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Publicly Financed Health 
Insurance Schemes

Soumitra Ghosh

The announcement of the 
National Health Protection 
Scheme provides us with an 
opportunity to see how its 
predecessor Rashtriya Swasthya 
Bima Yojana and other publicly 
funded health insurance schemes 
have fared so far. The experiences 
of PFHIS indicate that targeted 
health insurance coupled with 
a healthcare delivery system 
dominated by “for profi t” private 
providers failed to address the 
issues of access and fi nancial 
risk protection. They possibly 
displace resources that can be 
utilised for strengthening a 
public health system. 

The Rashtriya Swasthya Bima 
Yojana (RSBY) was launched in 
2008 and had a target of covering 

the entire population below poverty line 
(BPL) by 2012. However, even after nine 
years of its implementation, only half of 
the BPL families were covered according 
to the government’s own data. Further, 
there is a huge discrepancy between the 
coverage fi gures given by the government 
data and estimates from surveys. For 
example, as per the 71st round of 
 National Sample Survey Offi ce (NSSO), 
11.1% of population was covered by the 
RSBY and state-sponsored health insur-
ance schemes (SSHIS) in 2014 (excluding 
Employment State Insurance Scheme 
(ESIS), Central Government Health Scheme 
(CGHS) and Ex-Servicemen Contribu-
tory Health Scheme (EcHS)) but data 
from Insurance Regulatory and Develop-
ment Authority (IRDA) suggests that the 
 population coverage of these schemes 
was 16.4%. 

One of the major sources of this discrep-
ancy in enrolment rate in the RSBY is due 
to the creation of bogus benefi ciaries by 
the insurance companies to earn premi-
um subsidy from the government. An-
other source of discrepancy is that while 
insurance companies have been given 
the premium subsidy for covering all eli-
gible households in respective states, the 
insurer did not reach out to all and only a 
fraction of the eligible population was 
enrolled and made aware about their 
entitlements under various SSHIS. For 
example, total eligible families for the 
Mahatma Jyotiba Phule Jan Arogya 
Yojana (MJPJAY) in Maharashtra, as per 
the public distribution system (PDS) data, 
were 2,07,94,294  in 2015, of which merely 
2.45% families were enrolled under the 
scheme in 2016. 

Does Targeting Work?

The other problem is related to the iden-
tifi cation of poor households. Ghosh and 

Datta Gupta (2017) found that almost 
half of the households  enrolled in the 
RSBY actually belonged to the non-poor 
category. Experience with regard to tar-
geting was similar in other insurance 
schemes. For example, a study based on 
primary data collected from Mumbai in 
2013 shows that almost half of the house-
holds enrolled under the MJPJAY were 
from the non-eligible category (Rent and 
Ghosh 2015). These fi ndings suggest sub-
stantial leakage to the non-poor in pub-
licly funded health insurance schemes 
(PFHIS). Targeting basically does not 
seem to work as we also know from other 
contexts. Further, the design and process 
of implementation of PFHIS is blind to 
gender, age, caste, disability status or 
 religion of the target benefi ciaries. The 
failure to recognise the fact that the 
scheme’s target population belonged to 
different sociopolitically disadvantaged 
groups, encapsulating different degrees 
of social status led to the exclusion of vul-
nerable groups or individuals (Ghosh and 
Mladovsky 2014; Shesadri et al 2014). 

Access to Healthcare 

It is important to underscore the fact that 
insurance coverage does not automatically 
translate into utilisation. For utilisation to 
take place, it is important that enrolled 
families possess suffi cient information 
about how insurance coverage can be used 
for accessing health services. Interestingly, 
in PFHIS, insurance companies have been 
entrusted with the responsibility of gener-
ating awareness among the target popu-
lation. As expected, this policy of employ-
ing insurance companies for educating 
the BPL families about health insurance 
has largely been ineffective (Ghosh 2014). 

According to the programme data, the 
hospitalisation rate was found to be as low 
as 1% amongst the RSBY-insured individu-
als, compared to a national ave rage of 
2.6% for the general population as of 
2014. Further, there is substantial varia-
tion across states, ranging from 0.1% in 
Rajasthan to 4.8% in Kerala (Figure 1, 
p 17). The point to be noted is that the 
RSBY is not an exception in this regard. 
The utilisation rate of other insurance 
schemes is also very low. For example, 
the MJPJAY has been in operation in 
Maharashtra since 2011 but the utilisation 
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rate (calculated as the proportion of eligi-
ble persons with at least one inpatient 
claim during the year) was just 0.12% in 
2013–14 and 0.18% in 2014–15. 

Signs of Cream-skimming?

Here is another important revelation in the 
claims data of the MJPJAY with respect to 
the utilisation patterns (Table 1). Cancer 
accounted for 30% of all claims settlement 
(medical, surgical, and radiation oncol-
ogy), followed by cardiology and cardio-
vascular surgery (together accounting 
for 19.3% of cases) and nephrology (15%). 
All medical illnesses—general medicine, 

endocrinology, rheumatology, dermatolo-
gy, and infectious disease—taken together 
accounted for only 0.79% of all claims. 
Clearly, this varies with morbidity  patterns 
in the general population. 

Does this pattern indicate any wrong-
doing by the providers? Are they cherry-
picking? 

A closer scrutiny of the claims data ac-
tually substantiates this hypothesis. The 
packages for cardiac, cancers, and dialysis 
are some of the most expensive procedures 
covered under the insurance scheme, and 
understandably, private hospitals choose 
such high-paying surgeries, leaving the 

“low profi t” patients for the public hospi-
tals. As per the claims data of the MJPJAY, 
while 70% of the overall utilisation took 
place in private hospitals, 75% of the cases 
falling under the above-mentioned spe-
cialities were conducted in the private 
sector. Similar utilisation patterns have 
also been observed in Aarogyasri Scheme 
in Andhra Pradesh and Karnataka. 

No Financial Protection

There is no evidence that the RSBY has 
caused reduction in out-of-pocket (OOP) 
expenditure. Impact evaluation studies 
showed no signifi cant difference between 
the RSBY-insured and -uninsured house-
holds in terms of OOP payment on outpa-
tient, inpatient or on any type of care 
(Ghosh and Datta Gupta 2017; Karan et al 
2017). Further, researchers found that al-
most 60% of the RSBY benefi ciaries had 
to make a median OOP payment of ̀ 4,000 
in 2011 for hospitalisation, primarily related 
to drug purchases (Devadasan et al 2013). 

Also, apart from the ineffectiveness of 
publicly sponsored private health insur-
ance, there are other important aspects 
of insurance that need to be critically 
 examined. The most important point to 
note is that because of PFHIS, we are 
spending a huge portion of  fi nancial re-
sources on feeding the health insurance 
system itself. 

For instance, in Maharashtra, the state 
government paid `2,350 crore for MJPJAY 
as premium subsidy to a private health 
insurance company from 2012–13 to 2015–
16. But the claim disbursement amount 
was only `1,880 crore, which means we 
purchased `1,880 crore worth of insur-
ance services with `2,350 crore. So, al-
most `500 crore (20% of the claim reve-
nue) went to the coffers of insurance 
companies for so-called administrative 
cost (see Figures 2, 3). These include mov-
ing a claim through the system, enrolling 
benefi ciaries, and most importantly, for 
paying the innumerable and often in-
comprehensively large salaries of ad-
ministrators at insurance companies and 
third-party administrators (TPAs) (private 
fi rms that manage most of the adminis-
trative tasks of the insurer). The insur-
ance companies employ these TPAs to 
keep the “claim settlement ratio” low. 
The lower the claim settlement ratio, the 

Figure 1: Hospitalisation Rate among the Insured Population, NSSO 2014
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Figure 2: Premium Revenue and Claim 
Disbursement, 2012–13 to 2015–16  ( ̀  crore)
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Figure 3: Incurred Claim Ratio of National 
Insurance Company for the RGJAY/MJPJAY 
for Various Years
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Table 1: Illnesses by Frequency amongst Claims, MJPJAY, Maharashtra
Top 10 Illnesses by Case Load Percentage to Total Those Illnesses Contributed by < 1% of Cases Percentage 

Medical oncology 22.01 Burns 0.35

Nephrology 14.82 General medicine 0.34

Cardiology 12.87 Interventional radiology 0.33

Genito-urinary system 8.03 Endocrinology 0.31

Poly trauma 6.47 Surgical gastro-enterology 0.21

Cardiac and cardiothoracic surgery 6.43 Plastic surgery 0.09

ENT surgery 4.94 Rheumatology 0.07

Radiation oncology 4.27 Dermatology 0.06

Surgical oncology 3.40 Infectious diseases 0.01

Orthopaedic surgery and procedures  2.45 Prostheses 0.01

Total 85.69 Total 1.78
Source: State Health Assurance Society. 
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higher is the fi nancial reward for the TPAs. 
In other words, there is a perverse incen-
tive for TPAs to reject claims and pre-
authorisations for cashless procedures. 

Misplaced Priorities 

Since their inception, total expenditures 
on the state health insurance schemes 
have increased at a brisk pace. For the 
fi rst four years of RGJAY/MJPJAY in Maha-
rashtra (2012–16), the premium was 
pegged at `333 per annum per family. 
Thereafter, it has been on the rise. In 
2016–17, the premium was 50% higher 
than in 2017–18 and then it increased by 
almost 110% in 2018. The current insur-
ance premium is `690 plus taxes for the 
coverage period January–December 2018. 

In Tamil Nadu, the insurance premium 
for Chief Minister’s Comprehensive Health 
Insurance Scheme (CMCHS), which was 
`560 in 2012 has been increased to `699 
per family per annum in 2017–18. In terms 
of public expenditure on Rajiv Gandhi 
Jeevandayee Arogya Yojana (RGJAY), it has 
increased by 153% since 2014 (Table 2). 
Similarly, Tamil Nadu and Karnataka 
experienced expenditure increases of 
 almost 100% and 130%  respectively. If all 
government insurance schemes are taken 
into account, Karnataka spent little more 
than `1,000 crore in 2017–18. Roughly, 
spending on health insurance schemes 
ranges from 13% of total government ex-
penditure on health in Telangana to 15% 
in Karnataka as of 2017–18.

It is no wonder that spending on health 
insurance programmes has become one 
of the largest budget items in these states. 
However, any further changes in the 
amount spent on insurance schemes will 
have signifi cant impact on state govern-
ment’s fi scal balance and the  resources 
available for other programmes. Also, the 
emphasis on insurance-based coverage 
for high-end secondary and tertiary care 

skews public health priorities, and diverts 
resources away from primary and preven-
tive healthcare. This year’s union budget 
is a glaring example. While National 
Health Protection Scheme (NHPS) has 
been announced with an initial allocation 
of ̀ 2,000 crore, there has been a 2.1% re-
duction in budgetary allocation for the 
National Health Mission—a fl agship pro-
gramme for strengthening the primary 
healthcare infrastructure in the country. 

There is also a concern that as the parti-
cipating states in NHPS would have to foot 
40% of the massive insurance bill, they 
might run into issues of fungibility with 
fi nance authorities reducing one source 
to compensate for increases from another 
source. This is not an unfounded fear, giv-
en the fact that many states do not have 
the fi scal space to absorb  additional 
spending on health insurance. In all like-
lihood, primary and preventive care 
would become the biggest casualty of 
NHPS. It is worthwhile to point out that 
post the Fourteenth Finance Commission, 
contrary to the expectation that states 
would have larger resources to spend on 
health and education, many states actually 
recorded a decline in  expenditure on social 
service sectors (Choudhury et al 2018). 

Is PFHIS Cost-effective?

There has not been any study to assess the 
cost-effectiveness of PFHIS. Nevertheless, 
we can make a broad comparison between 
the PFHIS and public healthcare system. 
Take Rajiv Arogyashri Scheme, for exam-
ple. Andhra Pradesh was the fi rst state 
to adopt an insurance-based health sys-
tem model. According to one study, this 
scheme for hospital care has used 25% of 
the state’s health budget for add ressing a 
mere 2% of the disease burden, excluding 
common illnesses such as  tuberculosis and 
diabetes. Of the payments, 75% went to 
the private hospitals. On the other hand, 

public healthcare  delivery system received 
just 30% of the total health spending but 
provided 45% of hospital care and virtually 
all preventive care in the country in 2014. 

Clearly, the experiences of PFHIS indi-
cate that targeted health insurance cou-
pled with a healthcare delivery system 
dominated by “for profi t” private providers 
have failed to address the issues of access 
and fi nancial risk protection. Moreover, it 
has not only wasted thousands of crores 
of taxpayers’ money but also possibly dis-
placed the resources that were to be uti-
lised for other important activities. Unfor-
tunately, the present government seems 
to have decided not to learn from such past 
policy misadventures. While the focus 
should have been the building of a public 
health system to achieve “health for all,” 
it is rolling out the NHPS, another scheme 
similar to the RSBY, albeit with some mi-
nor cosmetic changes. This is not sur-
prising as the idea of PFHIS resonates 
very well with Niti Aayog and its health 
policy practitioners who look to health 
fi nancing reform of this kind as “nirvana” 
that will free the government from 
 direct provisioning and reinforce market-
oriented reforms in India’s publicly 
funded healthcare. 
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MJPJAY 237.25 377.02 519.98 679.04 639.58 643 1,316 153

CMCHS NI 644 642 658 755 NA 1,270 98

Karnataka        
 VAS NI 60 118 140 142.71 140 330 550

 RAB NI NI NI 11.25 11.25 6 16 142

 ISY NI NI NI 156.75 159.45 159.2 361.73 231

 Total       308 313.41 305.2 707.73 130
VAS: Vajpayee Arogyasri Scheme; RAB: Rajiv Arogya Bhagya Scheme; ISY Indira Suraksha Yojana. 
Source: Detailed demand for grants, various years.


