades, we contend
that this trend will persist, albeit with marginal
increases. Until there is a substantial increase in
government spending on healthIndia may need
to explore the possibility of expanding VHI and
making it more accessible to its population. In its

7 Employee-based group insurance schemes could be mandated by the employer, but participation of the informal workforce will remain
voluntary, because of their impermanence and contract-based employment, and once leave employment, they are no longer covered

under any scheme.
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present form, VHI operates on a commercial basis,
primarily catering those who can afford to purchase
expensive policies, while excluding individuals who
are deemed high risk due to factors like age or pre
- existing illnesses. In this regard, the government
could facilitate the expansion of VHI by making it
more accessible to the “missing middle”. However,
this would require a strong regulatory intervention
to address inherent market failures.

Broadly, three major types of insurance can provide
universal coverage to the population:

i. Insurance for the formal and organised sector
(mandatory - private and public; and contributory
between employee and employer) which is already
available to the population, but is fragmented and
needs to be strengthened and made more cost-ef-
ficient and equitable.

ii. Coverage of the missing middle, which includes
VHI (voluntary - contributory but in a progressive
way based on income rating). This insurance
would cover individuals across income-groups, as
well as those who leave formal employment.

iii. Insurance for the people below the poverty line
who are being covered by the PMJAY and other
state health insurance programmes (mandatory-
government-sponsored and non-contributory).

It is assumed that formal sector employees receive
adequate coverage through social health insurance
supplemented by VHI. However, the informal sector,
including the poor, needs more comprehensive cov-
erage in terms of outpatient and inpatient services.
As such, the pool needs to be larger in order to be
successful, and requires merging of the different
voluntary insurance schemes so that some extent of
cross-subsidisation is possible.

Earlier insurance schemes by the government—espe-
cially the RSBY, and more presently, the PMJAY—
indicate that there is poor awareness of the concept of
insurance among the people. Sensitising the popula-
tion of the same, along with door-to-door campaigns
are important in raising awareness. There is a need to
strategically increase demand and ensure that more
people avail the benefits of insurance schemes. This
can be done by increasing the depth of services and
including outpatient services in the scheme, along
with inpatient services, and also subsidise premiums
for those above poverty line based on income. The
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government needs to be more proactive in creating
awareness, increasing enrolment, regulating provid-
ers, and administration of the scheme.

Correct enrolment also would mean effective means
testing. Many eligible households have still not
enrolled in the PMJAY due to the lack of community
outreach, and hence, low awareness. As of now the
PMJAY covers the BPL population, based on the
2011 socio-economic and caste census (SECC),
which is outdated; there needs to be a new census
update. Government subsidies could be progressive,
that is, provision of a 100% subsidies to the poor and
none to those from the top income quintile group.
The subsidies for the groups in between can vary
according to their income levels. A recent study by
Mor and Shukla (2023) in the Lancet shows immense
variation in per capita expenditure on health by
states. Bihar spends Rs 556 per capita (per annum),
while for Arunachal Pradesh this figure is Rs 9,450.
Yet, neither provide UHC, revealing not only gross
inequities but also gross inefficiencies in health care
provision. According to their calculations, Rs 2,000
(at 2018 price) per capita is a reasonable estimate of
the amount needed to offer UHC (Mor & Shukla,
2023). The central government needs to support
states that require the funds, but the allocation of
these funds are based on the states’ epidemiological
and demographic characteristics, and hence might
differ. Funds for the informal sector (poor, near-poor,
and non-poor) could be pooled at the state-level,
along with central and state subsidies. Those wishing
to enroll could pay premiums voluntarily, but need to
be well-informed about government subsidies as well.
Adverse selection could be minimised by targeting
coverage of a larger population.

While those with the means to afford a private insur-
ance premium can purchase it as supplementary
insurance, the government needs to make public vol-
untary insurance accessible to all, and gradually move
towards providing comprehensive services. The ini-
tial step should be towards universal coverage, even if
the package of services is shallow. Then, the depth of
services will need to be gradually expanded to cover
outpatient services as well, which will require some
restructuring of the supply-side. The focus should be
on minimising adverse selection by providing those
are yet to be covered by any scheme with more access
to voluntary insurance. As such, VHI could be seen
as an interim measure in the progress towards UHC.



4.2 Governance and regulation of insurance
schemes: Institutional reforms

The preceding section provides a detailed account of
the gaps and challenges in the regulatory mechanisms
of health insurance. These need to be addressed in
the context of a publicly regulated system managing
all schemes.

Regulations and authorities: As seen earlier, India’s
health insurance landscape is heterogenous with
weak regulation, and beneficiaries do not seem to
have much agency due to asymmetry of informa-
tion. Weak regulation, especially when private-sector
providers are involved, leads to overdiagnosis and
unnecessary procedures, for instance, the increase in
number of caesarean sections and hysterectomies—
many of which are avoidable. A positive association
was seen between these procedures and insurance
coverage, as well as private sector delivery. (Singh
& Govil, 2021; Ghosh, 2021). At the consumer-end,
adverse selection and moral hazard were identified
as two risks that can cause insurance to run into
deficits. To improve access to and expand VHI,
addressing market failures, regulations of insurance
companies and private providers will be critical.
In India, private providers could be brought under
the purview of UHC through insurance, given their
large presence. The government could purchase
services by introducing reforms in payment mech-
anisms, standardised pricing and protocols of treat-
ment. To achieve this, rigorous systems need to be
in place, including: standardised clinical protocols,
standardised pricing across insurance schemes and
standardised regulatory mechanisms. Strategic pur-
chasing of services by the government from public
and private providers also needs to be considered.

Establishing and operationalising regulatory frame-
works under government stewardship must be a
pre-requisite and necessary condition for expand-
ing VHI. The regulatory challenges discussed in the
preceding section provide much food for thought.
Voluntary health insurance faces challenges of weak
regulations, especially in LMICs. It does not fall
under the purview of the Ministry of Health, but
rather a general insurance regulatory body, which
does not possess health-specific knowledge, and is
thus not in sync with the health sector policies and
UHC objectives, leading to fragmented financing.
The same can be seen in India, where the IRDAI is
responsible for regulating the voluntary insurance
space. A separate body, within the health ministry, to
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regulate health insurance schemes is necessary. This
role might be played by the NHA along with IRDAL
The NHA at the centre and respective state health
agencies (SHAs) or insurance companies (public
or private) at the state-level might work as the pur-
chasers of services through which the delivery sys-
tem could be regulated. The purchaser (NHA) and
provider (MOHFW) could take up two important
aspects of health service delivery—financing and
provisioning—overseeing the costs and quality of the
providers (public and accredited/empanelled private
providers).

Inits current form, IRDATI has alimited role, restricted
to standardising health insurance policies and regu-
lating entry of private insurance companies into the
market. IRDAIs capacities are not fully explored and
realised. The IRDAI could play the role of the reg-
ulatory body with a separate sub-agency overseeing
only health insurance (along with the NHA). Beyond
standardising health insurance, it could pool funds,
minimise fraud harming beneficiaries, generate/
analyse provider data for evaluation and reforms to
improve efficiency, enable experiments/innovation,
and expand coverage. Data with the IRDAI and NHA
should be made publicly accessible for evaluations, to
encourage reforms in the sector.

Overall, expanding VHI involves increasing the
demand for health insurance within a larger risk
pool. This could be achieved by making the insur-
ance premiums partially or completely subsidised
for impoverished individuals and those in the infor-
mal sector who are poor and not covered by PMJAY;
implementing income - rated contributions can allow
cross — subsidisation, and standardising benefit pack-
ages, protocols and prices through negotiation with
insurance companies and private providers. This can
ensure effective regulation of the private sector as
well. Lessons from the experiences of countries such
as Indonesia, Japan, South Korea, China, Thailand,
Chile and Mexico, provides valuable insights into
enhancing VHI, subsidising health insurance pre-
mium for non-poor informal sector workers, estab-
lishing standardised packages across income groups,
and establishing an independent insurance regula-
tory body responsible for pooling funds for the entire
population while regulating insurance companies
and health care providers.

While the various ministry insurance schemes need
to be merged eventually, this is a politically sensitive
issue. As CGHS which is the most privileged scheme
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might not want to merge with ESIS and other VHI
schemes — but there must be a push towards merg-
ing some of the insurance schemes to further equity.
Insurance schemes must be portable. No list is com-
plete as migrants tend to be excluded due to their
temporary location and eligibility reasons. At times,
they attempt to deal with these exclusions from var-
ious schemes with the help of civil society organ-
isations. Srivastava (2020) studies the vulnerable
internal migrants and portability of social security
and entitlements. He writes that most social security
programmes have their own independent methods of
determining eligibility, for instance, BPL identifica-
tion, use of census and SECC (which have not been
updated for over a decade now).

4.3 Supply-side restructuring and demand-
side budgeting

No financing can be sustainable unless the delivery
system is reformed, especially one as fragmented as
in India. While under Ayushman Bharat, the idea is
that health and wellness centres will be established
to strengthen primary level services and PMJAY
would cater to inpatient needs of patients; there is
no gatekeeping of services. The system is still arbi-
trary, leaving scope for costs and OOPE to increase,
with unnecessary hospitalisations. The government
has to gradually provide the population with free
or nominally priced outpatient services, through its
health and wellness centres spread across rural and
urban areas. Instead of supply-side financing, funds
could also be reallocated per capita from government
budget for preventive and promotive services; these
services should be provided mandatorily for all and
should also be pooled.

4.4 Summing up

This paper argues that while globally, VHI plays only
a marginal role in health financing, India has strategic
room to leverage the regulated expansion of VHI in
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order to provide interim coverage to the “missing
middle” until the health care system can transition to
truly universal coverage.

At present, India already has a health insurance cov-
erage of 46%, but this is highly fragmented across
social insurance, government schemes, employer
policies, and VHI. Despite this coverage, extreme
inequity persists, with high OOPE experienced by
the poor and underserved.

Given the current landscape, expanding regulated
VHI can serve as a pragmatic stepping stone to extend
coverage rapidly to portions of the missing middle.
However, the paper has underscored that VHI alone
cannot equitably achieve universal coverage. Market
failures like adverse selection require strong govern-
ment stewardship.

Truly universal coverage will require the government
to substantially increase public financing, consolidate
risk pools, implement strict regulation of insurers
and providers, and restructure health care delivery
with a strong emphasis on primary care.

In the interim, strategic VHI expansion can bridge
coverage gaps and reduce financial hardship for mil-
lions who are not covered by social insurance or state
schemes. However, it must be situated in the roadmap
towards mandatory universal coverage under a uni-
tied national health system. The timelines and bench-
marks on this roadmap remain unclear and require
further elaboration. Future research should include
studying this possible model of expansion of coverage,
and introduce pilots of various models in some dis-
tricts and conducting evaluations before expansion.

The complex challenges of India’s health system
require bringing together access, equity, quality, and
efficiency. Expanding VHI in the short-term and lay-
ing the foundations for integrated universal coverage
in the long-term is a balancing act India must perfect
to truly uplift the health of its population.
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