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Health Financing

• Financing is the most crucial determinants of a 
health system

• Financing for health is done through varied 
sources:

– Tax-based public sector that covers local, state and 
central government

– The private sector including the not-for-profit 
sector, organising and financing directly or 
through insurance

• The health care of their employees and target 
populations
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Health Financing
– Households through out-of-pocket expenditure, 

including user fees paid in public facilities

– Other insurance – social and community based, 

– External financing through grants and loans

• Taxation mobilizes resources from richer sections 
to finance health needs of the poor

• The poor have the greater probability of falling 
sick due to poor nutrition, unhealthy living 
conditions
– They pay disproportionately more than the rich

– Access to healthcare is dependent on the ability to 
pay
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Catastrophic Health Expenditure

• Every year, more than 150 million individuals in 44 
million households face financial catastrophe

– This is because of having to pay directly for health care

• Catastrophic health expenditure

– People sometimes have to pay fees or co-payments for 
health care

– The amount can be so high in relation to income that it 
results in “financial catastrophe”

– As per WHO, the expenditure greater than or equal to  
40% of a household’s  non-subsistence income is 
considered as catastrophic

• This means income remaining after basic needs have been met
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Catastrophic Health Expenditure

• Catastrophic expenditure needs three 
conditions to be fulfilled:

– Availability of health services requiring out-of-
pocket payments

– Low household capacity to pay

– Lack of prepayment mechanisms for risk pooling

• Prepayment refers to:

– Funds are collected through, either

• Taxes

• Insurance contributions 
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Risk-pooling

• To avoid catastrophic health expenditure, 
there are various models of health financing

• One of them is risk-pooling

– This model is beneficial because members 
needing health care will get it in an affordable and 
timely manner

• This allows financial resources to be shared between 
the healthy and the sick

• When health care is costly, risk pooling can  be an 
effective device to protect  from excessive expenditure
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Risk  and Uncertainty

• Risk

– Risk can be defined as the chance of loss  or an 
unfavorable outcome associated with an action

• Uncertainty

– Uncertainty is not knowing what will happen in 
future

– The greater the uncertainty, the greater the risk
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Health Insurance

• Health Insurance

– Healthcare insurance or health insurance is a 
contract between a policyholder, and

• a third-party payer or government program to 
reimburse the policyholder for all, or

• a portion of the cost of medically necessary treatment 
or preventive care provided

• by healthcare professionals.

– Health insurance is a method to finance 
healthcare. 
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Health Insurance

• Definition

– The ILO defines health insurance as

• “the reduction or elimination of the uncertain risk of 
loss for the individual or household by combining a 
larger number of similarly exposed individuals or 
households who are included in a common fund that 
makes good the loss caused to any one member”  (ILO, 
1996). 
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Health Insurance

• To put it more simply, in a health insurance 
programme, 

– People who have the risk of a certain event 
contribute a small amount (premium) towards a 
health insurance fund. 

– This fund is then used to treat patients who 
experience that particular event (e.g. 
hospitalisation).
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Risk Pooling

• Yet another essential is that of risk pooling. 

• There are three types of risk pooling:

– Between the sick and the healthy : 

• When a group of people contributes towards a health 
insurance fund, it is not clear who will fall sick. 

• While most will remain healthy, some will fall sick.

• However, the funds from all the contributions are used 
to finance the treatment of the sick.
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Risk Pooling

– Between the rich and the poor : 

• A group of people, who contribute towards an 
insurance fund, should ideally belong to different socio-
economic strata. 

• So the rich, by paying more, will cross-subsidise the 
poor.

– Between the active and inactive : 

• While it is usually the employed who contribute, their 
contribution should be used to finance their own 
healthcare as well as the that of the children and the 
elderly.
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• Four broad categories with some overlap.

– Social health insurance (SHI)

• Social health insurance schemes are statutory 
programmes financed mainly through wage-based 
contributions and related to level of income

– Example: CGHS, ESIS and ECHS

– Private health insurance (PHI)

• Private health insurance refers to insurance schemes 
that are financed through individual private health 
premiums, which are often voluntary, and risk rated. 
‘For-profit’ insurance companies manage the funds.

– Example: Mediclaim

Types of Health Insurance
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–Community health insurance (CHI)

• Community health insurance is “any not-for-
profit insurance scheme aimed primarily at 
the informal sector and formed on the basis 
of a collective pooling of health risks, and in 
which the members participate in its 
management.”

– Government-initiated health insurance schemes

• RSBY, Aarogyashree, etc.

Types of Health Insurance
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India’s Insurance Market

• Health insurance development in India 
remained stagnant for a long time

• Many economic functions that had been 
restricted to the public sector since 
independence were being opened to private 
sector

• The situation Changed when

– Insurance Regulatory and Development Authority 
(IRDA)  was formed in 1999.
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India’s Insurance Market

• Prior to liberalization, the insurance sector 
consisted of the government-owned: 

– Life Insurance Corporation of India that had a 
monopoly on life insurance business, and 

– The General Insurance Corporation of India and its 
four non-life subsidiaries namely, 

• National Insurance Co., 

• New India Assurance Co., 

• Oriental Insurance Co. and 

• United India Insurance Co.
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India’s Insurance Market

• The results of liberalization have been 
significant. Since 1999, 

• IRDA has licensed 24 new private insurance 
companies, 

– 21 have foreign equity participation. 

– Major global players like Aegon, Fortis, Future 
Generali, Principal and Dai-ichi have tied-up with 
Indian partners to set up life insurance operations.

– As per the 2015 amendment, foreign investment 
can be up to 49% 
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Private Companies provide Health & 
General Insurance

1 ICICI Lombard 9 Star Health & Allied Insurance.

2 HDFC Chubb 10 New India Assurance

3 Royal Sundaram Alliance 11 National Insurance

4 Cholamandalam 12 United India Insurance

5 Bajaj Allianz General 13 Oriental Insurance

6 TATA AIG General 14 Agricultural Insurance Co. of 
ndia

7 IFFCO Tokio 15 Export Credit & Guarantee Corp

8 Reliance General
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IRDA’s Definition

• IRDA defines health insurance as: 

– The effecting of contracts which provide sickness 
benefits or medical, surgical or hospital expense 
benefits, whether in-patient or out-patient, on an 
indemnity, reimbursement, service, prepaid, 
hospital or other plans, including assured and long 
term care.
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Growth of Health Insurance

• Health insurance has experienced dramatic 
growth over the two decades from 1991 to 2006

– The number of persons covered has increased 
annually by over 25 per cent. 

• The premiums have increased annually by 35 per 
cent during the same period. 

• While this growth is impressive, the base was 
exceedingly small and 

– the industry still insures only a small portion of the 
Indian population
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Evolution of Health Insurance in India

Year Developmental mile stone

1942 Health insurance introduced when the first 
insurance Act was passed

1948 The Bhore committee report made 
recommendations for the improvement for 
health care services in India

1948 The Central Govt. introduced ESIS 

1954 CGHS was introduced

1986 Mediclaim was introduced

1999 IRDA Act was passed. Insurance was opened to 
both private  and foreign participation 
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Operationalization of Health Insurance

• Health Insurance

– It relates to a type of insurance that essentially  
covers medical expenses

– It is a contract between an insurer and an 
individual / group 

– In this contract, insurer agrees to provide 
specified health insurance cover at a particular 
premium

– Terms and conditions are specified in the “policy”
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Coverage of Health Insurance Policy

• Covers expenses reasonably and necessarily 
incurred (subject to ceiling of sum assured                                                      

• This may include:
– Room, Boarding expenses

– Nursing expenses

– Fees of surgeon, anaesthetist, physician, consultant, 
specialists

– Anaesthesia, blood, oxygen, OT charges, surgical 
appliances, medicines, drugs, diagnostic materials, X-
ray, Dialysis, Chemotherapy, radio-therapy, cost of 
pace maker, Artificial limb, cost of organs and similar 
expenses
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Coverage of Health Insurance Policy

• Sum Insured

– The sum insured may be

• On an individual basis or 

• On floater basis  for the family as a whole

• Cumulative Bonus (CB)

– Policies may offer Cumulative Bonus

• For every claim free year, the sum insured is increased  by a 
certain percentage (generally up to 50% cumulative)

• In case of a claim, CB will be reduced by 10% at renewal

• Cost of Health Check-up

– Some policies offer a reimbursement on health check
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Coverage of Health Insurance Policy

• Minimum period of stay in hospital

– For claiming, usually 24 hours stay in hospital as in-patient 
is necessary

– This may not apply for accidents and certain other 
treatment
• Details are given in the policy document

– The policy may contain provision of related pre and post 
hospitalization expenses

• Cashless Facility

– Insurance companies have tie-up with many hospitals in 
the country

– If treatment is in any of these hospitals, insured need not 
pay the bill to hospital
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Coverage of Health Insurance Policy

– The insurance companies through its Third Party 
Administrator (TPA) will pay to the hospital (listed)

– Expenses beyond certain sub limits not covered by 
the policy are to be paid to hospital by the insured

– For treatment in a non-listed hospital, 

• insured to pay directly to the hospital  and 

• later claim reimbursement from the insurance company

• Exclusions

– Certain exclusion clauses are usually included in 
policy
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Coverage of Health Insurance Policy

• The exclusions may be:

– Pre-existing diseases

– For the first 30 days in the first year of the policy

– In the first year of cover. The following may be excluded
• Cataract

• Benign Prostatic Hypertrophy

• Hysterectomy

• Hysterectomy for menorrhagia or fibromyoma

• Hernia, hydrocele

• Fistula in anus

• Piles

• Sinusitis and related disorder

• And many other conditions, details will be available in policy
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Coverage of Health Insurance Policy

• No short period policies

– Health insurance policies are not issued for less 
than one year period

• Factors affecting health insurance premium

– Age : 

• older persons pay more

– Previous medical history also determines premium

– Claim free year can be a factor in determining 
premium

• Certain discounts may be given
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Coverage of Health Insurance Policy

• Portability

– The IRDA issued a  circular in 2011 

• has permitted that insurance cover can be transferred 
from one company to the other and 

• from one plan to another

• Reduction in coverage

– After the claim is settled, the policy coverage is 
reduced by the amount paid
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